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1 WALTER VAN DE VIJVER, January 31, 2007
2 PROCEEDINGS
3 THE VIDEOGRAPHER: Here begins Tape
4 Number 1 in the deposition of Walter van de
5 Vijver, in the matter of Royal Dutch/Shell
6 Transport Securities Litigation, in the United
7 States District Court, District of New Jersey,
8 Case Number 04-3749. Today's date is
9 January 31st, 2007. The time is 9:39 a.m.
10 The video operator today is Cali Day of
11 LegaLink New York. This deposition is taking
12 place at Akin Gump, 1333 New Hampshire Avenue,
13 Northwest, Washington, D.C.
14 Would counsel please identify themselves
15 and state whom they represent.
16 MR. HABER: Jeffrey Haber from
17 Bernstein, Liebhard & Lifshitz, on behalf of lead
18 plaintiff, Peter M. Wood in the class. Also with
19 me is my colleague, Allen Hobbs, also from
20 Bernstein, Liebhard & Lifshitz.
21 MS. MACKINTOSH: Christine Mackintosh
22 from Grant & Eisenhofer on behalf of the opt-out
23 plaintiffs.
24 MR. GOLDSTEIN: Joseph Goldstein from
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25 Mayer, Brown, Rowe & Maw on behalf of Sir Philip
0009

WALTER VAN DE VIJVER, January 31, 2007
2 Watts.

MS. MAZARAKIS: Akrivi Mazarakis, Mayer,
4 Brown, Rowe & Maw, on behalf of defendant Philip
5 Watts.
6 MR. MORSE: Adreian Morse, Mayer Brown,
7 for Sir Philip Watts.

MR. WEED: Earl Weed, in-house Shell.
MR. TUTTLE: John Tuttle, Debevoise &

10 Plimpton, LLP, on behalf of the Shell defendants.
MR. WARE: David Ware, Debevoise &

12 Plimpton, on behalf of the Shell defendants.
MR. KING: Jeffrey King from Akin Gump

14 on behalf of the witness, Mr. Van de Vijver.
15 MR. DOWD: John Dowd from Akin Gump on
16 behalf of Mr. Van de Vijver.

MR. HOTZ: Robert Hotz from Akin Gump
18 representing for Mr. van de Vijver.

MR. SCHULTEN: Christopher Schulten from
20 Akin Gump on behalf of Mr. Van de Vijver.

MR. ADLER: Derek Adler from Hughes,
22 Hubbard & Reed, for PricewaterhouseCoopers U.K.

MR. CORSON: Nicholas Corson, Hogan &
24 Hartson, for KPMG Accountants.
25 MS. WICKHEM: Rebecca Wickhem, Foley &

1

3

8
9

11

13

17

19

21

23

0010
WALTER VAN DE VIJVER, January 31, 2007

2 Lardner, on behalf of Judith Boynton.
MS. SENNETT: Nancy Sennett of Foley &

4 Lardner, LLP, on behalf of the defendant Judith
5
6

1

3

Boynton.
MR. WEED: Ralph Ferrara, LeBoeuf, Lamb,

7 Green & MacRae, on behalf of Shell Transport and
8 Trading, Royal Dutch/Shell, and I might want to
9 remind my good friend Jeff Haber that there is no
10 class to represent yet, but we understand are his
11 clients.

THE VIDEOGRAPHER: The court reporter
13 today is Laurie Bangart-Smith of LegaLink New
14 York. Would the reporter please swear in the
15

12

witness.
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16 WALTERVANDEVIJVER,
17 having been duly sworn, testified as follows:
18 EXAMINATION BY COUNSEL FOR PLAINTIFFS
19 BY MR. HABER:
20 Q Mr. Van de Vijver, good morning.
21 Before we start, I just want to let
22 everyone know that I am told that there is food,
23 there's breakfast, and there will be lunch served
24 in the Georgetown Room, which is right behind us,
25 and everyone is welcome to partake in that.
0011
1 WALTER VAN DE VIJVER, January 31, 2007
2 Also, Ralph, I understand, but I'm
3 pretty confident we'll get there.
4 Also, Mr. Van de Vijver, this morning
5 and throughout the next couple of days, as you
6 know, we're going to be asking you a series of
7 questions, and what I'm looking for are your best
8 recollection, your knowledge of the events and
9 circumstances that I'll be asking you about. And
10 as you probably know from speaking with your
11 counsel, these issues relate to the
12 recategorization that Shell had announced in
13 multiple releases, beginning in January of 2004.
14 If I ask you a question and you don't
15 understand, would you let me know that?
16 A Sure.
17 Q And I will let you know that if you ask
18 me to rephrase a question or you don't understand
19 a question, I'll be happy to rephrase it so that
20 you do understand. This way we're always on the
21 same page.
22 If you don't hear a question, will you
23 tell me?
24 A Yes.
25 Q And again, if you don't hear it, I'll be
0012
1 WALTER VAN DE VIJVER, January 31, 2007
2 happy to repeat it.
3 Also, please recognize that even though
4 these proceedings are being videotaped, we still
5 have a court reporter, and your answers still need
6 to be verbal, so please articulate your answers
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7 with a "yes" or a "no" and certainly any response
8 that you need. Head nods and "uh-huhs," they
9 don't get picked up by the court reporter. Is
10 that okay with you?
11 A Sure.
12 Q If you don't know the answer to a
13 question that I ask, would you let me know that.
14 A Yes.
15 Q Please, if you could, speak clearly and
16 audibly for the court reporter. Again, even
17 though this is being videotaped, the court
18 reporter needs to be able to hear and understand
19 everything that's being said.
20 A lot of times during these proceedings
21 what will happen -- and it's completely
22 unintentional -- is the examiner and the witness
23 tend to talk over each other. I will do the best
24 that I can to make sure that you finish all your
25 answers before I ask a question, and I would
0013
1 WALTER VAN DE VIJVER, January 31, 2007
2 appreciate it if you would do the same; wait for
3 me to finish my questions before you answer. Is
4 that okay?
5 A Sure.
6 Q Finally, if you need a break at any
7 time, please let me know, and I will do what I can
8 to accommodate you. The only time that I will not
9 accommodate the request is if the -- if there's a
10 question pending, in which case then I would ask
11 for a response, the only exception to that being
12 if there's an issue of privilege that your counsel
13 is asserting.
14 Is that acceptable?
15 A Yes.
16 Q Great. Okay. For the record, can you
17 tell us your name and address, current address.
18 A Walter van de Vijver. I'm living in the
19 Netherlands in Wassenaar. The street name is
20 Groot Haesebroenseweg, Number 1.
21 Q We can go off the record later and --
22 A I'm sorry. I can't make it any easier
23 than that.
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24 Q That's okay.
25 And have you attended a college or
0014
1 WALTER VAN DE VIJVER, January 31, 2007
2 university?
3 A Yes.
4 Q And where did you go?
5 A It's called the University of Technology
6 in Delft in the Netherlands.
7 Q Did you graduate with a degree?
8 A Yes. I graduated with a master's degree
9 in civil engineering.
10 Q Did you continue with any higher
11 education after graduating from Delft University?
12 A No. Immediately after that degree, I
13 joined Shell.
14 Q Before we start with your CV, if you
15 will, just a couple of other unrelated questions
16 to Shell.
17 Do you have any professional licenses ?
18 A Apart from a driver's license, no, I
19 don't think so.
20 Q Okay. Did you ever join the Society of
21 Petroleum Engineers?
22 A Yeah, as a member, but it doesn't really
23 mean a lot, right? Everyone who wants to become a
24 member can become a member.
25 Q Are you currently a member?
0015
1 WALTER VAN DE VIJVER, January 31, 2007
2 A No.
3 Q When did you begin your membership?
4 A Somewhere -- I don't know exactly.
5 Somewhere in the early, early eighties.
6 Q And how long did you maintain the
7 membership?
8 A I left somewhere, 2000, 2001 or so.
9 Q Did you ever attend any meetings of the
10 SPE?
11 A A couple but not, not many, and I did a
12 few -- I think I once also did a presentation at,
13 at one of the SPE meetings.
14 Q Do you recall when that presentation was
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15 given?
16 A I think I may have given one -- I really
17 can't be sure. I think maybe somewhere -- it was
18 in Aberdeen, when I was based in Aberdeen looking
19 after the Brent field.

24
25
0016

Q I know now I'm skipping into your CV a
21 little. When were you in Aberdeen?

A Aberdeen? I arrived in Aberdeen in end
23 of March '91.

Q And how long were you there?
A I was there for nearly six years. In

20

22

1 WALTER VAN DE VIJVER, January 31, 2007
2 February, February '97, I moved over to London.
3 Q Going back to the presentation, do you
4 recall the subject matter of the presentation?
5 A It must have been about the Brent
6 fields. I was -- when I was in Brent I was
7 responsible for a major redevelopment of, uh, of
8 the Brent field.
9 Q And where is the Brent field?
10 A In the North Sea, in the northern North
11 Sea.
12 Q Is that a gas or oil --
13 A Gas and oil field.
14 Q It's both?
15 A Yeah.
16 Q What was your position while you were at
17 Aberdeen?
18 A I started off as the petroleum engineer
19 and manager for the Brent field, and then after a
20 couple of years I took over as the General Manager
21 for the Brent field.
22 Q And was General Manager the last
23 position you held while you were at Aberdeen?
24 A Yes.
25 Q Going back to the SPE, do you recall
0017
1 WALTER VAN DE VIJVER, January 31, 2007
2 attending any meetings of the SPE where reserves
3 reporting was discussed?
4 A No, never.
5 Q Do you recall -- do you know if the SPE

file:IIICI/Documents%20and%20Settings/daustin/Desktop/Deposition%20Transcripts/0 13107wv .txt (10 of 132)9/18/2007 3:54:29 PM



file:1I ICI/Documents %20and %20Settingsl daustin/Desktop/Deposition %20Transcripts/0 13107wv .txt

Case 3:04-cv-00374-JAP-JJH Document 365-2 Filed 10/10/2007 Page 11 of 390
6 publishes any periodicals that it sends to its
7 members?
8 A Yes. I -- as part of being an SPE
9 member, I go to their -- I think it's JPT, Journal
10 of -- I don't know what, but I think theirs is
11 called JTP, a magazine that they published on I
12 think a monthly basis.
13 Q Do you recall reviewing the JPT when it
14 was distributed to you?
15 A Oh, like a little magazine saying -- I
16 must have read a few articles in it. No details.
17 Q Do you recall ever reading articles
18 about reserves reporting requirements?
19 A No.
20 Q And again I'm just referring to the JPT
21 right now.
22 A Yeah, yeah, I understand.
23 Q Other than the SPE, are you a member of
24 the Royal Institute of Engineers?
25 A No.
0018
1 WALTER VAN DE VIJVER, January 31, 2007
2 Q Can you think of any other industry
3 organizations that you either were or currently
4 are a member of?
5 A I'm currently not a member of, of
6 anything. I remember when I was in the United
7 States I was a member of the AP1.
8 Q And what is the API?
9 A American Petroleum Institute.
10 Q And how long were you a member of the
11 API?
12 A That was purely coincidal with my
13 assignment in the United States from '98 until
14 2001, early 2001.
15 Q Okay. Why don't we jump back to the CV
16 for a moment. You said that in February of '97
17 you moved to London?
18 A Yeah.
19 Q What position did you take when you
20 moved to London?
21 A I became the CEO of our gas, coal and
22 power business.
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23 Q What is the gas, coal and power
24 business?
25 A Gas, coal and power business is a, is a
0019
1 WALTER VAN DE VIJVER, January 31, 2007
2 business that looked after the, the coal interest
3 that, that Shell had. Shell, not today anymore,
4 but at that time had an interest in a coal
5 business in Australia and in South Africa. It
6 looked after the, the interest in, in LNG
7 projects, and it looked after Shell's interest in
8 power. Back in '97 Shell entered the power
9 business, which I was involved in in a joint
10 venture with Bechtel called Intergen.
11 Q What was the purpose of the joint
12 venture?
13 A To get in the business of independent
14 power producers and see that there's a profitable
15 growth area for the Shell Group.
16 Q When you were at gas, coal and power,
17 what was your position? I'm sorry. Withdrawn.
18 You said you were CEO?
19 A Yeah, that was the title, yeah.
20 Q What were your duties and
21 responsibilities as CEO?
22 A To look after that part of, of the
23 business, and in that role I reported into one of
24 the Group Managing Directors.
25 Q Who did you report to?
0020
1 WALTER VAN DE VIJVER, January 31, 2007
2 A Maarten van den Bergh.
3 Q And was Mr. van den Bergh a member of
4 the CNB at that time?
5 A Yeah, Group Managing Director means
6 being a member of the CMD.
7 Q For the record, what is the CMD?
8 A Committee of Managing Directors.
9 Q What's the function of the CMD?
10 A That's the top accountable body in the,
11 in the Shell Group below the, the boards, which
12 was called Conference.
13 Q When you say "the boards," was that--
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14 are you referring to the boards of both Shell
15 Transport and Royal Dutch?
16 A If I talk Conference, that's the place
17 where the boards of both Royal Dutch and ST&T
18 would sit together.
19 Q And ST&T being Shell Transport and
20 Trading?
21 A Yes.
22 Q What was your relationship like with
23 Mr. van den Bergh when you reported to him?
24 A I think very well. It was my first
25 assignment outside the exploration and production
0021
1 WALTER VAN DE VIJVER, January 31, 2007
2 business, so I had before never really had
3 anything to do with him, and that was a, was a new
4 experience for me.
5 Q Did you find he was someone that you
6 could speak to openly and freely?
7 A Yes.
8 Q The gas and power business; is that
9 considered an upstream business?
10 A In the group it was put separate to give
11 it its own identity, because it was more about
12 the, the commercial side of the business.
13 Q And is that the functional equivalent of
14 upstream, something that is being produced and
15 commercialized?
16 A Well, it was a separate business.
17 Exploration and production is distinct from the
18 gas and power business, and I think that's still
19 the case today within Shell.
20 Q I guess what I'm just trying to
21 understand -- I've heard within this case
22 "upstream" and "downstream," and I understood gas
23 and power to be upstream and to be different from
24 exploration, which was downstream. Am I wrong?
25 A I think you're getting a little bit
0022
1 WALTER VAN DE VIJVER, January 31, 2007
2 confused. Gas and power was often called the
3 downstream gas. The E&P business, exploration and
4 production business, is often referred to as
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5 upstream.
6 Q Okay, and can you explain to me why.
7 A Well, upstream is all about finding and
8 getting the hydrocarbons out of the ground, and
9 downstream, just like you have the oil products
10 business, is about marketing and ultimately the
11 distribution of those products.
12 Q Going back to the CV for a moment, you
13 were in London from around February of '97 until
14 sometime in -- until sometime into 1998, correct?
15 A Yes.
16 Q What did you do in London?
17 A That's what we just talked. That was
18 here, the gas and power business, '97, '98.
19 Q Okay, I'm sorry. I, I completely lost
20 it. I'm sorry.
21 In '98 to 2001 what did you do?
22 A That's when I went to the United States
23 and I became -- I think official title is
24 President and CEO of Shell Exploration and
25 Production. I think the acronym was SEPCo. That
0023
1 WALTER VAN DE VIJVER, January 31, 2007
2 was the U.S. arm of the exploration and production
3 business.
4 Q And as CEO of SEPCo, what were your
5 duties and responsibilities?
6 A I had to -- the responsibilities, they
7 are both for the upstream business, the
8 exploration and production business, but also for
9 the downstream gas and power business. Later that
10 was sort of split, but that's sort of how the
11 structure was when I arrived in the United States.
12 Q Who did you report to while you were at
13 SEPCo?
14 A That was one of these -- in the
15 transition I reported both to the CEO of Shell Oil
16 Company as well as into the Regional Director
17 within the E&P business for America and Europe,
18 which was Bob Sprague at that time.
19 Q So Bob Sprague was the Regional Business
20 Director for America and Europe at the time?
21 A Yes.
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22 Q Did that reporting line subsequently
23 change, or did you report to him throughout your
24 tenure?
25 A No, that did not change.
0024
1 WALTER VAN DE VIJVER, January 31, 2007
2 Q Was Bob Sprague someone that you can
3 talk to openly and candidly?
4 A I think generally yes, yeah.
5 Q Who was the CEO of Shell Oil?
6 A When I arrived in the United States, I
7 took over from, from Jack Little, who had held my
8 position there for I think about 11 years. When I
9 arrived, he moved off up to become the CEO of
10 Shell Oil Company.
11 Q And did he remain the CEO of Shell Oil
12 Company during your tenure as CEO of SEPCo?
13 A No, because he retired about -- I don't
14 know exactly. It was about a year later.
15 Q And who succeeded him?
16 A Steve Miller.
17 Q Do you know where Steve Miller had come
18 from?
19 A He, he came in the U.S. from actually
20 the Committee of Managing Directors. Before that
21 he had been one of the members of the Committee of
22 Managing Directors.
23 Q Did he remain on the CMD during his
24 tenure as, as CEO of Shell Oil?
25 A No.
0025
1 WALTER VAN DE VIJVER, January 31, 2007
2 Q Do you have an understanding as to why?
3 A Well, I mean it was all as part of the,
4 the transition which is called the globalization
5 of, of the business where Shell Oil was brought
6 more closely to the rest of the group in terms of
7 reporting lines and decision-making. Until I
8 arrived in the United States, Shell Oil was very
9 much sort of in a separate identity with its own
10 boards and with a lot of the decision-making done
11 in the United States, whereby on the board of
12 Shell Oil there would always be two members of the
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13 Committee of Managing Directors as board members
14 of Shell Oil Company, but it was thereby sort of
15 governed separately.
16 Q When did the globalization of the
17 business occur?
18 A In terms of the globalization, that
19 happened, if I recall correctly, on the sort of
20 first of April '99 at least with respect to my
21 business.
22 Q At the time of the globalization, around
23 April of 1999, was Shell Oil a separate reporting
24 company from the larger group?
25 A Yes. That's what I just explained, to
0026
1 WALTER VAN DE VIJVER, January 31, 2007
2 having its own, own board and, and the board would
3 govern Shell Oil directly. And as part of the
4 globalization, there was a gradual move to bring
5 the decision-making, investment decisions and
6 business planning in line with the, with the rest
7 of the group.
8 Q And so you're talking internally about
9 reporting, correct?
10 A Yeah, yeah.
11 Q I was actually referring to externally,
12 like the Securities and Exchange Commission.
13 A I don't know the details about -- I mean
14 Shell Oil, no, it's -- I think it was all reported
15 as one entity, because it was already back in -- I
16 think it's 1985. That was the time of my first
17 assignment to Shell Oil where the minority
18 shareholders and Shell Oil Company were bought
19 out, so it wasn't a hundred percent Shell Company.
20 Q So much earlier than April of '99 for
21 external reporting purposes, Shell was already --
22 Shell Oil was already part of the larger group?
23 A Yes.
24 Q In your function as CEO of SEPCo, did
25 you have any responsibilities for reporting of
0027
1 WALTER VAN DE VIJVER, January 31, 2007
2 proved reserves?
3 A Like every operating unit within the
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4 company -- the term "operating unit"; every entity
5 within the country was called an operating unit.
6 Every operating unit on an annual basis would
7 report their best estimate of reserves, including
8 proved reserves, to, to the Center in, in The
9 Hague.
10 Q Did you have people who reported to you
11 who had that responsibility for gathering their
12 reserves information for reporting in to The
13 Hague?
14 A For the U.S., yes, certainly. I, I
15 recall that a few occasions during my regular
16 management or I call the Leadership Team of SEPCo,
17 there would be, on an annual basis, reports in on
18 the, on the status of our reserves.
19 Q Did, did Shell Oil participate in the
20 annual closeout of reserves which I understand is
21 called the ARPR?
22 A Yes.
23 Q And did you have any responsibility in
24 connection with the ARPR while you were head of
25 SEPCo?
0028
1 WALTER VAN DE VIJVER, January 31, 2007
2 A Well, as sort of the CEO of that entity,
3 you have a responsibility, ultimately, for the
4 business, so including reserves. Obviously I
5 relied on the experts in my organization to make
6 sure that, that the right, right numbers were,
7 were prepared.
8 Q And in terms of the right numbers being
9 prepared, do you know against what those numbers
10 were, were measured by; that is, Shell's
11 guidelines or the SEC's rule governing reserves
12 reporting?
13 MR. TUTTLE: Object to form.
14 BY MR. HABER:
15 Q You can answer.
16 A Sorry. Can you repeat the question.
17 Q Sure. When -- you said in your prior
18 answer that, that the organization rolled up the
19 numbers, they collated the numbers, and you had
20 said that you relied on the experts to make sure
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21 that the numbers were prepared, and what I want to
22 know is against what did they make sure that those
23 numbers were prepared properly.
24 MR. MORSE: Objection to form.
25 MR. TUTTLE: Objection.
0029
1 WALTER VAN DE VIJVER, January 31, 2007
2 THE WITNESS: Am I not allowed to
3 answer?
4 BY MR. HABER:
5 Q No, no. You can answer.
6 A Okay. So to the best of my
7 understanding, it was against the Shell guidelines
8 that would apply just in Shell Oil.
9 (Discussion was held off the record.)
10 BY MR. HABER:
11 Q In connection with Shell's guidelines,
12 did you review Shell's guidelines while you were
13 CEO of SEPCo?
14 A No.
15 Q Are you aware that the SEC had enacted a
16 rule governing the reporting of proved reserves?
17 A No.
18 Q Have you ever heard of a rule called
19 Rule 4-10?
20 A Not until end of 2003.
21 Q And why did you hear about Rule 4-10 in
22 the end of 2003?
23 A Because there was a, there was a lot of
24 debate, and of course, I'm stepping forward now,
25 all the way to, to Rockford when there was a lot
0030
1 WALTER VAN DE VIJVER, January 31, 2007
2 of discussion about whether the new numbers we
3 came up with, whether there was an effect from
4 what I recall these clarifications that were
5 issued by the SEC -- was it 2000 or 2001 ?
6 Q When you refer to "clarifications"
7 issued by the SEC, are you referring to the staff
8 interpretive guidance that the SEC staff had
9 issued?
10 A Yes. Is that something different than
11 this rule? I assumed that that was what you were
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12 referring to.
13 Q No, I'm actually referring to the rule
14 itself, so --
15 A Maybe then I was confused. I was
16 talking about this clarification that happened in
17 2000 or 2001.
18 Q Going back again to the time of being
19 CEO of SEPCo, do you know if Shell's guidelines
20 made reference to Rule 4-10?
21 A No.
22 Q Do you know if Shell's guidelines quoted
23 from Rule 4-10?
24 A No.
25 Q As CEO of SEPCo, were you also
0031
1 WALTER VAN DE VIJVER, January 31, 2007
2 responsible for business planning for Shell Oil?
3 A Yes.
4 Q And let me be a little -- let me make a
5 distinction here, because I might have been too
6 broad. Let's take first SEPCo. Were you
7 responsible for business planning with regard to
8 SEPCo?
9 A Yes.
10 Q Now, is there a difference between
11 business planning for SEPCo and Shell Oil?
12 A Well, Shell Oil involves the totality of
13 business in the U.S., so that is downstream as
14 well as upstream, and I did not have any
15 responsibility, clearly, for other parts of the
16 business. I only had responsibility for my part
17 of the business.
18 Q So with regard to business planning for
19 SEPCo, that was your responsibility?
20 A Yeah.
21 Q Okay. Going back to when you first
22 started Shell, you say you started Shell when you
23 graduated from Delft University, right?
24 A Yes.
25 Q When did you graduate?
0032
1 WALTER VAN DE VIJVER, January 31, 2007
2 A October -- October or November. October
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3 or November '79.
4 Q Okay. What was your first position at
5 Shell?
6 A My first position was a field
7 engineer/structural engineer.
8 Q What is that?
9 A I, I joined Shell for an international
10 career. That was why I joined Shell. I didn't
11 really know anything about Shell, so I ended up in
12 this job in London probably with the background
13 that, because I had known civil engineering and I
14 had finished my last study in harbor design, that
15 I knew something about water, and I ended up in a
16 structural engineering group which was involved in
17 the design of offshore structures in the North
18 Sea. So my first year I spent a lot of time
19 calculating strengths of offshore structures and
20 doing technical calculations and fatigue
21 calculations around platforms.
22 Q And how long were you in this position?
23 A Not that long. I think it was probably
24 about one and a half years, because while I was in
25 that position I got involved in a few project
0033
1 WALTER VAN DE VIJVER, January 31, 2007
2 teams, and I wanted to know why -- I had designed
3 a platform for six wells, so I wanted to know what
4 was happening subsurface, and why can't I know
5 more about subsurface. I want to know about what
6 I'm doing. It took a little bit of time for the
7 Shell system to accept that if I wanted to get
8 more exposed to the subsurface, I actually had to
9 sort of rejoin Shell, so I had to go for
10 re-interviews again in The Hague to apply to
11 become a petroleum engineer, and that's what I
12 did.
13 Q And that was sometime in 1981?
14 A Yes. I think it was '81, and after I
15 had my initial training, internal Shell classes, I
16 was transferred to Qatar in the Middle East.
17 That's a state, a country in the gulf state, state
18 of Qatar, and I was transferred there as a well
19 site petroleum engineer, which essentially meant
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20 you would spend your time on the rig, learning
21 hands-on about what it all takes to drill a well
22 safely and successfully. And I did that again for
23 about one and a half years, and then I couldn't
24 find another position there, and then I moved back
25 to the Hague. I think it was -- I don't know
0034
1 WALTER VAN DE VIJVER, January 31, 2007
2 exactly. I think somewhere early '84 I moved back
3 to the Hague.
4 Q Before we get to that position, what--
5 sorry. Withdrawn. How long was the training
6 course that you attended?
7 A I think a total of about three months.
8 Q Did that course include lectures or
9 other materials on reserves reporting?
10 A No, nothing on reserve reporting but
11 general on all the different skills relating to
12 petroleum engineering and field planning, so from
13 being able to analyze a log to be able to --
14 electric log in a well, to what it would take to
15 do -- analyze a production well test to doing some
16 basic economics, I mean sort of the broad spectrum
17 of the, of the petroleum engineering business.
18 Q In 1984 you started a new position.
19 What did you -- where did you go?
20 A In 1984 I became, I became a reservoir
21 engineer in, in The Hague, in the section of the
22 Hague that was involved with Europe.
23 Q And what was your position there?
24 A Just a junior reservoir engineer doing
25 whatever work was thrown at me to do.
0035
1 WALTER VAN DE VIJVER, January 31, 2007
2 Q Up until this point you had not done any
3 reservoir engineering work; is that correct?
4 A That's correct, yeah.
5 Q And based upon what you've said about
6 your education, you're not -- you don't have a
7 degree in reservoir engineering?
8 A Probably not, no.
9 Q How long did you remain in this position
10 as a reservoir engineer?
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11 A About two years, just under two years,
12 and then I moved to Shell Oil in California as a
13 reservoir engineer and later a team leader.
14 Q And what did you do at Shell Oil?
15 A Involved with heavy oil fields. That
16 was the, the part where -- in Bakersfield in
17 California. That's where Shell Oil had the
18 business unit, a couple of business units, but I
19 was in one of the business units called the San
20 Joaquin division that dealt with a variety of, of
21 heavy oil fields.
22 Q When you became a team leader, did your
23 responsibilities change?
24 A Not -- well, it was more a coordinating
25 role when I would work with facility engineers,
0036
1 WALTER VAN DE VIJVER, January 31, 2007
2 drilling engineers, to develop -- prepare
3 development plans for some of the assets I was
4 looking after. I spent about a year there on a,
5 on a project that involved developing a steam
6 injection project involved in cogeneration
7 facilities, so it was quite complex, and make sure
8 it all was properly set up.
9 Q While you were working in Bakersfield,
10 did you work with Roelof Platenkamp?
11 A No, not directly. He was in another
12 division, but we were sort of -- we were posted to
13 California at the same time. There was three,
14 three people that sort of at the same time got,
15 got posted to California, and at that time there
16 was a little bit high profile. Of course, we were
17 Dutch people coming from this very strange Royal
18 Dutch group that sort of were planted in the Shell
19 Oil organization. So the three of us, it was him,
20 Max Peters and Roelof Platenkamp, therefore saw
21 each other a lot socially, but we were -- Roelof
22 was working in a different division from where I
23 was, I was working.
24 Q And how long were you at Shell Oil?
25 A That was predetermined. Exactly two
0037
1 WALTER VAN DE VIJVER, January 31, 2007
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2 years. It was one of these sort of one year the
3 Royal Dutch group would pay for it, another year
4 Shell Oil would pay for it, and that was the
5 package.
6 Q And during the two years that you were
7 at Bakersfield, was Mr. Platenkamp also in Shell
8 Oil for those two years?
9 A Yeah, yeah. I think we were sort of
10 roughly exactly the same period.
11 Q After Bakersfield in 1988, where did you
12 go?
13 A I went to -- we're in '87, huh? '85
14 is -- from '85 to '87 I went to Shell Oil. If I'm
15 correct, I think I moved -- I moved in '87. I
16 moved to Oman. I think I got it correct; yes?
17 Are you confused?
18 Q A little, but that's okay. I'm going to
19 be guided by you.
20 A No, it's '83-'85 was The Hague, and then
21 '85 to middle of '87 or so was Shell Oil, and
22 then, then I went to Oman.
23 Q And so in '87 you went to Oman?
24 A Yes.
25 Q Okay, and how long were you in Oman?
0038
1 WALTER VAN DE VIJVER, January 31, 2007
2 A For nearly four years.
3 Q Approximately when did that position
4 conclude?
5 A In -- I think I said earlier March '91
6 when I moved to Aberdeen to Shell ExPro.
7 Q What was your position when you were in
8 Oman?
9 A I started as a, as a reservoir engineer,
10 and then after a year I became Team Leader. It
11 was called Area Team Leader for the Marmul area.
12 That's a geographic area within Oman. I think I
13 did that for one and a half years or so, and then
14 I became Operations Manager in -- for North Oman.
15 Oman was sort of operationally split in two areas,
16 and I moved -- my last position was Operations
17 Manager for North Oman.
18 Q You ever heard of the Yibal field or the
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19 Yibal field?
20 A Yibal field, yes. I remember it very
21 well, because when I was Operations Manager for
22 North Oman, I inaugurated, just for the fun of it,
23 Well 300 on the field, Well Number 300 which was,
24 for one field, quite a few wells, so -- that was
25 in North Oman, yes. It was one of the, the big,
0039
1 WALTER VAN DE VIJVER, January 31, 2007
2 big fields in Oman.
3 Q Were there any other big fields in Oman?
4 A Yeah. In total there were about six or
5 eight large fields in Oman. It was ...
6 Q Do you recall the names of those fields?
7 A Now you're testing me. Lekhwair was
8 one. Yibal was one. Farut was one. Natih was
9 one. They were all in South Oman. South Oman had
10 a couple as well. One was Marmul I, which I
11 looked after. Another one was Nimr. I think
12 that's all of the -- how many have I got now?
13 Q A number. Six, seven.
14 A Yeah, I think that's it.
15 Q Okay. Now, with regard to--
16 A Oh, another one. Rima. That was also
17 South Oman.
18 Q Thank you.
19 Now, with regard to the restatement, do
20 you know if any of these fields had proved
21 reserves that were restated?
22 A A lot of them had proved reserves that
23 were restated, because there was a big number in
24 Oman. So I can't recollect the detail anymore,
25 but I assume, because the, the reserves, clearly
0040
1 WALTER VAN DE VIJVER, January 31, 2007
2 the vast majority was in these big fields. They
3 all to some extent must have been, been affected.
4 Q Do you recall, during the time that
5 preceded the announcements of the restatement,
6 reviewing proved reserves information concerning
7 the fields you just identified?
8 A No, no proved reserves, no. I did
9 expectation reserves. Expectation reserves I did,
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10 because there was a, there was a disagreement with
11 the government.
12 Q Why don't we talk about that for a
13 moment. What, what is this disagreement with the
14 government that you're referring to?
15 A In Oman there was an agreement,
16 contractual agreement with the Omani government
17 that part of the fee and, therefore, the revenue
18 that Shell would earn in Oman was linked to a
19 reserves fee, both in terms of reserves found
20 under mature exploration, and then both through
21 maturation of reserves in existing fields.
22 Just for clarity, this has nothing to do
23 with proved reserves. The Omani government didn't
24 work with proved reserves. This is on --
25 exploration is a totally different categorization
0041

WALTER VAN DE VIJVER, January 31, 2007
2 during the reserves, and on the Estimated Ultimate
3 Recovery fee, I think it was called the EUR fee,
4 related to existing fields that was linked to
5
6

1

expectation reserves.
Q Is there a difference between

7 expectation reserves and proved reserves?
8 A Yes.
9 Q What is that difference?
10 A Well, I'm, I'm -- it all has to do with
11 the certainty around these reserves. All the, all
12 the business planning in terms of making a
13 business plan, doing your forecast, expenditure,
14 volumes, et cetera, is all done on expectation
15 basis and therefore also linked to expectation
16 reserves. Proved reserves is a separate
17 categorization that links to the definitions
18 around proved reserves and also comes back in your
19 financial calculations in terms of the
20 depreciation in terms of your investment activity.
21 Q So going back now to the disagreement --
22 A Oman does things -- just for clarity, in
23 Oman the government didn't use proved reserves,
24 they only used expectation reserves, and for a
25 depreciation there were fixed rules how
0042
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1 WALTER VAN DE VIJVER, January 31, 2007
2 depreciation happened, so totally separate from
3 any consideration on proved reserves.
4 Q So what was the disagreement between
5 Shell and the Omani government?
6 A There had been some field development
7 activity that had been prepared and had been
8 signed off, which meant -- was related to
9 incremental recovery in the Marmul field. I think
10 it was the Haima formation, and related to
11 incremental development activity in the Yibal
12 field, or development plans were executed, but
13 when these development plans got executed, they
14 didn't live up to expectation.
15 And clearly, because these development
16 plans had been prepared and had been signed off by
17 the relative parties, Shell had earned a fee on,
18 on those activities, and as ultimately these
19 developments didn't pan out as was predicted, the
20 Omani government felt that that had been
21 unjustified having paid Shell these fees. And one
22 of the first things I did with, with the Minister
23 of Oil and Gas is to agree that whatever Shell had
24 received on those would be refunded. Well,
25 actually that happened after the visit to me in
0043
1 WALTER VAN DE VIJVER, January 31, 2007
2 Oman where I actually reviewed what had happened
3 on these particular fields.
4 Q Just so the record is clear --
5 A Yeah.
6 Q -- this disagreement that you just
7 testified about; when did this disagreement occur?
8 A I think that was already in 2001, around
9 September 2001.
10 Q And so the efforts that you just
11 described that you would undertake to go to Oman,
12 that occurred once you moved on to a different
13 position, because my questions were still with
14 regard to your time in Oman.
15 A Oh, sorry. We totally skipped fast
16 forward, right?
17 Q That's okay. So what position were you
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18 in at the time you were having these discussions
19 with the Omani government?
20 A This is all 2001 we're talking about.
21 Q Right. Okay. So what position did you
22 have at the time?
23 A Oh, at that time I was CEO for the
24 exploration and production business.
25 Q Okay. How would you describe the
0044
1 WALTER VAN DE VIJVER, January 31, 2007
2 relationship between the Omani government and
3 Shell at the time you became CEO of exploration
4 and production?
5 A Very difficult.
6 Q And why is that?
7 A It's, it's -- maybe I can give you a
8 little bit of context to, to understand it. PDO,
9 which is a government-controlled company in Oman
10 and very dominant in Oman, because it produces
11 about 90 percent of the total oil in the country,
12 so it is -- for the Omani government, it is
13 extremely important how that entity performs.
14 That company had had a extremely
15 successful track record for many, many, many
16 years. It started -- I think it starts somewhere
17 in the early seventies and sort of was able to
18 sort of year by year to increase production and
19 find additional fields and expand their production
20 capacity. And the Omani government, through that
21 process in terms of their international economy,
22 was heavily dependent on the performance of PDO as
23 a country, and the track record had been
24 absolutely amazing in terms of year by year being
25 able to increase production and et cetera.
0045
1 WALTER VAN DE VIJVER, January 31, 2007
2 It's -- at the time, um, I think around
3 2000, PDO was producing 850,000 barrels a day, so
4 it was a very large operation. For Shell equity,
5 of course, the majority part was much smaller, but
6 as a single operation it is a very large
7 operation, producing 850,000 barrels a day. At
8 the time when I arrived, there were clearly --
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9 there were some disagreements around the ability
10 to continue to maintain that production
11 performance for the decades to come.
12 And I had my first visit back in Oman I
13 think it was one of the first operating units I
14 visited, I think after Nigeria, I visited Oman in
15 the middle of June in 2001 to sort of reacquaint
16 myself with, with the company, and as part of that
17 process, I don't know whether it's that one or the
18 follow-up meeting exactly, I also met the Minister
19 of, of oil and gas.
20 Q So is it fair to say that among the
21 reasons the relationship between the Omani
22 government and Shell was tense had to do with
23 production that Shell -- or that PDO was no longer
24 able to do?
25 MR. TUTTLE: Object to form.
0046
1 WALTER VAN DE VIJVER, January 31, 2007
2 BY MR. HABER:
3 Q You can answer.
4 A There were a variety of issues that
5 played at the time. Some related to the Oman LNG
6 project, some related to the, to the performance
7 of, of PDO as a company.
8 Q What's the Oman LNG project that you're
9 referring to?
10 A Oman LNG is again a project that's,
11 wherein Shell was the technical advisor and
12 partner in of, of developing the upstream gas
13 resource or reserves of Oman and exporting those
14 to, to Japan and Korea.
15 Q And why was the Omani government upset
16 over this?
17 A Like everything else, which I think I
18 tried to put you a little bit of the context of
19 the history of the company, when -- and of course,
20 things went very well in Oman, and there was a bit
21 of a tendency of the Omani government saying,
22 well, look how great we have done, and if things
23 would not go so well, the first to sort of point
24 the finger at was Shell, because Shell was so
25 dominant in the country, and there, there had been
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0047
1 WALTER VAN DE VIJVER, January 31, 2007
2 some difficulties in the marketing of the Oman LNG
3 gas, that not all the volumes that were available
4 at that time were committed to the market, and
5 there were some issues around clearly the overall,
6 as I mentioned, performance of PDO.
7 Q Was this issue ever resolved?
8 A What issue?
9 Q The LNG.
10 A Yes.
11 Q And how?
12 A Because Shell was successful to
13 ultimately help Oman to market all the gas and
14 then later even added another train to the whole
15 project based on the Omani government initiative.
16 Q And when was Shell able to perform
17 those?
18 A I, I don't know the exact dates. It was
19 not my part of, of the business, so I can't tell
20 you exactly when it happened.
21 Q Whose part of the business?
22 A Well, that is the gas and power
23 business.
24 Q I see. Who was the head of gas and
25 power at the time?
0048
1 WALTER VAN DE VIJVER, January 31, 2007
2 A That was -- I think it was -- I'm not
3 sure. I think it was Linda Cook.
4 Q Who is Linda Cook at the time other than
5 being the head of gas and power?
6 A Linda Cook was someone that came out of
7 the Shell Oil organization, an American who moved
8 over. At the time that I moved to, to the U.S. to
9 take over as CEO of the exploration and production
10 business, she moved across to the what at that
11 time was called EP BusCom, EP Business Committee,
12 whatever they call it.
13 Q Do you know who she reported to in gas
14 and power?
15 A In gas and power? There were some
16 changes in the Committee of Managing Directors.
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17 Up to early 2002, if I recall correctly, it was
18 Harry Roels, and thereafter it was Malcolm
19 Brinded.
20 Q Now, a moment ago --
21 A But there may have been an interim
22 period where I reported directly to Phil Watts,
23 because I think it was a bit of a gap between
24 Harry Roels leaving and Malcolm Brinded joining
25 CMD.
0049
1 WALTER VAN DE VIJVER, January 31, 2007
2 Q How would you describe the relationship
3 between Linda Cook and Phil Watts?
4 MR. TUTTLE: Object to form.
5 BY MR. HABER:
6 Q You can answer.
7 A I think they, they got on very well with
8 each other.
9 Q Going back to your prior answer, you had
10 mentioned the LNG project as a source of I guess
11 being upset with Shell by the Omani government.
12 Another response you gave was the performance of
13 PDO. What are you referring to?
14 MR. MORSE: Objection to form.
15 BY MR. HABER:
16 Q You can answer.
17 A The Minister of Oil and Gas was not very
18 happy with the quality of work that was being done
19 by, by PDO.
20 Q And what did he say?
21 A He just -- he was -- his concern was
22 that some of the field development quality was not
23 there, that he felt that PDO did not have a real
24 good handle in terms of a future production
25 capacity, and he, he was just -- from his side, he
0050
1 WALTER VAN DE VIJVER, January 31, 2007
2 was not sure whether, whether Shell was basically
3 paying enough attention to what he saw as sort of
4 emerging problems in PDO.
5 Q Did he mention anything about the
6 achievability of producing 850,000 barrels a day?
7 A Well, over, over time, that clearly
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8 became a very hot topic, because the production --
9 I don't know particularly at what point, but the
10 production slowly started to, to slide. And the
11 initial response from PDO to that, that
12 phenomenon, was something that they had done
13 successfully in the past, and it's to get some
14 additional drilling rigs and drill some more wells
15 to, to cover for that shortfall.
16 Q Had -- prior to your meeting with the
17 Minister of Oil and Gas, had someone from Shell
18 met with officials from the Omani government?
19 A Yeah, I learned that two weeks before I
20 made my first sort of fact-finding visit to Oman.
21 Mark Moody-Stuart and the Jeroen van der Veer had
22 gone and visited Oman and had met with, with the
23 Sultan of Oman and had, had portrayed to him that
24 they had confidence that, that PDO would be able
25 to maintain its production capacity, 850,000
0051
1 WALTER VAN DE VIJVER, January 31, 2007
2 barrels a day.
3 Q After your visit in two weeks later to
4 Oman, did you reach a conclusion of whether that
5 850,000-barrel-a-day representation was reachable?
6 A Well, I'm -- I may be very smart, but I
7 can't in a two-day visit establish whether I think
8 that's possible. The only thing, I think if you
9 look at my visit notes, which I think were always
10 comprehensive, I was clearly -- I was concerned
11 about PDO, not forgetting, of course, I did it
12 with the mindset of having worked there in the
13 past where it was an extremely successful company,
14 and sort of talking to people there that I knew
15 from the past and sort of going around, I, I, I
16 left Oman being, being concerned about the overall
17 strength of the organization and their ability to
18 deal with what they had to deal with.
19 Q And that Trip Report reflected those
20 concerns?
21 A Yes.
22 Q Did you distribute the Trip Report to
23 anyone?
24 A Yes. I'm sure it went to Jeroen van der
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25 Veer and to Phil Watts.
0052
1 WALTER VAN DE VIJVER, January 31, 2007
2 Q Do you know if it went to anyone else?
3 A My organization, clearly. I mean the
4 first was to mostly distribute it to my
5 organization.
6 Q Do you recall distributing it to the
7 other members of the CMD?
8 A I'm not so sure in this case whether it
9 went beyond Phil Watts and Jeroen van der Veer.
10 We would have to look at documentation.
11 Q Who is Mark Moody-Stuart?
12 A Mark Moody-Stuart was the Chairman, and
13 Phil Watts took over Chairman from him on the
14 first of July, 2001.
15 Q And you mentioned Jeroen van der Veer.
16 Who was Mr. Van der Veer?
17 A Jeroen van der Veer was one of the Group
18 Managing Directors at that time, who, as part of
19 the structure we had at CMD, Group Managing
20 Directors would have, of course, their business
21 responsibilities, but they would also have a, a
22 regional responsibility.
23 Q Do you know what his regional
24 responsibility was at the time?
25 A At the time when -- I mean I don't know
0053
1 WALTER VAN DE VIJVER, January 31, 2007
2 the history. I only know at the time when, when I
3 arrived at that CMD, he had regional
4 responsibility for the Middle East and the former
5 CIS and East Asia, which includes India and
6 Pakistan.
7 Q And within the region, was Oman the
8 largest operating unit?
9 A From an upstream perspective, it clearly
10 was the largest operating unit.
11 Q Have you, have you heard of the term
12 "creaming" before?
13 A I've heard of the word "creaming." I
14 think the word "creaming" was used in a creaming
15 curve when we talk about exploration prospects or
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16 when we talk about capital allocation.
17 Q Have you ever heard of a creaming
18 project in the context of exploration or
19 production?
20 A Well, not the way -- it doesn't ring a
21 bell the way you express it. Can you be more
22 clear.
23 Q Let me ask a different one. Have you
24 ever heard of a "sweet spot" project before?
25 A Sweet spot? No.
0054

WALTER VAN DE VIJVER, January 31, 2007
MR. HABER: Okay. Why don't we take our

3 first break.
4 THE VIDEOGRAPHER: We are going off the
5 record. The time is 10:48 a.m.
6

1
2

7
(Whereupon, a short recess was taken.)
THE VIDEOGRAPHER: We are back on the

8 record. The time is 11:02 a.m.
9 BY MR. HABER:
10 Q Mr. Van de Vijver, why don't we--
II A Why don't you just call me "Walter." It
12 sounds so formal.

Q It's on the record.
14 A Sorry.
15 Q I apologize for the formality of the
16 whole process.

We will come back to this trip a little
18 bit later, but I want to finish up, if we can,
19 where we sort of let off, and that was your time
20 in Oman when you were working in Oman, and I
21 think, if I have the time correct, you said you
22 were in Oman for nearly four years; is that
23 correct?

A Yes.
Q And that took you to March of '91?

13

17

24
25
0055
1 WALTER VAN DE VIJVER, January 31, 2007
2 A Yes.
3 Q Now, what is the -- withdrawn. Is PDO
4 owned, wholly owned by Shell?
5 A No. The government has a majority stake
6 in it. Don't ask me to quote what the exact
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7 number is, but I think Shell had a 32 percent
8 stake in PDO. And then there was Partex, a small
9 Portuguese entity, had a few percent, and Total I
10 think had five percent, but Shell was -- so Shell
11 was an, was an equity player in PDO, but it was
12 also a technical advisor to PDO.
13 Q Why, if you know, was there within Oman
14 a split between the north and the south?
15 A That was purely for operational
16 convenience. Oman is a very large-spread
17 operation. I think in total you talk about a
18 hundred fields production, and the split was sort
19 of halfway, but it also was a little bit of a
20 split, just purely an infrastructure, but most of
21 the heavier oil was in South Oman, and then North
22 Oman was the, was the lighter oil and the gas.
23 Q Did each half have its own manager that
24 reported to a single, say, you know, head or CEO
25 of Oman?
0056
1 WALTER VAN DE VIJVER, January 31, 2007
2 A Yeah, it all came together in one
3 organization, so, for instance, when I was Marmul
4 Area Team Leader, I reported in to whatever
5 manager in South Oman, but he would then
6 subsequently report in to overall petroleum
7 engineering manager, and when I was Operations
8 Manager North Oman, I was reporting to an
9 Operations Director who was responsible for the
10 totality of Oman, so it was purely a way to sort
11 of cut up the, the assets and the, and the
12 infrastructure.
13 Q And during your tenure in Oman did you
14 have any responsibility for the calculation of
15 proved reserves for Shell?
16 A Proved reserves, no.
17 Q Your only responsibility had to do with
18 expectation reserves?
19 A Yeah, yeah.
20 Q And with regard to reporting then, it
21 would only be with regard to reporting to the
22 Omani government?
23 A Yeah, internally within the, the
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24 company, yeah.
25 Q Within the company; you mean PDO?
0057

24
25
0058

1 WALTER VAN DE VIJVER, January 31, 2007
2 A Within PDO. I was not involved with
3 even the reporting from PDO, for instance, into
4 The Hague. I was not involved in any of that.
5 Q So you had no involvement in the ARPR
6 process?

A Not, not directly, no.
Q Well, how about indirectly?
A Well, maybe because -- I mean clearly I

10 was involved when I was a senior reservoir
11 engineer, I was involved in sometimes making a --
12 reviewing some notes that had been written on
13 specific assets that would be sent in a Note For
14 File purely for internal PDO reporting, but I was
15 never involved in whatever happened in terms of
16 collating these numbers or in terms of reporting
17 them to the Hague or whatever.

Q I think you testified earlier that in
19 March of '91 you went to Aberdeen?

A Yes.
Q And what was the operating unit that you

22 went to?
A That was called the Brent field unit.
Q Was that part of Shell ExPro?
A Yes.

7
8
9

18

20
21

23

1 WALTER VAN DE VIJVER, January 31, 2007
2 Q And you I believe testified that you
3 were there until February of '97?
4 A Yes. That was an extremely good
5 learning experience in terms of continuity where
6 you could actually -- what not actually happens in
7 a Shell career you can actually follow through
8 from being involved in the planning and also being
9 involved in the execution.
10 Q So you were involved in business
11 planning while you were at Shell ExPro?
12 A For the, for the Brent field, only for
13 the Brent field, yeah.
14 Q Is there a difference between field
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15 development planning and business planning?
16 A Yeah, if you talk business planning,
17 it's around to the, the annual cycling of, cycle
18 of preparing your business plan and reviewing the
19 state of your business plan, reporting versus
20 targets, et cetera. When I talk field development
21 planning, it is the technical work that gets done
22 to actually plan the development of a particular
23 field.
24 Q Did you ever have any responsibility for
25 field development planning during any of your
0059
1 WALTER VAN DE VIJVER, January 31, 2007
2 stints at these Operating Units, such as say PDO?
3 A When I was team leader for the
4 Oman/Marmul area, as I mentioned to you earlier, I
5 was responsible for field development activities
6 in the Marmul area. I think actually during that,
7 that time, I was involved in preparing a couple of
8 field development plans.
9 Q What are some of the elements of a field
10 development plan?
11 A Elements of the field development plan
12 is, is trying to get a, a feel for the, for the
13 recovery and production potential of the field and
14 then linking it with activity in terms of what
15 type of facilities need to be drilled, how many
16 wells need to be drilled, and the economics around
17 all of that.
18 Q Is it your understanding that before a
19 field can start producing, field development plans
20 have to be in place?
21 A Yes.
22 Q Now, I believe you said after the time
23 at Shell ExPro, you then became CEO of Exploration
24 and Production, correct?
25 A No, no. That was where I had the gas,
0060
1 WALTER VAN DE VIJVER, January 31, 2007
2 coal and power business, in between.
3 Q That's right. That's right. So you --
4 in '98 through 2001, that was the gas --
5 A No, no.
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6 Q Please forgive me.
7 A No, no. In February, I think it was
8 February '97, I moved over to gas and power in
9 London, and then in August 2001 I moved across to
10 the United States, to Houston.
11 Q And in August 2001 when you moved to
12 Houston, the position you held was --
13 A CEO and President of SEPCo.
14 Q All right. Okay. When did you --
15 A Is it all clear? Am I confused now?
16 Q No, I thought you had become CEO --
17 A Oh, August -- August of '98. Sorry. My
18 correction. August '98 I went to Houston as CEO
19 and President of SEPCo, and then in June 2001 I
20 went across to the Hague as CEO for the Global
21 Exploration and Production Unit.
22 Q And how long were you in a position as
23 CEO ofEP?
24 A From June 2001 until my sudden exit the
25 3rd of March 2004, March 3rd, 2004.
0061
1 WALTER VAN DE VIJVER, January 31, 2007
2 Q When you say" sudden exit," I take it
3 you weren't expecting to leave Shell at that time;
4 is that correct?
5 A It was the biggest shock in my life,
6 totally unexpected.
7 Q Why was it a big shock?
8 A I, I thought at that stage, having been
9 the driving force around this whole issue of
10 getting clarity around reserves, I thought I would
11 get a reward for it rather than getting something
12 happen to me like that.
13 Q Why don't you take us a little bit
14 through what had happened. How did you -- how was
15 it broken to you that you were being terminated
16 from Shell?
17 A I was -- I was just sitting in my office
18 on a Wednesday when we had a regular board
19 meeting, a conference. I was preparing my
20 material for that, for that meeting, which
21 included the close-out of the previous year, et
22 cetera, and suddenly two of the board members, Aad
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23 Jacobs, who was the Chairman, Royal Dutch, and
24 Lord Oxburgh, entered my office and asked to talk
25 to me.
0062
1 WALTER VAN DE VIJVER, January 31, 2007
2 Q And was this on March 3rd?
3 A Yes.
4 Q Now, was this meeting with Lord Oxburgh
5 and Aad Jakob scheduled?
6 A No. Totally out of nowhere.
7 Q So what did they say to you when they
8 entered your office?
9 A They told me that they had lost
10 confidence in me and that they basically wanted me
11 to leave, resign.
12 Q Did they explain why they had lost
13 confidence in you?
14 A No.
15 Q What did you say in response?
16 A I was just totally -- I mean I just
17 broke down. I was just totally and utterly
18 shocked.
19 Q How long did the meeting last?
20 A Maybe two minutes.
21 Q So they just came in, said--
22 A Delivered the message, and they said
23 they would come back, because they, they wanted me
24 to sign a paper.
25 Q Did they say what paper they wanted you
0063
1 WALTER VAN DE VIJVER, January 31, 2007
2 to sign?
3 A Well, that I would resign, that I would
4 leave, because they wanted to issue a press
5 release that day at 11:00 or something like that.
6 Q Did they come back with a Letter of
7 Resignation?
8 A Yes. I mean when that happened, the
9 first I did was, uh, was call my wife, and she,
10 she immediately came to the office. I was in a
11 pretty bad state then. I was just so deeply
12 shocked. I, I then -- did I contact John
13 directly? Because I basically was just so
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14 shocked, and, uh, and thereafter indeed some of
15 the other board members and people would come in
16 trying to basically get me to, to sign that note
17 and leave the office as quickly as possible. So
18 people like, like Ricciardi came in. I think John
19 Hofmeister came in. I think Jeroen van der Veer
20 came in. It was just all trying to put pressure
21 on me to, to sign the, the letter and to then pack
22 and leave.
23 Q
24 A
25 Q
0064
1 WALTER VAN DE VIJVER, January 31, 2007
2 A The head of HR, Human Resources in

Who is Mr. Ricciardi?
He is one of the board members.
And who is John Hofmeister?

3 Shell.
4 Q And Jeroen van der Veer is the same
5 person you identified earlier?
6 A Yes.
7 Q How would you describe your relationship
8 with Mr. Hofmeister?
9 A Cool.
10 Q Why is that?
11 A It -- I always tried to keep him at a
12 distance. I did not have full confidence in him.
13 Q Why didn't you have full confidence in
14 him?
15 A I always felt when, when, when I was in
16 his surrounding, that he somehow was trying to, to
17 manipulate events and influence outcomes.
18 Q Are there any particular instances that
19 you can recall?
20 A Often it had to do with, with people. I
21 mean clearly, as HR person, he was trying to
22 influence my thinking about, judgment about people
23 or wanting to sort of help me scheming things I
24 had, and I always sort of wanted to have my own
25 judgment, and I never quite felt very comfortable
0065
1 WALTER VAN DE VIJVER, January 31, 2007
2 with--
3 Q And you're referring now with regard to
4 personnel within your organization, the EP
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5 organization?
6 A Yeah.
7 Q When -- did the three gentlemen that you
8 identified -- Ricciardi, Hofmeister and van der
9 Veer -- did they come together to your office or
10 separately?
11 A Separately. They sort of had, I guess,
12 sort of an agreed process of every half hour to
13 check in to me to make sure that I was making
14 progress in, in signing the letter.
15 Q Did you sign the letter?
16 A Yes. You can imagine at that time I was
17 just so shocked and so deeply, deeply insulted,
18 that -- what can you do?
19 Q Were there people within Shell who you
20 believed should have been terminated?
21 A That's not for me to judge.
22 Q Well, with regard to the, the whole
23 reserves issue that we're here for today, at the
24 time did you feel that there were people who were
25 responsible who should have been terminated?
0066
1 WALTER VAN DE VIJVER, January 31, 2007
2 A Yes.
3 Q Who?
4 A Phil Watts and Judy Boynton.
5 Q Why did you feel that way about
6 Mr. Watts?
7 A I, I had the feel that, that clearly
8 with, with a lot of things I was dealing with,
9 were things that were from the time that he was,
10 uh, was running E&P.
11 Q Can you be a little specific.
12 MR. FERRARA: Objection as to form.
13 It's very ambiguous and vague. We know that this
14 is an important area of the testimony. I think
15 these should be questions that are precise that
16 the witness can answer with respect to relating
17 facts into the record.
18 BY MR. HABER:
19 Q You said that you had a feel, you said,
20 with "a lot of things that I was dealing with."
21 What do you mean by that?
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22 A I think we can -- as I mentioned, when I
23 took over E&P, there were a lot of things
24 operationally, organizationally, et cetera, that I
25 found in the business that I was not very happy
0067
1 WALTER VAN DE VIJVER, January 31, 2007
2 with.
3 Q What sort of things?
4 A I think -- I mean generally in terms of
5 how the organizational structure was operating,
6 how we had made some choices in the, in the
7 portfolio; how we -- how the technical quality of,
8 of the organization was, was performing around the
9 strategy in terms of where we wanted to go. A
10 whole variety of, of business things.
11 Q And were these issues issues that you
12 communicated to Mr. Watts prior to your
13 termination?
14 A I had been totally transparent in my
15 whole tenure in E&P about what issues -- the
16 answer is yes. I've been totally transparent
17 about the issues I was working and I was dealing
18 with over the tenure.
19 Q When you say "over the tenure," you're
20 talking beginning as early as June of 2001?
21 A Yes. There were things already that I,
22 very quickly after I arrived -- you mentioned
23 example in Oman on things that I was uncomfortable
24 with.
25 Q Now, you mentioned choices in portfolio.
0068
1 WALTER VAN DE VIJVER, January 31, 2007
2 What did you mean by choices in the portfolio?
3 A A choice in the portfolio, I mean some
4 of the, the acquisitions that were made, that
5 didn't turn out as was hoped that they would turn
6 out, some of the strategic focus about where we
7 wanted to grow the business.
8 Q Did any of these choices have to do also
9 with bookings of proved reserves?
10 A No, initially that was not the first
11 thing I, I came across. I mean I think I -- the
12 issue around concerns around reserves started
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13 early 2002.
14 Q And generally what were the issues
15 surrounding your concerns around reserves?
16 A Those were issues that they came up
17 during the closeout report from Anton Barendregt
18 in 2001 which identified areas of, of exposure and
19 concern.
20 Q Do you recall what areas of exposure
21 were identified with Mr. Barendregt?
22 A Some related to, to specific projects.
23 Some related to Oman and Nigeria as a total
24 country.
25 Q And of course, with Oman you had already
0069
1 WALTER VAN DE VIJVER, January 31, 2007
2 identified problems in your Trip Report; is that
3 correct?
4 MR. TUTTLE: Objection to form;
5 characterization of the testimony.
6 MR. MORSE: Same objection.
7 MR. DOWD: Answer the question.
8 BY MR. HABER:
9 Q You can answer the question.
10 A Sorry. Can you repeat the question
11 again.
12 Q I said with Oman you had already
13 identified problems in your Trip Report; is that
14 correct?
15 MR. TUTTLE: Same objection.
16 THE WITNESS: That's correct, but that
17 was not relating to proved reserves, just to
18 clarify.
19 BY MR. HABER:
20 Q It was a broader issue --
21 A Broader issues around the state of the
22 business.
23 Q Performance?
24 A Yes.
25 Q Production?
0070
1 WALTER VAN DE VIJVER, January 31, 2007
2 A Production, but just quality of the, of
3 the overall operation, quality of the team, how
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4 the company felt in terms of being well organized
5 and functioning.
6 Q And the Trip Report you distributed to
7 Phil Watts, correct?
8 A Yes, and Jeroen van der Veer.
9 Q Going back to the reasons why you felt
10 Mr. Watts should have been terminated, what other
11 reasons did you have for believing that?
12 A I'd rather talk about myself than about
13 other people, if I may.
14 Q Well, if I could I'd like an answer.
15 I'd like to know what other reasons.
16 MR. DOWD: Answer the questions. You
17 don't have that liberty.
18 THE WITNESS: Okay.
19 MR. FERRARA: Could you repeat the
20 question.
21 MR. DOWD: Hang on a second.
22 (Discussion was held off the record.)
23 BY MR. HABER:
24 Q Going back to the reasons why you felt
25 Mr. Watts should have been terminated, what are
0071
1 WALTER VAN DE VIJVER, January 31, 2007
2 the reasons you had for believing that?
3 MR. FERRARA: Objection; ambiguous,
4 vague, calling for a narrative, not facts.
5 BY MR. HABER:
6 Q You can answer.
7 MR. DOWD: Answer the question.
8 THE WITNESS: I, I generally felt that
9 the company was not doing well under his
10 leadership.
11 BY MR. HABER:
12 Q And what reasons did you have for
13 feeling that?
14 A As I mentioned earlier, a lot of these
15 reasons related to how I felt the E&P business was
16 run before my time.
17 Q Were there other reasons than what you
18 mentioned a few moments ago?
19 A No. I always tried to keep a
20 professional relationship going.

file:IIICI/Documents%20and%20Settings/daustin/Desktop/Deposition%20Transcripts/0 13107wv .txt (43 of 132)9/18/2007 3:54:29 PM



file:1I ICI/Documents %20and %20Settingsl daustin/Desktop/Deposition %20Transcripts/0 13107wv .txt

Case 3:04-cv-00374-JAP-JJH Document 365-2 Filed 10/10/2007 Page 44 of 390
21 Q You referred to the E&P business under
22 Mr. Watts' leadership. When was he running E&P?
23 A From mid-'97 until June 2001.
24 Q Did any of the reasons that --
25 withdrawn.
0072
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2 Did the fact that there were a number of
3 bookings of proved reserves before they had
4 reached FID factor into your reasoning for why
5 Phil Watts should have been fired?
6 A No.
7 MR. TUTTLE: Objection to form. Assumes
8 facts not in evidence.
9 MR. MORSE: Objection.
10 BY MR. HABER:
11 Q You can answer.
12 A I said no.
13 Q You mentioned Judy Boynton as someone
14 who you believe should have been terminated. What
15 reasons did you have for that feeling?
16 A I felt very uncomfortable during Project
17 Rockford.
18 Q And why is that?
19 A I didn't feel that the right questions
20 were being asked and that we were going through
21 the process as efficiently as we could have gone
22 through.
23 Q Can you elaborate a little bit more of
24 what questions did you believe should be asked or
25 should have been asked.
0073
1 WALTER VAN DE VIJVER, January 31, 2007
2 MR. TUTTLE: Mr. Haber, at this point as
3 we get into questions on Project Rockford, I'd
4 like to remind you and the witness that Shell has
5 not waived its attorney/client privilege with
6 respect to conversations that Mr. Van de Vijver
7 may have had with lawyers or seeking legal advice.
8 I would ask you and Mr. Van de Vijver both to make
9 sure that we stay away from those privileged areas
10 and that the company intends to assert its
11 privilege on this.
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12 MR. HABER: Okay.
13 MS. SENNETT: Objection to the form of
14 the question, too, if you're going to proceed and
15 answer.
16 BY MR. HABER:
17 Q Can you answer the question without
18 involving any counsel, any of Shell's counsel at
19 the time?
20 A I think I -- one of the things that I
21 did after this whole shock event at Shell, I wrote
22 a letter to my former colleagues in March 2004
23 where I tried to provide some of the overall
24 context, and particularly during Project Rockford
25 where I was, I was very worried about conflict of
0074
1 WALTER VAN DE VIJVER, January 31, 2007
2 interest, I was very worried about this not going
3 quickly enough through the process of establishing
4 what the real -- getting out of this new knowledge
5 based on Oman and Nigeria, trying to get a full
6 understanding of, of the extent of our global
7 problem based on the findings, and getting to an
8 understanding about, given what we had about
9 addressing issues like restatement and revision
10 and doing that role as expediently as possible.
11 MR. DOWD: Let me make a statement for
12 the record on behalf of Mr. Van de Vijver with
13 respect to Mr. Tuttle's point. After Mr. Van de
14 Vijver was discharged, there were leaks out of the
15 Shell organization trying to defame him and
16 destroy him, and it had to do with Rockford, so I
17 think he's free to respond, and particularly the
18 March letter, if you could focus on that, but
19 there weren't any privilege with respect to the
20 leaks to defame him and make it appear that he had
21 done nothing to bring these matters to the
22 attention of the senior people in Shell, so I
23 object to the objection, and I think Mr. Van de
24 Vijver ought to be able to testify to these
25 matters.
0075
1 WALTER VAN DE VIJVER, January 31, 2007
2 MR. HABER: Certainly from the
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3 plaintiffs' point of view, if the information was
4 leaked, then I would concur that there is no
5 privilege, because then that privilege would have
6 been waived.
7 MR. DOWD: Well, frankly, I don't know
8 what is privileged or is not privileged. I have
9 never been so advised, nor has Mr. Van de Vijver.
10 All I know is he was on the receiving end of false
11 and defamatory information from this company,
12 essentially destroyed the only asset he had, and
13 that's why he wrote the letter in March. So
14 perhaps we could focus on the March letter which
15 is not privileged and contains the information I
16 think you have.
17 MR. HABER: We need to take a two-minute
18 break.
19 THE VIDEOGRAPHER: This marks the end of
20 Tape 1 in the deposition of Mr. Van de Vijver. We
21 are going off the record. The time is 11:35 a.m.
22 (Exhibit No.1 was marked for
23 identification and attached to the deposition
24 transcript.)
25 THE VIDEOGRAPHER: This marks the
0076

Q We have marked and handed to the witness
van de Vijver Exhibit 1. It's a letter from

7 Mr. Van de Vijver to his colleagues. It's dated
8 March 22, 2004. Its Bates number is LON01850017
9 through LON01850022.

Mr. Van de Vijver, have you seen this
11 letter before today?

A Yes.
Q Did you write this letter?

14 A Yes, with help from my, from my -- how
15 do you call it? Counsel. Attorney.
16 Q And what reasons did you have for
17 writing this letter?

A I was still very upset about what had
19 happened to me, which I considered totally unjust,

WALTER VAN DE VIJVER, January 31, 2007
2 beginning of Tape 2. We are back on the record.
3 The time is 11:42 a.m.
4 BY MR. HABER:
5
6

1

10

12
13

18
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20 and I, I felt -- particularly with all the things
21 that were in the news on this issue, I felt that I
22 had to explain to the, to the board and my former
23 colleagues at CMD what I thought was the
24 reflection of the facts.
25 Q Now, earlier I had asked you questions
0077
1 WALTER VAN DE VIJVER, January 31, 2007
2 about why you believe Ms. Boynton should have been
3 terminated, and you identified one reason:
4 Because she wasn't asking the right questions. Is
5 there something in this letter where you discuss
6 that issue? And please take a moment to look at
7 the letter.
8 A Yeah. Now, what I tried to, to explain
9 here, first of all, is the sequence of events that
10 ultimately led to the realization in November 2003
11 that we had a big issue, and obviously that took
12 time, and I at all times shared with, with my
13 colleagues the progress in dealing with the
14 issues, the exposures and the general health of
15 the business. So I clearly felt that through my
16 frequent communication, both in terms of e-mails
17 as well as the formal notes to the CMD, that, that
18 my colleagues had been kept fully up-to-date on
19 the state of, of the issues. Clearly, in my role
20 I was not, not involved with, uh, with the group
21 or that committee, so that's -- I just shared
22 everything with, with the CMD.
23 Now, the reality was that in
24 November 2003 when I received unsatisfactory audit
25 reports on Oman and Nigeria, I was deeply
0078
1 WALTER VAN DE VIJVER, January 31, 2007
2 concerned that we now had a, a real disclosure
3 issue, and I got my staff to work on that whole
4 disclosure. I, I submitted a note to the CMD to
5 that effect on, on the 8th of December, 2003. I
6 was advised, as soon as I had submitted that Note
7 For Distribution to the CMD, that, that the note
8 needed to be looked at and, uh, and was then
9 redistributed the day thereafter to CMD, and some
10 changes were made.
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11 At the same time when all of this was
12 ongoing, there was a lot of work ongoing trying to
13 get to the full understanding about not only what
14 the real numbers should be on Oman and Nigeria,
15 but also doing a patrol to the rest of our
16 portfolio, very carefully with the limited number
17 of experts we had, to try to get to the full
18 understanding. At that, at that first CMD
19 meeting, I think it was December 9th, the process
20 was, was being taken over by, uh, by the Group
21 Chairman and the CFO, and I felt that that whole
22 process was, was very, very difficult, very tense,
23 and it, it led to, to ultimately the disclosure as
24 it was on the 9th of January. I felt the whole
25 process was a very tedious process.
0079
1 WALTER VAN DE VIJVER, January 31, 2007
2 Q And when you say "the Group Chairman,"
3 who are you referring to?
4 A Phil Watts.
5 Q And the CFO?
6 A Judy Boynton.
7 Q Now, if you look at Page 3, and I'm
8 looking at the paragraph that begins "Throughout
9 this entire process." Do you see that? It's on
10 the -- it's the fourth -- it's the third paragraph
11 from the bottom. The first sentence reads,
12 "Throughout this entire process, my attempts to
13 bring the reserves issues to management's
14 attention were met with resistance."
15 How were your attempts resisted?
16 A You have to see the sentence in the
17 context of, of the whole period that, that started
18 in, when we had the real understanding in
19 November 2003.
20 Q Okay, so in that context, in that
21 context--
22 A In that context I, I charged -- in
23 November I charged Coopman to prepare the staff
24 work to take the issue at that stage I think my
25 target to Conference on the 3rd of December, and
0080
1 WALTER VAN DE VIJVER, January 31, 2007
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2 as you know, it, it took a long time to actually
3 get there. I mentioned earlier that, that the
4 process that happened on the 8th of December were
5 actually when I had the meeting with all my staff
6 on the 3rd of December to work this and get all
7 the necessary work done. Part of that work was,
8 uh, was taken away from E&P and was taken by Judy
9 Boynton, and therefore I had the original-- I had
10 the work scope for E&P reduced, and thereafter, as
11 you know, the process was, was totally taken over
12 by the Chairman and the CFO, and I -- that was the
13 start of, of Rockford.
14 Q Now, when you say that, that the work
15 scope was taken away from E&P, what did you mean?
16 What do you mean by that?
17 A There were, there were two issues to
18 work. First, there was the technical work, doing
19 the detailed review based on the SEC rules, what
20 the real numbers needed to be, but there was other
21 issue that related to how are we going to
22 externally disclose the numbers, and what are we
23 going to communicate and what are we not going to
24 communicate in that disclosure externally. And
25 the note to the Group Audit Committee was also
0081
1 WALTER VAN DE VIJVER, January 31, 2007
2 largely outside my hands.
3 Q Do you have an understanding as to why
4 Ms. Boynton had reduced the scope of work at EP?
5 A I think she, she felt uncomfortable with
6 the work done by Frank Coopman and wanted to have
7 a closer control on the end product.
8 Q And what is your understanding as to why
9 she had felt uncomfortable with the work done by
10 Mr. Coopman?
11 MS. WICKHEM: Object to form and
12 foundation.
13 BY MR. HABER:
14 Q You can answer.
15 A Her, her relationship with Coopman was a
16 difficult one.
17 Q Did someone tell you that?
18 A Yes.
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19 Q Who?
20 A Judy Boynton told me that in many
21 instances.
22 Q Did Frank Coopman ever tell you he had a
23 difficult relationship with Ms. Boynton?
24 A Yes.
25 Q On how many occasions?
0082
1 WALTER VAN DE VIJVER, January 31, 2007
2 A Quite a few.
3 Q Who took over the work that was
4 earmarked or targeted toward E&P?
5 MR. MORSE: Objection to form.
6 MR. TUTTLE: Same objection.
7 BY MR. HABER:
8 Q You can answer.
9 A There was Tim Morrison, the controller
10 group working for Judy Boynton.
11 Q Now, who is Tim Morrison?
12 A The Group Controller.
13 Q And who did Tim Morrison report to?
14 A Judy Boynton.
15 Q Have you heard of a "dotted line
16 reporting" within Shell?
17 A Yes.
18 Q And what is your understanding of a
19 dotted line reporting?
20 A In this particular case it means that
21 the CFO of E&P has a dotted line reporting
22 relationship to the Group CFO.
23 Q And the opposite or I guess the other
24 type of reporting is a straight line reporting?
25 A Yes, straight line reporting to me of
0083
1 WALTER VAN DE VIJVER, January 31, 2007
2 Frank Coopman.
3 Q How did you react when Ms. Boynton had
4 reduced the scope of work that EP was supposed to
5 be doing?
6 MS. WICKHEM: Object to form and
7 foundation.
8 THE WITNESS: Well, I know we had a
9 discussion about it at that time, and in the end
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10 of the day she is the Group CFO, so she has the
11 right to do that, and for us it was important to
12 make sure that we were getting the right numbers,
13 so in the end of the day you work within the
14 organization that is there.
15 BY MR. HABER:
16 Q And you said you had a, a discussion
17 with her. Was this a face-to-face meeting?
18 A Yes.
19 Q Do you recall when this meeting took
20 place?
21 A I think it was either the 4th or 5th of
22 December.
23 Q And where was the meeting held?
24 A In London.
25 Q And why was it held in London?
0084

there on a regular basis.
Q Was anyone else present during this

7 meeting?
A No. I think it was just between Judy

9 and myself, whereafter a note was issued to
10 clarify who was going to do what work.

Q Other than the reduction in the scope of
12 work to EP, are there any other instances where
13 you believe you met with resistance with regard to
14 Ms. Boynton?
15 A Well, there was a lot of argument at the
16 time as well about whether this was going to be a
17 revision or a restatement. We in E&P believed it
18 was pretty clear-cut that this needed to be a
19 restatement.
20 Q And why did you believe it needed to be
21 a restatement?
22 A Because it affected things that -- in
23 the strict adherence with the knowledge we now had
24 at the time of SEC rules, it was not related to
25 new learning in that particular year, but it was
0085

WALTER VAN DE VIJVER, January 31, 2007
A She is based in London, and it was part

3 of the CMD system. We had offices on both sides,
4 so I also had an office in London, and I would be
5
6

2
1

8

11
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1 WALTER VAN DE VIJVER, January 31, 2007
2 something that in the past, based on using the
3 Shell guidelines, has been done incorrectly.
4 Q What was Ms. Boynton's position?
5 A She very much believed it to be a
6 revision.
7 Q Did she ever express to you why she
8 thought it should be a revision?
9 A A revision is an easier route, because
10 you don't have to readjust all your prior year
11 results as part of that process.
12 Q Did she say anything else?
13 A No, not that I recall.
14 Q Now, you understand that in January the
15 first announcement that Shell made referred to a
16 recategorization of proved reserves; do you recall
17 that?
18 A Yes.
19 Q Do you recall any discussion over
20 calling the restatement a recategorization?
21 MR. TUTTLE: Object to form and
22 foundation.
23 THE WITNESS: I recall that in early
24 January, John Darley and myself prepared a note
25 that tried to, to provide the rationale that this
0086
1 WALTER VAN DE VIJVER, January 31, 2007
2 was, was a restatement in our, in our position,
3 but ultimately it was decided in London that it
4 was going to be a recategorization. Sorry. I
5 have difficulty pronouncing the word.
6 BY MR. HABER:
7 Q Don't worry. It doesn't flow off my
8 tongue either.
9 Do you recall when this was decided in
10 London?
11 A A couple of days before the press
12 announcement.
13 Q A couple of days before the first
14 announcement in January of 2004 ?
15 A Yes.
16 Q Were you in attendance during this
17 meeting?

file:IIICI/Documents%20and%20Settings/daustin/Desktop/Deposition%20Transcripts/0 13107wv .txt (52 of 132)9/18/2007 3:54:29 PM



file:1I ICI/Documents %20and %20Settingsl daustin/Desktop/Deposition %20Transcripts/0 13107wv .txt

Case 3:04-cv-00374-JAP-JJH Document 365-2 Filed 10/10/2007 Page 53 of 390
18 MR. TUTTLE: Object to form.
19 THE WITNESS: Not that I recall.
20 BY MR. HABER:
21 Q Did someone report to you what had been
22 decided?
23 A Yes.
24 Q Who?
25 A I think I remember receiving that from
0087

WALTER VAN DE VIJVER, January 31, 2007
2 Mary Jo Jacobi.

Q And who is Mary Jo Jacobi?
A She was the head of our External Affairs

1

3
4
5 or Public Affairs, one of the two departments.
6 Q Did she say she was in attendance at a
7 meeting where this decision was made?

A Not that I recall. I think this was an8
9 e-mail that I saw.
10 MR. HABER: Let's mark as Exhibit 2 an
11 e-mail string, and while you take a look at it,
12 I'll identify it for the record.
13 (Exhibit No.2 was marked for
14 identification and attached to the deposition
15 transcript.)
16 BY MR. HABER:
17 Q I've just marked as van de Vijver
18 Exhibit 2 an e-mail string, the last of which is
19 from Mr. Van de Vijver to John Darley and Frank
20 Coopman. It's dated December 29, 2003. The Bates
21 number is V00010584 through V00010587.
22 Mr. Van de Vijver, have you seen this
23 document before today?
24 A Yes.
25 Q Before I ask you the question about this
0088
1 WALTER VAN DE VIJVER, January 31, 2007
2 document, I just wanted to go back to your
3 understanding of the use of the word
4 "recategorization." Did you have an understanding
5 after learning from Ms. Jacobi why the term
6 "recategorization" was chosen?
7 A My understanding, it meant that
8 therefore it could not be interpreted just as
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9 either a revision or a restatement. It was
10 something--
II THE REPORTER: As either a what or a
12 restatement?
13 THE WITNESS: A revision or a
14 restatement.
15 BY MR. HABER:
16 Q Did Ms. Jacobi say anything about the
17 impact on the market that the term
18 "recategorization" would have?
19 A No.
20 MR. TUTTLE: Objection to form.
21 THE WITNESS: No.
22 BY MR. HABER:
23 Q Did Ms. Jacobi say anything to the
24 effect that a recategorization would be received
25 by the market better than a restatement?
0089

WALTER VAN DE VIJVER, January 31, 2007
MR. TUTTLE: Objection to form;

3 foundation.
4 THE WITNESS: No.
5 BY MR. HABER:
6

1
2

Q Now, looking at this document, you --
7 the last e-mail is from you to John Darley and
8 Frank Coopman. Who is John Darley?

A John Darley is -- was reporting to me.
10 He was the head of Technology, and he was my
11 Designated Focal Point in Project Rockford.

Q And when you say your "Designated Focal
13 Point," is that for EP?

A Yes.

9

12

14
15 Q And was there more than EP involved in
16 Project Rockford?

A Well, there was -- an organizational
18 structure was set up for Rockford, which clarified
19 who were the focal points for the various
20 organizations whilst we were working through this
21 process, and I felt strongly that John Darley was
22 the best candidate from the E&P side.
23 Curtis Frazier was my, my, was my legal
24 counsel for E&P; was also closely involved, on the
25 technical side, John Darley was leading the effort

17
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0090
1 WALTER VAN DE VIJVER, January 31, 2007
2 and coordinating the activity.
3 THE VIDEOGRAPHER: If you could just
4 adjust your microphone really quick. It's about
5 to fall off your tie.
6 THE WITNESS: All right.
7 THE VIDEOGRAPHER: Thanks.
8 BY MR. HABER:

Q Who was the Focal Point for Investor
Relations?
A Simon Henry.
Q And who was Simon Henry?
A He was head of Investor Relations and

20 reported in to Judy Boynton.
Q And who is the Focal Point for Public

22 Affairs?

Q What other organizations were part of
10 Project Rockford?

A Public Affairs, IR, Legal, the finance
12 organization from, from Judy Boynton, obviously.
13 There was an organizational structure defined in
14 that time.
15
16

9

11

17
18
19

21

23 A That was Mary Jo Jacobi.
24 Q Okay, and in the organization, all of
25 these little separate organizations, did they
0091
1 WALTER VAN DE VIJVER, January 31, 2007
2 report to one person or persons at the top?
3 AYes. Ultimately they all reported in to
4 Phil Watts.
5 Q Do you know at the time that, at the
6 time that Rockford was started, if anyone was
7 urging an independent review of the reserves
8 issues?
9 A So you mean independent outside the
10 company, or --
II Q Well, let's take within the company.
12 A Within the company?
13 Q Other than being headed by Phil Watts.
14 MR. TUTTLE: Objection to form;
15 foundation, characterization.
16 THE WITNESS: Project Rockford was
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17 launched by Phil Watts on that first CMD meeting
18 the 9th of December.
19 BY MR. HABER:
20 Q Okay. Now, let's take externally. Did
21 anyone advocate an independent review of the
22 reserves?
23 A Yeah, but I was not involved in those
24 discussions. They took place separately with the
25 Group, Group Audit Committee and the Group
0092
1 WALTER VAN DE VIJVER, January 31, 2007
2 Conference.
3 Q Going back, if we can look at Exhibit 2
4 for a moment, do you recall why you sent this
5 e-mail to Mr. Darley and Mr. Coopman?
6 A Well, this was part of our internal
7 debate, and I think there are a couple of more
8 e-mails at the time where I -- and I mean I
9 clearly was not an expert in this issue. I was
10 trying to get an understanding based on the rules
11 as they were, and that's why I asked originally
12 Judy Boynton the question about how this is worked
13 and got this feedback from Tim Morrison. And
14 ultimately from my interpretation of his notes, I
15 concluded it had to be a restatement.
16 Q And that's reflected in the note that
17 you wrote to them that says, "Looks that we are
18 more in hindsight mode number 2"?
19 A Yeah, but there were some separate other
20 notes as well to that effect.
21 Q Right, okay. Just so you know,
22 throughout these proceedings, we'll be coming back
23 and forth to this letter, so --
24 A Okay.
25 Q -- I just want to let you know to keep
0093
1 WALTER VAN DE VIJVER, January 31, 2007
2 it handy.
3 Other than Ms. Boynton and Mr. Watts,
4 was there anyone else you felt should have been
5 terminated as a result of their role in the
6 reserves recategorization?
7 MR. MORSE: Objection to form;
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8 mischaracterizes prior testimony.
9 BY MR. HABER:
10 Q You can answer.
11 A No.
12 Q I'd like to -- just so you know where
13 we're going to go, I'm going to take you now to
14 when you first started as head of EP, CEO of EP.
15 When did you first learn that you were
16 appointed or selected to become the head of EP?
17 A I think that there was a two-step
18 process. I was -- in December 2000 I was asked to
19 become a member of the Committee of Managing
20 Directors, but it was not until February 2001
21 somewhere -- I don't know the exact date -- where
22 I was advised what my role would be.
23 Q Let's take the December 2000. Who asked
24 you to become a member of the Committee of
25 Managing Directors?
0094
1 WALTER VAN DE VIJVER, January 31, 2007
2 A Mark Moody-Stuart.
3 Q And did he explain to you why you were
4 being invited to join the CMD?
5 A I, I don't exactly recall the, the
6 conversation. My head was spinning a little bit
7 at that time. I had not expected it to happen at
8 that time.
9 Q And at this time you were still at
10 SEPCo, correct?
11 A Yes.
12 Q I got it right this time.
13 A It was after -- it was after a, a --
14 what do you call it? In a regular meeting, I
15 think, of the, of Conference where I had been
16 presenting a project.
17 Q So you were advised during a
18 presentation?
19 A No, after, after, after the meeting.
20 Q I apologize.
21 Did Mr. Moody-Stuart say anything to you
22 about becoming a candidate for the position of
23 head of EP?
24 A No. I think at that time he merely said
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25 that the normal process would be that somewhere
0095
1 WALTER VAN DE VIJVER, January 31, 2007
2 early in the year there would be discussions about
3 how the portfolio would be distributed.
4 Q Did you request to be considered as a
5 candidate for the position as head of EP?
6 A At that time?
7 Q Yes.
8 A No.
9 Q So if you didn't request, someone
10 nominated you?
11 MR. TUTTLE: Objection to form.
12 BY MR. HABER:
13 Q Do you know if someone nominated you?
14 A I'm -- I don't know how that process
15 ultimately works. I was not privileged to it. I
16 think I'm -- I may have made the remark somewhere
17 early in 2001 to Mark Moody-Stuart that I would be
18 very interested in the E&P business.
19 Q But at that time did you mention that
20 what you meant was to be the head of the business?
21 A Yeah, yeah. No. Clearly. Sure, but I
22 don't--
23 Q I'm sorry.
24 A He didn't give me any indication one way
25 or another.
0096
1 WALTER VAN DE VIJVER, January 31, 2007
2 (Discussion was held off the record.)
3 BY MR. HABER:
4 Q Do you recall having discussions with
5 anyone other than Mr. Moody-Stuart about an
6 interest you had in becoming the head of EP?
7 A No, I do not recall.
8 Q Do you recall having any discussions
9 with Phil Watts about becoming, you know, becoming
10 the head of EP?
11 MR. TUTTLE: Same time period?
12 MR. HABER: Yes.
13 THE WITNESS: I do not recall.
14 BY MR. HABER:
15 Q Now, you said that it was not until
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16 February of 2001 or so where you were advised of
17 what your role would be. What did you mean by
18 that?
19 A In the CMD the various portfolios in
20 terms of the businesses -- gas and power,
21 chemicals, exploration and production and oil
22 products -- are distributed amongst the various
23 members of the Committee of Managing Directors,
24 plus allocation of some of the staff functions,
25 plus some of the regional responsibilities. And
0097
1 WALTER VAN DE VIJVER, January 31, 2007
2 when there is a change in the committee, then
3 there is a change in the allocation of roles.
4 Q And what role were you assigned?
5 A I was given the role of CEO of the
6 exploration and production business, and I was
7 given the regional role for Latin America and
8 Africa.
9 Q And within that region, Latin America
10 and Africa, did you have any responsibilities for
11 monitoring the activities of the operating units
12 within that region -- those regions?
13 A Yeah, but very much on a light touch
14 basis. I mean the businesses are directly
15 responsible for running the business, ensuring the
16 performance of the business. As Regional Managing
17 Director, you care more about the reputation of
18 the business, relationships with key
19 stakeholders -- for instance, the government--
20 and relationships with the country chairpersons in
21 that country, to make sure that they feel able to
22 do their job and have the right sort of check and
23 balances in place.
24 Q What is a country chairperson?
25 A A country chairperson is the most --
0098
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2 appointed most senior Shell person in a particular
3 country.
4 Q And was there a chairperson for Nigeria?
5 A Yes.
6 Q Who was the chairperson at the time that
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7 we're talking about, February of 2001?
8 A Ron van den Bergh.
9 Q Did Mr. van den Bergh remain the country
10 chair throughout your tenure as head of EP?
11 A No. He moved -- somewhere during my
12 tenure he actually moved to become one of my
13 Regional Business Directors on the EP ExCom,
14 somewhere around the summer 2003, if I recollect,
15 when he took over from Din Megat, who then
16 retired.
17 Q And who succeeded Mr. van den Bergh as
18 chairperson for Nigeria?
19 A That was Chris Finlayson.
20 Q Do you know where Mr. Finlayson had come
21 from prior to succeeding Mr. van den Bergh?
22 A Yes. He was the Managing Director for
23 Shell in Brunei and also country chair.
24 Q Now, is there a difference between a
25 Managing Director and a Regional Business
0099
1 WALTER VAN DE VIJVER, January 31, 2007
2 Director?
3 A A Regional Business Director has
4 responsibility for -- are you talking about now my
5 EP ExCom, or are you talking about a Group
6 Regional Director?
7 Q I was referring to the Regional Business
8 Director that is a member of the ExCom.
9 A Okay. So the Regional -- the Regional
10 Business Director has responsibility for a
11 particular region, and someone sitting in a
12 country only has responsibility for the country
13 where he is located. And job titles, yeah, were
14 not always totally consistent, some clerical,
15 sometimes chief executive, some managing
16 directors, whatever was sort of the, sort of local
17 custom.
18 Q So a managing director in some operating
19 units could be the Regional Business Director?
20 A No. Well, that's, that's, that's
21 what -- that was one of the changes I made at the,
22 at the end of 2003, and we had the transition in
23 2003 when we actually created an organization
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24 where we wanted to get more hands-on to the
25 operation, and some of the Regional Business
0100
1 WALTER VAN DE VIJVER, January 31, 2007
2 Directors would actually physically sit in a
3 location. So my Regional Business Director then
4 for Africa actually sat in Nigeria, for instance,
5 for the Middle East ended up sitting in Dubai.
6 Q So prior to this change in the
7 organization, the Regional Business Directors sat
8 where?
9 A Regional Business Directors sat in The
10 Hague.
11 Q In the Center?
12 A In the Center.
13 Q Do you know if there was anyone else who
14 was a candidate for the position of head of EP?
15 A No. I, I don't know, but I can guess
16 there were others, and when it comes to the, to
17 the Committee of Managing Directors, another
18 choice with respect to a history and experience
19 would have been Harry Roels, who also came from --
20 most of his career was spent in the E&P business.
21 Q And at the time you joined the CMD, who
22 was the chairman of the CMD?
23 A Phil Watts.
24 Q Do you know if Mr. Watts had any input
25 into your appointment?
0101
1 WALTER VAN DE VIJVER, January 31, 2007
2 A I don't personally I don't know,
3 but ...
4 Q Did anyone ever tell you that he did?
5 A No.
6 Q Was Mr. Watts scheduled to retire at
7 some point, if you know?
8 A Well, when I was still within Shell,
9 there was a mandatory retirement age of 60, so I
10 think on that basis -- I can't be sure. I think
11 Phil Watts would retire in the middle of 2005.
12 Q Did Shell have a succession planned for
13 Mr. Watts?
14 A I'm not the one to be able to answer
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15 that.
16 Q Were you interested in succeeding
17 Mr. Watts as chair of the CMD?
18 A Yes.
19 Q Do you have an understanding that being
20 head of EP was a footstone for becoming chair of
21 the CMD?
22 A I well understood that my two
23 predecessors had gone through the same route, so
24 yes.
25 Q Do you know who a Mr. Loudon is?
0102
1 WALTER VAN DE VIJVER, January 31, 2007
2 A Yes.
3 Q And who is that?
4 A He is one of the board members of Royal
5 Dutch/Shell, so he sat at Conference.
6 Q Do you recall having any discussions
7 with Mr. Loudon about becoming the head of EP?
8 A Becoming the head of EP? No.
9 MR. HABER: This is a good time to
10 break.
11 MR. DOWD: Good.
12 THE VIDEOGRAPHER: We are going off the
13 record. The time is 12:26 p.m.
14 (Whereupon, the lunch recess was taken.)
15 THE VIDEOGRAPHER: We are back on the
16 record. The time is 1:20 p.m.
17 BY MR. HABER:
18 Q Good afternoon, Mr. Van de Vijver. I'd
19 like to talk to you now about what had happened
20 when you became the head of EP, so my first
21 question to you is: Was there a transition period
22 between you and Mr. Watts?
23 A There was no real transition period. I
24 had a, a couple of, of meetings with him, and the
25 sort of formal handover happened at a group
0103
1 WALTER VAN DE VIJVER, January 31, 2007
2 leadership meeting in Houston in the end of May in
3 2001, and then I became the CEO of E&P in The
4 Hague in June. Somewhere in early June I moved my
5 family to come across with us.
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6 Q Why is it the handover, the formal
7 handover occurred in Houston?
8 MR. FERRARA: Objection as to form;
9 foundation, calling for lay opinion.
10 THE WITNESS: That was pure--
II BY MR. HABER:
12 Q You can answer.
13 A -- coincidence, because there was an
14 annual group leadership meeting taking place in
15 Houston which incorporated a meeting with all the
16 senior E&P people as well.
17 Q Was the handover planned for this group
18 leadership meeting?
19 A It was intentioned that that was the
20 last meeting for the E&P leadership forum where
21 Phil would have the forum and that I would take it
22 on from there onwards.
23 Q Did Mr. Watts make an announcement that
24 you were succeeding him at the meeting?
25 A Yes, and he handed over part of the
0104
1 WALTER VAN DE VIJVER, January 31, 2007
2 agenda to me.
3 Q What is a group leadership meeting?
4 A A group leadership meeting is an event
5 that started many, many years before my time,
6 where the senior persons in the group would get
7 together twice a year to basically discuss the
8 state of the group and whatever group initiatives
9 were, were happening at that stage. So that could
10 vary from the top 700 to the top 500 of the
11 company.
12 Q Do you know if any external participants
13 are invited to these group leadership meetings?
14 A Generally no, but sometimes some
15 external parties would be invited to make a
16 presentation.
17 Q What type of external party would be
18 invited?
19 A I remember at one occasion there was a
20 presentation from someone from an investment bank
21 that would make a presentation about sort of their
22 perception of Shell, and I think we also sometimes
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23 had a CEO of another company to make a
24 presentation.
25 Q Do you recall at the group leadership
0105
1 WALTER VAN DE VIJVER, January 31, 2007
2 meeting where the formal handover occurred, if
3 there were any external participants?
4 A No.
5 Q Do you have an understanding as to why
6 the meeting was held in Houston?
7 A I, I think it sort of has grown
8 historically. I mean I think the most important
9 part was that there was an extremely good facility
10 there, a very large facility there in Woodland, I
11 think it is called, in Houston that was used when
12 Shell Oil for many, many years for training, and
13 it has a very large accommodation to it, so just a
14 convenient area. And it also -- as part of the
15 whole globalization effort, it is also part of
16 saying rather than people, the senior people,
17 which are many in the U.S., always traveling to
18 the other part of the world, once a year we would
19 have it in Houston. The other meeting would
20 always be somewhere else.
21 Q When you say "the other meeting" --
22 A These meetings occurred twice per year,
23 so one would be held in Houston, another one would
24 be held in Maastricht or in Paris or in London or
25 the Netherlands.
0106
1 WALTER VAN DE VIJVER, January 31, 2007
2 Q Just to be clear, I think you referred
3 to the facility as "Woodland." Is it Woodcreek?
4 A No. Woodcreek is the name of an office.
5 No, Woodland is sort of out of town. I think it
6 is called the Woodlands, yeah.
7 Q Okay.
8 A Not an office.
9 Q Okay.
lOA It is a pure training and convention
11 center type of facility.
12 Q Earlier you mentioned that there was an
13 investment banker that attended one of these
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14 meetings?
15 A Yeah.
16 Q Do you recall which meeting that was?
17 A No, I cannot, not be sure. I know who
18 it was, but I would not be able to recall
19 whether -- what location it was.
20 Q And who do you recall the investment
21 banker was?
22 A It was Chang Su Yun. He was from
23 Goldman Sachs.
24 Q And do you know where he was based?
25 A In New York.
0107
1 WALTER VAN DE VIJVER, January 31, 2007
2 Q And you don't recall the date of this
3 meeting?
4 A No. As I said, I've been to so many of
5 these meetings, I really -- I cannot be sure.
6 Q Do you recall if this meeting where the
7 investment banker attended occurred during your
8 tenure as head of EP?
9 A No. I think it was before then.
10 Q You think it was while you were head of
11 SEPCo?
12 A Yeah, or even earlier, when I was CEO of
13 Gas and Power. I'm sorry. I can't really
14 recollect that one.
15 MR. DOWD: That's all right.
16 BY MR. HABER:
17 Q Now, going back to the handover period,
18 did you have any meetings with Mr. Watts about
19 what you could expect as head of EP?
20 A I had -- I think, as I said, I recall
21 two meetings with Watts where he would sort of do
22 a tour of the globe and give me a general
23 impression of what activity was ongoing, very much
24 focused around new business development
25 activities.
0108
1 WALTER VAN DE VIJVER, January 31, 2007
2 Q During these meetings did he mention any
3 past bookings?
4 A No.
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5 Q Did he mention any operating units that
6 may have issues that you should draw your
7 attention to?
8 A No, but I do think he, he thought it
9 would be a good idea if I would, sort of early on,
10 would visit Nigeria, because that was clearly an
11 area that he had worked in the past, and he
12 considered very important, and I personally had
13 never worked there, so ...
14 Q Did he give any other explanation as to
15 why he thought you ought to consider visiting
16 Nigeria?
17 A No, just a general familiarization with
18 the business.
19 Q And in discussing Nigeria, did he
20 identify a particular operating unit within
21 Nigeria that you should visit?
22 A No. It was more in a general sense,
23 knowing there were two operating units there, SPDC
24 and SNEPCO.
25 Q But he didn't say which one you should
0109
1 WALTER VAN DE VIJVER, January 31, 2007
2 visit?
3 A (Shakes head.)
4 THE REPORTER: Was that a no?
5 THE WITNESS: That was a no. Sorry.
6 BY MR. HABER:
7 Q Did he mention Gorgon at all?
8 A No.

Q At that -- prior to that time had you
10 ever heard of Gorgon?

A Yes.
Q And how is it that you heard about

13 Gorgon?
14 A I heard about Gorgon for the first time
15 when I was CEO of Gas and Power.
16

9

11
12

Q And when did you -- when is this first
17 time that you have this recollection?

A Well, I don't know the exact time, but
19 as part of my handover for my job as CEO of Gas
20 and Power, I visited Australia fairly early on
21 when I was in, in that new job, because there were

18
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22 two important parts. Australia also had the vast
23 majority of the coal business of Shell, so I
24 remember spending a whole week in, in Australia
25 visiting every single Shell mine that Shell had,
0110
1 WALTER VAN DE VIJVER, January 31, 2007
2 and probably also visited the Northwest Shelf
3 facilities.
4 Q And where is the Gorgon reserve located?
5 A Offshore, the Northwest Shelf. I don't
6 know what exact -- is it called Western Australia?
7 I guess it's Western Australia, yeah.
8 Q Well, during your visit to the Northwest
9 Shelf, do you recall visiting the Gorgon field?
10 A No, no. I didn't go offshore at all. I
11 visited the LNG facilities of the Northwest Shelf.
12 Q And where --
13 A Karata, I think it's called.
14 Q Did you visit with anyone at SDA, which
15 is Shell's operating unit in Australia?
16 A I can't recollect. I mean we're talking
17 ten years ago. I recollect spending a week with
18 Roland Williams, who was then the CEO and Chairman
19 of Shell Australia, but I can't quite recollect
20 who I all met or not met during that, that time.
21 Q Do you recall having any discussions
22 about the Gorgon fields at all?
23 A I'm sure it was, was mentioned during
24 that time, but I, I don't have any direct
25 recollection of what type of discussions.
0111
1 WALTER VAN DE VIJVER, January 31, 2007
2 Q Do you recall any discussions about the
3 market for the gas that Shell intended to sell at
4 that time?
5 A No, I don't have direct recollection of,
6 of those discussions.
7 Q Do you recall any discussion about the
8 Asian market collapse during your visit?
9 A No. That would have not have occurred
10 in, uh, in '97, because that collapse, I don't
11 know exactly when it was. I think it was later.
12 Q So you recall this being around 1997?
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13 A Well, that's when I became CEO of Gas
14 and Power, and I know, because of my portfolio,
15 that Australia must have been one of the first --
16 together with Japan, must have been one of my
17 first visits that I, I did.
18 Q You mentioned that you had two meetings
19 with Mr. Watts. Do you recall over the time
20 period in which these meetings occurred?
21 A I think Ihad one dinner with him
22 somewhere early in May, and then the actual
23 breakfast meeting in, in Houston during this group
24 leadership meeting.
25 Q And again when was this group leadership
0112
1 WALTER VAN DE VIJVER, January 31, 2007
2 meeting?
3 A Somewhere in the second half of
4 May 2001.
5 Q Other than these two meetings, can you
6 think of any other communications that you had
7 with Mr. Watts concerning the transition into the
8 CEO position of EP?
9 A No, but he would -- as we got closer to
10 the date, he would copy me on, on some trip
11 reports that he had, and he would -- he sent me
12 the, the staff reports, Icall it, the staff
13 appraisals of his people at EP ExCom.
14 Q Do you recall what trip reports he had
15 copied you on?
16 A If you can find something, then I'm
17 happy, but Iwouldn't be able to recollect that.
18 Q Okay.
19 A But it's -- I did not get any beyond
20 what Imentioned on some of these e-mails and on,
21 uh, on the staff appraisals as part of the
22 closeout. I did not receive any other handover
23 documents.
24 Q Did you request any documents from
25 Mr. Watts?
0113
1 WALTER VAN DE VIJVER, January 31, 2007
2 A No.
3 Q Did you review any files during this
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4 transition period?
5 A No, I -- when I came to the Hague, I
6 arrived in an empty office, and I spent time with
7 the people around me to give me a briefing and get
8 me up to date on the state of the business.
9 (Exhibit No.3 was marked for
10 identification and attached to the deposition
11 transcript.)
12 BY MR. HABER:
13 Q We've marked as van de Vijver Exhibit 3
14 an e-mail from John Darley to Lorin Brass, among
15 other people. It's dated August 5, 2001, unless
16 you can correct me, if it's the other way, May 8,
17 2001. There's no Bates number on this. This was
18 produced in the native drive. It has a document
19 identification number in the upper left-hand
20 corner that says number "100214396: First meeting
21 with Walter."
22 Have you seen this document before
23 today?
24 A No.
25 Q Now, Irecognize that your name is not
0114
1 WALTER VAN DE VIJVER, January 31, 2007
2 on this e-mail , but Iasked, because perhaps you
3 might have seen it during your tenure.
4 A No.
5 Q The reference in this document is a
6 first meeting with you --
7 A Uh-huh.
8 Q -- with it looks like a number of
9 people, including Lorin Brass, John Bell, Fons
10 Claessen, Aidan McKay, Serge Leijten and Mark
11 Leonard.
12 Do you recall meeting with these people?
13 A I recall having a few meetings early on,
14 sort of the central strategy and planning people
15 in Lorin Brass' organization to get a feel for,
16 for the overall business.
17 Q Who is Lorin Brass?
18 A Lorin Brass was my director, responsible
19 for new business development strategy and
20 planning.
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21 Q How would you describe the relationship
22 you had with Mr. Brass?
23 A Very good.
24 Q And just so the record is clear, the
25 date -- is this May 8, 2001, or is this August 5,
0115
1 WALTER VAN DE VIJVER, January 31, 2007
2 2001? Don't know?
3 A Well, I can't be sure, but if I think
4 it's the first meeting, then it probably must have
5 been in May, because if it was the first, I have
6 to assume it is May.
7 Q Well, I'd like you to -- I'd like you
8 to -- also, before we do that, who is John Bell?
9 A John Bell reported directly to Lorin
10 Brass and was the head of Planning and Strategy.
11 Q Now, I'd like you to take a look at--
12 I'm going to call them bullet points. They're
13 actually dashes, but if you take a look at the
14 third bullet point, the one that reads, "he picked
15 up on the aggressive targets for production in
16 BPOO,commenting particularly about the
17 significant early contribution from strategic
18 options. " Do you see that?
19 A Uh-huh.
20 Q Do you recall the discussion that
21 surrounded this statement?
22 A No, not directly, but if I, if I read
23 the terminology, "strategic options" must be
24 related to production linked to new business
25 development.
0116
1 WALTER VAN DE VIJVER, January 31, 2007
2 Q What are strategic options?
3 A These are -- it's a combination of, of
4 activities that staff would be working to create
5 new business, from opening a business in a new
6 country or bringing an additional project into the
7 portfolio.
8 Q And with regard to the earlier part of
9 the statement about" aggressive targets for
10 production," do you recall any discussion about
11 that?
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12 A This is a team that sort of came back
13 when we started building the business plan for the
14 following year, and here I guess they were giving,
15 giving me, giving me an overall update in terms of
16 the business, to get me up to speed.
17 Q And do you remember any discussion about
18 production targets?
19 A Well, if they showed me the business
20 plan, they must have talked about production
21 targets.
22 Q Are production targets included in the
23 business plan?
24 A Yes.
25 Q And do you recall any discussion about
0117
1 WALTER VAN DE VIJVER, January 31, 2007
2 those targets being aggressive?
3 MR. FERRARA: Asked and answered.
4 BY MR. HABER:
5 Q You can answer.
6 A Not particular recollection from this
7 particular meeting, but I remember having many
8 follow-up discussions as we prepared the business
9 plan for the next year.
10 Q And in those follow-up discussions do
11 you recall any discussions concerning production
12 targets being aggressive?
13 A Yes, and that ultimately led to whether
14 the process we went up with all the learning we
15 had later in the year to lower our production
16 growth target.
17 Q And what was the production growth
18 target that was reduced?
19 A I don't, I don't recall the exact
20 definition, but there was a growth production
21 target, there was a sort of window around it of
22 five percent, and I, I reduced that production
23 growth target -- based on all the learning we had
24 over the following months, as part of my due
25 diligence I reduced the growth target to three
0118
1 WALTER VAN DE VIJVER, January 31, 2007
2 percent.
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3 Q We'll cover the events that relate to
4 that in a few moments.
5 The -- if you jump down to the bullet
6 point that says, "He showed concern at the trends
7 around reserves replacement," do you recall a
8 discussion around Shell's Reserves Replacement
9 Ratio?
10 MR. TUTTLE: Objection; characterization
11 of the document.
12 THE WITNESS: I do not directly recall
13 this particular discussion, but I assume that they
14 showed me some graph to show reserve replacement
15 over, over the years.
16 BY MR. HABER:
17 Q And what do you understand "reserve
18 replacement" to mean?
19 A Normally when we talk about reserve
20 replacement, we talk about the proved reserves
21 replacement or the percentage of reserve you
22 replace relative to the annual production in that
23 year.
24 Q And is that reflected in a percentage
25 that's referred to as the "RRR" or "Reserves
0119
1 WALTER VAN DE VIJVER, January 31, 2007
2 Replacement Ratio"?
3 A Yes.
4 Q And periodically throughout these
5 proceedings I may refer to it as "RRR."
6 Now, if you go down to the next bullet
7 point, it says, "He showed some concerns at our
8 lack of focus. " Do you recall any discussions on
9 this issue?
10 A No. I don't have any direct
11 recollection of this discussion. I want to help,
12 so ...
13 Q It's okay.
14 If you turn the page, the next sentence
15 says, "My feeling was that he recognizes a need to
16 prepare for 'spinning the problem away' at the
17 right moment (December analyst briefing?) and
18 would be prepared for a '3-month hit" on our
19 reputation/stock price (a la BP and their climb
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20 down on production targets)."
21 Do you recall any discussion on the
22 issue I just read into the record?
23 A No, but I think the general part of --
24 this is my first sort of due diligence visit on
25 E&P, and I like to professionally deal with the
0120
1 WALTER VAN DE VIJVER, January 31, 2007
2 facts, whatever the facts tell me.
3 Q During meetings with your staff, did you
4 require your staff members to take notes?
5 A I didn't, no.
6 Q When you started meeting with your
7 staff, do you recall if any members of your staff
8 were taking notes of the meetings?
9 A No, no.
10 Q Did you take notes of meetings that you
11 attended?
12 A Yes, often I did, because, as you can
13 see later, that's what I had, and for Visit
14 Reports and so on, used to write those notes.
15 Q If you look at the last paragraph, the
16 one that begins "overall," and look to the second
17 sentence, which says, "My biggest takeaway was his
18 view (almost the first thing he said) of the "lack
19 of) realism in the current plan."
20 Do you recall any discussion about that?
21 A Well, no, I don't recall it, but I'm
22 referring to the earlier statement that was in
23 Matthias note. When it talks about "strategic
24 options," you have to make clear that the options
25 are happening if you put them in your production
0121
1 WALTER VAN DE VIJVER, January 31, 2007
2 forecast.
3 Q And did you find that these options were
4 being put in the forecast when they were not
5 happening?
6 MR. TUTTLE: Objection to form;
7 characterization.
8 THE WITNESS: No. I think -- I mean I
9 remember discussions later in July and August when
10 we really went deeply into that whole production
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11 forecasting, that I noted that there had been
12 optimistic assumptions on when some of these
13 strategic options would occur.
14 BY MR. HABER:
15 Q And who did you have these discussions
16 with in July and August?
17 A A lot of those discussions are with
18 Lorin Brass and John, John Bell and others that
19 are part of the annual planning process.
20 Q And were these discussions a part of the
21 discussions that related to the production of the
22 production growth target you mentioned a few
23 moments ago?
24 A Yes.
25 Q Now, earlier you testified that you had
0122
1 WALTER VAN DE VIJVER, January 31, 2007
2 visited Oman in June of 2001 , correct?
3 A Yes.
4 MR. HABER: I'm going to show you a
5 document which I believe is your Trip Report, but
6 I'd like you to identify it.
7 (Exhibit No.4 was marked for
8 identification and attached to the deposition
9 transcript.)
10 BY MR. HABER:
11 Q We've marked -- and Mr. van de Vijver,
12 if you could just review it while I'm identifying
13 the document for the record.
14 We've marked as van de Vijver Exhibit 4
15 an e-mail string, the last of which is from Jeroen
16 van der Veer, dated June 25, 2001, to Mr. Van de
17 Vijver, with a CC to Phil Watts. The subject line
18 reads "Visit to PDO." There are two Bates ranges.
19 The first one is V00230057 through V00230059. The
20 other one is Vijver 0057 through Vijver 0059.
21 Now, Mr. Van de Vijver, have you seen
22 these e-mails before today?
23 A Yes.
24 Q And is this -- "this" being the e-mail
25 from you, dated June 21, 2001 , to Zaharuddin
0123
1 WALTER VAN DE VIJVER, January 31, 2007
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2 Megat, with a CC to a number of people which I'll
3 ask you about in a few moments.
4 A Yes.
5 Q Since we're on the CC, who are the
6 members -- withdrawn. The people identified as
7 being copied on your e-mail of June 21, are
8 these -- are all of these people at the time
9 members of the EP ExCom?
10 A Yes.
11 Q And I think we talked about the ExCom
12 without identifying it earlier. Can you identify
13 what is the EP ExCom.
14 A That's the Senior Executive Team of the
15 E&P business.
16 Q Now, earlier you identified Bob Sprague.
17 Who is Tim Warren?

A Tim -- Tim Warren at that time had18
19 regional responsibility for the Far East. That's
20 the EPA reference.
21 Q And Carol Dubnicki?
22 A The HR, Human Resource Director.
23 Q And she was on the ExCom?
24 A Yeah.
25 Q Okay. Lorin Brass you've identified.
0124
1 WALTER VAN DE VIJVER, January 31, 2007
2 John Darley?
3 A He was head of the technology
4 organization.
5 Q Now, is John Darley someone you had a
6 good relationship with?
7 A Yes.
8 Q Is he someone you could talk to openly
9 and candidly?
10 A Yes. I still do.
11 Q How about with regard to Lorin Brass;
12 was he someone you could talk to openly and
13 candidly?
14 A Yes.
15 Q Heinz Rothermund; who is Mr. Rothermund?
16 A Heinz Rothermund was responsible for the
17 Africa region. I'm sorry. Africa and Latin
18 America.
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19 Q And that would be the reference
20 indicator "EPG"?
21 A Yes.

Q
A
Q
A

And the next person, Dominique Gardy?
He was my Finance Director.
And the final person, Linda Cook?
Linda Cook was the CEO of Gas and Power,

22
23
24
25
0125
1 WALTER VAN DE VIJVER, January 31, 2007
2 and there was sort of an overall sort of
3 arrangement in place that she would be copied on
4 relevant information, including all the material
5 that went to the EP ExCom.
6 Q So Ms. Cook was not a member of the
7 ExCom?
8 A She was not a formal member of the
9 ExCom. She had her own Gas and Power ExCom.
10 Q Did she attend the EP ExCom meetings?
11 A Sometimes. She was invited. Sort of an
12 open invitation to attend.
13 Q So did she need a formal invitation to
14 attend, or she could just show up?
15 A She could just show up if it fit with
16 her schedule.
17 Q And the minutes of the -- withdrawn.
18 Were there minutes taken of the ExCom meetings?
19 A Yes, yes.
20 Q So the minutes of the ExCom meeting
21 would reflect who was in attendance?
22 A Yes.
23 Q Now, did you have a practice with regard
24 to recording your trips or memorializing what you
25 had seen or observed during your trips? As you
0126
1 WALTER VAN DE VIJVER, January 31, 2007
2 say, did you "make reports"?
3 A I did make reports.
4 Q Was that your practice to make reports
5 of your trips that you had taken?
6 A Yes.
7 Q And is Exhibit 4 reflective of that
8 practice?
9 A Yes.
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10 Q Did you have a distribution -- a--
II withdrawn. Were there certain people who you
12 always included in the distribution of your trip
13 reports?
14 MR. TUTTLE: Objection to form.
15 THE WITNESS: I tried as a general
16 practice to, on my visit reports, to at least copy
17 relevant CMD members, but most importantly the
18 relevant staff in my own organization.
19 BY MR. HABER:
20 Q How would you decide with regard to
21 relevant CMD members who to distribute a trip
22 report to?
23 A It depended on what their role was in
24 terms of regional responsibility or business
25 responsibility.
0127
1 WALTER VAN DE VIJVER, January 31, 2007
2 Q So this particular trip report you
3 distributed to Mr. Van der Veer and Mr. Watts?
4 A Yes.
5 Q Is there anyone else that's not listed
6 here who you recall you may have distributed
7 Exhibit 4 to?
8 A I don't know.
9 Q If you look at your e-mail of the
10 June 22, which is the second one on Page 1, to
11 Mr. Watts and Mr. Van der Veer, you wrote, "FYI,
12 the overall health of the company was below my
13 expectation."
14 Did you get any feedback other than an
15 e-mail that was sent in response three days later
16 from Mr. Van der Veer?
17 A Not that I recall.
18 Q Do you recall having any verbal
19 communications with Mr. Van der Veer about your
20 trip to Oman?
21 A Not that I recall.
22 Q With regard to Mr. Watts, did you
23 receive any response to your trip report from
24 Mr. Watts?
25 A Not that I recall.
0128
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1 WALTER VAN DE VIJVER, January 31, 2007
2 Q Now, if you look down at the e-mail
3 dated June 21,2001, which is the third one on the
4 first page, I want to direct your attention to the
5 paragraph that comes under Number 1, "Company
6 Health." Feel free to read that whole paragraph
7 that begins, "Overall, Shell's financial take from
8 Oman." I'm interested in the sentence that
9 begins, "Not meeting the production target," so if
10 you could just take a look at that for a moment.
11 If you -- I want you to take a look at
12 the sentence that begins "Not meeting the
13 production target from 1997-2000 and being behind
14 the 850,000 b/d target year to date." Do you see
15 that?
16 A Yes.
17 Q Who set the 850,000-barrel-per-day
18 target?
19 A I don't know.
20 Q Do you know if that was a representation
21 that was made by Mr. Moody-Stuart and van der Veer
22 when they visited Oman a couple of weeks before
23 you?
24 MR. TUTTLE: Objection to form;
25 characterization of the testimony.
0129
1 WALTER VAN DE VIJVER, January 31, 2007
2 THE WITNESS: Yeah, I understood that
3 during that visit, the achievability of
4 850,000 barrels a day was confirmed to the Sultan.
5 BY MR. HABER:
6 Q And this report reflects that PDO Oman
7 was behind achieving that target, correct?
8 A Yes.
9 Q The rest of the sentence says, "is an
10 extremely sensitive issue for Shell's and MOG's
11 reputation in the country." What does "MOG" stand
12 for?
13 A Ministry of Oil and Gas.
14 Q What did you understand that this was a
15 sensitive issue for Shell and the Ministry of Oil
16 and Gas?
17 A As I explained to you earlier, the total
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18 country is usually dependent on the revenue coming
19 from the oil production in PDO, and their whole
20 budget, their country budget is based on, to a
21 large extent, by the revenue being generated by
22 this business.
23 Q Now, if you turn to the next page,
24 under -- it's the very top of the second page. It
25 says, "worrying issues." You see that? And then
0130

WALTER VAN DE VIJVER, January 31, 2007
2 there's four dashes.

A Yes.
4 Q What does "Omanisation progress at
5 senior levels" refer to?
6

1

3

A "Omanisation" is a term that was used
7 for getting local staff to climb up in the
8 organization, the hierarchy of the company, and
9 the whole process of getting more local staff to
10 look after the business and reduce the level of
11 dependence on expatriate staff. That was called
12 "Omanisation."
13 Q And was Omanisation something that the
14 Minister of Oil and Gas was interested in?
15 A The whole -- not only the Minister of
16 Oil and Gas, but the whole country, when it comes
17 to local employment of their staff and development
18 of their staff, consider Omanisation a very
19 important issue for the country.
20 Q And at the time is it fair to say that,
21 that there was not a lot of progress of
22 Omanisation at senior levels?
23 A Yeah. My perspective was to say that
24 the people I saw at senior level in the company,
25 as Omanis, were the same people I'm remembering
0131

4
5
6 progression I was hoping to see.

Q If you look at the next one underneath

WALTER VAN DE VIJVER, January 31, 2007
2 from seeing there, in my first assignment there
3 in '87-'91.

Q So you didn't see any new blood?
A I didn't see the sort of new blood and

1

7
8 it, it says, "Core business performance," and then
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9 in parenthesis, "production, drilling, unit costs,
10 unit costs, new opportunities."
11 We touched upon it about production a
12 little bit, but if you could be a little more
13 specific, what concerned you about production
14 other than not meeting this 850,000-barrel-per-day
15 target?
16 MR. TUTTLE: Objection.
17 THE WITNESS: It was the general feel
18 that I had. I mean this is just a couple of days
19 visit when I sort of talked to people in the
20 organization, that I felt that the company overall
21 was not really at grips with the overall
22 performance of the business, as I explained a
23 little bit lower with some of the clarification
24 you see lower down in the e-mail.
25 BY MR. HABER:
0132
1 WALTER VAN DE VIJVER, January 31, 2007
2 Q And who did you talk with?
3 A In Oman?
4 Q Yeah.
5 A With the management team and with a
6 variety of people in the organization, sort of
7 generally, sort of going through the office and
8 meeting with, with people.
9 Q Are there any people who come to mind
10 now that you recall meeting with?
11 A Well, the management, the management
12 team of, of the company.
13 Q Well, who would that be? I'm sorry.
14 A Well, the boss at that stage was Steve
15 Ollerearnshaw, Managing Director. Other members
16 of the team at that stage included Abdulla Lamki.
17 He was the Deputy Managing Director. There was a
18 Linda Armstrong. She was the Exploration
19 Director. I really have to rack my brains to try
20 to remember all those, all those names. There was
21 Jeroen Peters. He was one of the regional bosses.
22 And there was a Saif in Oman, but I don't know his
23 surname. S-A-I-F.
24 Q Okay. You also identify in the
25 parenthetical under "worrying issues" drilling.
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0133
1 WALTER VAN DE VIJVER, January 31, 2007
2 What was it about drilling that worried you?
3 AMy worry about drilling is that the
4 company was still overly focused on drilling
5 additional wells and making sure the rigs were
6 busy drilling additional wells, because that would
7 generate additional production, but I, I didn't
8 get the confidence that people actually were
9 really, in detail, working field development
10 planning that should go before deciding where to
11 drill your wells.
12 Q And the next item in that parenthetical
13 under "worrying issues" is "unit costs." What is
14 it about unit costs that worried you?
15 A The Unit Technical Cost in Oman was
16 gradually increasing, so Unit Technical Cost is a
17 ratio of, of cost per additional volume that is
18 being generated, so the overall cost of producing
19 incremental barrels was on the increase.
20 Q So if I understand that correctly, the,
21 the unit cost is how much it costs to produce
22 volume--
23 A Incremental, sort of how the, very much
24 how to -- how the economics of individual project
25 activities were presented and how successful they
0134
1 WALTER VAN DE VIJVER, January 31, 2007
2 were as a project on a Unit Technical Cost basis.
3 Q And the next and last in that
4 parenthetical of worrying issues is "new
5 opportunities." What is it about new
6 opportunities that worried you?
7 A That some of the new business
8 opportunities that were out there were very
9 complex, and therefore they needed a lot of
10 technical work in order to, to mature
11 successfully.
12 Q At the time that you had visited Oman,
13 had you observed, through either your own viewing
14 or discussions with people at PDO, issues
15 concerning mature fields and not being able to
16 produce out of these mature fields?
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17 A I think -- didn't I read in here that
18 there were some -- let me go back and read this
19 note.
20 I see a reference in the, in the note to
21 Yibal as one of the fields becoming" old and
22 tired," the very last sentence.
23 Q And I'm sorry. Where are you pointing
24 to?
25 A The very last sentence of my note.
0135
1 WALTER VAN DE VIJVER, January 31, 2007
2 Q That's on Page 3?
3 A Yes.
4 Q Okay. Now, other than the people who
5 are identified on Exhibit 4, who within your
6 organization did you provide your trip report to?
7 A Icannot recollect anyone beyond this
8 distribution.
9 Q But do you recall having any discussions
10 with Lorin Brass? And Irecognize he's listed on
11 here. Ijust want to know if you had any
12 conversations with Lorin Brass.
13 A Idon't recall.
14 Q Do you recall having any discussions
15 with John Darley about your trip report?
16 A No.
17 Q How about with John Bell?
18 A No.
19 Q Okay.
20 A I think most of the sort of follow-up
21 discussions were with Din Megat, because it was
22 his -- it was in his region.
23 Q Okay. Did you talk to Din Megat about
24 what you had observed?
25 A Yes.
0136
1 WALTER VAN DE VIJVER, January 31, 2007
2 Q And when do you recall having that
3 discussion?
4 A On a very frequent basis, because, you
5 know, there's a lot of follow-up activity on, on
6 Oman, because what came out of here was the, a
7 strong desire from my side to strengthen the
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8 organization in Oman and to provide more support
9 for activity within Oman.
10 Q During your discussion with Mr. Megat
11 did he indicate that he was aware of these
12 problems that you identified in your trip report?
13 MR. TUTTLE: Objection to form;
14 characterization of the document.
15 THE WITNESS: He recognized that there
16 were problems.
17 BY MR. HABER:
18 Q In particular, did he recognize any of
19 the worrying issues that you identified as
20 problems?
21 A Yes, and he shared with me during this
22 month a sort of other review that had taken place
23 on the overall health of Oman.
24 Q What did he say about this review?
25 A That it was -- that it indeed was
0137
1 WALTER VAN DE VIJVER, January 31, 2007
2 recognized that Oman was going to need a lot of
3 support to improve its performance.
4 Q When do you recall having this
5 discussion with him?
6 A In between here and, and September when
7 I had my next visit to, to Oman.
8 Q Do you -- did he say when this review
9 took place?
10 A If I recollect correctly, it's somewhere
11 in the June/July time frame.
12 Q So the review occurred after your trip?
13 A Well, or it was already started. I'm,
14 I'm not so sure.
15 Q Do you know if the ExCom was aware of
16 this review?
17 A I cannot be sure. I don't know.
18 Q Do you know if that would be reflected
19 in minutes of the ExCom?
20 A I, I cannot be sure. One thing that was
21 common practice, that with every ExCom meeting,
22 people from the various regions and departments
23 would include, in the pre-reading material,
24 highlights of their particular regions.
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25 Q Did reviews such as the one you just
0138
1 WALTER VAN DE VIJVER, January 31, 2007
2 testified about, did they have to be approved by
3 the ExCom before they were conducted?
4 A No.
5 Q So such a review would be at the
6 discretion of the Regional Business Director?
7 A Yeah, but I think also at the discretion
8 of the board of PDO. If it would involve
9 shareholder activity, the board of PDO also needed
10 to approve that.
11 Q So other than you, do you know if
12 Mister -- if Mr. Megat had said he shared the fact
13 that this review, if it was being conducted with
14 anyone else on the ExCom?
15 A I can't recollect.
16 Q Okay. Did he ever say he shared the
17 fact that this review was being conducted with
18 anyone on the CMD, again other than you?
19 A I don't know.
20 Q Now, also -- you can put this document
21 aside.
22 Also, when we were earlier talking about
23 the disagreement with the Omani government, you
24 talked about a fee; am I correct?
25 A Yes.
0139
1 WALTER VAN DE VIJVER, January 31, 2007
2 MR. HABER: I'm going to mark as van de
3 Vijver Exhibit 5 a document which I believe
4 discusses this disagreement that you had
5 mentioned, but again I'll ask you to identify it.
6 (Exhibit No.5 was marked for
7 identification and attached to the deposition
8 transcript.)
9 BY MR. HABER:
10 Q Actually, you know what, before we get
11 to this document, I just want to ask one follow-up
12 question about Exhibit 4. I'm sorry. With regard
13 to the issues that you identified as "worrying,"
14 did you take any steps to try to address those
15 issues that you identified?

file:IIICI/Documents%20and%20Settings/daustin/Desktop/Deposition%20Transcripts/0 13107wv .txt (84 of 132)9/18/2007 3:54:29 PM



file:1I ICI/Documents %20and %20Settingsl daustin/Desktop/Deposition %20Transcripts/0 13107wv .txt

Case 3:04-cv-00374-JAP-JJH Document 365-2 Filed 10/10/2007 Page 85 of 390
16 A Oh, tremendously. I mean Oman became
17 one of the priority areas for me early on in my
18 tenure, to do as much as possible to support the,
19 the company to get back to its former glory.
20 I think one of the first people I
21 actually personally assigned to the organization
22 was a guy called Steve Ollerearnshaw, who I
23 considered the best petroleum engineer in the
24 company, and asked him to please go to Oman and
25 help to get grips on what I considered the key
0140
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2 core of the organization, to, to get the petroleum
3 engineer in the department up in quality. It
4 became a priority for our resourcing people.
5 Over the next year or so, I moved in
6 more than a hundred people into the organization.
7 We created study teams in many locations to do
8 field development activity. We started up an
9 actual study, a study center in Oman as well,
10 which had good local contact and credibility of
11 creating a center of action there, so changing the
12 people, I didn't like the management team,
13 ultimately moved out of MD, so a whole variety of
14 things that we, that we worked to get a better
15 grips on the overall quality of the organization
16 and address the concerns that I had about, about
17 what I found.
18 Q You said that -- one of the things you
19 said is you created study teams?
20 A Yeah.
21 Q Did any of these teams come out of a
22 service organization called SepTAR?
23 A Yes.
24 Q And do you recall if any of the teams
25 from SepTAR were located in the United States?
0141
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2 A They were. I mean the SepTAR
3 organization was, was a global organization which
4 had staff working in Houston as well as in
5 Rijswijk and The Hague and later also in Aberdeen,
6 and they were all the technical professionals that
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7 would provide support to things that needed to be
8 done in Oman. Some of them were very complex, and
9 the local skills were not available on the
10 location, particularly not initially, to deal with
11 the complexity of a lot of these studies that
12 needed to be done.
13 Q Now, I just showed you what's been
14 marked as van de Vijver Exhibit 5. Can you
15 identify what this document is.
16 A This is a letter from the Minister of
17 Oil and Gas in Oman to myself.
18 Q And do you have an understanding as to
19 why the Minister of Oil and Gas had written this
20 letter to you?
21 A Well, it's a follow-up to a letter that
22 I wrote to him, so that's the first thing I see.
23 Q Okay.
24 A And this was -- I think this -- my
25 letter was related to the, to the reserves fee.
0142
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2 MR. HABER: We're going to mark the next
3 exhibit, but while we mark it, why don't we take a
4 break?
5 THE VIDEOGRAPHER: This marks the end of
6 Tape 2 in the deposition of Mr. van de Vijver. We
7 are going off the record. The time is 2:21 p.m.
8 (Whereupon, a short recess was taken.)
9 THE VIDEOGRAPHER: This marks the
10 beginning of Tape 3 in the deposition of Mr. Van
11 de Vijver. We are back on the record. The time
12 is 2:43 p.m.
13 (Exhibit No.6 was marked for
14 identification and attached to the deposition
15 transcript.)
16 BY MR. HABER:
17 Q Mr. Van de Vijver, right before the
18 break I handed you a document that we marked as
19 van de Vijver Exhibit 6. It's a three-page letter
20 on Shell letterhead from you to two people, and
21 I'm not going to try to pronounce their names, but
22 it's the Minister of Finance and National Economy,
23 from the Sultanate of Oman, and to the Minister of
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24 Oil and Gas, also from the Sultanate of Oman. The
25 letter is dated October 1,2001, and the Bates
0143
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2 number is HAG00010179 through HAG00010181.
3 Do you recall drafting this letter?
4 A Yes, with support from my staff.
5 Q And in your prior answer you said that
6 Exhibit 5 was in response to a letter that you had
7 written dated October 1st. Is this that letter?
8 A Yes.
9 Q Now, who assisted you from your staff in
10 this letter, in drafting this letter?
11 A That would have mainly been John
12 Crocker, who was the Shell representative in Oman
13 at that time, and that's the senior Shell person,
14 the Shell representative office, and he had quite
15 a good personal relationship with the Minister.
16 Q Did Mr. Crocker accompany you when you
17 had visited Oman?
18 A Yes.
19 Q Generally speaking, do you recall why
20 you wrote this letter?
21 A This was as a follow-up to, to the
22 second visit I had to Oman I believe somewhere in
23 the end of September, where I also met with, with
24 these ministers.
25 Q Did you make a trip report of that
0144
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2 second visit to Oman?
3 A Well, I cannot recollect it, but mostly
4 I did, so ...
5 Q Had you -- do you recall if the issues
6 that you termed "worrying issues" had improved
7 between June and September of '01?
8 A I think at that stage not a lot had
9 improved. I clearly had put a lot of --
10 personally put a lot of action in motion to get
11 improvements done, but these things take time.
12 Q Now, do you recall what you had
13 discussed with the two ministers during your visit
14 in September?
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15 A It was about overall performance of PDO
16 and what PDO and Shell should be doing about it,
17 and as you see in the letter, there was also the
18 discussion on repayment of, of that, that bonus.
19 Q And that discussion, does that appear on
20 Page 3 of the letter?
21 A Yes.
22 Q And that's the top paragraph?
23 A Yes.
24 Q If you look at that paragraph, the first
25 sentence says, "The conclusion I draw from what I
0145
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2 saw is that the original reserves bookings were
3 reasonable on the basis of the best information
4 available at the time, but that it is now clear
5 there will be some de-booking at the conclusion of
6 the present studies."
7 What studies were you referring to?
8 A Petroleum engineering studies.
9 Q Were those the studies that you just
10 testified about that Mr. Megat had initiated?
11 A I'm talking about -- no, no. I referred
12 to Megat in terms of overall review of the
13 company.
14 Q I see.
15 A I'm talking here about specific field
16 studies on Yibal and on Marmul Haima.
17 Q And what kind of field studies were
18 being conducted?
19 A Petroleum engineering reviews of the
20 performance of original plans that were made on
21 those particular reservoirs.
22 Q Have you heard of a STOIIP review?
23 A Yes.
24 Q What is a STOIIP review?
25 A A STOIIP review is Stock Tank Oil
0146
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2 Initially In Place. As occurred later, as you
3 know, at the end of 2002, we concluded that we
4 wanted to do a bottoms-up review of all the assets
5 involved in STOIIP and ultimate recovery during
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6 2003 for Oman, to get a bottoms-up understanding
7 of all the assets.
8 Q So these petroleum engineering reviews
9 were not a STOIIP review?
10 A Those particular studies, no. They were
11 performance reviews.
12 Q Who was conducting those performance
13 reviews?
14 A These particular ones were done in PDO.
15 Q By whom?
16 A By PDO staff.
17 Q Okay. Do you know if there were any hit
18 teams that were assembled to do reviews in PDO?
19 MR. TUTTLE: Objection; foundation.
20 BY MR. HABER:
21 Q Do you know what a hit team is?
22 A Yes. I know what a hit team is or a hit
23 squad. That's -- that started when I put in the
24 Technical & Operations Excellence group in The
25 Hague, created that somewhere around
0147
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2 September/October 2001 to recreate the Technical
3 Core of Excellence in E&P, and staff from that
4 organization would go out to specific locations
5 and assist people understanding their, their asset
6 base.
7 Q So is it fair to say that there were no
8 hit teams or hit squads assembled for the purpose
9 of performing these petroleum engineering reviews
10 that you just talked about?
11 A Not for these particular cases relating
12 to the $30 million repayment of the fee; was
13 linked to work that PDO themselves had done,
14 because actually when I visited -- I don't recall
15 whether it was the first or the second visit of
16 Oman. I actually sat with the staff in the
17 organization to tell me about these, these reviews
18 and the status of these things, to get myself a
19 hands-on feel for what actually had happened and
20 what needed to be done.
21 Q Now, if you look at the sentence I just
22 read, there's a reference in there about -- it
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23 says, "It is now clear there will be some
24 de-booking at the conclusion of the present
25 studies." What, what basis did you have for
0148
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2 saying that?
3 A In the Haima -- I recollect that the
4 Haima development plan was actually stopped
5 halfway. As, when they started drilling
6 development wells, they performed below
7 expectation, further development was actually
8 halted, indicating clearly that they were not
9 performing up to expectation.
10 Q And so if I understand this letter
11 correctly, you were making a connection between
12 the probable de-booking and the payment of the
13 $30 million; is that correct?
14 A Yes.
15 Q Why is there that connection?
16 A That's because of the system that's in
17 place in Oman where part of the compensation for
18 Shell is in the form of, a of a fee that relates
19 to two elements. One is in success in finding --
20 with exploration -- new reserves, and the other
21 one is related to maturing reserves on existing
22 fields. All of these are related. When I talk
23 about a fee related to, uh, to existing fields, it
24 is linked to expectation reserves.
25 Q I see. Now, in your experience, was a
0149
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2 payment back to a government, such as in Oman, a
3 practice that had occurred in Shell prior to your
4 tenure?
5 A I don't know.
6 Q I'm sorry?
7 A I don't know.
8 Q Did you discuss the payment with anyone
9 prior to making the representation in the letter?
10 A Other than with my staff around me, no.
11 Q Did you discuss it with Phil Watts?
12 A Not that I recall.
13 Q Do you recall discussing it with any
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14 member of the ExCom?
15 A Definitely with Din Megat as the
16 Regional Director.
17 Q Did you need approval from the CMD to
18 make the payment?
19 A No. That would be within my own
20 authority.
21 Q Was there a certain dollar threshold
22 within your authority that you could make payments
23 such as this one?

A My authority was to up to $60 million.
Q And was that included in the business

1 WALTER VAN DE VIJVER, January 31, 2007
2 budget of Shell, like a discretionary amount of
3 money you could spend?
4 A I'm not sure.
5 Q I just want to go back to the first
6 part, the first page of the letter for a moment.
7 I'm looking at the middle paragraph and the
8 sentence that begins, "The company's world-leading
9 reputation was earned." Do you see that?
10 A Yeah.
11 Q It goes on to say, "I hate to see it" --
12 referring to the reputation -- "called into
13 question by recurrent failures to deliver and by
14 unexpected shortfalls."
15 What were you referring to with regard
16 to recurrent failures?
17 A That we hadn't met our production
18 performance, and the forecast, and that there were
19 clearly problems in the organization.
20 Q When you had met with them, did either
21 Minister convey frustration to you about Shell's
22 performance?
23 A Oh, very clearly, yes.
24 Q And what did they say?
25 A They were both very unhappy with, with
0151
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2 the performance of Shell in the country.
3 Q Did they communicate to you that they
4 were upset with anyone in particular at Shell?
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5 A No.
6 Q Did they communicate to you the --
7 withdrawn. Did they say to you that they had
8 communicated their unhappiness that Mark
9 Moody-Stuart and Jeroen van der Veer when they had
10 visited Oman?
11 A Not that I know.
12 Q If you turn to the second page for a
13 moment and look at the third full paragraph, you
14 see in the letter there's a reference to
15 815,000 barrels per day "on a capex budget of
16 $975 million." Do you see that?
17 A Yes.
18 Q Do you recall discussions about that
19 production target, or if you read the next
20 sentence, the one about a previously stated target
21 of 830,000 barrels per day? Do you recall
22 discussions with the Ministers on that issue?
23 A Yes.
24 Q And what do you recall?
25 A From the Oman perspective, they, they
0152
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2 clearly were still hoping that as quickly as
3 possible we would return to the 850,000 barrels a
4 day, because that was the formal story that had
5 gone through to the Sultan. And I had at that
6 stage, seeing what I was seeing at that stage,
7 thought it was a difficult-to-achieve target, but
8 at the same time I had just gotten in there trying
9 to get an understanding of what was happening, so
lOa lot of work needed to, to happen to get a better
11 comfort and understanding about where production
12 would really end up.
13 Q And so the reference here to the "best
14 estimate" for the 2002 production was
15 815,000 barrels, correct?
16 A Yeah.
17 Q Now, it says that you are not willing
18 to, at that point, to give up on a target of
19 830,000 barrels. Was that 830,000 barrels per day
20 communicated during your trip in June of 2001?
21 A I think that's -- the 830,000 was the
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22 formal business plan from PDO at that point in
23 time.
24 Q So that was already less than what had
25 been previously represented by Moody-Stuart and
0153
1 WALTER VAN DE VIJVER, January 31, 2007
2 van der Veer, correct?
3 A Yeah, but there may have been -- I don't
4 recollect the details. There may have been sort
5 of an incline up again to 850,000 maybe a year
6 later.
7 Q But in terms of what their
8 representation was and where you were at now, it
9 was different than what had been represented,
10 correct?
11 MR. TUTTLE: Objection to form; calls
12 for speculation.
13 MR. MORSE: Objection.
14 THE WITNESS: I don't know the specific
15 year. It was working towards a trend, long-term
16 trend of 850, but there may have been specific
17 years where that was not achievable.
18 BY MR. HABER:
19 Q Do you know when, looking at this
20 letter, the current best estimate for 2002 became
21 815,000 barrels per day?
22 A No, I don't.
23 Q By the way, in the upper right-hand
24 corner there is some handwriting. Is that your--
25 do you recognize that as your handwriting?
0154
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2 A Yes.
3 Q I'm looking at still Exhibit 6, your
4 October 1st letter.
5 A The "Copy Megat, Mann"?
6 Q Yeah.
7 A No, that is my secretary.
8 Q And who is your secretary?
9 A Marian van der Laan. We can do the
10 spelling later.
11 Q And the Mann; is that Paul Mann?
12 A Paul Mann, yes.
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13 Q Who is Paul Mann?
14 A He was the Regional Business Advisor for
15 Oman, reporting in to Din Megat.
16 Q Now, looking at Exhibit 5, do you
17 recognize the handwriting on this document?
18 A Yes.
19 Q And whose handwriting is that?
20 A Paul-- on top that's my secretary
21 again, and on the bottom is my handwriting.
22 Q On the bottom you're talking about --
23 A Copy John Crocker, Din Megat, Paul Mann.
24 "It is a pity," that's my handwriting.
25 Q And what does that say?
0155
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2 A "It is a pity that he wrote this letter.
3 Please recommend the appropriate response."
4 Q And what did you mean by that?
5 A Well, I was hoping at this stage,
6 particularly after my visit and our letter, that
7 he, he was convinced that I was doing everything
8 possible and starting so many initiatives to get,
9 get hold of the business and do all the right
10 things, that I hadn't expected that I would get a
11 letter back at that stage.
12 Q If you look at the middle of the first
13 page, the paragraph that begins "there were a
14 number of issues," towards the bottom of the
15 paragraph -- I believe this is Dr. Al Rumhy?
16 A Yes.
17 Q -- writes, "Many of us strongly believe
18 that the following factors are either responsible
19 or contributed to the production 'crisis,'" and
20 then he identifies five factors.
21 I want to address your attention to
22 Number 2, "Reserve Booking Methodology." Do you
23 have an understanding of what Dr. Al Rumhy was
24 referring to?
25 A Yeah, he referred to a, to a discussion
0156
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2 we had during the previous visit, that he believed
3 that, that reserve bookings which ultimately
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4 linked up to expectation reserves for the company
5 had to be based on completed field development
6 plans on particular fields, where at in the past
7 it had been the custom that it was based on the
8 note for files that petroleum engineers prepared
9 that reflected their latest perspective on a
10 particular field rather than being a total
11 separate complete bottoms-up field development
12 plan that sometimes can take years to, to, to
13 prepare.
14 Q So Dr. Al Rumhy was advocating the field
15 development plan as opposed to these notes for
16 file?
17 A Yes.
18 Q What was Shell's practice with regard to
19 booking of proved reserves ? Were field
20 development plans required?
21 MR. TUTTLE: Objection; foundation.
22 THE WITNESS: This had nothing to do
23 with proved reserves.
24 BY MR. HABER:
25 Q I understand.
0157
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2 THE REPORTER: I'm sorry. I didn't get
3 the answer.
4 MR. HABER: He said it had nothing to do
5 with proved reserves.
6 BY MR. HABER:
7 Q I'm just asking separately if Shell
8 required field development plans to be in place
9 before reserves could be booked as proved?
10 A I would not be able to, to know yes or
11 no on that, that question.
12 Q Okay. Going back again to Exhibit 5,
13 the third item that he -- that Dr. Al Rumhy
14 identifies as "scorecard," do you recall a
15 discussion on scorecard?
16 A No, I don't.
17 Q Do you have an understanding of what
18 he's referring to?
19 A Yes. The board of PDO had a scorecard
20 to evaluate the performance of PDO as a company.
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21 Q And was this scorecard a Shell
22 scorecard?
23 A No. It was a PDO scorecard, but Shell
24 introduced the system of scorecards to PDO. As
25 you know, PDO is a joint venture company, so they
0158
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2 have their own board.
3 Q So did you understand that Dr. Al Rumhy
4 was indicating that scorecard was a factor that
5 contributed to, as he puts it, the production
6 "crisis"?
7 A Yes.
8 Q Do you have an understanding if Shell
9 had anything to do with the PDO scorecard?
10 A Through the board of PDO where there
11 would be Shell representatives, the decision would
12 be made on the content of the scorecards.
13 Q And do you know in particular what it
14 was in the scorecard that Dr. Al Rumhy was
15 referring to?
16 A No, but maybe I need to read the letter.
17 One of the items on the scorecard was production.
18 Q Okay. Now, when you made the
19 $30 million payment to the Omani government, did
20 you report the payment to the ExCom in a Note For
21 Information or a Note For Discussion?
22 A I do not know.
23 Q Do you recall if you advised the CMD of
24 the payment through a Note For Information or a
25 Note For Discussion?
0159
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A I do not recollect.
Q You could put this aside.

4 I'd like you to go back to Exhibit 1 for
5 a moment, your letter of March 22, 2004, if you
6 could just take a look at it, and in particular
7 under the heading "Efforts to Examine the Reserves
8 Issue," it's on Page 1. You wrote, "Soon after
9 coming to office as head of E&P in June 2001, I
10 observed that the health of the E&P business was
11 not as robust as the Company-determined

3
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12 performance targets set under the former E&P CEO."
13 What did you mean by that?
14 A What I meant earlier, explained earlier,
15 that I found a lot of things in E&P that, that
16 concerned me, and one of those areas that
17 concerned me was the production growth target that
18 was out there, and after studying that in detail
19 and reviewing it, we went out to the markets I
20 think in August 2001 and lowered our production

24
25
0160

21 target.
Q And I think I asked you earlier: What

23 was the externally communicated production target?
A Five percent growth.
Q Do you know how long that five percent

22

years out.
Q Okay. Did there come a time when you

17 determined that this five percent target was no
18 longer achievable?

A Yes, that was during the planning stage
20 for next year's business plan, which starts in
21 June and it's all the way in December. During
22 that process of looking at a draft business plan
23 for the following year, I discovered that there
24 was a problem with the five percent.
25 Q What were some of the factors that

1 WALTER VAN DE VIJVER, January 31, 2007
2 growth had been the external promise?
3 MR. TUTTLE: Objection to form;
4 characterization.
5 THE WITNESS: I don't know.
6 BY MR. HABER:

Q Over what time frame does that growth,
8 that five percent, cover?

A Typically it is a planning period of
10 four to five years.

Q Is there a reason why four or five years
12 is used as a planning period?

A Normally within the Shell Company the
14 basic horizon for making business plans is five
15
16

7

9

11

13

19
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2 caused you to conclude there was a problem with
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3 the five percent target?
4 A It was a reflection of, of places like
5 the United Kingdom, Oman, and some of the timing
6 of new projects that would get on stream.
7 Q What new projects are you referring to?
8 A New business-related activity around
9 when some of the, the new fields would get on
10 stream, or there was also, I recall, an
11 expectation that very early on in the process,
12 based on assumptions at the time, that we would
13 commence major gas activities in Saudi Arabia,
14 which didn't materialize in the end.
15 Q Were there any other opportunities other
16 than the gas activities in Saudi Arabia?
17 A I mentioned the United Kingdom. The
18 production forecast turned out to have been too
19 optimistic. There was the situation of Oman. I
20 don't know at that stage what the situation of
21 Nigeria is. We have to look at information.
22 Q Had you visited Nigeria at the time that
23 you reached the conclusion that the five percent
24 target was no longer achievable?
25 A Yeah. Yes, I visited Nigeria. It was
0162
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2 the first visit I did in May 2001.

Q So you went to Nigeria before you were
4 formally in the position as head of EP?
5 A Yes, I took the opportunity to find
6 space to, as I recollect Phil Watts saying Nigeria
7 is one of the first countries you need to visit,
8 that I went already in May to visit Nigeria.

Q When did Phil Watts say to you that
10 Nigeria is one of the places you ought to visit?

A That was during the first handover
12 meeting we had.

Q Did he communicate any concerns about
14 Nigeria that you should address your attention to?
15 MR. TUTTLE: Objection; asked and
16

1

3

9

11

13

answered.
17 BY MR. HABER:

Q
A

18 You can answer.
No, only in the general sense that19
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20 Nigeria was very important, and given the fact
21 that I never worked there, it would be good to
22 familiarize myself with Nigeria.
23 Q Did he say why Nigeria was very
24 important?
25 A Nigeria was very important for the
0163
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2 group. It is one of our larger operations in the
3 group.
4 Q Now, when you say "larger operations,"
5 are you referring to people? Are you talking
6 about production? What do you mean?
7 A Basically all of that. I think there
8 were -- overall there were 6,000 staff in Nigeria.
9 It was one of the, the big producing areas for the
10 country, one of the areas with big reserves, and a
11 lot of expenditure because of the, the LNG
12 projects and everything that needed to be done to
13 get gas on stream and get deep water on stream.
14 Q When you went to Nigeria, did anyone
15 accompany you?
16 A Yes. I went together with Frits
17 Eulderink, someone I later sent to Oman to be
18 Technical Director. He was the Regional Business
19 Advisor for Nigeria.
20 Q Did anyone else accompany you?
21 A Not that I recollect.
22 Q Do you recall -- do you recall what,
23 what you had observed with regard to the
24 operations in Nigeria?
25 A No, not in detail. I was quite
0164
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2 overwhelmed by the scale of operations. I
3 actually visited the camps and I visited some of
4 the actual fields in the interior, so that was my
5 first ever time I went there.
6 Q Whether you say "the fields in the
7 interior," is that in SPDC?
8 A Yes, that's in the swamps in the delta.
9 Q I'm sorry. Did you visit SNEPCO?
10 A Yes, I also visited SNEPCO offices.
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11 Q Were the SPDC and SNEPCO offices
12 geographically separate?
13 A Yes.
14 Q And where was SPDC's offices?
15 A SPDC had an office in Lagos, it had an
16 office in Abuja, it had an office in Port
17 Harcourt, and it had an office in Warri. And
18 SNEPCO had an office in Lagos.
19 Q Did SPDC and SNEPCO share offices in
20 Lagos?
21 A No. I think they were separate, because
22 one was a joint venture structure and the other is
23 a hundred percent Shell entity.
24 Q Well, you testified that there were a
25 number of things that you learned when you first
0165
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2 got into your position that contributed to your
3 conclusion that the five percent growth production
4 target wasn't achievable. What was it about
5 Nigeria that contributed to that conclusion?
6 MR. TUTTLE: Objection; characterization
7 of testimony.
8 BY MR. HABER:
9 Q You can answer.
10 A I do not recollect whether the change
11 from five percent to three percent was also
12 directly linked to, to Nigeria.
13 Q Okay. When you, when you were in
14 Nigeria, did you look at Nigeria at both --
15 withdrawn. Let me break it down.
16 When you were in SPDC did you look at
17 SPDC's business plan?
18 A Well, as far as I recollect, I must have
19 had a presentation on their business plan.
20 Q Do you recall such a presentation
21 occurring?
22 A I recall I was getting presentations. I
23 don't remember the details.
24 Q Do you recall who made the
25 presentations?
0166
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2 A A large part of the presentations were
3 done by Steve Ratcliffe.
4 Q And who was Mr. Ratcliffe?
5 A He was one of the members in the
6 management team of Ron van den Berg.
7 Q Do you recall the substance of the
8 presentation?
9 A Excuse me?
10 Q Do you recall the substance of the
11 presentation?
12 A No.
13 Q Do you recall forming any opinions about
14 SPDC's business plan while you were visiting them?
15 A No, not in any detail. I think I, I
16 left -- Imean I left with a bit overwhelmed about
17 the enormity of the company and the complexity of
18 what they had to deal with in a very difficult

24
25
0167

19 operating environment.
Q Do you recall looking at any historical

21 documents -- withdrawn. Do you recall looking at
22 any historical data concerning SPDC's production
23 performance?

A No.
Q When you had concluded that the five

20

1 WALTER VAN DE VIJVER, January 31, 2007
2 percent target was no longer achievable, did you
3 question how that figure was calculated?
4 A Yes, I recall going through many
5 sessions, wanting to understand what had changed.
6 Q And who did you have those sessions
7 with?
8 A A lot with the same people we mentioned
9 before, Lorin Brass and John Bell, the sort of
10 central planning and strategy group.
11 Q And what did you learn from these
12 various sessions?

A That things had clearly changed.
Q Do you recall what had changed?
A That some of the, the outlooks in terms

13
14
15
16 of production were not realistic anymore.

Q And do you recall the reasons why they
18 were no longer realistic?
17
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19 A Because the data we now had on updated
20 production forecast and updated phasing of
21 activities was different from those a year
22 earlier.
23 Q And where were you getting this data
24 from?
25 A From the Central Group in The Hague of
0168
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2 Planning and Strategy that collected their
3 information from, from operating units.

o And did that include information

1

4 _
5 obtained from the operating units in connection
6 with the ARPR?

A No. This is part of the planning
8 process, the business planning process --

Q Okay.
A -- which starts somewhere in May every

7

9
10
11 year.
12 Q And that occurs right after the ARPR
13 process concludes?
14 A Well, I mean it's sort of an ongoing
15 cycle. The business plan for the next year, given
16 the complexity of our organization, takes all the
17 way from May until ultimately December when it
18 gets approved at, at Conference, the business
19 plan.
20 Q Do you know when the five percent
21 production growth target was first externally
22 made?
23 A Sorry. Can you repeat.
24 Q Sure. Do you know when the five percent
25 production growth target was first externally
0169
1 WALTER VAN DE VIJVER, January 31, 2007
2 made?
3 A No.
4 Q Do you recall having any discussions
5 with Mr. Watts concerning the five percent
6 production growth rate and your conclusion that
7 that rate was no longer achievable?
8 A Several.
9 Q And when do you recall the first time
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10 you had this communication with Mr .Watts?
11 A In the month of JUly.
12 MR. FERRARA: And the year?
13 MR. HABER: 2001.
14 BY MR. HABER:
15 Q Did you approach him?
16 A Yes. There were a variety of, of
17 discussions at that time, because this was a
18 sensitive subject if we would go out to the market
19 to, to lower our production growth target based on
20 the, the early information we had, but I felt very
21 strongly that based on the information we had,
22 that the five percent was not, not achievable
23 anymore.
24 Q Now, you said in your answer that "this
25 was a sensitive subject if we would go out to the
0170
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2 market." Why was this a sensitive issue for the
3 market?
4 A A five percent growth target was amongst
5 the external messages that were given by the
6 company to the market about expected production
7 growth, production performance.
8 Q And is it your understanding that the
9 market would react negatively to a reduction in
10 that growth target?
11 A Yes.
12 Q Now, in this conversation with
13 Mr. Watts, do you recall what he had said to you
14 in response?
15 A He was surprised about the reduction,
16 and he asked many questions to justify the
17 reduction in the, in the growth percentage.
18 Q Do you recall the questions that he
19 asked?
20 A He wanted to see many comparisons with
21 what it was now versus in the previous business
22 plan for him to fully understand what had changed
23 and thereby be able to come to a conclusion.
24 Q When you approached him with your
25 conclusion, how did he react?
0171
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2 A I mean all of us would like to have the
3 answer that the production growth number was still
4 valid, and having to go to your boss and say I
5 don't see that production growth as realistic
6 anymore, that raises a lot of questions. And we
7 went through several cycles and also not only went
8 to CMD but also went to, to the Conference to get
9 to the final conclusion, and then the external
10 message was, was given, coinciding with the
11 announcement of our second quarter results in
12 early August 2001.
13 Q Now, you said that this was the first
14 discussion you had with him. Was this a
15 face-to-face meeting?
16 A We had a few face-to-face meetings on
17 that as well, yeah.
18 Q And so the one that you just testified
19 to, was that a face-to-face meeting, the very
20 first time that you approached Mr. Watts?
21 A Irecall that we -- on the production
22 growth target, I remember having a face-to-face
23 meeting with Watts in London on that subject.
24 Q Was Mr. Watts' office in London?
25 A Yes.
0172
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2 Q Was this a scheduled meeting?
3 A No. It was specifically on the subject
4 of production growth.
5 Q Now, subsequent to that meeting, did you
6 have further conversations with Mr. Watts about
7 the production growth target?
8 A I, I do not recollect the detail, but it
9 did come up, as you said, several times at CMD and
10 ultimately at Conference as well.
11 Q Now, when you say it came up several
12 times in the CMD, can you be a little more
13 specific what you're referring to.
14 A To the production growth targets about
15 what we had found and where the updated
16 perspective was.
17 Q Was this a discussion at the CMD?
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18 A Yes.
19 Q Do you recall any particular meeting
20 where the production target was discussed?
21 A That must have been in the July time
22 frame, right before the announcement of our, of
23 our second quarter results in early August.
24 Q And again so July time frame, you're
25 referring to July 2001?
0173
1 WALTER VAN DE VIJVER, January 31, 2007
2 A Yes.
3 Q When you first raised the production
4 target issue with Mr. Watts, did you recommend
5 reducing the target?
6 A Yes.
7 Q And what percentage did you initially
8 recommend?
9 A I do not recollect. Maybe two to three
10 percent.
11 Q Was Mr .Watts, throughout the
12 discussions, an advocate of keeping the five
13 percent target?
14 A Initially, but thereafter he, he
15 accepted the new facts.
16 (Exhibit No.7 was marked for
17 identification and attached to the deposition
18 transcript.)
19 BY MR. HABER:
20 Q For the record, I've just handed the
21 witness a document that we've just marked as van
22 de Vijver Exhibit 7. It's a string of e-mails,
23 the last of which is from Pauline Ewart on behalf
24 of Phil Watts. It's dated August 22, 2001. It's
25 to Mr. Van de Vijver. The subject reads
0174
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2 "Production." The Bates number -- and there's two
3 of them -- is V00020050 through V00020051, and the
4 other one is DB00815 to DB00816.
5 Mr. Van de Vijver, have you seen this
6 e-mail correspondence before today?
7 AYes, and I think I have to make a little
8 recollection in terms of my memory, because I did
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9 now remember that on the 2nd of August, when Shell
10 went out to the market, we said that we were
11 having difficulty with our production growth
12 target, that we didn't actually communicate to the
13 outside market yet what the new number was going
14 to be. That was going to happen in an analyst
15 presentation in September '01, so the debate on
16 the number was still ongoing beyond July, and
17 that's, that's where this e-mail, now in terms of
18 refreshing my exact time, it was not July, but
19 August.
20 Q What was the -- if you have an
21 understanding of the reason why you went to the
22 market on August 2nd with the information that the
23 target would be reduced without giving the number.
24 A Because that there was the, the judgment
25 made at that time that we clearly had to flag to
0175
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2 the market that the five percent was not
3 achievable anymore, but work was ongoing to land
4 on what the new number should be, and that
5 opportunity would then be taken in, in September
6 when there was a planned analyst presentation.
7 Q Now, if you --
8 A Because I remember, because it's -- I
9 think in here in the e-mail it refers to "numbers
10 that I shared on Monday," so I must have had a
11 meeting with them just before this e-mail.
12 Q If you look at the e-mail from -- the
13 top e-mail from Mr. Watts to you, dated August 22,
14 2001, he writes, "You will have to put your Group
15 hat on and ask whether the hard two percent is
16 better than saying two to three percent (which
17 includes two) for the sake of not having to
18 precipitate a change that could be very damaging
19 for the Group."
20 What did you understand Mr. Watts to
21 mean by this statement?
22 A He would rather have the number to be
23 two to three percent than two percent.
24 Q Well, what did you understand him to
25 mean by "putting your Group hat on"?
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Q Did you feel that he was trying to steer
your decision in that particular way?
A Yes.
Q Did you respond to this e-mail ?
A I do not recall.
Q And the latter part of the sentence that

11 says that" a change that could be very damaging
12 for the Group," do you see that portion of the

WALTER VAN DE VIJVER, January 31, 2007
A Looking at it from the perspective of a

3 Group Managing Director rather than the CEO of the
4 E&P business.
5
6

2
1

7
8
9
10

13 sentence?
14 A Uh-huh.
15 Q Do you have an understanding of what he
16 meant there?
17 A Damaging for the Group's reputation.
18 Q Do you think he was also referring to
19 the price of the company stock?
20 A Yes.
21 MR. FERRARA: Objection as to form,
22 foundation, calling for a lay opinion.
23 MR. HABER: He answered.
24 BY MR. HABER:
25 Q Now I'd like to direct your attention to
0177
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2 your e-mail to Mr. Watts, which comes right
3 underneath it, and that's dated also August 22,
4 2001, and I'd like you to focus on the bottom
5 middle of the paragraph, the sentence that begins
6 "we can obviously," and then in quotes,
7 "over-engineer. "
8 A Uh-huh.
9 Q The sentence goes on to say" all of
10 this, and we need to find the external story that
11 cannot be translated into technical incompetence,
12 (e.g., environment related and capital discipline
13 related)." What did you mean by "over-engineer"?
14 A We had by that time gone into cycles and
15 recycles, discussing what the best expectations
16 were on, on some of the production forecast, some
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17 of these new projects which would come to a
18 maturation and on stream.
19 MR. TUTTLE: I think, Jeff, in reading
20 the text from the document, although it speaks for
21 itself, you left out the word "business" before
22 "environment. "
23 MR. HABER: I apologize. Thank you.
24 BY MR. HABER:
25 Q Why did you need -- why did you need to
0178
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2 find an "external story"?
3 A Well, in the end of the day, if we could
4 go out with the story that our production growth
5 target would be reduced, based on the
6 understanding we had at that point in time, we
7 obviously would have to give an explanation why
8 the production growth target was being reduced.
9 Q Was there someone that you would have to
10 work with in order to formulate that story?
11 A That's the IR Department under -- at
12 that time reporting to Steve Hodge.
13 Q And who was Steve Hodge?
14 A He was the Group CFO at that time.
15 Q Now, if you go to the next sentence,
16 hopefully I don't leave anything out -- it says,
17 "Interesting to note is also that I believe that
18 we are experiencing 'pay-back time' for our past
19 successes."
20 What did you mean by that?
21 A Well, that it is -- apologies for
22 getting a little bit technical, but it has to do
23 with, with our advance in technologies and
24 capabilities on mature fields. New technologies
25 were being implemented, and I named a few that I
0179
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2 recall: Drill The Limit, Realize The Limit,
3 different completions under Valencia, Nubia. All
4 of these things were very successful, but what
5 they often may have actually led to, and rather
6 than sort of increase the ultimate recovery for a
7 field, they sometimes may merely just increase
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8 production and then are rapidly thereafter
9 accelerate a decline.
10 So economically they are extremely
11 valuable, because you will get your revenue
12 earlier, but it may mean in terms of -- you may
13 get a false impression if you don't study it
14 carefully, that it's all leading to incremental
15 recovery where sometimes it may just be
16 accelerated recovery.
17 Q Were you -- other than what you
18 testified to, had you been learning about whether
19 production had been accelerated in prior years to
20 reach growth targets?
21 A No, I think generally the whole
22 organization for many years went through a whole
23 variety of initiatives, was doing everything
24 possible to what we call "sweat the assets," to
25 develop your assets in the most economic manner,
0180
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2 and what we were, were learning in places like the
3 North Sea, which is one of our mature areas, for
4 instance, that yes, that led to early successes,
5 but later we learned it also led to more
6 accelerated declines.
7 Q And then therefore that was having a
8 negative impact on production growth?
9 A Yeah, yeah.
10 Q Now, if you go down and look at the next
11 e-mail, there is correspondence between Phil Watts
12 and you, also dated on the 22nd, and there is a
13 reference to a discussion that Phil Watts had with
14 Steve Hodge. Did Mr. Watts ever tell you what he
15 and Mr. Hodge had discussed?
16 A Well, I don't know more than what's in
17 the e-mail.
18 Q Did you have any discussions with Steve
19 Hodge about your conclusion that the production
20 target ought to be reduced?
21 A I remember during that time there were
22 lots of discussions about this issue. I also
23 remember that during that time I also received a
24 phone call from Steve Hodge during the weekend,
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25 because it was all very -- quite a tense period of
0181
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2 activity.
3 Q Do you recall what the sum and substance
4 of that phone discussion was?
5 A It was at that time still hoping that
6 the answer was, was going to be a minimal
7 reduction in our production growth target.
8 Q Do you recall Mr. Hodge saying to you
9 during that conversation that "heads will roll"
10 when the growth production target hits the market?
11 MR. TUTTLE: Objection; foundation.
12 THE WITNESS: I vaguely recall something
13 like that, but not exactly. Maybe ...
14 BY MR. HABER:
15 Q Does your recollection -- withdrawn. Do
16 you recall that during that telephone conversation
17 or at another time?
18 A I wouldn't know exactly anymore.
19 Q But you have a vague recollection
20 that there was such a discussion?
21 A In that period somewhere there.
22 Q And just so --
23 A There was a lot of tension, yeah, a lot
24 of pressure.
25 Q Do you believe Mr. Hodge was putting
0182
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2 pressure on you to reach a certain production
3 targeted figure?
4 A I believe that, uh, that Hodge was, was
5 hoping that the reduction could be minimized.
6 Q Did you believe that he was trying to
7 steer you to a particular figure?
8 A Yes, to as high as possible figure.
9 Q But not the two to three percent that
10 you were talking about; is that correct?
11 A I, I think we had a lot of discussion
12 around whether it was going to two or three
13 percent or three percent in that whole period.
14 Q What did you conclude the number should
15 be?
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16 A I think the final conclusion was three
17 percent over a certain time window.
18 Q I'm asking what, what number you
19 believed, with all the data that you had reviewed,
20 was the correct number?
21 A It was a -- at that time the judgment
22 call -- because I did a little bit of judgment
23 because of uncertainty around numbers. I think at
24 that time we were -- the judgment was very much in
25 the two to three percent range.
0183
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2 Q But it wasn't at three percent?
3 A Well, two to three percent. Then you
4 have to go to the final discussion at CMD and
5 Conference on the subject.
6 Q I'm just trying to get an understanding
7 of what you -- what your judgment was based upon
8 the data that you were provided by your staff.
9 A At this time it was still, still in
10 that, in that range, two to three percent,
11 so ...
12 Q Was the three percent figure a
13 compromise figure for you?
14 MR. TUTTLE: Objection; foundation.
15 THE WITNESS: Yes.
16 BY MR. HABER:
17 Q Now, if you look at Exhibit 7 for a
18 moment, there's a reference in the e-mail from
19 Mr. Watts to you -- and it's at the bottom -- to a
20 CMD meeting on August 28, 2001. Do you recall
21 attending the meeting in August, August 28, 2001,
22 where the production growth target was discussed?
23 A Not directly, but as it was a CMD
24 meeting, I would be there.
25 Q Do you recall at that point, by the end
0184
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2 of August, if the three percent number had been
3 the number that was presented for external
4 promise?
5 A No, no. Not yet. I said my
6 presentation to analysts was somewhere around the
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7 middle of September 2001, so a little bit later.
8 Q I think earlier you said that the
9 Conference had to approve the reduction; is that
10 correct?
11 A Yeah.
12 Q Did you make a presentation to the
13 Conference concerning the reduction?
14 A Yes, yes.
15 Q And when, when was this meeting held?
16 A Somewhere in the period between the 28th
17 of August and 17th of September when Idid the,
18 did the presentation.
19 Q Was there any reaction to the
20 presentation that you made?
21 A Yes, yes, there was a discussion at
22 Conference about ultimately what, what the
23 external promise would be.
24 Q And what do you recall about that
25 discussion?
0185

Q Do you recall anyone in particular who
was most vocal?
A No.
Q Did Mr. Watts attend that meeting?
A He chaired the meeting.
Q Do you recall if Mr. Watts had anything

21 to say after your presentation?
A I, I do not know.
Q Let me take it during the discussion.

WALTER VAN DE VIJVER, January 31, 2007
A Idid the presentation around that,

3 moving away from the five percent and shared where
4 we were and our best possible projections around
5 production growth and the way that was normally
6 presented to the market, and as the outcome of
7 that debate, that Conference, the conclusion was
8 to externally portray three percent.

Q Was there any resistance to the
10 reduction by any member of the Conference?

A Resistance to the reduction in growth?
Q Yeah, in effect, did anyone oppose it?
A No, but there was a healthy debate on

14 what the number should be.
15
16

2
1

9

11
12
13

17
18
19
20

22
23
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24 When was this discussion occurring in the meeting
25 where you made the presentation?
0186
1 WALTER VAN DE VIJVER, January 31, 2007
2 A Well, as part of the normal agenda--
3 sorry.
4 Q I'm sorry. Let me ask -- I'm sorry. I
5 asked a bad question. I'm sorry. Let me rephrase
6 it.
7 Was there a discussion during the
8 presentation or after the presentation?
9 A After the presentation.
10 Q And you say Mr. Watts chaired the
11 meeting?
12 A That he chaired every meeting of
13 Conference.
14 MR. HOTZ: Mr. Haber, when you get to a
15 convenient point, if you wouldn't mind, could we
16 take a break? We're just getting toward 4:00.
17 MR. HABER: Absolutely.
18 MR. HOTZ: Great. Thank you.
19 MR. HABER: You're welcome.
20 BY MR. HABER:
21 Q Do you recall what Mr. Watts' position
22 was at the time of this Conference meeting?
23 A No.
24 Q You under -- do you understand that he
25 was supporting three percent at that point?
0187
1 WALTER VAN DE VIJVER, January 31, 2007
2 A Yes, he supported three percent.
3 Q And when you made the presentation that
4 you made, did you include a discussion of some of
5 the production issues that we talked about in
6 Oman, for instance?
7 A Yes, I would have given, had the reasons
8 for why it was not anymore five percent, so I will
9 have given, as part of the presentation, some
10 insights in what had changed.
11 Q And some of those insights included a
12 discussion about Oman?
13 A Oman was one of the countries where
14 production had reduced.
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15 Q Were there any countries that you
16 remember discussing?
17 A The United Kingdom, because it was quite
18 a big one. The United Kingdom was a hundred
19 thousand barrels a day in gross production, so
20 that was quite a big number in that, in that
21 overall number.
22 Q Were there any other countries?
23 A Not that I can recollect.
24 MR. HABER: This is probably a good time
25 to break.
0188
1 WALTER VAN DE VIJVER, January 31, 2007
2 THE VIDEOGRAPHER: We are going off the
3 record. The time is 3:55 p.m.
4 (Whereupon, a short recess was taken.)
5 THE VIDEOGRAPHER: We are back on the
6 record. The time is 4:12 p.m.
7 BY MR. HABER:
8 Q Mr. Van de Vijver, I'm going to put you
9 back into that meeting at the Conference where you
10 made the presentation about the three percent or
11 the reduction of the five percent target. Did you
12 prepare any materials for distribution to the
13 Conference in connection with your presentation?
14 A I do not recollect, no.
15 Q When you went to the Conference to make
16 the presentation, did you -- withdrawn. Were you
17 concerned, at the time you made the presentation
18 to the Conference, that the Conference would not
19 support the reduction in growth target, the
20 production growth target?
21 A No.
22 Q Did anyone else make a presentation to
23 the Conference with regard to reducing the
24 production growth target?
25 A I do not recollect, no.
0189
1 WALTER VAN DE VIJVER, January 31, 2007
2 Q Did anyone accompany you?
3 A I do not recollect. It should be
4 visible in the minutes of the Conference.
5 Q Do you recall if all the members of the
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6 Conference were present at the time you gave this
7 presentation?
8 A Yes.
9 Q Was Jeroen van de Veer a member of the
10 Conference?
11 A Yes.
12 Q Was Malcolm Brinded a member of the
13 Conference?
14 A Yes. He was there in his role as head
15 of Group Planning, not as a CMD member, because he
16 joined the CMD formally in the middle of 2002 if
17 I'm correct, if I can remember correctly.
18 Q Was Maarten van den Bergh a member of
19 the Conference?
20 A Yes.
21 Q Was Aad Jakob a member of the
22 Conference?
23 A Yes.
24 Q And again just so we're clear, at the
25 time you made the presentation.
0190
1 WALTER VAN DE VIJVER, January 31, 2007
2 A Yes.
3 Q Was a gentleman by the name of Henny de
4 Ruiter a member of the Conference?
5 A Yes.
6 Q Who is Henny de Ruiter?
7 A Henny de Ruiter is a former Group
8 Managing Director, and after he retired as Group
9 Managing Director he became a member of the
10 Supervisory Board of Royal Dutch/Shell.
11 Q In August of 2001 did you feel that you
12 had external promises that you had to meet because
13 of the actions of your predecessors?
14 A Production growth was clearly one of
15 those things, yes.
16 Q Are there any others?
17 A There was ROACE -- well, the typical
18 parameters of, of the business that were in the
19 business plan, where it was related to cost,
20 capital investment, ROACE, production and reserve
21 replacement.
22 Q What is ROACE?
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23 A Return On Average Capital Employed.
24 Q And what is it in layman's terms?
25 A That's an indication of the efficiency
0191
1 WALTER VAN DE VIJVER, January 31, 2007
2 of the business, in terms of the investments you
3 made, what sort of return you get on your
4 investment, but given all the depreciation factors
5 around the business, it's based on net income
6 after tax, but it is in the capital employed,
7 which incorporate the accounting basis for
8 calculating your capital employed at that
9 particular point in time.
10 Q In simple terms, it's a measure of the
11 performance of the company?
12 MR. TUTTLE: Objection to form.
13 THE WITNESS: It's one of the indicators
14 on the efficiency of the business; that is, the
15 capital efficiency measure of the business
16 overall.
17 BY MR. HABER:
18 Q Okay. Now, you said you met with
19 analysts in September of 2001; is that correct?
20 A Yes.
21 Q And it was during this, this conference
22 with analysts that you gave the actual production
23 growth target?
24 A Yes.
25 Q Was this during a Conference call with
0192
1 WALTER VAN DE VIJVER, January 31, 2007
2 analysts?
3 A No. This was actually a presentation, a
4 live presentation first in, in Europe. I wouldn't
5 be able to directly recollect whether The Hague or
6 London, and then the day thereafter it would be a
7 repeated in New York.
8 Q Did you go to New York to do the repeat
9 of the presentation?
10 A Yeah, exactly the same presentation.
11 Q Did anyone from Investor Relations
12 accompany you?
13 A Oh, yes.
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14 Q Who?
15 A Several people.
16 Q Do you recall having any discussions
17 with people from Investor Relations on your trip
18 over to New York about what the U.S. market was
19 expecting?
20 A No, not that I recollect. The
21 presentations in itself were the same.
22 Q Now, the presentation that was conducted
23 in Europe; was that broadcast over the Internet?
24 A Yes.
25 Q And therefore there would be worldwide
0193
1 WALTER VAN DE VIJVER, January 31, 2007
2 access,correct?
3 A Yes.
4 Q Do you recall what the reaction of the
5 analysts were to the reduction in the growth -- in
6 the production growth target?
7 A The market was disappointed by the
8 lowering of the production growth target and the
9 new number.
10 Q And when you say "the market," are you
11 referring to analysts?
12 A Yes.
13 Q Do you know if there was any impact on
14 the price of the stock after the presentation?
15 A I, I do not recollect.
16 (Exhibit No.8 was marked for
17 identification and attached to the deposition
18 transcript.)
19 BY MR. HABER:
20 Q I've just handed the witness what we've
21 marked as van de Vijver Exhibit 8. It's a
22 one-page e-mail from Mr. Van de Vijver to Philip
23 Watts, dated September 11, 2001. The subject line
24 is "Presentation." The second page is handwritten
25 notes. The Bates number for this exhibit is
0194
1 WALTER VAN DE VIJVER, January 31, 2007
2 HAG00020430 through HAG00020431.
3 Mr. Van de Vijver, I'd just ask you to
4 take a look at this.
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5 A Yeah.
6 Q Mr. Van de Vijver, have you seen this
7 e-mail before today?
8 A Yes.
9 Q And if you look at the second page --
10 MR. DOWD: Give him a chance to read it.
11 MR. HABER: Oh, sure. I'm sorry. I
12 thought he was done. My apologies.
13 BY MR. HABER:
14 Q Are you through?
15 A Yes.
16 Q Okay. Can I ask you, have you seen the
17 e-mail today -- before today?
18 A Yes.
19 Q And the second page, which is
20 handwritten notes, do you recognize the
21 handwriting?
22 A This is my handwriting.
23 Q This appears to be part of a larger
24 handwritten note. Looking at this document now,
25 do you have any recollection as to what this was a
0195
1 WALTER VAN DE VIJVER, January 31, 2007
2 part of?
3 A It looks to be the basis of a
4 presentation, but I don't recollect.
5 Q If you look at the e-mail now, the
6 second paragraph and the sentence that begins "I
7 have been struggling" -- are you with me?
8 A Yes.
9 Q It says, "I have been struggling with my
10 principles and integrity over the last couple of
11 months whilst going through the due diligence of
12 EP and the new business plan as it came together."
13 What was causing you to struggle with
14 your principles and integrity?
15 A This also is ongoing discussion around
16 what the best perspective of the business was at
17 this point in time. Still learning about why
18 certain things had happened and why certain things
19 were what they were.
20 Q There's a reference here to "due
21 diligence. " What due diligence were you referring
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22 to?
23 A That's my due diligence, since I arrived
24 in EP, to understand the business and get hold of
25 the issues and dealing with issues.
0196
1 WALTER VAN DE VIJVER, January 31, 2007
2 Q Now--
3 MR. DOWD: Excuse me. Is this the way
4 this document was produced?
5 MR. HABER: I can only tell you that, as
6 you see, it's Bates numbered sequentially, and
7 that's the way we have it.
8 MR. DOWD: Okay.
9 MR. HOTZ: It looks like a second page
10 begins with Number 6. That's why we're asking.
11 MR. HABER: I can only tell you the
12 Bates numbers. This is the way we have it.
13 MR. HOTZ: And it was produced stapled
14 like this together?
15 MR. HABER: Electronically that's the
16 way it comes, so I can't tell you any more than
17 that.
18 BY MR. HABER:
19 Q Again looking at this sentence, the
20 sentence -- the part of the sentence saying that
21 you're struggling with your principles and
22 integrity, did you feel, when you wrote this, that
23 you were under pressure from Phil Watts or Steve
24 Hodge?
25 A I was under pressure, yes.
0197
1 WALTER VAN DE VIJVER, January 31, 2007
2 Q And how were you under pressure?
3 A Under pressure to deliver the highest
4 growth target for the business.
5 Q Do you have an understanding as to why
6 they were exerting this pressure to achieve the
7 highest growth target for the business?
8 MR. TUTTLE: Objection to form; calls
9 for speculation.
10 BY MR. HABER:
11 Q You can answer.
12 MR. DOWD: If you know.
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13 THE WITNESS: No, not directly.
14 BY MR. HABER:
15 Q Now, the next part of the sentence -- of
16 the paragraph, rather, the next sentence reads,
17 "There are several things that should really worry
18 us," and again there are a number of items. I'll
19 call them bullet points. They're marked off by
20 dashes.
21 A Uh-huh.
22 Q The first one is "core business issues
23 in places such as Exploration, PDO, ExPro and
24 Australia." What were the issues that you're
25 referring to?
0198
1 WALTER VAN DE VIJVER, January 31, 2007
2 A Exploration, I was not happy with the
3 way it was structured, and that is one of the
4 first things I changed to globalize the
5 Exploration business. PDO we talked about. ExPro
6 we talked about.
7 Q Okay.
8 A And also during the time I actually
9 visited ExPro to get a hands-on feeling for the
10 performance in ExPro. And Australia, because
11 there we, we had some disappointing performance on
12 a new field there.
13 Q Does this reference to Australia have
14 anything to do with Gorgon?
15 A No, no, no, no.
16 Q Now, the third bullet point says "lack
17 of ownership and accountability topdown in EP."
18 A Yeah.
19 Q What did you mean by that?
20 A I felt that, that the structure in E&P
21 was not the best it could be in getting direct
22 hierarchy, hard-wiring of accountability in the
23 organization, and this had to do with having a
24 very strong operating units with very powerful
25 CEOs at that level and not the ability to bring
0199
1 WALTER VAN DE VIJVER, January 31, 2007
2 that sort of seamlessly together as it's reported
3 up to the EP ExCom. You see as part of that
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4 follow-up that's one of the things that changed
5 during my tenure in E&P to improve that, uh, that
6 organization and hard-wiring the accountability
7 and the ownership.
8 Q Okay. The next bullet point I would
9 like to direct your attention to says, "Increased
10 competition also w-r-t," which is "with respect to
11 growth targets and with respect to earning a P/E
12 premium." What were you referring to there?
13 A That's external competition to Shell, so
14 that's other companies who are delivering and
15 succeeding. So Shell was not as strong as maybe
16 internally the company perceived themselves to be,
17 relative to the competition.
18 Q Now, the handwriting underneath the one
19 I just read to you, is that your handwriting?
20 A Yeah.
21 Q Can you make out what that says.
22 A "No oil to gas shift."
23 Q What did you mean by that?
24 A That it was the aspiration of the Group,
25 over time, to make its portfolio more gassy, so in
0200
1 WALTER VAN DE VIJVER, January 31, 2007
2 terms of the split between oil and gas production,
3 to gradually get more gas production in there in
4 the company.
5 Q By the way, when you sent this e-mail,
6 had you already made a presentation to the
7 analysts?
8 A No.
9 Q Did Shell issue a press release in
10 connection with the reduction of the growth
11 target?
12 A Yes.
13 Q Did you review the press release before
14 it was disseminated?
15 A Yes, but final control is within the
16 London organization.
17 THE REPORTER: Within the what
18 organization?
19 THE WITNESS: London organization.
20 BY MR. HABER:
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21 Q And who are you referring to?
22 A That's investor relationship, investor
23 relations that report to the CFO that ultimately
24 reports in to the chairman.
25 Q So do you know if the press release was
0201
1 WALTER VAN DE VIJVER, January 31, 2007
2 approved by Philip Watts?
3 A Oh, definitely it will have been
4 approved by Phil Watts.
5 Q And underneath Philip Watts, Judy
6 Boynton?
7 A Yes.
8 Q And underneath that --
9 A Well, sorry. That's probably still
10 Steve Hodge during the transition period.
11 Q You're correct. I'm sorry. Steve
12 Hodge? It was approved by Steve Hodge?
13 A Well, it was during the handover. I
14 don't recall exactly when that happened.
15 Q And was Simon Henry the head of Investor
16 Relations at this time?
17 A Yes.
18 Q And so he would have been part of that
19 approval process?
20 A Yes.
21 Q If you look at the bottom of the page,
22 the paragraph that begins, "We will tell a
23 confident story to the analysts," then it says,
24 "At EP ExCom today there was significant
25 discomfort with the three percent growth target
0202
1 WALTER VAN DE VIJVER, January 31, 2007
2 and with the 15 percent ROACE promise."
3 Do you recall attending the ExCom
4 meeting that's referred to in this e-mail?
5 A Yes, but I don't recollect the type of
6 discussion that took place.
7 Q Do you recall who at ExCom voiced
8 discomfort with the three percent growth target?
9 A No.
10 Q What was the issue with regard to
11 "15 percent ROACE promise"?
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12 A As I said earlier, one of the targets
13 that the business has was a ROACE target. ROACE
14 target was always as a certain reference oil price
15 to take out the sensitivity to oil price, because
16 at that time it was $14 a barrel in terms of the
17 reference price.
18 Q If you look at the next sentence, it
19 says, "This is, as you know, because our current
20 plan does not achieve these targets whilst you
21 normally want to have some 'headroom' between
22 internal plans and external promises."
23 Was this statement meant to ascribe a
24 reason for the discomfort that was voiced during
25 the ExCom meeting?
0203
1 WALTER VAN DE VIJVER, January 31, 2007
2 MR. TUTTLE: Objection to form; calls
3 for speculation.
4 THE WITNESS: If I read my own sentence
5 correctly, it is linked to the sentence above.
6 BY MR. HABER:
7 Q Okay, you can put this document away.
8 A little bit earlier this morning you
9 had mentioned the Technical & Operations
10 Excellence, the T&OE, I believe.
11 A Yes.
12 Q What is the T&OE?
13 A This was a recreation of a group of, we
14 call them "gurus," we call them "senior
15 professionals" in their particular area of
16 expertise, that would help in the oversight and
17 support of technical work across the group in the
18 various operating units, and that is something
19 that I initiated, because I felt it was very
20 important to the core of the business as doing
21 good technical work, to make sure that the profile
22 and visibility of the technical work and the
23 senior specialists were well recognized within
24 E&P.
25 Q Why did you initiate the T&OE?
0204
1 WALTER VAN DE VIJVER, January 31, 2007
2 A It, it was partly because of the
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3 concerns that I found in my visits in the various
4 places I visited, but also partly linked to my own
5 historical recollection of E&P about the roles and
6 positions that existed many years before when I, I
7 worked in, in the head office in The Hague as a
8 young engineer.
9 Q Did you need approval for the creation
10 oftheT&OE?
11 A No, I don't think so. I did need
12 approval for some of the organizational changes
13 that I made to the EP ExCom around the
14 September/October time in that year.
15 Q And why did you make organizational
16 changes to the ExCom?
17 A As I just explained from the previous
18 e-mail, one of the things I felt uncomfortable
19 with was the way Exploration was structured in the
20 Group, where it was very fragmented, and I wanted
21 to create one central core of excellence and
22 accountability for Exploration in the Group. So
23 that was one of the first changes I made, together
24 with establishing a formal department on project
25 execution where we would create a project
0205
1 WALTER VAN DE VIJVER, January 31, 2007
2 organization within the Center of the Hague that
3 would have global responsibility for quality of
4 project execution across the globe. And there may
5 have been a few other things. I can't recollect
6 them all.
7 Q Did the organizational change in the
8 ExCom include personnel change?
9 A Yes. As part of that, I appointed
10 Matthias Bichsel as head of Exploration, and I
11 appointed Brian Ward to be my Regional Director
12 for Africa as well as leading the Technical &
13 Operations Excellence, Excellent process, and I
14 think those were the initial stages. Briefly
15 thereafter -- okay, that was a bit later when I
16 appointed -- no, that was in 2002 when I appointed
17 Frank Coopman to be CFO of E&P and moved Dominique
18 Gardy to the Far East and then Tim Warren to
19 Australia. That was a bit later in the process.
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20 Q Why did you select Brian Ward to be a
21 Regional Director for Africa?
22 A I had worked with him before. He used
23 to be my boss in Aberdeen, so Iknew him very
24 well. I had a lot of respect for him, and he was
25 a very sort of goal-getting type of individual,
0206
1 WALTER VAN DE VIJVER, January 31, 2007
2 and I felt he was the right person to, to appoint
3 for those particular activities, and that -- I
4 remember it took me a lot of convincing for him to
5 take the job, because he didn't particularly want
6 to come to the head office, but I did, I did get
7 him to take those jobs.
8 Q Now, was this position considered a
9 promotion?
10 A Yes.
11 Q Now, you also mentioned Frank Coopman to
12 be the CFO of E&P. Why did you, why did you ask
13 Mr. Coopman to join E&P in that position?
14 A I had known Frank Coopman from, also
15 from Aberdeen where he was CFO of, of ExPro, and
16 he had a strong reputation when it comes to
17 control of, of the business. Reasonably soon
18 after I got my job in, in EP in The Hague, he came
19 to me basically volunteering himself to come and
20 work for me, and then as part of sort of the
21 normal process, he then came on board in EP.
22 Q Was there a reason or reasons why you
23 wanted Mr. Coopman to replace Mr. Gardy?
24 A I wanted to improve the overall effort
25 on business controls in E&P.
0207
1 WALTER VAN DE VIJVER, January 31, 2007
2 Q And had you concluded, by the time you
3 asked Mr. Coopman to join E&P, that the business
4 controls were weak at E&P?
5 A I felt as part of my overall concerns in
6 terms of hard-wiring the E&P business and getting
7 everyone better collected and getting more better
8 disciplined information and making sure we get
9 better quality monthly reports, et cetera, that
10 Frank would be a great addition to the team.
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11 Q Now, with regard to the business
12 controls, do you know if Mr. Coopman also -- if
13 you envisioned Mr. Coopman to be implementing
14 controls with regard to reserves reporting?
15 A Yes, everything that's related to
16 results of E&P, so that included reserves
17 reporting.
18 Q And so you asked Mr. Coopman to join in
19 or about 2002?
20 A Yeah. I can't recollect exactly what
21 month, but it was somewhere April/May time in
22 2002, or we can check. I don't know the exact
23 date.
24 Q So this is roughly about eight or nine
25 months or so after you took over the job?
0208
1 WALTER VAN DE VIJVER, January 31, 2007
2 A Yes.
3 Q So by that time you were able to get a
4 good handle on the business controls of E&P?
5 A Well, by the time I had a pretty good
6 feeling about what all needs to be done, huh? And
7 these things don't happen overnight. This is a
8 huge complex organization with many entities, and
9 there was a lot, a lot to be done.
10 Q And you felt that Mr. Coopman would be
11 able to strengthen the business controls?
12 A Yes.
13 Q You mentioned Tim Warren, that you sent
14 Mr. Warren to Australia?
15 A Yes.
16 Q Why did you send him to Australia?
17 A I felt that, that for running the EP
18 ExCom and the team that we had, I felt more
19 comfortable putting Dominique Gardy in that
20 position than maintaining Tim Warren in that
21 position.
22 Q I'm sorry. I think I might be a little
23 confused. You said after Mr. Coopman came--
24 A Yeah.
25 Q -- Dominique Gardy then went
0209
1 WALTER VAN DE VIJVER, January 31, 2007
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2 to Australia?
3 A No, no. Dominique Gardy moved, as he
4 evolved, from E&P to the Far East region on EP
5 that until the time had been occupied by Tim
6 Warren, who then became Country Chair in
7 Australia.
8 Q And the move with Tim Warren, was that
9 in connection with the initial changes that you
10 talked about in 2001 ?
11 A Idon't recollect. I think it was sort
12 of a two-stage rocket to some of the early
13 change -- sorry. Two-stage rocket. I think some
14 of the early changes that were creating the
15 Exploration Department and creating a Technical
16 Operational Excellence and getting Brian Ward in,
17 that was the first move, and then the second move
18 was the move with the chain of Coopman, Gardy and
19 Warren.
20 Q When you created the T&OE, did you form
21 an opinion that Shell's "technical excellence,"
22 for lack of a better word, was waning, was no
23 longer what it was?
24 A Yes.
25 Q And how did you reach that opinion?
0210
1 WALTER VAN DE VIJVER, January 31, 2007
2 A From my, my gut feel going through the
3 various areas and seeing the quality of work that
4 was being done, and being concerned that with all
5 changes in the company, that trying to become more
6 entrepreneurial, et cetera, that the pure
7 recognition of technical skills and technical
8 professionalism had sort of taken a back seat in
9 the overall profile of E&P business.
10 Q Do you know if any of your predecessors
11 had implemented any programs such as the T&OE to
12 address the technical competence issue?
13 A No. There were a lot of initiatives
14 coming out of the Technology Group, the Service
15 Group in the, in the EPT and then the SepTAR bit
16 of that, but it was very much done from a service
17 perspective rather than getting sort of up front
18 the technical professionalism more owned and
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19 upgraded.
20 Linked to that is just the whole issue
21 with -- a lot of it has to do with people. There
22 was a system in the organization in place at that
23 time when I arrived what was called "open
24 resourcing," which essentially meant that people
25 themselves within the Shell system had to look for
0211
1 WALTER VAN DE VIJVER, January 31, 2007
2 the next assignments and the next job, which in
3 itself is encouraging, because they could find
4 their own market value and so on, but what it
5 stopped doing was that there were some of the
6 professional gurus who actually had a direct input
7 and a direct responsibility for their technical
8 professionalism as their career progressed and
9 also being able to assess where some of these
10 people were most needed in the organization.
11 So it coincided with me sort of
12 introducing the concept of what I called "managed
13 open resourcing," where open resourcing was still
14 there, but it was overlain by a business
15 perspective and a technical perspective, where our
16 best people should actually go in the interest of
17 the company rather than just the interest of
18 themselves.
19 Sorry for the lengthy answer.
20 Q That's okay. I think, though, my
21 question was if any of your predecessors had
22 initiated any initiatives to address the technical
23 professionalism competence excellence that you've
24 just described.
25 A One of the things that was -- the answer
0212
1 WALTER VAN DE VIJVER, January 31, 2007
2 is yes. One of the things that was implemented
3 was the process of Value Assurance Reviews, VARs,
4 which was a review that was very much linked to
5 the whole process of, of maturing investments
6 where there would be a process where, as projects
7 would mature, that there would be dedicated
8 milestones, there would be reviews on whether the
9 project would be ready to move to the next stage.
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10 Q And when did --
II A That was done before my time.
12 Q Okay. Do you know when the Value
13 Assurance Review was implemented?
14 A I don't know the exact time, but
15 somewhere around the year 2000, '99/2000.
16 Q Okay. Do you know if the Value
17 Assurance Review was incorporated into Shell's
18 guidelines?
19 A I remember that in April 2002 we
20 included the VAR 3 milestone in the Shell reserve
21 guidelines.
22 Q And was that the first time that the VAR
23 3 milestone had been disseminated to the Shell
24 reserves people company-wide?
25 A Yes.
0213
1 WALTER VAN DE VIJVER, January 31, 2007
2 MR. HABER: I'm told we have five
3 minutes left on the videotape, and since we're
4 approaching the 5:00 hour, we might as well
5 conclude for the day.
6 THE VIDEOGRAPHER: This marks the end of
7 Volume 1 in the deposition of Mr. Van de Vijver.
8 The total number of tapes used today is three. We
9 are going off the record. The time is 4:52 p.m.
10 (Signature having not been waived,
11 Volume I of the video deposition of WALTER VAN DE
12 VIJVER was concluded at 4:52 p.m.)
13
14
15
16
17
18
19
20
21
22
23
24
25
0214
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2
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5
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6 foregoing deposition was taken, do hereby certify
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7 correct record of the testimony given; that said
testimony was taken by me stenographically and

8 thereafter reduced to typewriting under my
supervision; and that I am neither counsel for,

9 related to, nor employed by any of the parties to
this case and have no interest, financial or

10 otherwise, in its outcome.
11 IN WITNESS WHEREOF, I have hereunto set
my hand and affixed my notarial seal this 31st day

12 of January, 2007.
13
14
15 My commission expires: March 14th, 2011
16
17
18
19 LAURIE BANGART-SMITH
NOTARY PUBLIC IN AND FOR

20 THE DISTRICT OF COLUMBIA
21
22
23
24
25
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3 Civ. No. 04-3749 (JAP)
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6
7 --------------+
8 IN RE ROYAL DUTCH/SHELL
9 TRANSPORT SECURITIES
10 LITIGATION
11 --------------+
12
13 Volume II
14 Videotaped Deposition of Walter Van De Vijver
15 Washington, D.C.
16 Thursday, February 1st, 2007
17 9:37 a.m.
18
19
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21
22
23 Job No. 22-94163
24 Pages 218 - 454, Volume II
25 Reported by: Paula G. Satkin
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2 Walter Van De Vijver
3
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16
17
18
19
20
21 Taken pursuant to notice, before Paula
22 G. Satkin, Registered Professional Reporter
23 And Notary Public in and for the District of
24 Columbia.
25
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2
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4 JEFFREY HABER, ESQUIRE
5 EMILY KERN, ESQUIRE
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10
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19
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7 Telephone: (212)837-6086
8
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10 NICHOLAS W.C. CORSON, ESQUIRE
11 HOGAN & HARTSON, LLP
12
13
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15
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1
2
3
4 THE VIDEOGRAPHER: Here begins
5 Tape Number 1, Volume II, in the deposition of

WALTER VAN DE VIJVER
PROCEEDINGS
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6 Walter Van De Vijver, in the matter of Royal
7 Dutch/Shell Transport Securities Litigation.
8 Today's date is February 1,2007.
9 The time is 9:37 a.m.
10 I would like to remind the witness
11 he is still sworn in from yesterday.
12 Whereupon--
13
14 Walter Van De Vijver
15 a witness, called for examination, having been
16 previously first duly sworn, was examined and
17 testified as follows:
18
19 EXAMINATION BY COUNSEL FOR LEAD PLAINTIFF
20
21 BY MR. HABER:
22 Q. Good morning, Mr. Van De Vijver.
23 A. Good morning.
24 Q. I would like to start off this
25 morning by looking at your letter which we've
0227
1 WALTERVANDEVIJVER
2 marked as Exhibit 1.
3 MR. DOWD: Get the exhibits back.
4 BY MR. HABER:
5 Q. If you would please turn to page
6 2. The first full paragraph of that page that
7 begins with "closeout of 2001." Do you see
8 that?
9 A. Yes.
10 Q. Okay. For the record, it says,
11 "by closeout of 2001 reserves in February 2002,
12 we had identified a number of exposures
13 regarding the company's proved reserves (both
14 outlook and historical exposures) and we advised
15 CMD."
16 What do you recall about that time
17 period, the closeout of the reserves and what
18 was advised?
19 A. I received the annual audit report
20 from the group reserves auditor, Anton
21 Barendregt, so that was a completed report that
22 was distributed to me.
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23 I don't have any involvement in
24 that process itself. Imean clearly people from
25 my organization are involved, external auditors
0228
1 WALTERVANDEVIJVER
2 and group finance report, but I received that
3 report as a conclusion.
4 And based on what I saw in that
5 report a note was prepared for the CMD in
6 February 2002.
7 Q. Do you recall if there was a
8 presentation to the ExCom that preceded the note
9 to the CMD?
10 A. I'm not sure. It may very well
11 be.
12 MR. HABER: We're going to mark
13 three separate documents. They will start off
14 as Van De Vijver 9, 10, and 11.
15 The first exhibit is Exhibit 9,
16 which is EP ExCom meeting note dated February 4,
17 2002.
18 And I'll let you do the sticker
19 and we can get it moving.
20 (Van De Vijver Exhibit Number 9
21 was marked for identification.)
22 MR. HABER: The second in this
23 series, which is Van De Vijver Exhibit 10 is a
24 presentation from a meeting of the ExCom dated
25 February 4, 2002.
0229
1 WALTERVANDEVIJVER
2 (Van De Vijver Exhibit Number 10
3 was marked for identification.)
4 MR. HABER: And the third, which
5 is marked as Van De Vijver 11, is an e-mail
6 from Lorin Brass dated, February 20, 2002, to
7 Dominique Gardy and a number of other people.
8 The subject reads note for
9 information reserves CMD, February 2002. And
10 the attachment is a note for information to the
11 CMD, dated February 11,2002.
12 (Van De Vijver Exhibit Number 11
13 was marked for identification.)
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14 MR. HABER: And I will just now
15 give the Bates numbers while Mr. Van De Vijver
16 has a chance to look at these documents. For
17 the record I will just identify the Bates
18 numbers.
19 Exhibit 9, which is the EP ExCom
20 meeting note with the attachment, is Bates
21 numbered RJW00321823 through RJW00321837.
22 Exhibit 10, the presentation, is
23 Bates numbered and just for the record it says
24 reserves presentation and in the upper
25 right-hand corner it says 4th February 2002.
0230
1 WALTERVANDEVIJVER
2 The Bates number is V00010188
3 through V00010211.
4 And Exhibit 11, which is the
5 e-mail from Lorin Brass to Dominique Gardy and
6 others, which attaches the note for information
7 CMD, February 11, 2002, EP hydrocarbon resources
8 update 1/2/2002.
9 There are two Bates ranges. The
10 first is V00120473 through V000120485. And the
11 second range is DB07636 through DB07648.
12 BY MR. HABER:
13 Q. Mr. Van De Vijver, have you had
14 an opportunity to look at the three documents
15 that we've just marked?
16 A. Yes.
17 Q. Starting with Exhibit 9, have you
18 seen this document before today?
19 A. I've seen it before, but I don't
20 know when.
21 Q. Okay. And if you look at the
22 second page or the third page of the document
23 that's the attachment to the note there's a note
24 from Anton Barendregt dated January 30,2002.
25 It's titled review of group and 2001 proved oil
0231
1 WALTER VAN DE VIJVER
2 and gas reserves summary preparation.
3 Is this the report you were
4 referring to a moment ago?
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5 A. Yes.
6 Q. And if you notice on the note
7 there's handwriting. Do you recognize that
8 handwriting?
9 A. I'm not sure. If I see the word
10 appraisal it sort of looks like my handwriting,
11 but I don't think I ever write note that is
12 there, so I can't be sure.
13 Q. If you look at the paragraph
14 Mr. Barendregt is referring to the use of
15 scorecards. Do you see that? It says the
16 widespread use of reserves targets scorecards?
17 MR. DOWD: Hang on a second. Let
18 him read the paragraph.
19 THE WITNESS: Yes. I've read it.
20 BY MR. HABER:
21 Q. You see at the end it says,
22 however, the shift -- I'm in that same
23 paragraph. However, a shift in scorecard
24 emphasis from reserves booking to successfully
25 meeting project milestones is recommended.
0232
1 WALTERVANDEVIJVER
2 In the right margin there's a
3 handwritten note from you saying no.
4 Why did you say that?
5 A. Well, I think, as I mentioned
6 before, I'm not sure whether this is my
7 handwriting.
8 I'm happy to comment on it, but I
9 cannot be sure that this is my handwriting.
10 Q. What was your reaction to that
11 recommendation?
12 A. The scorecards for EP had a
13 mixture of a variety of targets for the business
14 and I did feel it appropriate that reserve
15 replacement was one of the items on that
16 scorecard.
17 I also believed that items like
18 milestones on project or what I call strategic
19 activities were important, as well, and they
20 were incorporated in the scorecard, so it's
21 ultimately about the balance you get on things
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22 that reflect the overall health of the business.
23 This is, by the way, a discussion
24 that ended up every year at conference where the
25 scorecards for the business was agreed.
0233
1 WALTERVANDEVIJVER
2 Q. Do you recall attending a meeting
3 of the conference where discussion of the
4 scorecards was conducted?
5 A. Oh, yes, several. Yes.
6 Q. Was there such a discussion in
7 2001?
8 A. I don't recollect. I know for
9 certain there was a discussion on that in 2002
10 and I think also in 2003, because at those times
11 there was not only a discussion about what the
12 target should be, but also a discussion about
13 what percentage of the scorecard should be
14 linked to reserve replacement.
15 Q. And with regard to 2002, what is
16 your recollection of the conclusion reached by
17 the conference?
18 A. We would have to look. Idon't
19 particularly recollect all the details, but I
20 think there were two occasions during my tenure
21 that the actual weighting on the scorecards on
22 reserve replacements were actually increased as
23 a result of the meetings with conference.
24 Q. When you're saying the actual
25 weighting on scorecards you're referring now to
0234
1 WALTERVANDEVIJVER
2 reserves additions?
3 A. Reserves replacements, yes.
4 Sorry.
5 Q. And in 2002 the chair of the
6 conference was Phil Watts?
7 A. The chairman of conference was
8 Phil Watts, but of course that's with all the
9 nonexecutives being there as well.
10 Q. Do you recall what Phil Watts'
11 position was on scorecards at that time, 2002?
12 A. No.
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13 Q. Do you recall what his position
14 was in 2003?
15 A. I only know what the end result
16 was. Idon't recollect any particular details
17 how that process went.
18 Q. Do you recall any discussion at
19 the conference about Barendregt's --
20 Mr. Barendregt's criticism of the scorecard
21 system?
22 A. No.
23 Q. Did you ever talk to
24 Mr. Barendregt about his criticism of the
25 scorecards?
0235
1 WALTERVANDEVIJVER
2 A. I had nothing personally to do
3 with Barendregt.
4 The first time I met
5 Mr. Barendregt was in December '03.
6 The answer is no. Sorry. The
7 answer is no and clarification I did not meet
8 Barendregt until the first time December 2003.
9 Q. What was the reason you met
10 Mr. Barendregt in December 2003?
11 A. Because then I personally attended
12 a few meetings where we were going through the
13 detail about the numbers of Oman and Nigeria and
14 how they should be restated and I wanted to get
15 at that stage a hands-on feeling about how these
16 discussions were also happening.
17 That was also at the time I had
18 called in Rod Sidle, who I remembered working
19 and being involved with reserve reporting in the
20 United States to help us in that process.
21 Q. Do you recall at the conference
22 any discussion about the impact reserves
23 additions had on the scorecard, like a
24 percentage?
25 A. I don't understand your question.
0236
1 WALTERVANDEVIJVER
2 Q. Did anyone try to attach a
3 percentage of importance, if you will, to
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4 reserves additions in the scorecard?
5 A. Yes. That's what I answered
6 earlier, yes. That's when I think twice the
7 weighting on the reserve replacement on the
8 scorecard for E&P got increased.
9 Q. When I say percentage you're
10 talking about the weighting?
11 A. Yes.
12 MR. DOWD: W-E-I-G-H.
13 MR. HABER: Right.
14 BY MR. HABER:
15 Q. Do you recall-- bringing it two
16 levels down to the ExCom level, do you recall if
17 the ExCom took any action on Mr. Barendregt's
18 recommendation concerning scorecards?
19 A. I do not recollect. I can only
20 recollect that this then triggered getting a
21 note to the CMD.
22 Q. If you look at the note, the first
23 page of Exhibit 9, you'll see on the chart on
24 the very top under achievements there's a chart
25 concerning the RRR. And I would like you to
0237
1 WALTERVANDEVIJVER
2 take a look at the number under the total BOE, 8
3 CCC-RRR, and then underneath it it says
4 excluding A&D, which I understand is
5 acquisitions and divestments. You see the
6 number is 52 percent. Do you recall any
7 discussion at the ExCom about the RRR?
8 A. No. I do not recollect. The
9 number is what it is.
10 Q. Do you know who prepared this
11 note?
12 A. At the time in my organization
13 Dominique Gardy and Lorin Brass were responsible
14 persons in the ExCom for reserve reporting, so
15 in between the two of them that note must have
16 been prepared.
17 Q. Now, if you look under issues.
18 You see under the first bullet point, and this
19 time it truly is a bullet, it says SPD PDO in
20 Abudhabi representing 18 percent of EP's
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21 production. Cannot book reserves for the
22 foreseeable future as it is doubtful that the
23 already booked reserves can be produced within
24 the remaining license period. The reserves
25 exposure in these OUs is over 1 billion barrels
0238
1 WALTERVANDEVIJVER
2 and sensitive to OPEC constraints.
3 Do you recall discussion about
4 this issue?
5 A. No. I don't recollect that.
6 Q. With your trips to PDO did it
7 surprise you that PDO was identified as an issue
8 on this note?
9 A. No.
10 Q. With your trip to SPDC did it
11 surprise you that SPDC was on this note?
12 A. No. Those were two very important
13 areas where clearly by this stage I had
14 identified that there were operational issues.
15 Q. Now, looking at Mr. Barendregt's
16 note again. If you can turn the page I would
17 like you to take a look at the last full
18 paragraph of the first page, the paragraph
19 beginning, "the overall finding from the audit
20 visits. " Are you with me?
21 A. Yes.
22 Q. Okay. And in particular I would
23 like you to focus on the second sentence that
24 says, "there's a possibility of a minor
25 overstatement of group proved reserves in some
0239
1 WALTERVANDEVIJVER
2 fields where historically booked reserves are
3 not in line with recent SEC guidance."
4 What was your reaction when you
5 read that?
6 A. Well, I didn't have a reaction to
7 that. I mean I accepted that the experts had
8 come to the conclusion that they came on the
9 overall state of the reserves. They were the
10 experts, they were giving the numbers.
11 Q. Your take from the note -- the
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12 note to ExCom and the note from Mr. Barendregt
13 was that there were flags being raised about
14 certain operating units within the portfolio?
15 MR. TUTTLE: Objection to form,
16 characterization of the testimony.
17 Q. You can answer.
18 A. Yes. In the context of what I
19 then submitted to the CMD and the overall
20 actions that were in place to improve the
21 technical rigor and quality in the overall
22 health of the business.
23 That has been my ongoing drive
24 from the time I was in the business to do
25 everything possible to make those improvements.
0240
1 WALTERVANDEVIJVER
2 At the end of the day this was not
3 an issue about noncompliance or not, this was an
4 issue about believing the experts about their
5 opinions and taking it from my side to improve
6 the business.
7 Q. Do you recall any discussion about
8 the SEC's guidance in the ExCom?
9 A. No.
10 Q. I would just like to now have you
11 look at Exhibit 10. That's the presentation
12 materials.
13 Do you recall seeing this
14 presentation during the ExCom meeting?
15 A. I do not recollect that particular
16 time when the presentation was made. I've seen
17 this presentation over the last couple of years.
18 Q. Okay. I would like you to take a
19 look for a moment. It's in the backup portion
20 of this presentation. I would like you to take
21 a look at page VOOO10208.
22 MR. DOWD: 208?
23 MR. HABER: Yes.
24 BY MR. HABER:
25 Q. Before I ask you a question about
0241
1 WALTERVANDEVIJVER
2 this slide, do you know if a PowerPoint slide
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3 presentation such as this exhibit were included
4 as prereading for ExCom meetings and CMD
5 meetings?
6 A. Generally not. If there was a
7 note that was it and if there was a general slot
8 for a particular item obviously people would
9 come in with presentation material.
10 Q. And the presentation material
11 would then be handed out at the meeting?
12 A. Not necessarily.
13 Q. Do you recall if this was handed
14 out, this being this exhibit?
15 A. No.
16 Q. I would like you now to focus on
17 page 208. You'll see there's a bullet points of
18 five operating units and it's under the heading
19 new fields - reserves at risk. The first one
20 identified is Australia (SDA-Gorgon). Then it
21 says 550 million BOE.
22 Do you recall a discussion at this
23 ExCom meeting about Gorgon being at risk?
24 A. No.
25 Q. When was the first time that you
0242
1 WALTERVANDEVIJVER
2 learned that the reserves that had been booked
3 at Gorgon were at risk?
4 A. When we started making the
5 exposure list in E&P.
6 Q. And do you recall when the
7 exposure list was first circulated?
8 A. It matured over time. Obviously,
9 we had some reference in that CMD note in
10 February. Then we had the July note in that
11 same year, 2002 to CMD. And I think then with
12 the ongoing activities what I asked Frank
13 Coopman to do, I think, I formalized a standard
14 format around October 2002, so it's sort of
15 evolving over 2002, but you may want to look at
16 documents. That's my best recollection.
17 Q. That's okay. Why don't we take a
18 look at Exhibit 11. And if you could identify
19 where -- where the exposures or the beginnings

file:11ICI/Documents%20and%20Settings/daustin/Desktop/Deposition%20Transcripts/020 107wvandervijver .txt (15 of 144)9/1812007 3:54:38 PM



file:1I ICI/Documents %20and %20Settingsl daustin/Desktop/Deposition %20Transcripts/020 107wvandervijver .txt

Case 3:04-cv-00374-JAP-JJH Document 365-2 Filed 10/10/2007 Page 148 of 390
20 of the exposure list are?
21 A. On the first time mentioning is on
22 the bottom of page 2 of that note; right?
23 Q. SOthat would be on page 474?
24 A. Yes.
25 Q. Did you prepare this note?
0243
1 WALTERVANDEVIJVER
2 A. Not personally.
3 Q. Did you instruct someone on your
4 staff to prepare it?
5 A. Yeah, Lorin Brass.
6 Q. Did you review it before it was
7 sponsored?
8 A. I do not recollect.
9 Q. Did you sponsor the note?
10 A. Yes. That's the standard
11 procedure at CMD, that a business that submits a
12 note to CMD is the sponsor.
13 Q. Do you recall any discussion at --
14 withdrawn.
15 Was there a meeting at the CMD on
16 February 11th, if you recall?
17 A. I have to assume that there was a
18 meeting at the CMD, all right. The answer is,
19 yes, there was a meeting.
20 Q. Do you recall discussing the
21 exposures that are identified on page 474?
22 A. No.
23 Q. SOit's your understanding that
24 this note was distributed to every member in
25 attendance at the CMD meeting?
0244
1 WALTERVANDEVIJVER
2 MR. TUTTLE: Objection to form and
3 characterization of the testimony.
4 THE WITNESS: Any note that is
5 issued to the CMD people get it in their
6 prereading material the Thursday or Friday
7 before the meeting the next Tuesday and/or
8 Wednesday.
9 BY MR. HABER:
10 Q. That would mean they would get it
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11 in prereading material even if they were not in
12 physical attendance at the meeting?
13 A. Yes.
14 Q. Was that a standard practice?
15 A. Throughout, yes.
16 Q. When you say throughout,
17 throughout your tenure at EP?
18 A. At CMD, yeah.
19 Q. At CMD. Okay.
20 Do you recall in just looking --
21 you can go back if you will to flip to Exhibit 9
22 for a moment, looking at Mr. Barendregt's
23 report. And if you can turn to page 827?
24 A. Yes.
25 Q. Do you recall any discussion at
0245
1 WALTERVANDEVIJVER
2 the ExCom about Angola block 18?
3 A. No.
4 Q. Do you recall having any reaction
5 when you read item 4, which is about Angola
6 block 18?
7 A. No. And I have to admit there I'm
8 not sure whether I read the total note. I mean
9 I was getting a lot of material. I normally
10 stick to reading the summary.
11 Q. In terms of the production license
12 constraints. After you had received
13 Mr. Barendregt's note did you initiate any
14 action to try to resolve the license constraint
15 issue?
16 A. I think that that issue on license
17 extension came later that year.
18 Q. That year being 2002?
19 A. Yes.
20 Q. And what is your recollection of
21 how it came about?
22 A. For me for both areas the license
23 extension came about because in both areas we
24 were planning massive investments in terms of
25 activities in the countries and we wanted to get
0246
1 WALTER VAN DE VIJVER
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2 comfort that ultimately we would be able to get
3 the rewards of that beyond what was then seen as
4 the end of license.
5 Q. When you say both areas?
6 A. I'm talking Oman and Nigeria,
7 sorry.
8 Q. Okay. Let's take Nigeria.
9 In particular what steps did you
10 take to address the license expiry or constraint
11 issue?
12 A. In terms of my personal action I
13 remember raising it with the President of
14 Nigeria.
15 Q. And when was that?
16 A. Somewhere in 2002. You would have
17 to look at minutes of meetings to be able to see
18 it.
19 Q. Do you recall if that trip was
20 taken in March of 2002?
21 A. I cannot be sure.
22 Q. Did anyone accompany you on that
23 trip?
24 A. If I would go on a trip there
25 would always be someone accompanying me. We
0247
1 WALTERVANDEVIJVER
2 would have to look at the records.
3 Q. Do you recall if Lord Oxburgh came
4 with you?
5 A. I had one trip indeed I do
6 recollect there was one trip where Lord Oxburgh
7 indeed joined me as part of his role in
8 conference, I think it's called social
9 responsibilities committees or something
10 similar, and he wanted to get a firsthand feel
11 about the relationships with local communities.
12 Q. When he went to Nigeria with you
13 do you recall if he also visited SPDC?
14 A. Yes. Yes.
15 Q. Do you recall if he was provided
16 with any data about SPDC's production?
17 A. I don't know. I was not with him
18 the whole time. I mean we had separate
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19 pro grams.
20 Q. Do you recall when the two of you
21 were together if you were provided information
22 about SPDC's production?
23 A. I really -- I really don't
24 remember.
25 Q. Going back to what started all of
0248
1 WALTERVANDEVIJVER
2 this, you said you met with the President of
3 Nigeria?
4 A. I met with the President of
5 Nigeria on a frequent basis as part of my
6 regional job. As I explained yesterday as
7 managing director I tried to maintain
8 relationships with people like the President of
9 Nigeria.
10 Q. On the issue of license
11 constraints do you recall what you had discussed
12 with the President?
13 A. I recall raising that once given
14 the massive investments that were ongoing in the
15 gas infrastructure in SPDC.
16 Q. Do you recall what he said to you?
17 A. I think it was a typical set of
18 nonconclusive meeting.
19 Q. What was the relationship like
20 between Shell and Nigeria?
21 A. I think the relationship between
22 Shell and Nigeria was, I think, generally seemed
23 to be pretty good. Of course, the major person
24 who was looking after that relationship was the
25 country chairman in Nigeria.
0249
1 WALTERVANDEVIJVER
2 Of course, relationships in
3 Nigeria are always relative given the complexity
4 of the country. You may have a good
5 relationship with the president. It doesn't
6 mean you don't have a lot of other enemies in
7 the countries and local communities because
8 there are about a hundred different tribes in
9 Nigeria, particularly where there are
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10 operations. There are always a lot of community
11 issues. I think my assessment that the
12 relationship with the President was pretty good.
13 Q. On a level below the President
14 what was Shell's relationship like with the
15 local communities?
16 A. Always mixed.
17 Q. How so?
18 A. Well, there was in Nigeria, given
19 the different states that were out in the delta
20 and the localleaderships in the delta there was
21 -- on a frequent basis there were disagreements.
22 A lot related to the central government in terms
23 of how revenue from the oil and gas industry was
24 distributed to the local states and therefore
25 the local communities.
0250
1 WALTERVANDEVIJVER
2 Q. Do you recall Shell encountering
3 civil unrest during your tenure at EP?
4 A. I think civil unrest is a big
5 word, but there certainly were on a frequent
6 basis there were -- there was sabotage
7 facilities.
8 Q. And as a consequence that would
9 delay production?
10 A. That obviously had an impact on
11 production levels, yes.
12 Q. Other than civil unrest, sabotage
13 and the like, were there any other factors that
14 was -- that were affecting production levels at
15 SPDC?
16 A. I mean there were always a variety
17 of factors in Nigeria. One of the things in
18 Nigeria was that we worked there in joint
19 venture with the government being a partner in
20 the joint venture. So there was on a yearly
21 basis a lot of discussion on what would be
22 allocated and funds that would be available to
23 not only pay for the cost that had taken place
24 over the past period, but also in terms of
25 taking their share of future investments.
0251
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1 WALTERVANDEVIJVER
2 Q. Do you recall there being a
3 problem with maintaining technically competent
4 senior people?
5 A. Yes. I think as I mentioned to
6 you yesterday, Nigeria became one of my
7 resourcing priorities and, as you can imagine,
8 Nigeria was not always a very nice place to
9 work. And, therefore, getting ex-patriots to
10 accept to go to Nigeria was never easy,
11 particularly as I mentioned in the constraints
12 of an open resourcing system people would not
13 really readily volunteer to go to Nigeria. So I
14 implemented a dedicated drive to bring more
15 competent experts into the organization.
16 All these things take time, but
17 that was part of my initiative.
18 Q. Other than through a formal note
19 like the ones we just looked at in Exhibits 9
20 and 11 did you communicate these issues that you
21 were finding in Nigeria to your colleagues on
22 the CMD?
23 MR. TUTTLE: Objection to
24 characterization of the documents.
25 MR. MORSE: Same objection.
0252
1 WALTERVANDEVIJVER
2 BY MR. HABER:
3 Q. Who did you communicate these
4 issues to?
5 A. I had the normal habit of visits
6 that I would have to operating areas to provide
7 a brief summary to my colleagues at CMD, aside
8 from to my own staff.
9 Q. Do you recall communicating these
10 various issues affecting production with Phil
11 Watts?
12 MR. MORSE: Objection to form,
13 characterization.
14 THE WITNESS: These notes would go
15 to the CMD and that includes Phil Watts.
16 BY MR. HABER:
17 Q. When you say "notes" are you
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18 referring to formal notes?
19 A. No, no. Both.
20 On a regular update there would be
21 formal CMD notes on Nigeria and on Oman to the
22 CMD, but in between activities if I would travel
23 and make visits and would have visit reports
24 they would separately, out of the formal route
25 would be copied to my CMD colleagues as well.
0253
1 WALTERVANDEVIJVER
2 Q. Going back again to the issue of
3 license constraints, after meeting with the
4 President of Nigeria were there other steps that
5 you initiated or took yourself to address the
6 issue?
7 A. I did not personally, but my staff
8 did.
9 Q. And what did your staff do?
10 A. I think we're jumping a little bit
11 forward in time, but I do recall that we did get
12 a formal opinion from outside law firm, Cravath,
13 I think it was.
14 Q. Cravath?
15 A. Cravath, which basically sort of
16 shorthand said that Shell would have a right for
17 extension on the license of SPDC.
18 Q. And do you know from within Shell
19 who was principally responsible for spearheading
20 the communications between Shell and Cravath?
21 A. I know that Frank Coopman, my CFO,
22 was involved in that, but I don't know the rest
23 around him.
24 Q. Do you know a Guus Klusener? A
25 Guus, G-U-U-S Klusener?
0254
1 WALTER VAN DE VIJVER
2 A. Guus? That sounds Dutch.
3 Q. Yes. Pardon my Dutch
4 pronunciation.
5 A. No. That name doesn't immediately
6 ring a bell.
7 Q. How about a Peter Folmer?
8 A. Yes. Peter Folmer, that's a
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9 well-known name. He was the group head of the
10 legal department or whatever you call it, the
11 top legal guy within Shell.
12 Q. Do you know if Mr. Folmer had any
13 involvement in liaisoning between Cravath and
14 Shell?
15 A. I don't know.
16 Q. Do you know who at Cravath was
17 principally responsible for doing the work on
18 Shell's behalf?
19 A. No. I did not have any
20 involvement in that.
21 Q. Have you heard of a person by the
22 name of Rory Millson?
23 A. No. Sorry, I can't help you on
24
25
0255
1 WALTERVANDEVIJVER
2 of William Rogers? He also goes by the name Bud
3 Rogers?
4 A. Bud. That name I recall because I
5 met him during project Rockford.
6 Q. Okay.
7 A. I met the other one, but it's only
8 the Bud that recollects.
9 Q. When you were in Nigeria did you
10 ever take a look at SPDC's business plans?
11 A. I don't really know how to answer
12 that question. I've been given overviews of the
13 state of the business and lots of presentations,
14 but I don't recollect the real detail and
15 whether there was a formal business plan or not,
16 but I certainly had a lot of presentations.
17 Q. Do you recall presentations on
18 SPDC's growth and production targets?
19 A. No, but I do recollect that both
20 in 2002 and in 2003 Nigeria was actually
21 achieving some production records.
22 Q. Do you know if they were meeting
23 production targets?
24 A. That, I wouldn't be able to
25 answer.

that.
Q. Do you know a person by the name
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0256
1 WALTER VAN DE VIJVER
2 I only know both 2002 and 2003
3 were pretty good performances of Nigeria. Part
4 of that was because they started their first
5 offshore fields EA and I guess part of it in
6 terms of the activity that was taking place.
7 Q. Is EA a gas or an oil field?
8 A. An oil field. It is a Shell
9 offshore oil field.
10 Q. Yesterday you mentioned there were
11 approximately 6,000 employees in Nigeria?
12 A. Yeah. Yeah.
13 Q. Do you know if there was a
14 secondment program where these employees also
15 worked in the United States?
16 A. Broader than that there was a
17 program where these Nigerians, as part of their
18 training would move to all different operating
19 units in the world. They often -- they had some
20 favorite locations. They would like to go in
21 the Far East and so on because it was a bit more
22 Muslim environment but, no, generally there was
23 an active program to ensure Nigerians would get
24 their development and training in other areas of
25 the world, including the United States.
0257
1 WALTERVANDEVIJVER
2 Q. Do you know if any of the
3 employees at SPDC or SNEPCO maintained offices
4 in the United States?
5 MR. TUTTLE: Objection to form.
6 THE WITNESS: I would not know.
7 BY MR. HABER:
8 Q. You say you don't know for both
9 SPDC and SNEPCO? I just want to make sure the
10 record is clear?
11 A. Why I'm hesitating to answer is
12 that in the SDS organization in Houston and New
13 Orleans where they provided support for projects
14 for Nigeria, that there were Nigerians in those
15 teams, as well, but I don't know whether they
16 worked on their label I'm SNEPCO or whether they
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1

Case 3:04-cv-00374-JAP-JJH Document 365-2
were temporarily assigned to SDS. I wouldn't be
able to answer that.

Q. But they worked in the United
States; correct?

A. Yes. There were certainly people
that were in those teams.

(Van De Vijver Exhibit Number 12
was marked for identification.)

MR. HABER: We're marking as

Filed 10/10/2007 Page 157 of 390

WALTER VAN DE VIJVER
2 Exhibit 12 --
3 MR. DOWD: Are you through with 9,
4 10, II?
5 MR. HABER: Yes.
6 THE WITNESS: Let's keep them in
7 sequence.
8 MR. DOWD: I will. That's what
9 I'm here for.

MR. HABER: We are marking as
Exhibit 12 a trip report.

And while I identify it for the
record, Mr. Van De Vijver, if you could just

14 take a look at it.
15
16
17
18

10
11
12
13

The document says Oman visit 8-11
May 2002. Its Bates number is HAG 00110562
through HAG 00110567.
BY MR. HABER:

19 Q. Have you had an opportunity to
20 look at it?
21 A. Yes.
22 Q. Do you recognize this document?
23 A. Yes.
24 Q. What is this document?
25 A. This is a -- I must admit,
0259
1 WALTERVANDEVIJVER
2 chauffeur driven visit report from my visit to
3 Oman.
4 Q. For what reason did you visit Oman
5 in May of 2002?
6 A. As I said, this was, as it said,
7 my continuous strong passion about Oman and
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8 wanted to make sure that we were making progress
9 on the concerns that I identified during
10 previous visits.
11 Q. Do you recall distributing this
12 trip report to your colleagues on the CMD?
13 A. I wish you had the distribution
14 list attached. I don't exactly recall who it
15 went to.
16 Q. Other than any particular person
17 do you recall distributing it to any member of
18 the CMD?
19 MR. MORSE: Objection, asked and
20 answered.
21 BY MR. HABER:
22 Q. You can answer.
23 A. I would prefer to see it. As I
24 said, the normal practice for me was to
25 distribute it to all CMD members and the people
0260
1 WALTERVANDEVIJVER
2 in my organization but I cannot be sure,
3 particularly because this time I guess I had my
4 secretary to prepare this report.
5 Q. But as a matter of normal practice
6 you would distribute trip reports?
7 A. Sure.
8 Q. In the second paragraph under
9 introduction there's a reference to sessions
10 with Omani officials, the Minister of Oil and
11 Gas, the Minister of National Economy, the
12 chairman of PDO/Undersecretary of MOG.
13 Did you meet with each one of
14 these ministers separately?
15 A. We have to look further in the
16 minutes. The way it is written it looks like I
17 had separate meetings with the three ministers,
18 but I would always be accompanied by John
19 Crocker.
20 MR. DOWD: I think the witness is
21 looking at page HAG001110565; correct?
22 THE WITNESS: Yeah.
23 BY MR. HABER:
24 Q. Thank you.
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25 After meeting with the various
0261
1 WALTERVANDEVIJVER
2 officials from the Omani government how would
3 you at that time describe Shell's relationship
4 with the Omani government?
5 MR. TUTTLE: Objection to form.
6 THE WITNESS: Still difficult.
7 BY MR. HABER:
8 Q. Still difficult?
9 A. Yes.
10 Q. Why is that?
11 A. Because we hadn't quite delivered
12 the improvements in overall performance. I
13 think that's what the whole tenure of the note
14 is about what was happening and what was not
15 happening at that stage.
16 Q. I just would like to direct your
17 attention under the summary. Again, these are
18 dashes and plus signs. By the way, is there a
19 distinction between the dash and the plus?
20 A. Yes. That's my shorthand for low
21 light is a negative and a highlight is a
22 positive.
23 Q. Okay. So under the second low
24 light, "production continues to slide (now some
25 770 thousand barrels per day)." It goes on to
0262
1 WALTERVANDEVIJVER
2 say the totally unreliable monthly short-term
3 forecasts.
4 What do you recall about that?
5 A. What I recall about that was
6 production was still sliding and the
7 organization didn't really have a good grip on
8 their overall production because they would
9 forecast a month that they would produce X but
10 then they would produce something different so
11 the quality of the whole operation and the
12 ability to forecast our production was at that
13 point in time not there.
14 Q. Now, going down to the last
15 negative before you get to the first positive it
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16 says continued pressure on downward revision of
17 reserves. What did you mean by that?
18 A. Well, that was the whole story
19 about trying to get an understanding about the
20 total position of our reserves, and just for
21 clarity, everything I'm talking about is
22 expectation reserves. This is at the time I had
23 brought in Stuart Evans, the petroleum
24 engineering, for better word, guru, that I
25 called at that time that would start to get a
0263
1 WALTERVANDEVIJVER
2 handle on the total portfolio and the, at that
3 stage he gave sort of overview where he was
4 where there were clearly concerns about overall
5 state of the business. At least the positive as
6 I said on the second to bottom, plus that the
7 whole review of the asset portfolio had at least
8 finally started.
9 Q. If we could just look at the
10 summary for a moment. You write, "overall my
11 patience had been tested too long with PDO and
12 its management progress over the last year (is
13 not just about delivered production!) has been
14 underlined, less than expected, again
15 underlined, less than promised and again
16 underlined, less than could have been possible.
17 What did you mean by that?
18 A. I think you can't write it any
19 clearer than I did.
20 Q. I get the part that your patience?
21 A. I'm normally a bit of an impatient
22 person and clearly the difficulty you have when
23 you deal with the PDO than when you would deal
24 with a normal Shell organization this is not a
25 Shell company. You cannot forget that PDO is
0264
1 WALTERVANDEVIJVER
2 not a Shell company, it's a company with a
3 majority shareholder, the government. It has
4 its own Board structure and that's normally it's
5 through the Board that a company like that gets
6 governed. Here I'm coming in from the side all
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7 the time saying you guys get your act together,
8 go and do things and it is -- it was very
9 frustrating there was a long period of denial in
10 the management of PDO in terms of getting to
11 grips what was really happening. They were
12 doing things but it was not really getting the
13 tracks I wanted and I was starting to lose my
14 patience and it all meant that I was
15 accelerating through whatever mechanism I had to
16 bring in better people and to get tracks on the
17 things that needed to be done to get a grip on
18 their portfolio. And ultimately, of course, the
19 key thing I decided is I think there is -- isn't
20 there -- sorry this may be -- there's an
21 appraisal in the back what I think about some of
22 the people.
23 Q. Right.
24 A. It's part of my sort of analysis
25 where I basically say things will have to change
0265
1 WALTERVANDEVIJVER
2 and the end of the day I decided that, yes, I
3 brought in some new people like this. Eulderink
4 that's on the last page.
5 MR. DOWD: E-U-L-D-E-R-I-N-K.
6 BY MR. HABER:
7 Q. You're looking at page 566 and
8 page 567?
9 A. Yes. The last page I remember
10 saying very encouraging start, changed director,
11 excellent people skills, right approach, right
12 man, right place, in the right time. He was
13 meant to be a catalyst for change in the
14 management team, but as you will then of course
15 see a couple of months later I decided to make
16 changes and put in a new managing director
17 because my patience had gone.
18 MR. FERRARA: We've been on for
19 about an hour. At a convenient point do you
20 want to give us a chance to stretch.
21 THE VIDEOGRAPHER: We're going off
22 the record the time is 10:38 a.m.
23 (A brief recess was taken.)
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24 THE VIDEOGRAPHER: We are back on
25 the record. The time is 10:55 a.m.
0266
1 WALTER VAN DE VIJVER
2 BY MR. HABER:
3 Q. Mr. Van De Vijver I want to mark
4 another document as Van De Vijver Exhibit 13?
5 (Van De Vijver Exhibit Number 13
6 was marked for identification.)
7 BY MR. HABER:
8 Q. And while I identify it for the
9 record if you could just take a look at it.
10 It's a one-page document with two e-mails on it
11 is last of which is from Mr. Van De Vijver it's
12 dated May 29, 2002. It's to Philip Watts
13 subject line reads reserve replacements.
14 The Bates numbers and there's two
15 is V 00110934. The other one is NI 000933.
16 Have you looked at both e-mails?
17 A. Yes.
18 Q. Do you recall seeing these e-mails
19 before today?
20 A. Yes.
21 Q. Before we start talking about the
22 specifics of the e-mails do you recall the
23 context in which these e-mails were written?
24 A. Only as far as I know I was going
25 to bring the issue of our reserve position back
0267
1 WALTERVANDEVIJVER
2 to CMD in the middle of the year and I get a
3 question from Phil on reserve replacement.
4 Q. When you say reserve position are
5 you referring to the entire portfolio?
6 A. Yeah.
7 Q. Were you also intending to include
8 a discussion of the reserves exposures?
9 A. An overall update with where we
10 were with all our actions and plans on getting a
11 better understanding of our portfolio.
12 Q. Prior to the e-mail Mr. Watts had
13 sent to you had you spoken with Mr. Watts about
14 this presentation to the CMD?
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15 A. Not as I recollect.
16 Q. Now, if you look at his e-mail to
17 you he says -- before I get into that -- it
18 refers as you said presentation to the CMD. Do
19 you recall when this meeting was to occur?
20 A. Middle of the year. I think it
21 was JUly.
22 Q. July of 2002?
23 A. Yes.
24 Q. Now in Mr. Watts' e-mail to you he
25 says in the second line I do hope that this
0268
1 WALTERVANDEVIJVER
2 review will include consideration of all ways
3 and means of achieving more than 100 percent in
4 2002 -- the mix metaphors .... considering the
5 whole spectrum of possibilities and leaving no
6 stone unturned.
7 Do you see that?
8 A. Yes.
9 Q. When he says achieving more than
10 100 percent in 2002 is he referring to the
11 reserves replacement ratio?
12 A. Yes.
13 Q. Do you know if he was referring to
14 organic reserves replacement?
15 MR. TUTTLE: Objection, calls for
16 speculation.
17 MR. MORSE: Same objection.
18 BY MR. HABER:
19 Q. Do you have an understanding
20 whether he was referring to organic reserves
21 replacement?
22 MR. TUTTLE: Same objection.
23 THE WITNESS: I don't know. I
24 cannot be sure.
25 BY MR. HABER:
0269
1 WALTER VAN DE VIJVER
2 Q. The rest of the sentence, to mix
3 metaphors considering the whole spectrum of
4 possibilities and leaving no stone unturned.
5 How did you react to that
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6 statement?
7 A. He was clearly putting his
8 expectation forward that he hoped he would get a
9 high reserve replacement for 2002 and that I
10 would consider all possibilities to do so.
11 Q. Did you feel that he was placing
12 pressure on you to do so?
13 A. Yes.
14 Q. Have you -- at that time had you
15 spoken with your staff about where Shell's
16 reserves replacement ratio stood?
17 A. Not that I recollect, but I don't
18 think our business plan for that year indicated
19 that we would achieve 100 percent.
20 Q. If you look at the last sentence
21 Mr. Watts says I am -- also I am --let me start
22 over again.
23 Also, I'm wondering what
24 Enterprise does to reserves life replacement
25 ratio and finding development cost. What is
0270
1 WALTERVANDEVIJVER
2 Enterprise?
3 A. Enterprise was an acquisition of
4 an oil company that we were just in the middle
5 of or just had completed requiring.
6 Q. At this time had any analysis been
7 done with regard to the impact Enterprise would
8 have on Shell's reserves replacement ratio?
9 A. Well, as part of the acquisition
10 we would have known what -- as part of the
11 write-up and justification we would have known
12 what reserves associated with that acquisition
13 were.
14 Q. Were you involved in the
15 Enterprise acquisition?
16 A. Yes.
17 Q. By involvement can you explain
18 what your involvement was?
19 A. It was an acquisition by my
20 business, E&P business. Phil Watts was closely
21 involved in terms of the relationship of the
22 chairman of the company. I was dealing with the
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23 CEO of the company and I had Lorin Brass was the
24 focal point in my organization on the whole
25 acquisition because as part of his organization
0271
1 WALTERVANDEVIJVER
2 new business development that fitted in his
3 portfolio.
4 Q. Was a due diligence performed
5 prior to the Enterprise acquisition?
6 A. As good as you can because you
7 should not forget this was not a friendly
8 acquisition, this was a hostile acquisition, so
9 all the information we could gather from
10 Enterprise was based on publicly available data,
11 filings, et cetera. When we went into the
12 company and made our offer it -- they were in
13 principle not for sale so it took some
14 convincing to get them to agree to sell to us.
15 Q. SOafter the deal had been agreed
16 upon did Shell perform a due diligence?
17 A. Yes. Part of the overall
18 integration effort clearly we didn't get a much
19 fuller perspective on the business.
20 Q. Did you learn during that due
21 diligence there were certain reserves fields
22 that were not compliant with Shells guidelines?
23 MR. TUTTLE: Objection to form,
24 foundation.
25 THE WITNESS: I do recollect
0272
1 WALTERVANDEVIJVER
2 particularly in portfolio we acquired from them
3 in Russia called KMOC that we didn't like the
4 portfolio and I think there was also an issue
5 with their estimated reserves this was one of
6 these assets we quickly decided it didn't fit
7 our portfolio, anyway.
8 BY MR. HABER:
9 Q. Were there any other fields that
10 you recall that were not compliant with Shell's
11 guidelines?
12 MR. TUTTLE: Objection to form.
13 THE WITNESS: Not that I
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14 recollect.
15 BY MR. HABER:
16 Q. Have you heard of a field Tempa
17 Rossa, in Italy?
18 A. Yes, I do know about Tempa Rossa.
19 I actually visited the field somewhere after
20 acquisition because they had quite an
21 interesting portfolio in Italy so I actually
22 paid the field a visit after acquisition.
23 Q. Did you -- during that visit did
24 you receive any presentations about the reserves
25 at Tempa Rossa?
0273
1 WALTER VAN DE VIJVER
2 A. No it was more on the development
3 plan. It was still clearly with the Enterprise
4 people we had taken over at that place. We
5 didn't have any Shell staff in the organization
6 at that time.
7 Q. Do you know if reserves had
8 already been booked in Tempa Rossa?
9 A. I would not know.
10 Q. At the time you were there the
11 field development plan was still being worked
12 on; is that correct?
13 MR. TUTTLE: Object to form.
14 THE WITNESS: There were a couple
15 of fields there. I remember a field called Val
16 D'Algri something like that. There were a
17 cluster of fields there I wouldn't be able to
18 recollect the details but some of those wells
19 were being drilled and fields were being
20 planned.
21 BY MR. HABER:
22 Q. Do you know if any of the reserves
23 from Tempa Rossa were restated Bichsel?
24 A. Could possibly be. I'm not
25 involved in that process so what it is it will
0274
1 WALTER VAN DE VIJVER
2 be; right.
3 Q. Do you recall during Rockford any
4 review of the Tempa Rossa fields?
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5 A. I think I took time off Rockford
6 apart from the US where I had been I think it
7 was globally so I don't think any country at
8 that time apart from the US escaped in terms of
9 the recategorization process.
10 Q. Okay.
11 Mr. Watts also refers to reserves
12 life. What is that?
13 A. Well, if you increase your reserve
14 base then assume you keep the same production
15 you then increase your reserve life. Am I clear
16 or not?
17 Q. Is it -- is reserve life measured
18 in years?
19 A. Yes.
20 Q. Is there a certain threshold
21 number that Shell looks at to gauge whether its
22 reserve life is healthy or not?
23 MR. MORSE: Objection to form.
24 THE WITNESS: No. I wouldn't know
25 an exact number. Of course, the higher the
0275
1 WALTERVANDEVIJVER
2 number is the better it is.
3 BY MR. HABER:
4 Q. Okay. Now, you responded to
5 Mr. Watts the following day and you put a number
6 of items that you say have your high yes, sir
7 attention and I would like to discuss on him of
8 them?
9 A. Sure.
10 Q. The first one you say is remaining
11 legacy proved reserves parentheses debooking
12 risks. What were you referring to with regard
13 to legacy improved reserves?
14 A. These are exactly the same items
15 that were in the February 2002 note to the CMD,
16 so projects like Angola and Ormen Lange and
17 maybe a few others.
18 Q. Did it include Gorgon, as well?
19 A. As you just saw, Gorgon was on
20 that list.
21 Q. And you say debooking risks. Why
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22 did you say that?
23 A. Well, because they were exposures
24 even though they were considered compliant and
25 the whole idea of that was that there were
0276
1 WALTER VAN DE VIJVER
2 exposures so it implied there could be a risk
3 that later on they could have to be debooked if
4 that's what the experts considered the right
5 thing to do.
6 Q. The next one, constraints on
7 further appreciation. What are you referring to
8 there?
9 A. Constraints in terms of looking at
10 ongoing business in the portfolio we had about
11 what based on the business plan what additional
12 reserves were expected to be booked.
13 Q. Do you recall anyone in your staff
14 advising you if Shell -- if EP was planning to
15 book additional reserves for the coming year?
16 A. In the business plan there is a
17 number, right, what the expectation is for
18 reserve replacement for that year.
19 Q. Do you recall if that -- if there
20 was a comparison with prior years, sort of a
21 forward looking against historical to gauge
22 where Shell was?
23 MR. TUTTLE: Object to form.
24 THE WITNESS: I don't recollect
25 that specific reference in you.
0277
1 WALTER VAN DE VIJVER
2 BY MR. HABER:
3 Q. By the way, just going back to the
4 first one, remaining legacy proved reserves?
5 A. Yes.
6 Q. The reserves that you just
7 identified, Ormen Lange, Gorgon, let's say Ormen
8 Lange for the moment, was that booked under
9 Mr. Watts' tenure as head of EP?
10 A. Yes.
11 Q. And to you know if Gorgon was
12 booked during Mr. Watts' tenure as head of EP?
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13 A. '97. Yes.
14 Q. And do you know if Angola block 18
15 was booked under Mr. Watts' tenure?
16 A. Yes.
17 Q. SOby this reference here you're
18 specifically referring to legacy bookings under
19 his stewardship; correct?
20 MR. TUTTLE: Objection to form.
21 THE WITNESS: Well, I'll refer to
22 the list that we have.
23 BY MR. HABER:
24 Q. But you were intending to identify
25 bookings under his leadership?
0278
1
2
3

WALTER VAN DE VIJVER
MR. TUTTLE: Objection to form.
THE WITNESS: Well, this was just

4 a factual representation.
5 BY MR. HABER:
6

10

Q. All I'm trying to get is just to
7 be clear all of these legacy bookings were done

under his leadership when he was head of EP?
MR. TUTTLE: Objection, asked and

answered, characterization of the testimony.
BY MR. HABER:

Q. Correct?
A. Yes.
Q. The third item negative impact of

Oman and Nigeria, growth absence paren losing
volume to post license expiry dates?

A. Yes.

8
9

11
12
13
14
15
16
17
18 Q. Are these the issues that we've
19 been talking about previously?
20 A. Yes.
21 Q. Is there anything else that you
22 didn't mention previously that you meant to
23 include here?
24 A. No. It's the same issue.
25 Q. Okay. The next one hit squads to
0279
1 WALTER VAN DE VIJVER
2 find other growth opportunities on bookings.
3 What did you mean by --
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4 A. This is what I think I flagged in
5 an earlier note that I started the technical
6 operation excellence group in The Hague and
7 these people would go out to operating units to
8 sort of look at the technical quality of the
9 work being done there sort of visit mode and
10 then come back and that's sort of the hit squad
11 mode to see whether we were anything missing in
12 our overall portfolio for growth.
13 Q. Were these hit squads under the
14 auspices of the T&OE?
15 A. Yes.
16 Q. The last one says impact of FIDs.
17 What did you mean there?
18 A. That's the timing when the final
19 investment decisions on projects would be made.
20 Q. What impact were you referring to?
21 A. That was still with my operational
22 hat on thinking that clearly if you would make
23 investment decisions on projects that would
24 imply you would develop additional reserves
25 which then obviously would reflect in your
0280
1 WALTERVANDEVIJVER
2 reserve replacement.
3 Q. Had you found at this point in
4 time that there were reserves -- proved reserves
5 bookings that were made before FID had been
6 reached?
7 A. Yes. Those are the projects we
8 mentioned earlier.
9 Q. Just so the record is clear, which
10 projects?
11 A. The project like Angola, like
12 Ormen Lange, which were clearly in different
13 development phases but final FID had not taken
14 place.
15 Q. To you know if Gorgon had reached
16 FID when it was booked?
17 A. No, no. But to be clear again, if
18 we talk about proved reserves FID is not a
19 requirement as we sort of learned later for
20 booking proved reserves. In my operational
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21 thinking FID is a major milestone in terms of
22 developing new reserves.
23 Q. I just want to go back to your
24 last answer on Gorgon just to make sure the
25 record is clear. Had FID been reached at the
0281
1 WALTERVANDEVIJVER
2 time the Gorgon booking was made?
3 A. No.
4 Q. Okay. If you could turn to
5 Exhibit 1 again, still on the second page. At
6 this time if you could look at the bottom my
7 communications throughout the process to CMD and
8 others?
9 A. Yes.
10 Q. The paragraph that begins then in
11 July 2002, with my approval, E&P submitted to
12 CMD a catalog of reserves related exposures in
13 paren the exposures catalog.
14 Does this refer to the CMD meeting
15 that you just testified a moment ago about?
16 A. Yes.
17 Q. Do you know who was responsible
18 for formalizing the exposures catalog?
19 A. That came from the Lorin Brass and
20 at that time Frank Coopman, perhaps arrived.
21 It's between the new business development
22 director, Lorin Brass and whoever was the CFO at
23 that time, but I think Frank Coopman had arrived
24 at that time.
25 Q. Do you know if John Pay had any
0282
1 WALTERVANDEVIJVER
2 involvement in the preparation of the catalog?
3 A. Could well be. Those were his
4 staff that were in that organization.
5 Q. Who is John Pay?
6 A. John Pay was the groups reserve
7 coordinator he working in Lorin Brass
8 organization.
9 Q. If you look at the rest of the
10 paragraph, and I want to direct your attention
11 for a moment to the last -- second to last
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12 sentence that begins, in its July 2002 meeting
13 the CMD discussed reserves booking in light of
14 tightening SEC requirements.
15 Do you recall what was discussed?
16 A. What was discussed at the C M D
17 was the notes, maybe we'll get to that which
18 will incorporate uncertainties and exposures
19 that were there at that point in time and was
20 coupled by a presentation by Lorin Brass.
21 (Van De Vijver Exhibit Number 14
22 was marked for identification.)
23 MR. HABER: I'm handing you what
24 we just marked as Exhibit 14 and while I
25 identify it if you could take a look at it.
0283
1
2

WALTER VAN DE VIJVER
The document is titled note to

3 CMD. Subject: Reserves outlook. It's dated
4 July 18,2002. It's from Mr. Van De Vijver to
5 the CMD and Mrs. J.G. Boynton.
6 The Bates number is LON 01210315
7 through LON 01210337.
8 MR. DOWD: Jeff, there seems to be
9 additional pages after the 337.
10 MR. HABER: Okay: Can we go off
11 the record for one minute.
12 THE VIDEOGRAPHER: We are going
13 off the record. The time is 11:20 a.m.
14 (Interruption.)
15 THE VIDEOGRAPHER: We are back on
16 the record. The time is 11:22 a.m.
17 BY MR. HABER:
18 Q. Mr. Van De Vijver have you taken
19 a look at Exhibit 14?
20 A. Yes. I got page 15 through 37.
21 Yeah?
22 Q. Uh-huh. Have you seen this

document before today?
A. Yes but not with handwriting on

23
24
25 it.
0284
1 WALTER VAN DE VIJVER
2 Q. You do not recognize this as your
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3 handwriting?
4 A. It's definitely not my
5 handwriting. That's all I can say.
6 Q. Okay. Do you recall sponsoring
7 this note?
8 A. Yes.
9 Q. And is this the note that you were
10 referring to in your prior testimony a few
11 moments ago?
12 A. Yes.
13 Q. If you look at the first page it
14 says key objectives of this note are and the
15 first one says to provide full transparency on
16 the nature of our resource base.
17 At the time you wrote this did you
18 feel there was not full transparency on Shell's
19 resource base?
20 A. I felt that the CMD may not have
21 seen the full resource base. I'm talking
22 resource base that goes beyond proved reserves
23 that's the whole resource base.
24 Q. But in your discussion you
25 intended to include the entire resources as well
0285
1 WALTERVANDEVIJVER
2 as the proved reserves?
3 A. Yes.
4 Q. And the exposures that you were
5 seeing?
6 A. Yes.
7 Q. The second thing you say here is,
8 "to outline the challenges we face in maturing
9 volumes to proved reserves." I realize there is
10 a discussion in the note, but generally what
11 were you intending to convey here?
12 A. That's again the general
13 projection of where we were in maturing reserves
14 linked to project activities and whatever in the
15 business.
16 Q. The signature where it says
17 supported by and underneath it has your name.
18 Is that your signature?
19 A. Yes.
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20 Q. Okay. I would like you to take a
21 look at the executive summary for a moment and
22 in particular the second paragraph.
23 The last sentence says, "this
24 equates to a shortfall of 2 to 3 billion BOE
25 proved reserves additions."
0286
1 WALTERVANDEVIJVER
2 A. I'm reading it. I didn't write
3 this document so I just need to read it. Yeah.
4 Q. Before I ask a question about this
5 paragraph, who did write this note?
6 A. I cannot answer that question.
7 That's the Shell system somewhere in Lorin Brass
8 organization but I don't know who contributed to
9 writing this document. I get it from Lorin
10 Brass but I don't know who did the staff work
11 for him.
12 Q. Again when you sailor in Brass'
13 organization are you referring to EPB?
14 A. Yes.
15 Q. Now, with regard to this
16 paragraph, the message in the last sentence, is
17 the message that's being conveyed that there
18 will be a shortfall of 2 to 3 billion BOE in new
19 reserves?
20 MR. TUTTLE: Object to form, calls
21 for speculation.
22 MR. MORSE: Same objection.
23 BY MR. HABER:
24 Q. What do you understand the message
25 being conveyed here as?
0287
1 WALTERVANDEVIJVER
2 A. I cannot be totally sure. I would
3 have to read the total document, but my best
4 guess is that it implies that there would be a
5 shortfall over that medium term of two to three
6 billion proved reserves in order to get to the
7 full 100 percent replacement.
8 Q. I see. If you look at the next
9 paragraph there's a reference to cash again
10 declaration of commerciality. Do you see that?

file:11ICI/Documents%20and%20Settings/daustin/Desktop/Deposition%20Transcripts/020 107wvandervijver .txt (42 of 144)9/1812007 3:54:38 PM



file:1I ICI/Documents %20and %20Settingsl daustin/Desktop/Deposition %20Transcripts/020 107wvandervijver .txt

Case 3:04-cv-00374-JAP-JJH Document 365-2 Filed 10/10/2007 Page 175 of 390
11 A. Yes.
12 Q. What is cash again?
13 A. Cash again is in the oil and gas
14 field in the Caspian Sea, Shell is not the
15 operator but has an equity stake in the project.
16 Q. In July of 2002 do you know if the
17 cash again project had reached VAR 3?
18 A. I don't know.
19 Q. Do you know if it had reached FID?
20 A. Not yet but somewhere in that
21 period it was getting very close. I remember we
22 had quite frequent notes on cash again at that
23 stage because there was quite a bit of up front
24 expenditure on the project.
25 Q. Do you know what the declaration
0288
1 WALTER VAN DE VIJVER
2 of commerciality is?
3 A. Declaration of commerciality was a
4 former milestone in the agreement with the
5 government as part of the contract that the
6 Kazakhstan government there was a milestone if
7 you would reach that would provide the formal
8 commitment to execute the project.
9 Q. What was Shell's relationship with
10 the government of Kazakhstan?
11 A. I think general okay. I went
12 there a few times I recollect but the key is to
13 know that Shell was not the operator of this
14 project so Shell was not in the lead. EN I was
15 the operator of this particular project.
16 Q. Do you know if the Kazakhstan
17 government had issued all of the required
18 approvals for the project to go forward?
19 A. When?
20 Q. At this time?
21 A. I don't know. I only know I later
22 got personally involved in some of the
23 negotiations because there was unhappiness from
24 the government side that the project didn't
25 start-up as quickly as they wanted and there
0289
1 WALTER VAN DE VIJVER
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2 were disputes later around penalties because the
3 government was originally hoping the project
4 which is a massive, very complex project would
5 start-up in 2005. It is a project that would
6 take years and years to execute.
7 Q. Was there any consequence
8 attendant to these disputes with the Kazakhstan
9 government?
10 MR. TUTTLE: Objection to form.
11 THE WITNESS: Well, I think you
12 have to be careful you don't mix time zones
13 here. We're talking here about where the
14 project was at this stage. Of course there were
15 later subsequent developments that occurred
16 later.
17 BY MR. HABER:
18 Q. Why don't we take those subsequent
19 developments while we're on the project?
20 A. I think at this stage and later
21 during the year the project was proceeding
22 according to plan and I think before the end of
23 the year that milestone of declaration of
24 commerciality was achieved. What happened
25 thereafter were delays because the government
0290
1 WALTERVANDEVIJVER
2 was then getting upset with the operators
3 because we then told them the project would not
4 actually given all the engineering work and
5 everything the difficulty procurement et cetera
6 that needed to be done, that the project would
7 not start-up until 2007 ,2008 and the government
8 essentially wanted to be compensated for that.
9 So that played all the way to early 2004 where I
10 actually visited Kazakhstan myself and met with
11 both the oil minister and the prime minister at
12 that time, but at this time I had not had any
13 until later part of 2003 so I didn't have any
14 personal involvement in this project.
15 Q. Do you know if EN I had booked any
16 reserves as proved in the project?
17 MR. TUTTLE: Time period?
18 BY MR. HABER:
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19 Q. Let's start at 2002?
20 A. I do recollect there were
21 discussions on that in 2003 but Idon't
22 recollect the details any more.
23 Q. SOin 2002 there was no booking by
24 EN I if you know?
25 MR. TUTTLE: Objection to form.
0291
1 WALTERVANDEVIJVER
2 MR. MORSE: Objection to form
3 mischaracterizes the testimony.
4 BY MR. HABER:
5 Q. The paragraph that follows says,
6 "accelerating the booking of Kashagan to 2002
7 weakens the outlook for 2003 to some 70 percent
8 organic RRR -- some 480 million BOE short of
9 full organic proved reserves replacement with
10 further downside in the event that Sakhalin does
11 not go ahead."
12 Let's just take the first part of
13 that sentence. Do you recall discussions about
14 accelerating the booking of proved reserves in
15 Kashagan at or about the time of this note?
16 A. No.
17 Q. Do you know if -- withdrawn.
18 What is the reference to Sakhalin?
19 A. Well, Sakhalin is a huge project
20 that was at this time was being worked very hard
21 to get the final approvals from government to
22 proceed.
23 Q. Where is the Sakhalin field
24 located?
25 A. Very much at the East Coast of
0292
1 WALTERVANDEVIJVER
2 Russia. Old Sakhalin island.
3 Q. Was Shell the operator of the
4 project?
5 A. Yes.
6 Q. I would like you to look at page
7 331, it's attachment 1 G. What is attachment 1
8 G?
9 A. It's -- I need the context. Lots
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10 of attachments. Is there a reference in the
11 text to this table? It is sort of an exposure
12 list.
13 MR. DOWD: Just say what it is.
14 Look at it and tell him what it is.
15 THE WITNESS: It summarizes a
16 bunch of countries and the summary about the
17 state of some of the challenges that are out
18 there per operating units all the way from
19 talking about Namibia with some scope for
20 recovery issues to issues around progress from
21 project.
22 BY MR. HABER:
23 Q. If you just take a look at your
24 Exhibit 1, your letter and look at the
25 attachment 1 G is this the exposure list you
0293
1 WALTERVANDEVIJVER
2 were referring to in your letter?
3 A. Yes, but it is a little bit
4 combination with some of the other tables,
5 right? You have to -- this is sort of where the
6 thing was still evolving and how it was
7 presented. There are some of these other tables
8 around constraints within licenses and possible
9 constraints so you have to look at it in
10 totality to get the full prospective of what the
11 challenges were and exposures were.
12 Q. I would like you to look at
13 Australia for a moment?
14 A. Yeah.
15 Q. It says Gorgon stranded gas
16 (560 million BOE proved reserves booked)
17 possible barriers to commercialization of much
18 of the SFR portfolio.
19 What does stranded gas mean?
20 A. Stranded gas is gas that has not
21 been developed, produced.
22 Q. And by what's stated here you
23 meant to convey that 560 BOE of gas had not been
24 developed and produced?
25 MR. DOWD: Objection to form,
0294
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1 WALTERVANDEVIJVER
2 foundation. He already testified he didn't
3 prepare this document.
4 MR. HABER: He also sponsored it
5 and signed it.
6 THE WITNESS: This table makes it
7 clear that 560 million barrels of proved
8 reserves had been booked on Gorgon.
9 BY MR. HABER:
10 Q. At this time in July of 2002 do
11 you know if there was any production with the
12 Gorgon gas?
13 A. No.
14 Q. Do you know July 2002 if there had
15 been any sales contracts that had been executed
16 between Shell and any buyer for the gas?
17 A. I would not know for sure but it
18 certainly was not developed yet. Had not
19 reached FID yet.
20 Q. Do you know if Shell had received
21 all the required regulatory approvals from the
22 Australian government and the time frame I'm
23 talking about at this time?
24 A. I think the answer is no. My
25 apologies for the way I answer because there are
0295
1 WALTER VAN DE VIJVER
2 things that I learned about Gorgon way back in
3 January 2004 that I didn't know at that stage.
4 Q. I'll get to that in a moment. I
5 just want to stay at this time in 2002?
6 A. No, no, sure.
7 Q. Had you heard of something called
8 Barrow island?
9 A. Yes.
10 Q. And where is Barrow island?
11 A. Somewhere offshore western
12 Australia.
13 Q. What is the significance of Barrow
14 island to the Gorgon project?
15 A. I don't know whether I knew it at
16 that stage but I definitely learned over time
17 that that was the on shore facility location for
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18 the Gorgon development.
19 Q. When you say you learned over time
20 are you referring to in January 2004 or sometime
21 prior to that?
22 A. It may have been on that specific
23 thing on Barrow island it may be earlier as
24 well.
25 Q. Do you have any recollection of
0296
1 WALTERVANDEVIJVER
2 when?
3 A. No. I cannot be sure.
4 Q. Did you learn that Barrow island
5 was an environmentally protected island. 1\

6 wear wear objection to form and foundation?
7 A. Yes. The thing I can't answer is
8 when I learned that.
9 Q. As an environmentally protected
10 island was Shell required to get approvals from
11 the Australian government?
12 MR. TUTTLE: Objection to form,
13 foundation.
14 THE WITNESS: I think I can only
15 give the general answer that for any type of
16 development of this nature there would have been
17 governmental approvals need to be achieved.
18 BY MR. HABER:
19 Q. Now you said that you learned
20 other facts about Gorgon in January of 2004.
21 What other facts are you referring to?
22 A. There are a couple. I learned in
23 January '04 that there actually had been a
24 request from the operating unit to debook Gorgon
25 and that subsequently Anton Barendregt did an
0297
1 WALTERVANDEVIJVER
2 audit in Australia and recommended that Gorgon
3 could still remain on the books.
4 I also learned that Gorgon was
5 being used as an important element of the
6 acquisition of Woodside during that time period
7 2000 I think it was and I learned in
8 January 2004 originally it was not booked as a
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9 new discovery but as a revision.
10 Q. Let's take the last fact that you
11 learned that Gorgon was not booked as a new
12 discovery but a revision. How did you learn
13 that?
14 A. That was actually a bit in an
15 awkward manner when after Shell made an
16 announcement on the reserve recategorization one
17 of the analysts from Lehman Brothers, I can't
18 particularly remember the name, came to Simon
19 Henry and said that he had looked at Shell's 20
20 F for 1997 and couldn't find the Gorgon booking
21 and clearly that got me panicking a little bit
22 thinking we had our numbers wrong but then it
23 turned out that we discovered that it was booked
24 as a revision rather than as a new discovery.
25 Normally you would expect a first time booking
0298
1 WALTERVANDEVIJVER
2 it would happen as a discovery rather than as a
3 revision of something that already was there in
4 the past.
5 Q. Did you ever try to inquire as to
6 the reasons why Gorgon was reported as a
7 revision?
8 A. I think in the context of finding
9 the information I just mentioned to you it was
10 actually I was desperate in the project Rockford
11 to get data ammunition on the original booking
12 of Gorgon.
13 And I actually, we sent staff out
14 to Australia to find an audit on the booking,
15 and they came back with empty ends and the only
16 thing I got in the end of January was from notes
17 from John Darley, who was my technical director,
18 with the information I just mentioned to you
19 earlier.
20 Q. When you say empty ends, what do
21 you mean?
22 A. They couldn't find an audit trail,
23 visiting Australia they couldn't find
24 documentations referring to the original booking
25 of Gorgon.
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2 Q. Do you know who was responsible in
3 the discussion of the 20(F) about Gorgon as a
4 revision?
5 MR. TUTTLE: Objection. To make
6 clear, you're talking about in the 1997 20(F).
7 THE WITNESS: I don't know, I'm
8 not involved in that process. That's down to
9 the group finance line reporting is done. I
10 can't give you any more detail than that.
11 BY MR. HABER:
12 Q. Do you recall reviewing any
13 documents in or about January of 2004 that
14 explained why Gorgon was reported as a revision?
15 A. I think I got verbal information
16 that it was probably an error at the time that
17 it had been booked for the first time as an
18 expectation reserve Bichsel Australia the year
19 before. And when they categorized it as a
20 proved reserve they called it a revision.
21 Q. How did you learn that?
22 A. Through the same -- through the
23 same information. Through the organization,
24 whether it was John Darley, but somewhere in the
25 central organization.
0300
1 WALTERVANDEVIJVER
2 Q. Did you ever inquire as to the
3 reasons why Shell never corrected the reporting
4 of Gorgon as a revision in its 20(F)?
5 MR. TUTTLE: Objection to form,
6 foundation.
7 THE WITNESS: No. I mean clearly
8 I was -- I was shocked to find out in January
9 '04 about some of the history, particularly this
10 sort of recommendation from an operating unit to
11 debook and then ultimately it didn't debook.
12 That was a big surprise for me.
13 MR. HABER: I'm told we have to
14 change the videotape, so why don't we take a
15 short break.
16 THE VIDEOGRAPHER: This marks the
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17 end of tape one, Volume II, in the deposition of
18 Mr. Van De Vijver. We're going off the record.
19 The time is 11:50 a.m.
20 (Videotape change.)
21 THE VIDEOGRAPHER: This marks the
22 beginning of tape two, Volume II. This the
23 deposition of Mr. Van De Vijver. We're back on
24 the record. The time is 11:55 a.m.
25 BY MR. HABER:
0301
1 WALTER VAN DE VIJVER
2 Q. Mr. Van De Vijver, going back to
3 your earlier answer when I asked you what facts
4 you had learned in January 2004, the first thing
5 you had said is that there had been a request
6 from the operating unit to debook Gorgon and
7 that subsequently Anton Barendregt did an audit
8 in Australia and recommended that Gorgon could
9 still remain on the books.
10 Can you describe a little bit more
11 what you had learned in that regard?
12 A. Well, what I learned from John
13 Darley, I got a couple of e-mails from staff,
14 from Shell development organization, and then I
15 also got a copy of the audit report that Anton
16 Barendregt did after he visited with his
17 recommendation that it was okay to keep Gorgon
18 as a proved reserve.
19 Q. What was your reaction when you
20 had learned that the operating unit was
21 requesting a debooking of Gorgon?
22 A. Well, I was -- I was surprised
23 that even operating unit that has the most
24 up-to-date knowledge about their assets and
25 understanding that if they would recommend
0302
1 WALTERVANDEVIJVER
2 debooking that someone from the group reserve
3 auditor who ultimately has the skills and
4 expertise, I'm not denying that, came with the
5 recommendation to keep it on the book.
6 Q. Did that make you come to question
7 Mr. Barendregt's judgment?
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8 A. Yes, a little bit, but I already
9 had that a month earlier after the report and
10 his recommendation on Oman, his audit report on
11 Oman.
12 Q. Why don't you explain that.
13 A. Yes. We're drifting a little bit.
14 But when Ireceived the audit
15 report on Oman, a copy of that, and put it in
16 the context of Ihad just visited Oman a couple
17 days before, Iwas very surprised at his
18 conclusion from his audit report was that it was
19 okay to keep the Oman reserves at least another
20 year on the books as further studies were taking
21 place. And not being the expert, Ijust was
22 surprised by his judgment and his recommendation
23 to do so.
24 Q. Do you recall what his report had
25 said about Oman, that is whether it was a
0303
1 WALTERVANDEVIJVER
2 satisfactory report or an unsatisfactory report?
3 A. Unsatisfactory report.
4 Q. Do you recall receiving this note
5 in or about the end of November, early December
6 of 2003?
7 A. I think it was around the 17th of
8 November in 2003.
9 Q. Did you ever talk -- going back to
10 Gorgon now, did you ever talk to the people from
11 SDA who were -- who had requested a debooking of
12 Gordon?
13 A. No.
14 MR. TUTTLE: Objection to form,
15 foundation.
16 BY MR. HABER:
17 Q. Do you know who at SDA had been
18 requesting that Gorgon be debooked?
19 A. Sorry.
20 Q. Do you know who at SDA was
21 requesting?
22 A. No. I don't recollect the name.
23 There are documents. I don't recollect it at
24 this point in time.
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25 Q. Do you know who Sheila Graham is?
0304
1 WALTERVANDEVIJVER
2 A. No.
3 Q. Do you know who Sarah Bell is?
4 A. No.
5 Q. Do you know a Helge Hammer?
6 A. No.
7 Q. Going back to your prior answer,
8 the other fact that you identified you had
9 learned in January '04 about Gorgon, was that
10 Gorgon was being used as an important element of
11 the acquisition of Woodside?
12 A. Yes.
13 Q. During the time period of 2000?
14 A. Yes.
15 Q. Can you explain?
16 A. I think it was 2000.
17 Q. Can you explain what you had
18 learned?
19 A. This was all before my time, but I
20 had gotten -- as part of my January note I got
21 an extract from an offering memorandum that was
22 used during the process of an attempted
23 acquisition -- acquisition/merger of Woodside
24 where there had been a reference through the
25 value of Gorgon as an asset as one of the swaps,
0305
1 WALTERVANDEVIJVER
2 trading chips, to acquire the majority in
3 Woodside.
4 Q. At the time was Shell trying to
5 acquire Woodside?
6 A. As I said, there was an attempt.
7 I don't know the exact date. I think it was
8 2000 or early 2001, there was an attempt to get
9 full control of Woodside where Shell already had
10 a stake of 34 percent in it, but they wanted to
11 get a full control.
12 Q. Did Shell succeed in its attempt
13 to acquire all of Woodside?
14 A. No, it didn't. That acquisition
15 did not succeed.
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16 Q. Since we're still on Woodside -- I
17 mean Gorgon, do you recall ever visiting SDA
18 during your tenure as head of EP?
19 A. I visited Australia once in
20 September 2002.
21 Q. Did anyone accompany you?
22 A. I was there for part of the visit
23 together with Malcolm Brinded.
24 Q. Who is Malcolm Brinded?
25 A. He was a colleague of mine at the
0306
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2 CMD and he had regional responsibility for the
3 Far East and responsibility for the gas and
4 power business.
5 Q. Do you have an understanding as to
6 why Mr. Brinded accompanied you?
7 A. I think the timing as such was
8 sort of coincident. I mean this was one of his
9 regular visits to that region to maintain
10 relationships. I think it was just convenient
11 that we learned that we were sort of both going
12 at the same time to allow to sort of jointly get
13 a briefing from the Shell Development Australia
14 Organization, SDA, on activities in the country
15 and then we went our own separate ways.
16 Q. Do you recall getting a briefing
17 from SDA about Gorgon?
18 A. I do recall that we got a briefing
19 on all particular activities in Australia, so
20 that would have included Gorgon.
21 Q. Did Mr. Brinded attend that
22 briefing?
23 A. We were together.
24 MR. HABER: I would like to mark
25 as Exhibit 15.
0307
1 WALTERVANDEVIJVER
2 MR. DOWD: Are you through with
3 14?
4 MR. HABER: Not yet.
5 MR. DOWD: Okay.
6 MR. HABER: A document that I will
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7 identify for the record and while I'm
8 identifying it I will give Mr. Van De Vijver an
9 opportunity to look at it.
10 (Van De Vijver Exhibit Number 15
11 was marked for identification.)
12 MR. HABER: For the record, what
13 we just marked as Exhibit 15 is a series of
14 E-mails, the last of which is from Jim Mair,
15 dated September 23, 2002 to Mr. Van De Vijver
16 with a cc to Lorin Brass and Frank Coopman,
17 subject line is Re: Australia visit.
18 The Bates number is HAG 00084944
19 through HAG 00084946.
20 BY MR. HABER:
21 Q. Mr. Van De Vijver, have you seen
22 Exhibit 15 before?
23 A. Yes.
24 Q. Is this a report of your visit to
25 Australia that you just testified about?
0308
1 WALTERVANDEVIJVER
2 A. Yes.
3 Q. Who is Jim Mayer?
4 A. Jim Mayer is an individual that
5 works in Lorin Brass' organization responsible
6 for acquisitions and divestments.
7 Q. Do you know if Mr. Brinded had
8 prepared a trip report?
9 A. I don't know.
10 Q. I would like you to look at the
11 second page, which is your e-mail of
12 September 22, 2002, to Philip Watts, Jeroen Van
13 Der Veer, Paul Skinner, Malcolm Brinded and a cc
14 to Judith Boynton, Dominique Gardy and yourself.
15 Before I do that, Paul Skinner,
16 was he a member of the CMD?
17 A. Yes.
18 Q. Why did you send Mr. Skinner this
19 trip report?
20 A. I think, as I explained earlier, I
21 usually had a practice to send my visit report
22 to all my colleagues at the CMD and Judy
23 Boynton, who at that time was not a member of
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24 the CMD, was attending every CMD meeting.
25 Q. Were Mr. Van Der Veer, Skinner and
0309
1 WALTERVANDEVIJVER
2 Brinded members of the conference, as well, at
3 this time?
4 A. Yes.
5 Q. Now, looking at the second page
6 under some observations. If you look at the
7 bullet point that begins, internal conflicts on
8 what stranded gas reserves should be it says,
9 "out of the block"?
10 A. Yes.
11 Q. Next, "Woodside does not have
12 equity in Gordon (the next logical choice
13 partner alignment)."
14 What did you mean by that?
15 A. This is the reference around -- at
16 that stage there are quite a few stranded gas
17 reserves off the coast of western Australia that
18 were all vying for the same market, whether it
19 was the Far East or the West Coast of the United
20 States. For Shell the situation was always a
21 bit complex because on the one hand we had an
22 equity in Woodside and wanted to make sure
23 Woodside was successful.
24 On the other hand, we had our own
25 interest in Shell Development Australia with,
0310
1 WALTERVANDEVIJVER
2 for instance, to Gorgon project and all the
3 projects had to sort of do their own fighting in
4 the market and the one that is the best will
5 ultimately win, but given the size and the
6 attractiveness of Gorgon, I say here the logical
7 choice from the Shell perspective would be in
8 terms of the stranded gas reserves, the next
9 logical one would be Gorgon.
10 Q. We can put this aside for the
11 moment.
12 If we could go back to Exhibit 14.
13 Do you recall if a presentation was made to the
14 CMD about the content that's in this note?
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15 A. Yes. This was a presentation, you
16 can see that on the format of the note. If it
17 is a note to CMD that means it normally gets
18 agenda time in the company for a presentation.
19 Q. Do you know who made the
20 presentation?
21 A. Lorin Brass.
22 Q. Did you discuss the presentation
23 with Mr. Brass before he made it?
24 A . Not that I recall.
25 Q. Do you recall if there was any
0311
1 WALTER VAN DE VIJVER
2 discussion during Mr. Brass' presentation about
3 the content of his presentation?
4 A. Yes. There was some discussion
5 and it should be reflected in the minutes.
6 Q. Do you recall the discussion that
7 took place?
8 A. One of the things that took place
9 was a question by Phil Watts to Lorin Brass
10 whether he considered that we had to do any
11 debooking of reserves at that point in time.
12 Q. And do you recall what Mr. Brass
13 had said?
14 A. He said no.
15 Q. Were you satisfied with Mr. Brass'
16 presentation?
17 A. Yes. As far as I can recollect.
18 (Van De Vijver Exhibit Number 16
19 was marked for identification.)
20 BY MR. HABER:
21 Q. I'm handing you what has just been
22 marked as Van De Vijver 16. And for the
23 record, Exhibit 16 are, in the upper left-hand
24 corner it says draft. The title is Committee of
25 Managing Directors Minutes of the Meeting Held
0312
1 WALTERVANDEVIJVER
2 in London on Monday 22 and Tuesday 23 July 2002.
3 The Bates number is HAG 00083068
4 through HAG 00083097.
5 Mr. Van De Vijver, have you seen
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6 Exhibit 6 before today?
7 A. Yes.
8 Q. What is Exhibit 16?
9 A. This is a draft of the minutes of
lOa meeting of the committee of managing directors
11 and a draft that normally at the follow-up
12 meeting will get finalized through discussion
13 and issued.
14 Q. Do you recall reviewing this draft
15 at some point subsequent to July 22, 23, 2002?
16 A. Yes, because it has my hand
17 scribbles on it.
18 Q. If you could turn to page 18 of
19 the document itself with the Bates number 84.
20 Under number 13, reserves outlook.
21 Are these handwritten notes and
22 comments yours?
23 A. Yes.
24 Q. Okay. When you read these minutes
25 were you satisfied with what had been
0313
1 WALTERVANDEVIJVER
2 transcribed and disseminated for review?
3 A. No.
4 Q. Why not?
5 A. Because I felt that, as you can
6 see from my comment, that the language around
7 debooking was too strongly worded as there were
8 still a lot of things as part of the activities
9 that were ongoing that were being worked. There
10 were still uncertainties and exposures out there
11 and then I made a little bit more brutal comment
12 on the last sentence in that draft.
13 Q. And what does that comment say?
14 A. It says, "smart ass bull shit."
15 Q. Why did you write that?
16 A. Because I was totally clueless
17 what that sentence was trying to portray.
18 Q. Do you know who is responsible for
19 writing the minutes?
20 A. The minutes are being taken by a
21 secretary of CMD that attends the meetings. I
22 don't know before we get it whether they are
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23 being reviewed by anyone. I only know that the
24 process is during those meetings that the
25 chairman runs the meeting and he also runs the
0314
1 WALTERVANDEVIJVER
2 process of finalizing the minutes.
3 Q. And the chairman of CMD at the
4 time was Phil Watts?
5 A. Yes.
6 Q. Other than what you pointed out
7 within number 13 as being too strongly worded,
8 were you satisfied with the remainder of the
9 content of number 13?
10 A. No, because I wanted that section
11 that I sort of circled, I wanted the language
12 changed there, as well.
13 Q. And why did you want that language
14 changed?
15 A. I wanted it changed because, as I
16 mentioned, I wanted to have a recognition that
17 there were still uncertainties out there.
18 Q. What does the handwriting on the
19 right margin say where that's circled?
20 A. That's why I said true? And then
21 I have debooking Nigeria, Oman.
22 Q. Why did you say debooking Nigeria,
23 Oman?
24 A. This is ongoing concerns we had
25 around the uncertainties in those two countries
0315
1 WALTERVANDEVIJVER
2 that we discussed quite a few times today, same.
3 Q. SOother than -- withdrawn.
4 Do you feel Mr. Brass presented
5 those issues to the CMD satisfactorily?
6 MR. TUTTLE: Objection, asked and
7 answered.
8 THE WITNESS: As I said earlier, I
9 did not have a problem with his presentation.
10 BY MR. HABER:
11 Q. Other than the handwritten insert
12 at the top of the page, the part where you
13 circled and then the bottom sentence that you
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14 made the comment on, were you satisfied with the
15 remainder of what's left in number 13?
16 A. Yes.
17 Q. Just for the record, what does the
18 handwriting say on the top of the page?
19 A. Finding new material investment
20 opportunities.
21 Q. Why did you insert that, want that
22 inserted?
23 A. Because that was one of the
24 challenges of our business. The whole pipeline
25 of projects.
0316
1 WALTER VAN DE VIJVER
2 Q. One more document and then we'll
3 break.
4 MR. DOWD: That's what you said
5 ten minutes ago.
6 MR. HABER: I'm sorry.
7 I'm going to mark as Exhibit 17 a
8 one-page document that says extract from the
9 minutes of a meeting of the committee of
10 managing directors. In the upper left-hand
11 corner of it it says CMD number 2526 22/23 July
12 2002.
13 The Bates number is V 00030240.
14 (Van De Vijver Exhibit Number 17
15 was marked for identification.)
16 BY MR. HABER:
17 Q. Have you seen this document
18 before?
19 A. Yes.
20 Q. And what is this?
21 A. Every time there is a CMD meeting
22 minutes get produced of the final minutes of the
23 meeting, but on top of that extracts are being
24 sent out to the people that attended the
25 particular sessions on a subject and that's what
0317
1 WALTERVANDEVIJVER
2 the one you see on this agenda item. So this
3 particular thing would then be sent again to
4 myself and, in this case, to Lorin Brass who
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5 attended the meeting.
6 Q. Do you know if this represents the
7 final version of the minutes on this particular
8 point?
9 A. The way it looks it's the final,
10 yeah. It has a number, yeah.
11 Q. Do you know if the final version
12 reflected your comments that we talked about on
13 Exhibit 16?
14 A. Well, we have to go back at the
15 worst; right? But I'm sure I made sure that
16 things got changed. Yeah. It did.
17 Q. When you say yeah, you're
18 referring to what?
19 A. Sorry. I refer to the sentence to
20 flag there are still uncertainties out there on
21 booking and the last sentence got changed, as
22 well.
23 Q. Do you know if this change was
24 made -- withdrawn.
25 Did you have to negotiate for this
0318
1 WALTER VAN DE VIJVER
2 change?
3 A. Yes.
4 Q. And who did you have to negotiate
5 with?
6 A. The chairman.
7 Q. And why is that?
8 A. Because he controls the process.
9 Q. What did Mr. Watts want?
10 A. Mr. Watts was initially happy with
11 the way it was written and I can't remember the
12 exact discussion, but this is the final outcome
13 of the minutes.
14 Q. Do you recall why he wasn't
15 satisfied?
16 MR. MORSE: Objection to form,
17 mischaracterizes his prior testimony.
18 BY MR. HABER:
19 Q. Did you say he was happy?
20 A. Yeah.
21 Q. Okay. I withdraw the question.
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22 MR. DOWD: I did not object. I
23 don't want his objection.
24 MR. TUTTLE: As long as you don't
25 object to it again.
0319
1 WALTERVANDEVIJVER
2 BY MR. HABER:
3 Q. This language reflected in
4 Exhibit 17, is this language that you proposed?
5 A. I cannot recall whether that was
6 the exact language I proposed. For me the key
7 point was to make sure that minutes reflected,
8 that there were remaining uncertainties and
9 that's it.
10 Q. Were you satisfied with the way
11 the minutes appeared in their final form?
12 A. Yes.
13 MR. HABER: This is a good time to
14 break.
15 THE VIDEOGRAPHER: We are going
16 off the record. The time is 12:24 p.m.
17 (Whereupon, at 12:24 p.m., a lunch
18 recess was taken.)
19
20
21
22
23
24
25
0320
1 WALTERVANDEVIJVER
2 AFTERNOON SESSION
3 (1:18 p.m.)
4 THE VIDEOGRAPHER: We are back on
5 the record. The time is 1:18 p.m.
6 MR. HABER: Before we get started,
7 I just want to do a housecleaning matter.
8 It was brought to our attention
9 Exhibit 8 is not one document. Yesterday there
10 was a question about whether the second page of
11 the document was part of the document and after
12 further review Bichsel and the lead plaintiff we
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13 concluded that the handwritten note portion of
14 the exhibit is not, in fact, a part of
15 Exhibit 8.
16
17 EXAMINATION BY COUNSEL FOR
18 LEAD PLAINTIFF -- RESUMED
19
20 MR. HABER: I would like to mark
21 as Exhibit 18 a multi-page document which refers
22 to Mr. Van De Vijver's testimony earlier and
23 some questions that I had asked him.
24 (Van De Vijver Exhibit Number 18
25 was marked for identification.)
0321
1
2
3

WALTER VAN DE VIJVER

MR. HABER: The document is an
4 e-mail from Marian Van Der Laan on behalf of
5 Mr. Van De Vijver. It's dated May 16,2002 and
6 it's to Zaharuddin Megat with a cc to Jeroen Van
7 Der Veer and Carol Dubnicki. The subject is
8 Oman visit 8-11 May 2002. Attached to the
9 e-mail is the Oman trip report of May 8,2002.
10 The Bates number is HAG 00208193
11 through HAG 00208199.
12 Mr. Van De Vijver, you'll notice
13 that the trip report that's attached appears to
14 be the same trip report that we discussed
15 earlier that was marked as Exhibit 12.
16 THE WITNESS: Yeah. Okay.
17 BY MR. HABER:
18 Q. The only difference in this
19 exhibit is the covering e-mail and I had asked
20 you a question, if you recall who it was
21 distributed -- this trip report was distributed
22 to and you said you would have to look at an
23 e-mail. Does this refresh your recollection
24 about if the document was distributed to my
25 member of the CMD?
0322
1 WALTERVANDEVIJVER
2 A. I guess on evidence of this
3 document that would suggest it only went to
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4 Jeroen Van Der Veer.
5 Q. Do you have any recollection why
6 it went to Carol Dubnicki?
7 A. No, but I can assure my secretary
8 carried that on the basis of the attachment
9 which was my assessment of the management team,
10 so as an H.R. director to share it with her.
11 Q. And you directed Ms. Van Der Laan
12 to send this e-mail and the trip report?
13 A. I do not recollect why it had this
14 distribution.
15 MR. DOWD: Listen to the question.
16 BY MR. HABER:
17 Q. The question was did you ask her
18 to send this trip report to the people
19 identified on the e-mail?
20 A. Yes.
21 Q. Okay. You can put this aside now.
22 (Van De Vijver Exhibit Number 19
23 was marked for identification.)
24 MR. HABER: I'm going to mark as
25 Exhibit 19 a two page document. It's a series
0323
1 WALTER VAN DE VIJVER
of e-mails, the last of which is from Judith
Boynton, dated August 22, 2002, to Mr. Van Der

4 Vijver. The subject line reads: IR-US field
5
6

2
3

trip.
The Bates range and there are two

Bates ranges, the first is V 00020564. The
second is -- through V 00020565 and the other

9 range is DB 01327 through DB 01328. Do you
10 recall seeing this e-mail string before today?

THE WITNESS: Yes.
BY MR. HABER:

7
8

11
12
13 Q. I would like you to take a look at
14 the e-mail that you sent to Mr. -- I'm sorry,
15 that you sent to Mr. Watts with a cc to
16 Ms. Boynton. That's the middle e-mail dated
17 August 22, 2002.
18 First of all, in looking at the
19 e-mail do you recall why you sent this e-mail?
20 A. As a response to an e-mail that I
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21 got from Phil Watts.
22 Q. Did you understand in the e-mail
23 Mr. Watts asking you for information?
24 A. His e-mail is indicating about a
25 US fuel trip, something at that stage I didn't
0324
1 WALTERVANDEVIJVER
2 know anything about and seeing then the e-mail
3 from Phil and given my early reactions to his
4 comments about the EPP looks very light.
5 Q. Do you know what EPPs he was
6 referring to?
7 A. I don't know the details, but this
8 fuel trip must have been one of those trips to
9 the US operations where a variety of
10 presentations would be given on old businesses
11 including E&Ps and I would be a piece of E&P in
12 that total material.
13 Q. Was this part of the business week
14 that you testified about yesterday?
15 A. No, no, no.
16 Q. This is separate?
17 A. This is separate.
18 Q. Do you recall if there were
19 external auditors who -- I'm sorry. Let me --
20 withdrawn.
21 Do you recall if there were any
22 external analysts, market analysts, who attended
23 in the US?
24 A. This is about an IR so investor
25 relations US field trip, so that would be
0325
1 WALTER VAN DE VIJVER
2 involving a trip that involved analysts and the
3 likes. External presentation.
4 Q. SOit would be an external
5 presentation to market analysts?
6 A. Yes.
7 Q. Do you know if any institutional
8 investors were also invited?
9 A. I don't have that type of detail.
10 Q. Were field trips to the United
11 States scheduled -- regularly scheduled during
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12 your tenure?
13 MR. TUTTLE: Object to form.
14 THE WITNESS: I'm not sure. I
15 know about this particular one and this is --
16 it's called a field trip because there would
17 sometimes would be the initiative that investor
18 relations people would invite analysts and the
19 financial community to actually go and visit
20 specific locations where we had operations. I
21 recall that there was once one in Egypt, for
22 instance, a couple years earlier. So this was
23 just a way where the analysts would be able to
24 get a more direct exposure to the people in
25 operations in a particular area.
0326
1 WALTERVANDEVIJVER
2 BY MR. HABER:
3 Q. Do you recall any discussions in
4 the CMD about investor relations activities in
5 the United States?
6 A. There was a regular program that
7 was controlled by investors in London that would
8 coffer whatever would happen in terms of global
9 activities on the IR scale.
10 Q. That would include activities
11 within the United States?
12 A. Yes.
13 Q. How would you describe the
14 investor relation activities within the United
15 States?
16 MR. TUTTLE: Object to form.
17 THE WITNESS: I don't quite
18 understand your question.
19 BY MR. HABER:
20 Q. You say there was a regular
21 program. Did part of this program include
22 scheduled conferences with US based analysts?
23 MR. WEED: Objection,
24 mischaracterization.
25 THE WITNESS: There was a program
0327
1 WALTERVANDEVIJVER
2 that was a global program that included what we
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3 called one to one sessions and formal
4 presentations, conferences and in this
5 particular case, a field contribute to the
6 United States.
7 BY MR. HABER:
8 Q. My focus of my questions are --
9 have to do with the program as it related to
10 activities in the United States.
11 Do you recall the program
12 including one on one sessions with analysts in
13 the United States?
14 A. Yes. If the program included
15 conferences, larger conferences, not one on one,
16 but larger conferences with market analysts in
17 the United States . Yes, because I did a few of
18 those sessions, as well.
19 Q. Were there certain cities that
20 Shell had focused on to make presentations?
21 MR. TUTTLE: Objection to form,
22 calls for speculation.
23 THE WITNESS: Not directly. I
24 know that personally I've been involved in New
25 York, Boston and Houston, if I recollect
0328
1 WALTERVANDEVIJVER
2 correctly, but there were more of those type
3 activities by my colleagues.
4 BY MR. HABER:
5 Q. In what year do you recall going
6 to New York and Boston and Houston?
7 A. I think in 2002 and 2003. I
8 wouldn't recollect the exact dates.
9 Q. As a general matter, was there a
10 purpose behind meeting with market analysts in
11 the United States?
12 MR. TUTTLE: Object to form.
13 THE WITNESS: Clearly, I was not
14 in control of the process. That was run by IR
15 and thereby the organization in London, but it
16 was generally to give an update to the relevant
17 financial people in the financial market about
18 the state of the business.
19 BY MR. HABER:
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20 Q. In terms of the state of the
21 business, would that also include discussion of
22 Shell's reserves position?
23 A. Whatever was relevant on the
24 overall state of the business. It would have
25 included numerous in achieved reserves replace.
0329
1 WALTERVANDEVIJVER
2 Ratio, for instance.
3 Q. Would it have also included
4 discussion of particular operating units?
5 A. Yes, and projects as such.
6 Q. In the trips that you attended
7 within the United States do you recall any
8 discussion about Oman?
9 A. No, I don't have any specific
10 recollection of that.
11 Q. Do you recall any discussion about
12 Nigeria?
13 A. Yes. I think we did talk about
14 the whole project for the on shore gas gathering
15 in Nigeria and related activities and the
16 deepwater projects.
17 Q. Do you recall any specifics of
18 what was discussed?
19 A. No, not the detail anymore, no.
20 Q. A moment ago you mentioned an
21 investor relations program. Was this program
22 something that needed to be approved by the CMD?
23 A. I don't exactly know how to answer
24 that question. I know it was discussed by Judy
25 and Phil-- Judy Boynton and Phil Watts at CMD.
0330
1 WALTERVANDEVIJVER
2 Q. Do you recall any discussion -- at
3 these times when Ms. Boynton or Mr. Watts spoke
4 about investor relations, about the importance
5 of the United States market for investor
6 relations?
7 MR. TUTTLE: Objection,
8 foundation.
9 MS. SENNETT: Objection to the
10 form of the question.
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11 THE WITNESS: No.
12 BY MR. HABER:
13 Q. If you can look at Exhibit 19.
14 A. Yes.
15 Q. One more thing. When you came to
16 the United States to make these presentations
17 did anyone accompany you?
18 A. There would always would be a
19 representative from the IR department with me.
20 Q. And do you recall who that
21 representative was?
22 A. No. There were a couple. I
23 wouldn't know particularly which ones. I mean
24 there would be Simon Henry himself, who was head
25 of IR, or would be his US representative that
0331
1 WALTERVANDEVIJVER
2 would be part of it or someone else in his
3 organization if it was in Europe.
4 Q. Do you know who his US
5 representative was?
6 A. I think it changed during my
7 tenure. Initially it was David Sexton, Sexton.
8 Q. Do you know who replaced
9 Mr. Sexton?
10 A. No. I cannot recollect the name.
11 If you give me a name I say yes or no. I don't
12 know the exact name.
13 Q. Okay. David Sexton is the only
14 one I know of.
15 Looking at the exhibit now, 19.
16 In your response and, again, I'm talking about
17 the e-mail that you sent a day later on
18 August 22nd. The second sentence -- third
19 sentence you say, "I feel strongly that we
20 should stop talking to analysts about things we
21 have not delivered yet/or still low POS in terms
22 of implementation. We should learn from
23 FLNG/FONG/sunrise/coup do examples and be
24 cautious about Sakhalin Brazil, et cetera."
25 Why did you feel that you
0332
1 WALTER VAN DE VIJVER
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2 should -- you, meaning Shell, should stop
3 talking to analysts?
4 MR. TUTTLE: Objection to the
5 characterization of the document.
6 THE WITNESS: What I was trying to
7 portray here was just my overall recurring theme
8 that I wanted to make sure that we would have
9 total realism in terms of our external
10 presentations based on the facts that we had in
11 hand on the state of our business.
12 BY MR. HABER:
13 Q. What things had not been delivered
14 yet?
15 A. Well, I think there are some
16 examples given here; right. All these acronyms.
17 FLNG means floating LNG.
18 Q. And to what does that refer?
19 A. That was initial initiative to
20 develop a floating LNG facility where there were
21 at that stage there were two projects earmarked
22 for that. One was Kudu, which was on the West
23 Coast of Africa in Namibia and the other was
24 Sunrise which was a project on the West Coast of
25 Australia. And clearly those projects were
0333
1 WALTERVANDEVIJVER
2 still very immature, as well was FONG, which was
3 also something floating. Floating -- I have to
4 assume oil and natural gas facilities. Itmay
5 not be 100 percent correct, but something like
6 that, which, again, was something that was
7 earmarked for the West Coast of Africa, I think,
8 and had not sufficiently matured either.
9 Q. And at that point in time was
10 anyone at Shell talking about the FLNG and FONG
11 which you described?
12 A. I think in some earlier
13 presentations we talked quite bullishly, typical
14 engineering optimism on those technologies and
15 the related projects.
16 Q. When you say we talked, who's the
17 we?
18 A. Shell.
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19 Q. Is there any person in particular?
20 A. I wouldn't know.
21 Q. The next sentence says, "I'm
22 worried that we are going to talk prematurely
23 about SURE, as well." What is SURE?
24 A. SURE was an acronym again, Shell
25 Unconventional Resources, which was related to
0334
1 WALTERVANDEVIJVER
2 some pilots and studies that were ongoing on
3 extraction of oil from oil shale. And this was
4 for me still very much in the very early, early,
5 early stage. We also tried to keep it
6 confidential and my perception was we shouldn't
7 be talking about it.
8 Q. The last item that you write you
9 say, "with aggressive historical proved reserves
10 booking, massive investment in Nigeria with
11 increasing risks, few material discoveries ROACE
12 pressures. We just need to be very careful."
13 Why did you identify all of these
14 items for Mr. Watts?
15 A. I just wanted to flag, again, that
16 there were a lot of issues that I was concerned
17 about and was working and in the same context
18 that we had to ensure that we gave out realistic
19 stories to the market.
20 Q. And when you say aggressive
21 historical proved reserves bookings, what are
22 you referring to?
23 A. All the same things we have talked
24 about.
25 Q. And were you referring to bookings
0335
1 WALTERVANDEVIJVER
2 primarily made under Mr. Watts' tenure?
3 A. I talked about the reserves we
4 talked about before which coincided with mostly
5 with his tenure, yes.
6 Q. Did you receive any response to
7 this e-mail from Mr .Watts?
8 A. I do not recollect.
9 Q. You'll notice in the top of the
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10 e-mail-- the top of the document is an e-mail
11 from Ms. Boynton to you and in the e-mail the
12 second sentence she says, "could you give me a
13 ring when you have a chance." Do you recall
14 having a discussion with Ms. Boynton on or about
15 October 22, 2002?
16 A. No, I don't.
17 Q. Do you recall having a discussion
18 with Ms. Boynton about any of the content of
19 your e-mail you sent to Mr. Watts in which she
20 was cc'd?
21 A. No.
22 Q. You can put this aside.
23 Do you know who Harold Hatchett
24 is?
25 A. That's the man.
0336
1 WALTER VAN DE VIJVER
2 Q. When you say that's the man?
3 A. That's the man that replaced David
4 Sexton.
5 Q. Okay. Before Imark this next
6 document, do you recall having any discussions
7 with Ms. Boynton prior to August of 2002 about
8 aggressive bookings?
9 A. No.
10 Q. And, again, my question refers to
11 other than formal CMD meetings?
12 A. No. That's what I understood.
13 (Van De Vijver Exhibit Number 20
14 was marked for identification.)
15 BY MR. HABER:
16 Q. I'm handing you what we just
17 marked as Van De Vijver Exhibit 20.
18 For the record, this is an e-mail
19 with some attachments. The e-mail is from
20 Mr. Van De Vijver. It's dated September 2,
21 2002. It's to Philip Watts, Jeroen Van Der
22 Veer, Paul Skinner, Malcolm Brinded, and Judith
23 Boynton. The subject line reads EP delivery.
24 The Bates number for this document
25 is V 00030266 through V 00030272.
0337
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1 WALTERVANDEVIJVER
2 Have you seen this document before
3 today?
4 A. Yes.
5 Q. I don't think we've mentioned this
6 person's name before. Who is Paul Skinner?
7 A. We did mention him earlier. He
8 was one of the group managing directors.
9 Q. SO was Ms. Boynton on the CMD at
10 this time?
11 A. If I look at the reference
12 indicator it sounds to be childish, no.
13 Otherwise, she would have one of these MGD
14 managing group director indicators. At this
15 time she was still in attendance of all the CMD
16 meetings, but not a group managing director.
17 Q. SO other than Ms. Boynton, the
18 other people on the -- the other recipients of
19 this document were members of the CMD; correct?
20 A. Yes.
21 Q. What is -- if you turn to the
22 second page it says EP delivery. What is this
23 document?
24 A. This is a sort of snapshot
25 perspective of the overall health of the E&P
0338
1 WALTERVANDEVIJVER
2 business as I saw it at that time when we were
3 in E&P, at least we were already engaged in the
4 development of the business plan for 2003.
5 Q. Did anyone ask you for this
6 information?
7 A. No.
8 Q. You sent this on your initiative?
9 A. Yes.
10 Q. Did anyone assist you in preparing
11 this document?
12 A. No.
13 Q. You prepared it yourself?
14 A. Yes.
15 Q. Now, if you look at the intro you
16 say, "for some time now we have tried to adhere
17 to a bunch of criteria that can only be managed
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18 successfully for so long." And then you
19 identify one, two, three, four items?
20 A. Yeah.
21 Q. What are these items?
22 A. Well, these are four key sort of
23 elements that sort of reflect on the overall
24 health of the business for E&P.
25 Q. And are these the four elements
0339
1 WALTERVANDEVIJVER
2 that make up the box?
3 A. Yes.
4 Q. And?
5 A. That's the attachment, right,
6 pictogram where ultimately what you're trying to
7 achieve as your business is create value and
8 that's sort of the center of it. Obviously you
9 have a bunch of metrics around your business
10 that sometimes can actually conflict with each
11 other because if you -- if you want to maximize
12 your ROACE your return efforts, capital
13 employed, you should stop spending money and you
14 can very easily get a very high ROACE, but of
15 course, they are not growing. So it's those
16 type of dilemmas that I was trying to portray in
17 that picture.
18 Q. Do each of the four metrics sort
19 of conflict with each other or does it work on a
20 north/south plane against a --
21 MR. TUTTLE: Object to form.
22 THE WITNESS: They all conflict.
23 I don't know if I explain it well. Optimally if
24 you want to increase your production you spend
25 more money, you increase your capital
0340
1 WALTERVANDEVIJVER
2 expenditure and your operating costs, but then
3 of course you don't lower your unit operating
4 costs, you will actually lower your ROACE.
5 Through that you may increase your reserve
6 replacement. So it is those type of dilemmas
7 you face when you're trying to work within these
8 key metrics within the business.
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9 BY MR. HABER:
10 Q. Is this the first time that you
11 put the box in a pictorial format?
12 A. I think so, yes.
13 Q. Prior to this exhibit had you at
14 least discussed the caught in the box dilemma
15 with anyone?
16 A. I think this was the first
17 introduction, but I cannot be sure within E&P
18 that we had some discussions over it within the
19 preceding months, as well.
20 Q. Who do you recall having
21 discussions with at E&P?
22 A. Central planning and finance
23 group, the people that are intimately involved
24 in developing the business plans.
25 Q. Is there anyone in particular?
0341
1 WALTER VAN DE VIJVER
2 A. Frank Coopman and Lorin Brass were
3 sort of the key coordinators of the business
4 plan.
5 Q. If you can look at the second
6 pictogram. What are you trying to convey by
7 this document?
8 A. Well, this is trying to show a
9 little bit the sensitivities that I mentioned to
10 you before in terms of some of the action you
11 can take like cutting OPEC's, operating costs,
12 -- the unit cost reduction and your ROACE, but
13 it will have a negative impact on production
14 growth and reserve replacement.
15 Q. I see. If you can turn back to
16 page 267.
17 A. Yeah.
18 Q. You write underneath those items
19 that we just talked about you say, "given the
20 external visibility of our issues (lean organic
21 development portfolio funnel RRR low, F&D unit
22 cost rising) the market can only be 'fooled' if
23 one credibility of the company is high. Two,
24 medium and long-term portfolio refreshment is
25 real and/or, three, positive trends can be shown
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0342
1 WALTERVANDEVIJVER
2 on key indicators."
3 What were you trying to convey
4 there?
5 A. What I was trying to convey there
6 is that whatever the business performance is,
7 those are reported and people can see it in the
8 market, right, so they saw things like our
9 reserve replacement ratio was low. They saw
10 that our F&D, which means finding and
11 development costs, were creeping up. So those
12 are the hard realities so important was that in
13 order to change that -- the reality out in the
14 market, you had to improve your business which
15 means that you have to improve the overall
16 credibility of the company, make sure that there
17 are medium and long-term things happening to
18 your portfolio and that you can show positive
19 trends rather than the downward trends we were
20 seeing.
21 Q. Why did you put the word fooled in
22 quotes?
23 A. I'm still amazed that this thing
24 came up in February 2000 and before that no one
25 ever talked about it. Fooled is nothing about
0343
1 WALTERVANDEVIJVER
2 fooling. It's between brackets, first of all.
3 It was the reflection of a discussion I had with
4 Simon Henry, the head of IR, who in sort of a
5 typical British sarcastic fashion said if you
6 want to fool the market you have to actually
7 show the things that can change the perception
8 based on the facts in the market. That's what
9 it was. This is my use of English. I think you
10 will see in a later document that sort of
11 formally came back from my department a few
12 weeks later that that sentence was perfectly
13 constructed and, I mean, what else can I say
14 about it?
15 Q. Did you ever tell anybody before
16 Rockford that what was -- what your intent was
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17 when you wrote this word?
18 A. I never had anyone responding to
19 it whatsoever. I think everyone who reads the
20 document and sees it in the flow of the story
21 and what we're trying to say would understand it
22 has nothing to do with fooling or misleading the
23 market. It is about the reality of where you
24 are with the business.
25 Q. Now, the next part says medium --
0344
1 WALTERVANDEVIJVER
2 underneath what Iread says, "medium term
3 development portfolio is indeed rather weak."
4 What were you referring to?
5 A. Those are as is mentioned in the
6 text here, those are sort of the projects, the
7 new projects that are on the horizon.
8 Discoveries that have been made or new business
9 development that was happening and where we
10 think in terms of our funnel, these things would
11 get realized in the future.
12 Q. Now, under the next section
13 involving facts you have false optimism on U.K.
14 and Oman field declines and apparent inability
15 to accurately predict those declines.
16 What do you mean there?
17 A. I think the Oman thing we already
18 covered in my previous notes, that Oman came to
19 a stage that couldn't actually really accurately
20 predict on a month to month basis what they were
21 going to produce. So they didn't quite have a
22 handle on their business and Ihad the same
23 understanding. As you recall, Ivisited in very
24 early on in my tenure, I think July 2001, I
25 visited Shell Expro and also there were major
0345
1 WALTERVANDEVIJVER
2 issues and we had to down grade the production
3 forecast from the U.K. because of optimistic
4 assumptions before that.
5 Q. If you can turn the page. Under
6 early 2/3/2001?
7 A. Yes.
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8 Q. It says, "it was realized a
9 combination of 5 percent production growth with
10 15 percent ROACE at $14 per barrel was not
11 achievable nor sustainable, but it was concluded
12 that:" The first item says, "3 percent
13 production growth was the minimum acceptable by
14 the market (firm plan had 1.5 percent growth
15 mostly from Nigeria, but none of the major
16 competitors had projected growth less than
17 3 percent projected)."
18 The 1.5 percent growth, is that
19 group wide or are you specifically referring
20 only to growth in Nigeria?
21 A. The way I read this sentence it's
22 group wide.
23 Q. SOat the time the 3 percent
24 growth was conveyed to the market the group was
25 planning on 1.5 percent, is that how that reads?
0346
1 WALTERVANDEVIJVER
2 MR. TUTTLE: Objection to form, it
3 mischaracterizes the document.
4 THE WITNESS: I'm not sure. I
5 remember I wrote this and didn't have my staff
6 to double-check the numbers. I may not have the
7 math totally correct, but that's how I currently
8 read it.
9 BY MR. HABER:
10 Q. If you turn to page 269 under
11 people.
12 A. Yes.
13 Q. The second item says,
14 "study/support activity for Oman in Nigeria
15 which will result in near field activity and
16 bottom line deliverables."
17 What are you referring to there?
18 A. I referred here to the massive
19 effort that was ongoing that I initiated by
20 bringing extra people into those organizations
21 and providing support from SEPTAR and other
22 organizations to do the quality work on their
23 assets, which ultimately if we get an
24 understanding of these assets allows you to
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25 implement additional activity.
0347
1 WALTERVANDEVIJVER
2 Q. At this time had any bottoms up
3 review of the Oman fields commenced?
4 A. No.
5 Q. And at this time had a bottoms up
6 review of the fields in Nigeria commenced?
7 A. No.
8 Q. I think I might have asked this
9 question. Did you receive any response to this
10 e-mail?
11 A. Not that Irecall, but as I
12 mentioned before, very quickly thereafter there
13 was actually an update, a formal submission to
14 the CMD with the presentation.
15 Q. Do you recall any discussion at
16 the CMD about the caught in the box dilemma?
17 A. Not directly, but that discussion
18 would go all the way through December '02 when
19 the business plan was finalized.
20 Q. Do you recall reserves exposures
21 being discussed at this meeting?
22 A. No.
23 Q. We just marked as Exhibit 21 a
24 series of e-mails, the last of which is from
25 Mr. Van De Vijver, it's dated October 22, 2002
0348
1 WALTERVANDEVIJVER
2 to Philip Watts. Subject line reads weekend
3 reflections.
4 The Bates range and there are two
5 is V 00020620 and DB 01383. If you would take a
6 moment to look at it.
7 (Van De Vijver Exhibit Number 21
8 was marked for identification.)
9 BY MR. HABER:
10 Q. Mr. Van De Vijver, have you seen
11 this document before today?
12 A. Yes.
13 Q. Do you recall the context in which
14 these e-mails were written?
15 A. This was in the context of the
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16 evolving business plan for 2003 following on
17 from the earlier discussions and events on the
18 caught in the box as we were trying to get to a
19 process to finalize our business plan. And I
20 think, if I recollect correctly, I had taken the
21 initiative to have dinner with Phil to take the
22 opportunity to further discuss the issues that I
23 was facing.
24 Q. You say you took the initiative.
25 So you invited Mr. Watts out to dinner?
0349
1 WALTER VAN DE VIJVER
2 A. I offered the idea of having a
3 dinner.
4 Q. Did you -- and I take it from his
5 e-mail you did, in fact, have a dinner?
6 A. Yes, yes. In the Netherlands,
7 yeah.
8 Q. And do you recall the sum and
9 substance of the discussion that you had with
10 him?
11 A. I do not recollect a lot of detail
12 from that discussion.
13 Q. Do you recall discussing the
14 caught in the box dilemma?
15 A. Yes.
16 Q. Do you recall any sum and
17 substance of that discussion?
18 A. Not on particular numbers. It was
19 more in the context of trying to give me comfort
20 that he was a big fan of the E&P business and
21 wanted the E&P business to grow and look at
22 future opportunities to do so, for instance, in
23 the form of acquisitions.
24 Q. What was your reaction to what he
25 was saying?
0350
1 WALTERVANDEVIJVER
2 A. Well, the dinner, the only thing I
3 remember is the dinner didn't leave me with a
4 comfort that a lot of progress was being made.
5 Q. Why did you get that feeling?
6 A. Because I didn't have the feeling
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7 that in terms of the dilemmas I had in terms of
8 caught in the box and some of the numbers he was
9 offering any concrete solutions.
10 Q. Did you get the sense he was
11 sensitive to the dilemmas you were talking
12 about?
13 A. He certainly understood them.
14 Q. Do you recall anything else you
15 discussed at this dinner meeting?
16 A. No. The only thing I recollect is
17 that the meeting started more on a social basis.
18 This was, I think, very briefly after my father
19 had died, so a little bit of that type of
20 discussion.
21 Q. How would you, if you had to split
22 up the discussion over the dinner between social
23 and business, how much of the dinner was
24 business related?
25 A. About two-thirds.
0351
1 WALTERVANDEVIJVER
2 Q. Do you recall expressing any
3 frustration to Mr. Watts about -- in light of
4 the box dilemma the difficulties in doing
5 acquisitions?
6 MR. TUTTLE: Objection to form.
7 THE WITNESS: No.
8 BY MR. HABER:
9 Q. Now, if you could take a look at
10 your e-mail to Mr. Watts. You say in the second
11 paragraph, "I must admit that I've become sick
12 and tired about arguing about the hard facts and
13 also cannot perform miracles given where we are
14 today."
15 What were you arguing about? What
16 hard facts?
17 A. Well, what -- I mean this is
18 clearly a bit of an outlet of frustration.
19 MR. DOWD: Just answer the
20 question.
21 THE WITNESS: Sorry.
22 MR. DOWD: Answer the question.
23 We don't need the characterization, just answer
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24 the question.
25 THE WITNESS: Can you repeat the
0352
1 WALTERVANDEVIJVER
2 question, please.
3 BY MR. HABER:
4 Q. What hard facts were you arguing
5 about?
6 A. The hard facts about the state and
7 the health of the business.
8 Q. Was he taking a contrary position
9 with regard to the health and state of the
10 business than what you were seeing?
11 A. Well, it all reflected to his
12 e-mail on the items on the box.
13 Q. I guess what I'm asking is, other
14 than the items in his e-mail, did this extend
15 beyond just these issues?
16 A. No. No.
17 Q. The next sentence says, "if I was
18 interpreting the disclosure requirements
19 literally (Sarbanes-Oxley Act, et cetera) we
20 would have a real problem." Why did you
21 identify the Sarbanes-Oxley Act to him?
22 A. I was just concerned -- I mean I'm
23 not a Sarbanes-Oxley expert or anything like
24 that. I just was concerned that on a forward
25 going basis that we would give out promises to
0353
1 WALTERVANDEVIJVER
2 the market that would not reflect the reality of
3 the health of the business and just to sort of
4 let out my frustration that the numbers are what
5 they are and that that's the only thing that in
6 the end of the day is what we have to deal with.
7 Q. Had you been given any briefing
8 about the Sarbanes-Oxley Act?
9 A. I recollect that at that time we
10 had had one presentation at CMD on the
11 Sarbanes-Oxley Act and it was during that time
12 it was regularly in the newspapers and just
13 clearly an important reminder that the
14 disclosures to the market should be accurate.
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15 Q. When you say was regularly in the
16 newspapers, what is it that you recall?
17 A. Just about introduction of it all
18 was -- things happened in Europe, as well, but
19 it was in the Financial Times and all the major
20 newspapers there were quite a few articles about
21 it.
22 Q. During the CMD meeting when the
23 presentation was made did you get the sense your
24 colleagues took the Sarbanes-Oxley Act
25 seriously?
0354
1 WALTERVANDEVIJVER
2 MR. TUTTLE: Objection to form.
3 THE WITNESS: Oh, yes.
4 BY MR. HABER:
5 Q. The end of your e-mail you say,
6 "happy to have that debate at CMD." What debate
7 are you referring to now?
8 A. Still the issue about what
9 ultimately had the targets for the business
10 should be relative to these parameters as the
11 business plan, as I think I mentioned to you
12 earlier, was still evolving and would not be
13 completed all the way to December.
14 Q. Did you have that debate at the
15 CMD?
16 A. Quite a few further meetings took
17 place, yes.
18 Q. Just if you can turn the page
19 going to Mr. Watts' e-mail to you.
20 A. Yes.
21 Q. At the end of his e-mail he says,
22 "if you are in Shell Center this week, I would
23 appreciate a brief chat."
24 Do you recall having such a brief
25 discussion with Mr. Watts?
0355
1 WALTERVANDEVIJVER
2 A. No, I don't. The only thing I see
3 in the message when I was sending this I was in
4 Oman.
5 Q. Why were you in Oman?
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6 A. In my ongoing drive to prove the
7 state and the health of the business there.
8 Q. Now, in your e-mail, if you can
9 look at the top of Exhibit 21, you say, "I am
10 currently in Oman dealing with another legacy
11 problem." What was this problem to which you're
12 referring?
13 A. The problem I was dealing with in
14 Oman, that happened before my time.
15 Q. Under whose leadership did these
16 problems occur -- originate?
17 A. Phil Watts was my predecessor as
18 CEO.
19 Q. Okay.
20 A. John, do you want to take a five,
21 ten minute break.
22 MR. DOWD: Sure.
23 THE VIDEOGRAPHER: This marks the
24 end of tape two, Volume II, in the deposition of
25 Mr. Van De Vijver. We are going off the
0356
1 WALTER VAN DE VIJVER
2 record. The time is 2:13 p.m.
3 (A brief recess was taken.)
4 THE VIDEOGRAPHER: This marks the
5 beginning of tape three, Volume II, in the
6 deposition of Mr. Van De Vijver. We are back
7 on the record. The time is 2:30 p.m.
8 (Van De Vijver Exhibit Number 22
9 was marked for identification.)
10 BY MR. HABER:
11 Q. Mr. Van De Vijver, we marked as
12 Exhibit 22 a note for discussion. The subject
13 reads review of 2002 and 2003 reserves
14 replacement. It's dated November 7, 2002. It's
15 from EPB to EPG -- I'm sorry, it's from EPB, EPG
16 and it's to the ExCom.
17 The document its Bates range is
18 HAG 00161385 to HAG 00161392. Have you seen
19 this document before today?
20 A. Yes.
21 Q. Do you know who prepared this
22 document?
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23 A. It says EPB and EPG. That's Lorin
24 Brass, EPB. And Brian Ward is EPG.
25 Q. Do you have an understanding as to
0357
1 WALTERVANDEVIJVER
2 why this note for discussion was prepared?
3 A. I think this followed out of the
4 process that was started a couple months earlier
5 on a regular basis to bring this to EP ExCom as
6 part of the improved process on transparency and
7 clarity.
8 Q. When you say bring this to the EP
9 ExCom, that's what you're referring to, the
10 transparency and clarity?
11 A. Yes.
12 Q. Do you recall if this note was
13 presented at an ExCom meeting?
14 A. Yes.
15 Q. Do you know who made the
16 presentation?
17 A. No.
18 Q. If you look at page 390.
19 THE VIDEOGRAPHER: I'm sorry, the
20 papers are blocking your mic.
21 BY MR. HABER:
22 Q. Page 390.
23 A. Yes.
24 Q. Which is identified as appendix C,
25 what is appendix C?
0358
1 WALTER VAN DE VIJVER
2 A. That's the well-known exposure
3 catalog in its standard form now.
4 Q. Do you recall any discussion at
5 the meeting about Oman?
6 A. No.
7 Q. Do you recall any discussion about
8 SPDC?
9 A. No.
10 Q. Do you recall any discussion about
11 Australia and Gorgon, in particular?
12 A. No.
13 Q. Was this note distributed as
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14 prereading?
15 A. Yes.
16 Q. Therefore, it's your understanding
17 it would be distributed to each member of the
18 ExCom in advance of the meeting?
19 A. Yes.
20 Q. And you received a copy of this as
21 prereading?
22 A. Yes.
23 Q. When I say this, I mean
24 Exhibit 22?
25 A. Yeah.
0359
1 WALTERVANDEVIJVER
2 Q. Do you recall any discussion at
3 the ExCom meeting around the exposure catalog?
4 A. No. I do not have a recollection.
5 I do recollect that we
6 specifically talked about SNEPCO.
7 Q. What do you recall in particular?
8 A. That there was a recommendation
9 for debooking in SNEPCO, which then if I'm
10 correct also happened at the end of 2002. A
11 debooking was actually done for SNEPCO.
12 Q. Do you recall what fields in
13 SNEPCO were debooked?
14 A. This was related to Bonga and I
15 think Erha, but also here I see Abo. Look at
16 page 391 it refers to three fields Abo, Bonga
17 and Erha.
18 Q. Do you recognize the handwriting
19 on this document?
20 A. Yes, it's mine.
21 Q. Do you recall what was the mood at
22 the ExCom concerning the discussion about
23 debooking these reserves?
24 MR. WEED: Objection.
25 THE WITNESS: Fine. I do not
0360
1 WALTERVANDEVIJVER
2 recollect anything specific.
3 BY MR. HABER:
4 Q. Do you recall any opposition to
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5 debooking?
6 A. No.
7 Q. At Shell when reserves have to be
8 debooked do they need to be approved by the
9 ExCom?
10 A. No. That was not the formal
11 process. As I mentioned to you earlier, I had
12 two directors on my ExCom that were responsible
13 for that product and they worked with their
14 staff and then through the finance, group
15 finance line to conclude the annual results for
16 reserves. But at the same time as part of Frank
17 Coopman coming on board it was part of, as I
18 mentioned earlier, to make sure there was the
19 transparency and understanding at ExCom level
20 for important things like this particular item,
21 reserve replacement.
22 Q. Does the CMD have to approve
23 debookings?
24 A. No. This was, as I said, not
25 being involved with the actual process of
0361
1 WALTERVANDEVIJVER
2 closeout 1. Don't know who all got involved in
3 the process as part of the annual reserve report
4 that finally was issued by Anton Barendregt.
5 But I know it involved external odd fors and
6 people in group finance.
7 Q. My question was does the CMD have
8 to approve debookings?
9 MR. TUTTLE: Objection, asked and
10 answered.
11 THE WITNESS: No, not that I was
12 aware.
13 BY MR. HABER:
14 Q. During this meeting do you recall
15 any discussions about set offs to the debookings
16 that Enterprise could provide?
17 A. No.
18 Q. Do you recall, again during this
19 meeting, any discussions of set offs that an
20 acceleration of the cash again booking could
21 provide?
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22 A. No.
23 MR. TUTTLE: Objection,
24 foundation.
25 BY MR. HABER:
0362
1 WALTERVANDEVIJVER
2 Q. If you look at page 387, and I'm
3 looking at your handwriting on the bottom.
4 A. Yeah.
5 Q. The firsthand written note, if you
6 could read that for us?
7 A." 11111, too many uncertainties?"
8 Q. Does 11111refer to the date?
9 A. Well, I was just checking because
10 it says 7th of November, the note, but it may
11 have been that the ExCom physically took place
12 on 11th of November. Otherwise, I wouldn't know
13 what 11111meant.
14 Q. What did you mean by too many
15 uncertainties?
16 A. That it looked like there were
17 still quite a bit of discussion ongoing about
18 bookings and debookings at that point in time
19 being not too far from the end of the year.
20 Q. The note underneath it appears to
21 be an arrow, a line over the arrow and then an
22 arrow above it and then I think it says balance?
23 Is that correct?
24 A. Yes.
25 Q. What did you mean by that?
0363
1 WALTER VAN DE VIJVER
2 A. I don't know.
3 Q. Now, if you turn to page 389.
4 A. Yes.
5 Q. In the left hand margin in the
6 middle it appears to say, "debookings? Gorgon,
7 et cetera," I think, and if I'm wrong please
8 tell me.
9 A. That's the same that I read, yes.
10 Q. Okay. Why did you write
11 debookings?
12 A. Because, as you know, at that
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13 point in time there was still a lot of
14 uncertainties left in terms of our reserve
15 numbers. We still had these exposures and
16 Gorgon was one of those.
17 Q. And these exposures such as Gorgon
18 could result in debookings?
19 A. Potential debookings, yes.
20 Q. If you could turn to page 391.
21 A. Yes.
22 Q. I'm not even going to try to read
23 these. If you can read the handwritten note in
24 the circle at the bottom of the page.
25 A. "Total Nigeria reserves quality?!"
0364
1 WALTERVANDEVIJVER
2 Q. What did you mean by that?
3 A. The same old story about the
4 quality of the data from Nigeria. And, of
5 course, this was the time that we decided to
6 start the bottoms up review in Nigeria as one of
7 the big five initiatives.
8 Q. I just want the record to be
9 clear. When you say the same old story about
10 the quality of the data, what are you referring
11 to?
12 A. This was the exposure issue around
13 Nigeria, reserve exposure.
14 Q. And when we say Nigeria, are you
15 referring to SPDC?
16 A. SPDC.
17 Q. The handwriting to the right of
18 what you just read into the record, what does
19 that say?
20 A. 50 million barrels, debooking
21 shift to 2003 between brackets [drilling].
22 Q. What did you mean by that?
23 A. I do not recollect. Itmust have
24 been something that came up during the
25 discussion on this particular subject.
0365
1 WALTER VAN DE VIJVER
2 Q. In your prior answer?
3 A. Yes.
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4 Q. When you mentioned that you
5 decided to start the bottoms up review in
6 Nigeria, you said as one of the big five
7 initiatives. What were the other four
8 initiatives?
9 A. They were all linked to Nigeria.
10 This was the drive that Brian Ward started at
11 that time. One was about -- I can't recollect
12 them all. One was about community relationship,
13 relationship with external parties. One was
14 around project execution to make sure there was
15 quality in product execution. I -- I can't
16 recollect. I only know there were five big
17 issues. That's the only thing I recollect.
18 Q. The initiative about community?
19 A. One was around reserves and one
20 involved doing the bottoms up review.
21 Q. Was there someone appointed to
22 lead the bottoms up review in SPDC?
23 A. Yeah. This was under the control
24 of Brian Ward, so I don't know the particular
25 name. It doesn't come to my head who was the
0366
1 WALTERVANDEVIJVER
2 man leading that effort.
3 Q. Do you know a gentleman by the
4 name of David Klusener?
5 A. Yes. He was indeed a person I
6 remember talking to several times in
7 December 2003 when we were trying to finalize
8 the numbers on Nigeria. He was clearly deeply
9 involved in that exercise.
10 Q. Do you know if Mr. Klusener was
11 involved in a bottoms up review of SPDC?
12 A. Yes. That's what I mentioned.
13 Q. Mr. Klusener is the one who you
14 understood was leading this review?
15 A. I don't know whether he was
16 leading it. There may have been other people
17 involved, but he was clearly involved.
18 Q. Do you know if there were multiple
19 phases in this review?
20 A. I don't know the exact details of
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21 how they would geographically or otherwise would
22 go through the exercise.
23 Q. Do you recall the review had
24 concluded?
25 A. Well, the full review didn't
0367
1 WALTERVANDEVIJVER
2 conclude until well into December.
3 Q. Of what year?
4 A. 2003.
5 Q. Do you recall what the findings of
6 the review were?
7 A. Well, this is the review that led
8 to me receiving in middle of November a report
9 and I also found out there was an unsatisfactory
10 audit on Nigeria that then subsequently
11 triggered the decision to look at our whole
12 portfolio and subsequently the debookings.
13 Q. Do you recall if one of the
14 findings in that review was a gap of
15 approximately 900 million BOE?
16 MR. TUTTLE: Objection, form,
17 foundation.
18 THE WITNESS: I don't know the
19 exact number anymore, but I know it was a very
20 big number.
21 BY MR. HABER:
22 Q. Do you know if a report was issued
23 by the review team?
24 A. The only thing I saw was the audit
25 report from Anton Barendregt. I did not see any
0368
1 WALTERVANDEVIJVER
2 other report on Nigeria.
3 Q. Do you recall attending a briefing
4 where the results of the review team were
5 presented?
6 A. No. As I mentioned, I recall
7 sitting with Brian Ward, the 14th of November,
8 2003, I do recall that when the first numbers
9 came out.
10 Q. And what do you recall about that
11 meeting with Mr. Ward?
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12 A. That basically we now, that we
13 then had confirmed that there was a big problem
14 in Nigeria with respect to proved reserves.
15 Q. What was your reaction when you
16 had learned all this information during that
17 meeting?
18 A. I was in shock. I mean this was
19 taken a long time to go through that whole
20 process, but when you then discover with those
21 type of numbers you're off, that clearly is a
22 very material issue.
23 (Van De Vijver Exhibit Number 23
24 was marked for identification.)
25 MR. HABER: We've just marked as
0369
1 WALTER VAN DE VIJVER
2 Van De Vijver Exhibit 23 an e-mail from Marian
3 Van der Laan on behalf of Mr. Van De Vijver.
4 It's dated November 15,2002, it is to Frank
5 Coopman and Lorin Brass. The subject line
6 reads: Urgent 2003 plan in Q1 IR and there's an
7 attachment that says the same thing, 2003 plan
8 in Q1 IR.
9 It's two Bates ranges. The first
10 is V 00020743 through V 00020745. The other
11 Bates range is DB 01506 through DB 01508.
12 Mr. Van De Vijver, have you had an opportunity
13 to look at Exhibit 23.
14 THE WITNESS: Yes.
15 BY MR. HABER:
16 Q. Have you seen this document before
17 today?
18 A. Yes.
19 Q. And this e-mail reflects that you
20 had instructed your secretary to send this to
21 Mr. Coopman and Mr. Brass?
22 A. Yes.
23 Q. Tell me the context in which you
24 wrote this e-mail?
25 A. This was still in the overall
0370
1 WALTER VAN DE VIJVER
2 process of finalizing the business plan for
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3 2003, which I explained earlier, to finally get
4 finalized a month later at conference and I
5 wanted to give my staff feedback from the last
6 CMD meeting that I attended on that subject.
7 Q. Do you recall when that meeting
8 was?
9 A. It must be around the time of
10 writing this e-mail.
11 Q. Okay. Now, under -- if you turn
12 to page 2 of the document, which is 7440507,
13 under 1, are these items items that are metrics
14 in the box that we talked about?
15 A. Yes.
16 Q. Now, underneath those you write,
17 "the reality is, however, that we would not have
18 submitted this plan if we, one, were not trying
19 to protect the group reputation externally
20 (promises made)." What were you trying to
21 convey there?
22 A. I was trying to portray to my
23 staff that, of course, we were still working a
24 plan that I still was not feeling comfortable
25 about and it still needed further work and in my
0371
1 WALTERVANDEVIJVER
2 mind the plan was not a 50/50 plan, but was a
3 stretch plan.
4 Q. What is a stretch plan?
5 A. A stretch plan is a plan that has
6 less than 50 percent probability to succeed.
7 Q. That was the plan that you were
8 intending to present to the conference?
9 A. Yes. Well, the plan was still
10 subject to change during the last month before
11 it would go to conference.
12 Q. The plan that went to conference,
13 was it a less than 50/50 plan?
14 A. If I recollect correctly, I
15 specifically when presenting a plan to
16 conference I talked about 50/50 and stretch. I
17 covered them both.
18 Q. What was the reaction of the
19 conference when you covered those issues?

file:11ICI/Documents%20and%20Settings/daustin/Desktop/Deposition%20Transcripts/020 107wvandervijver .txt (93 of 144)9/1812007 3:54:38 PM



file:1I ICI/Documents %20and %20Settingsl daustin/Desktop/Deposition %20Transcripts/020 107wvandervijver .txt

Case 3:04-cv-00374-JAP-JJH Document 365-2 Filed 10/10/2007 Page 226 of 390
20 A. I do not recollect.
21 Q. Do you recall any -- any
22 discussion over the plan including stretch?
23 A. No. No. I wouldn't recollect the
24 detail. The minutes should reflect that.
25 Q. Do you get an opportunity to
0372
1 WALTERVANDEVIJVER
2 review the minutes of the conference?
3 A. Review the minutes?
4 Q. Do you get an opportunity to
5 review the minutes of the conference?
6 MR. DOWD: When?
7 BY MR. HABER:
8 Q. As a general matter?
9 A. Sorry, I'm not answering because
10 I'm thinking. I'm not so sure whether the
11 answer is yes or no. We talked about the CMD
12 before. I don't know whether at conference --
13 I'm not sure. I don't know.
14 Q. In particular, this meeting that
15 you just testified about, do you recall
16 reviewing minutes of the conference meeting?
17 A. No.
18 Q. Going back to the Exhibit 1,
19 again, you put in parentheses, promises made.
20 What external promises were made that you
21 believe that you were trying to protect?
22 MR. TUTTLE: Objection to form,
23 characterization of the document.
24 THE WITNESS: Well, every year at
25 the beginning of the year, call it promises were
0373
1 WALTERVANDEVIJVER
2 made to the market, and had an early February
3 meeting of the year which related to sort of
4 forward performance of the company. So whatever
5 at this point in time was out already in the
6 market.
7 BY MR. HABER:
8 Q. Would that include ROACE?
9 A. Yes.
10 Q. Would that include production
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11 growth?
12 A. Yes.
13 Q. Would that include unit finding
14 costs?
15 A. I don't think we gave specific
16 targets out on the market of unit finding cost.
17 Q. Okay. What targets -- what cost
18 targets did you convey to the market?
19 MR. TUTTLE: Time period.
20 THE WITNESS: Unit operating cost
21 target.
22 BY MR. HABER:
23 Q. And would this be in February of
24 2002?
25 A. It would happen on an annual
0374
1 WALTERVANDEVIJVER
2 basis, so I don't know all the direct details of
3 what targets we would be giving out, but on that
4 annual presentation the targets and outlooks for
5 the business would be presented.
6 Q. Do you recall bringing the draft
7 plan to the CMD for its consideration?
8 A. In terms of details? I mean I
9 brought it to CMD, of course, frequent basis,
10 but I do not recollect the details of the type
11 of discussion.
12 Q. Do you recall there being support
13 for the plan as it was finalized for approval by
14 the conference?
15 A. There was a lot of discussion on
16 the plan and a lot of discussion on the 50/50
17 versus stretch.
18 Q. What do you recall about that
19 discussion?
20 A. Well, I felt it very important
21 that the stretch element of the plan was both
22 portrayed at CMD, but also at conference.
23 Q. What was the reaction of CMD to
24 the stretch element of the plan? I mean were
25 they supportive?
0375
1 WALTER VAN DE VIJVER
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2 A. In the end the plan that gets
3 presented ultimately to conference, yes, is
4 first supported by CMD.
5 Q. Until you get to that point were
6 there people who expressed little sympathy for
7 the dilemma that you were in?
8 MR. TUTTLE: Objection to form.
9 MR. MORSE: Same objection.
10 MR. DOWD: If you recall.
11 THE WITNESS: I do not recall the
12 details.
13 BY MR. HABER:
14 Q. Okay. Just going back to among
15 the performance indicators that are externally
16 made to the market, is RRR another one?
17 A. RRR is never portrayed as a yearly
18 target to the market and the reason for that is
19 that obviously reserve replacement is very much
20 related to timing of projects and given
21 uncertainty and the spikiness of this, we would
22 never give yearly reserve replacement targets to
23 the market.
24 Q. SOthe market only receives
25 historical information about the reserves
0376
1 WALTER VAN DE VIJVER
2 replacement; correct?
3 A. Historical and perhaps also
4 projected sort of medium term replacement
5 targets, but never annual.
6 Q. Is the RRR reported in the 20(F)?
7 A. Yes.
8 Q. And what's reported in the 20(F),
9 that is historical information?
10 A. Is all historical information.
11 Q. Looking at the exhibit again,
12 under number 2 you say, "could have been honest
13 about past failures (business focus W.R.T.,"
14 which I understand to be with respect to,
15 "aspired portfolio disconnects with reality,
16 poor performance management, preserves
17 manipulation."
18 What were you trying to convey
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19 there?
20 A. All the things I was dealing with
21 to improve the overall health from the business
22 relative to I started with the bit.
23 Q. Did you have any examples in mind
24 with regard to disconnects with reality?
25 A. Well, I mean some of that maybe--
0377
1 WALTER VAN DE VIJVER
2 the answer is yes. Some of that may be a little
3 bit of benefit from hindsight. I mentioned to
4 you these things, some of the new technologies,
5 floating LNG in terms of how quickly we would be
6 able to do these things and how clearly some of
7 the work and the quality in terms of grounding
8 in terms of production forecast or whatever, the
9 quality of the work that was -- that had been
10 done as a basis for the plans.
11 Q. Did you have any examples in mind
12 with regard to reserves manipulation?
13 A. That's, of course, a typical
14 shorthand. All this is is actually the same
15 subject that we've been dealing with exposure
16 lists in terms of the exposures we had and
17 uncertainties that we had that we were working.
18 Q. Again, these are the exposures
19 that primarily originated under your
20 predecessor?
21 A. Yes.
22 Q. And that would be Phil Watts?
23 A. Yes.
24 Q. Now, in the middle you say, "on
25 19th November EP plan presentation, I want a
0378
1 WALTERVANDEVIJVER
2 simple chart of 50/50 versus stretch parameters
3 which shows in the second one is watch list
4 items on production, Oman, Nigeria, US."
5 Why did you want the watch list
6 items included?
7 A. Watch list items was a new
8 terminology that was included in the group under
9 initiative from Phil Watts to identify items
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10 that were sort of group wide concern in terms of
11 some of the issues in the overall business and
12 Oman was one of them. Nigeria was one and the
13 other was US in terms of exploration
14 performance.
15 Q. This watch list, was this to be
16 the equivalent the exposure catalog?
17 A . No. Sorry. This is a separate
18 thing that was sort of thing that was done under
19 the initiative of group planning where on a
20 quarterly basis every business would show the
21 progress that they've had on the sort of key
22 things that were on the radar screen for the
23 group. It was called the watch list item.
24 There was some traffic lighting system around it
25 on a quarterly basis. Separate from the
0379
1 WALTERVANDEVIJVER
2 exposure list that we talked about just on
3 reserves.
4 Q. The reference to November 19th
5 plan presentation, to whom was that to be made?
6 A. I cannot be sure. This may be the
7 next presentation at either EP ExCom or at CMD.
8 Q. Okay. You can put the exhibit
9 aside.
10 I'm going to mark as Exhibit 24 a
11 series of e-mails that I will identify for the
12 record as the witness takes a look at it.
13 The last of the e-mails is from
14 Mr. Van De Vijver, it's dated November 29,
15 2002. It's to John Pay with a cc to Lorin Brass
16 and Malcolm Harper. The subject line reads
17 group plan questions reserves.
18 It has two Bates numbers. The
19 first one is V 00082175 through V 00082177 and
20 the other one is BRU 002201 through BRU 002203.
21 (Van De Vijver Exhibit Number 24
22 was marked for identification.)
23 BY MR. HABER:
24 Q. Have you seen these e-mails before
25 today?
0380
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1 WALTERVANDEVIJVER
2 A. Yes.
3 Q. I would like you to look at the
4 e-mail that you sent to John Pay, it's on the
5 last page. It's dated November 21,2002. The
6 cc is to Lorin Brass and Malcolm Harper. Who is
7 Malcolm Harper?
8 A. An engineer that worked in Lorin
9 Brass's organization.
10 Looking at this reference
11 indicator, he was at that stage head of
12 planning.
13 Q. Now, in your e-mail you write in
14 the second sentence, "how much of the historic
15 bookings year end (both aggressive/early) that
16 constrain our proved reserves booking in
17 2001-2005 are related to 'leadership behavior'
18 and how much are they related to new SEC
19 rules/scrutiny introduced in early 2001 ?!"
20 Why were you asking this question?
21 A. This is I guess sort of the
22 continuing drive of mine to better understand
23 the history with respect to reserves booking and
24 trying to get an understanding what happened in
25 the past.
0381
1 WALTER VAN DE VIJVER
2 Q. And is that why you asked for the
3 distinction between leadership behavior and SEC
4 rules/scrutiny?
5 A. Yes.
6 Q. And by leadership behavior, are
7 you referring to anyone in particular?
8 A. Leadership behavior was the
9 leadership before my time in E&P.
10 Q. Would that include Philip Watts?
11 A. Yes.
12 Q. Did you mean to go beyond Philip
13 Watts to anyone else?
14 A. Not specifically.
15 Q. You see that Mr. Pay responds with
16 a lengthy note. Did you do anything with the
17 information that is included in his e-mail to
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18 you of November 22, 2002?
19 A. No. I don't think directly, but
20 it helped me to gradually build up my
21 understanding of what happened in the past and
22 as a result make me even more eager to make sure
23 that, for instance, these bottoms up reviews in
24 Nigeria and Oman were done and that I left
25 messages to the organization that clearly I
0382
1 WALTERVANDEVIJVER
2 found it very important to get transparency on
3 our reserve base.
4 Q. When you say you left messages to
5 the organization, what do you mean by that?
6 A. Leave messages to people like John
7 Pay and Lorin Brass and Coopman that I was
8 really interested to make sure that we improved
9 the quality, transparency, integrity of our
10 reserve base.
11 Q. Was there any particular event
12 that caused you to ask Mr. Pay to do this work?
13 A. It may have -- the answer is, no,
14 I don't know directly, but I think it must have
15 been as part of the process of finalizing our
16 business plan and seeing things, how things were
17 projected forward and try to understand what had
18 happened in the past when you look at trends.
19 Q. Looking at your e-mail on the
20 third page, was there a reason why you made
21 reference to the SEC rules/scrutiny?
22 A. Well, I had learned earlier that
23 year there had been clarifications on the --
24 issued by the SEC on the rules and I was
25 wondering whether that specific thing had had an
0383
1 WALTERVANDEVIJVER
2 effect on Shell's reporting of reserves.
3 Q. Did you have any communication
4 with Mr. Pay about the conclusions that he
5 reached in his e-mail?
6 A. Not that I recall apart from the
7 reaction to his e-mail.
8 Q. What did you mean, if you look at
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9 your e-mail to him, when you say we will have to
10 get a story line together, not only to close our
11 books, but also for explaining to analysts (6
12 February and end March) RRRR?
13 A. This was something that I knew
14 about at that time that the next presentations
15 to analysts would occur 6 of February and end of
16 March of the next year and I wanted to make sure
17 that then we would be able to give a
18 comprehensive story.
19 Q. Did you show the results of
20 Mr. Pay's -- withdrawn.
21 Did you show Mr. Pay's e-mail to
22 anyone?
23 A. Not that I recall.
24 Q. Do you recall discussing it with
25 Frank Coopman?
0384
1 WALTERVANDEVIJVER
2 A. No.
3 Q. Do you recall discussing it with
4 Lorin Brass?
5 A. No.
6 Q. Did you share this information
7 that is in Mr. Pay's e-mail dated November 22nd
8 with anyone on the CMD?
9 A. No.
10 MR. HABER: We'll mark another
11 document as Van De Vijver Exhibit 25.
12 For the record, Exhibit 25 is
13 titled Note For File Managing the EP Legacy
14 Issues.
15 It's Bates number is V 00030273
16 through V 00030276.
17 (Van De Vijver Exhibit Number 25
18 was marked for identification.)
19 BY MR. HABER:
20 Q. Have you seen this document
21 before?
22 A. Yes.
23 Q. What is this document?
24 A. This is a note that I wrote to
25 myself on sort of -- to get sort of an overall
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0385
1 WALTER VAN DE VIJVER
2 perspective of the E&P business to sort of try
3 to fully internalize where we were, but also in
4 terms of appreciating the sort of challenges
5 there were going forward. This is something I
6 wrote end of 2002, early 2003, in that time
7 period where I was launching a major change in
8 the EP organization, which was called the new EP
9 operating model. I wanted to make sure for
10 myself and also being able to communicate to my
11 staff what it was we were all going to do and
12 look at it and get the energy to do so.
13 Q. Was this a document that you
14 prepared in one sitting?
15 A. No.
16 Q. Do you recall how long it took you
17 to prepare it?
18 A. This may be over a period of a
19 month or so. This -- clearly I didn't type this
20 myself, this is my secretary.
21 Q. Did you ever share this document
22 with anyone?
23 A. No.
24 Q. You'll notice the last page of
25 this document there is an attachment. Is this
0386
1 WALTERVANDEVIJVER
2 attachment part of the note?
3 A. Yes.
4 Q. Why did you include this
5 attachment?
6 A. I assume that this -- this is sort
7 of linked, we sort of had the whole internal
8 neutralization of asking myself the questions
9 why and why and what are we going to do with it.
10 Again, just for clarity, I didn't prepare -- I
11 didn't have the capabilities to do this slide
12 myself. That was done by my assistant, Geri
13 Powell, G-E-R-1.
14 Q. This attachment, did you ever show
15 it to anyone,?
16 A. Yes. I showed it to Jeroen Van
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17 Der Veer.
18 Q. When did you show it to Mr. Van
19 Der Veer?
20 A. In December 2002.
21 Q. Had you prepared this PowerPoint
22 before you drafted the note for the file?
23 A. I think this sort of moved in
24 tandem. I don't recollect the detail.
25 Q. How did -- how did this -- how did
0387
1 WALTERVANDEVIJVER
2 this meeting with Mr. Van Der Veer get
3 initiated?
4 A. From my initiative. I just walked
5 to his office.
6 Q. Is his office on the same floor as
7 yours?
8 A. Next to my office.
9 Q. Separated by anything?
10 A. A conference room and a secretary.
11 Q. Was it your practice to talk to
12 Mr. Van Der Veer on a daily basis since you were
13 so close?
14 A. Well, not really. If you look at
15 my schedule I was not there that often. I did a
16 lot of traveling, but we did share a common
17 conference room and given his regional
18 responsibilities we sometimes had joint meetings
19 and things in our region.
20 Q. When you met with Mr. Van Der Veer
21 did you ever have unscheduled meetings where you
22 would just get up and say, Jeroen, I just need
23 to talk to you about something?
24 A. Sometimes that would happen, yes.
25 This was one of those.
0388
1 WALTERVANDEVIJVER
2 Q. Do you recall what the two of you
3 had discussed?
4 A. This particular meeting I showed
5 him this picture and I particularly drawed the
6 attention to him on item 2.
7 Q. Why did you draw his attention to
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8 item 2?
9 A. Because I was letting off some
10 frustration based on what I had put down there
11 as some of the issues that I felt were happening
12 in the business.
13 Q. Do you recall what he said to you?
14 A. I recall that I showed it to him
15 and he had very little reaction and then I said
16 does this surprise you and he said no.
17 Q. Did he explain why?
18 A. No. He quickly thereafter
19 suggested that I should go and talk with Henny
20 de Ruiter, H-E-N-N-Y, and De, D-E, Ruiter,
21 R-U-I-T-E-R. He was a former CMD member and a--
22 at that stage he was the Chair of the Group
23 Audit Committee, but he was a former CMD member
24 and he was also a member of conference.
25 Q. Did he say any reason why you
0389
1 WALTERVANDEVIJVER
2 should speak with Mr. De Ruiter?
3 A. Because he thought that that was
4 the appropriate thing to do and Henny de Ruiter,
5 as a former Shell director, he still had an
6 office within The Hague offices.
7 Q. Do you recall anything else that
8 was said between you and Mr. Van De Vijver
9 during this meeting?
10 A. Van De Vijver is me.
11 Q. I'm sorry, Van der Veer.
12 A. No.
13 Q. Do you recall how long this
14 meeting lasted?
15 A. With Jeroen Van der Veer.
16 Q. Yes.
17 A. Very brief, maybe only
18 five minutes. This was not a scheduled meeting,
19 I just walked into his office.
20 Q. Did you feel he was receptive to
21 what you were telling him?
22 A. Well, he was clearly not critical,
23 but at the same time he did not respond much.
24 Q. Did you meet with Mr. De Ruiter?
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25 A. Yes, I did.
0390
1 WALTERVANDEVIJVER
2 Q. When did you meet with
3 Mr. De Ruiter?
4 A. Somewhere very soon thereafter.
5 Q. How did that meeting come to pass?
6 A. That was arranged by my secretary,
7 that meeting, and I just a few days thereafter I
8 went to his office in the morning and I had a
9 cup of coffee with him.
10 Q. Do you recall what you and Mr. De
11 Ruiter had said?
12 A. I talked to him about the issues I
13 was dealing with and the challenges I was facing
14 about overall health of the business and he had
15 a lot of sympathy for that, said I was doing
16 well and that he would pass it on to Aad Jacobs.
17 Q. Aad Jacobs was a member of the
18 Group Audit Committee; is that correct?
19 A. As I mentioned, Henny de Ruiter
20 was the Chair of the Group Audit Committee and I
21 think a bit later Aad Jacobs talk over for him
22 as chair of the Group Committee. Never being at
23 that meeting I don't know if he was already at
24 that point a member of the Audit Committee, but
25 he was chairman of the Supervisory Board.
0391
1 WALTER VAN DE VIJVER
2 Q. That would be the chairman of the
3 Supervisory Board of Royal Dutch?
4 A. Yes.
5 Q. Do you recall anything else
6 discussed between you and Mr. De Ruiter?
7 A. No. It was a very friendly chat.
8 He -- during that discussion he expressed
9 sympathy for me having to deal with Phil Watts
10 and that was sort of -- he sort of mentioned a
11 few stories about some of the encounters he had
12 had with Phil Watts in the past when he was CEO
13 of Shell Nigeria and he was regional managing
14 director for the region and that was about it.
15 Q. Do you recall anything else
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16 discussed between you and Mr. De Ruiter?
17 A. No, not in any detail, as I can
18 recollect.
19 Q. Just going back to your answer.
20 When you say during the discussion he expressed
21 sympathy for you having to deal with Phil Watts,
22 what did you -- what did you say to him that
23 elicited that sympathy?
24 A. I just said that I was dealing
25 with a lot of difficult issues in EP and that I
0392
1 WALTERVANDEVIJVER
2 felt a lot of these issues were things that I
3 inherited when I took over the business.
4 Q. And it was in response to that
5 that Mr. De Ruiter said what he did?
6 I'm sorry, you have to verbalize
7 the answer.
8 A. Yes.
9 Q. Mr. De Ruiter expected you speak
10 with Aad Jacobs?
11 A. No. I said De Ruiter said he
12 would mention it to Aad Jacobs.
13 Q. Sorry. Did he ever tell you if he
14 had, in fact, spoken with Mr. Jacobs?
15 A. No, not from Henny, but I got
16 feedback from Jeroen Van der Veer a couple days
17 later that he mentioned that Henny De Ruiter had
18 talked to Aad Jacobs.
19 Q. And did Mr. Van Der Veer convey
20 what was discussed between Mr. De Ruiter and
21 Mr. Jacobs?
22 A. No.
23 Q. Had you ever met with Mr. Jacobs
24 yourself?
25 A. I met with Aad Jacobs sort of one
0393
1 WALTERVANDEVIJVER
2 to one, if I recollect, in June 2002 just before
3 he took over as chairman of the Supervisory
4 Board.
5 Q. I just want to go back to the
6 conversation with Mr. De Ruiter for one moment.
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7 Did you discuss with Mr. De Ruiter any of the
8 reserves exposures and issues that you were
9 observing?
10 A. I am not sure. I'm certain I
11 talked about Nigeria and Oman as sort of problem
12 areas, but I cannot right now recollect if I
13 specifically talked about reserves.
14 Q. Do you recall what problems you
15 had discussed with him in Oman and Nigeria, do
16 you recall what you had discussed with him about
17 the problems?
18 A. Those were at that time rather
19 well-known problems in terms of getting to grips
20 with the business and the overall operational
21 performance in those areas and the issues we
22 were dealing with.
23 Q. Did he say anything in response to
24 what you were telling him?
25 A. No.
0394
1 WALTERVANDEVIJVER
2 Q. I'm sorry, I keep jumping between
3 meetings. I apologize.
4 When you met with Mr. Jacobs in
5 June 2002, where did that meeting take place?
6 A. I don't know whether it happened
7 in London or The Hague. I can't recollect. One
8 of the two.
9 Q. Did you initiate that meeting?
10 A. No.
11 Q. He initiated it?
12 A. Yes.
13 Q. Did he say why?
14 A. Well, because it was just prior to
15 him taking over as chairman of the Royal Dutch
16 Supervisory Board, starting first of JUly.
17 Q. And do you recall the sum and
18 substance of what you discussed?
19 A. No, not in detail, no.
20 Q. Do you recall discussing with him
21 any of the reserves exposures?
22 A. No.
23 Q. Do you recall if you discussed
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24 any -- any reserves issues -- withdrawn.
25 Do you recall if you discussed the
0395
1 WALTERVANDEVIJVER
2 state of the EP health and its business?
3 A. I do not recall it, but I'm a
4 pretty open guy, so I'm sure that whatever I was
5 thinking about I would have discussed it.
6 Q. Do you recall how long that
7 meeting lasted?
8 A. No.
9 Q. I would like to come back to
10 Exhibit 25 for a moment, again, looking at
11 this -- I guess it's a PowerPoint.
12 A. Yes.
13 Q. And, again, under number 2 you
14 write, "unchallenged EP CEO campaign to make
15 everything look good as possible (1999/2001)."
16 What did you mean by that?
17 A. I felt and recognizing with some
18 benefit of hindsight there were optimistic
19 things out there about the true health of E&P
20 versus what I discovered when I started running
21 E&P.
22 Q. And what had you discovered?
23 A. Well, I think --
24 MR. DOWD: Listen to his
25 questions.
0396
1 WALTERVANDEVIJVER
2 THE WITNESS: The list that is
3 mentioned here.
4 MR. DOWD: Answer it. Tell him
5 what it is.
6 THE WITNESS: All the way from
7 things we talked about not really being in touch
8 with operational performance to not feeling
9 exploration was managed well to technology
10 things that hadn't delivered and also in a
11 culture where there was not a challenge in the
12 EP ExCom. When I arrived at the EP ExCom I had
13 quite a few difficult discussions when I entered
14 to try to get people to open up and to
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15 participate in the meetings.
16 BY MR. HABER:
17 Q. You used the word fear of
18 challenge. Why did you use that word?
19 A. I think within the organization
20 there were a lot of people that were afraid of
21 Phil Watts.
22 Q. Did you have an understanding why
23 people were afraid of Phil Watts?
24 A. Well, he was a hard nosed
25 businessman in terms of his character.
0397
1 WALTER VAN DE VIJVER
2 Q. Did you have an understanding if
3 Phil Watts was open to receiving bad news?
4 MR. TUTTLE: Objection to form,
5 calls for speculation.
6 THE WITNESS: I can only judge my
7 behavior in terms of bringing up whatever there
8 was that needed to be brought up.
9 BY MR. HABER:
10 Q. Do you have an understanding of
11 why people were fearful of Mr. Watts?
12 MR. TUTTLE: Objection to form,
13 calls for speculation.
14 MR. MORSE: Objection. Same
15 objection.
16 THE WITNESS: I think there were
17 people in the organization and one of them was
18 Roelof Platenkamp, who portrayed to me that he
19 felt some of the challenge that he provided was
20 not always appreciated.
21 BY MR. HABER:
22 Q. Was there anyone other than
23 Mr. Platenkamp who shared an experience with
24 you?
25 A. Lorin Brass.
0398
1 WALTERVANDEVIJVER
2 Q. Anyone else?
3 A. Not that I can think of right now.
4 Q. Did Raoul Restucci ever share an
5 experience with you?
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6 A. Yes. Raoul Restucci reflected to
7 me back in 2003 after I had some arguments about
8 him and his performance, about the difficulty he
9 had when he had been regional managing director
10 for in the Far East for EP on the EP BusCom.
11 Q. What did he say?
12 A. That he had a very hard time at
13 the time of the acquisition attempt of Woodside.
14 Q. A hard time with whom?
15 A. With Phil Watts and I think that
16 also there was another occasion where he felt
17 very unhappy back in 2003 on a particular
18 business issue in the US where he felt that he
19 was being put down by Phil Watts.
20 Q. Other than the people we -- you
21 just identified, was there anyone else?
22 A. Not that I can recollect now.
23 Q. Did Mr. Restucci ever say to you
24 why he was having a difficult time with the
25 acquisition attempt with Woodside?
0399
1 WALTERVANDEVIJVER
2 A. There was a lot of pressure on him
3 to be successful.
4 Q. Pressure from where?
5 A. From Phil Watts.
6 Q. And to be successful, are you
7 referring to being able to acquire Woodside?
8 A. Yes.
9 Q. Now, at or about this time,
10 December '02, January of '03, did you start
11 thinking about whether a debooking of all of
12 these reserves that were exposed was something
13 that should be seriously considered?
14 MR. TUTTLE: Objection to form.
15 THE WITNESS: During that whole
16 time period all I could do without being an
17 expert on the subject was to challenge my staff
18 to have the transparency and the quantity of our
19 reserve data.
20 BY MR. HABER:
21 Q. Had you started to form an opinion
22 about whether a debooking was becoming
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23 necessary?
24 A. No.
25 I was trying very hard to get all
0400
1 WALTERVANDEVIJVER
2 the facts to decide one way or the other and as
3 I mentioned earlier, the critical elements in
4 that would be to really get the hard facts and
5 details on Oman and Nigeria.
6 Q. Going back to Mr. Restucci for a
7 moment, do you recall having any discussions
8 with him about Gorgon?
9 A. No. Not until after the
10 announcement.
11 Q. The announcement, the initial
12 announcement in January 2004?
13 A. Yes.
14 Q. And do you recall what the two of
15 you discussed?
16 A. It was not a one to one, it was
17 part of a discussion that ExCom had that we
18 clearly were still working, had the numbers and
19 getting -- trying to get information and data on
20 what had happened in the past.
21 MR. HABER: Do you want to take a
22 five minute break?
23 MR. DOWD: Sure.
24 THE VIDEOGRAPHER: This marks the
25 end of tape three, Volume II, in the deposition
0401
1 WALTERVANDEVIJVER
2 of Mr. Van De Vijver. We are going off the
3 record. The time is 3:42 p.m.
4 (A brief recess was taken.)
5 THE VIDEOGRAPHER: This marks the
6 beginning of tape four, volume II, in the
7 deposition of Mr. Van De Vijver. We're back on
8 the record. The time is 3:59 p.m.
9 BY MR. HABER:
10 Q. Mr. Van De Vijver, I'm going to
11 hand you a document that we are going to mark as
12 Van De Vijver Exhibit 26.
13 (Van De Vijver Exhibit Number 26
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14 was marked for identification.)
15 BY MR. HABER:
16 Q. This is a string of e-mails and I
17 will identify it for the record while the
18 witness has an opportunity to take a look at it.
19 The string of e-mails, the last of
20 which is from John Pay to Mr. Van De Vijver, is
21 dated December 4,2002, with a cc to Lorin
22 Brass. The subject line reads "reserves".
23 The Bates numbers on the document,
24 the first one is V 00090634 through V 00090636.
25 The other one, Bates range is TT 000477 through
0402
1 WALTERVANDEVIJVER
2 TT 000479.
3 Mr. Van De Vijver, have you seen
4 this document before today?
5 A. Yes.
6 MR. MORSE: Can you hold on a
7 second?
8 MR. HABER: Yes. I'll hold on.
9 BY MR. HABER:
10 Q. Do you recall the context in which
11 you sent the e-mail to Mr. Pay and with a cc to
12 Mr. Brass on December 4th of 2002?
13 A. Yes. The context is my continued
14 drive to make sure that people understand that I
15 want to get the proper quality and transparency
16 of our reserve base and make sure they get the
17 message and then leave it to the expert to make
18 the decisions, but they at least recognize it is
19 still on my radar screen as an important item.
20 Q. Now, you write to Mr. Pay, "as a
21 result, we are taking in 'hits this year' on
22 Bonga, Erha, et cetera."
23 What do you mean by hits?
24 A. We're doing debookings. Remember
25 we saw earlier in the note to the EP ExCom.
0403
1 WALTERVANDEVIJVER
2 Q. And you go on to say, "based on
3 what we know today, what will we still have left
4 in our books by 11112003that is considered
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5 questionable by the auditors or that we should
6 correct this year."
7 Were you at this point considering
8 a debooking?
9 A. I knew we were going to do some
10 debookings, as we just mentioned, but the issue
11 was we do whatever is needed to get the quality
12 of our data.
13 Q. Why did you ask Mr. Pay the
14 question?
15 A. Sorry?
16 Q. Why did you ask Mr. Pay the
17 question that you wrote here?
18 A. Well, because I wanted to make
19 sure that I kept up-to-date on what they were
20 doing, but also just to make sure they
21 understood, again, from my side that this was
22 still a very important issue that we needed to
23 get a handle on.
24 Q. The issues being the reserves
25 exposures?
0404
1 WALTERVANDEVIJVER
2 A. Yes.
3 Q. Mr. Pay responds to you on the
4 same day and if you take a look the paragraph,
5 the third one that begins, "removing all items."
6 Are you with me?
7 A. Yes.
8 Q. For the record it says, "removing
9 all items from the attached list would reduce
10 proved reserves additions from 2002 to
11 CA.750 million BOE (proved RRR equal 50 percent,
12 including Enterprise and cash again)."
13 It goes on to say, "I am working
14 on the assumption that this is not something we
15 want to do, but it would have the advantage of
16 removing these issues once and for all. The
17 timing seems opportune."
18 Did you understand Mr. Pay to be
19 suggesting that a debooking would be an
20 opportune thing -- withdrawn.
21 Did you understand Mr. Pay to be
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22 referring to a debooking of the reserves in the
23 exposure list that's attached to these e-mails?
24 A. The attached list is the exposure
25 list.
0405
1 WALTER VAN DE VIJVER
2 Q. Right.
3 A. Yes.
4 Q. And did you understand Mr. Pay to
5 be referring to a debooking of reserves on that
6 list?
7 A. Yes.
8 Q. Do you recall having any
9 discussions with Mr. Pay about his suggestion?
10 A. No, because as you see in that
11 e-mail, he was telling me that all is in
12 progress, it's the experts that would deal with
13 it and all the people involved in the process
14 would ultimately make that decision.
15 Q. Had you reached any conclusion at
16 this time whether it was an opportune time to
17 debook any of the reserves on this list?
18 A. For me that was not relevant. For
19 me to get the facts and whatever facts they had,
20 that was fine with me.
21 (Van De Vijver Exhibit Number 27
22 was marked for identification.)
23 MR. HABER: I want to mark as
24 Exhibit 27 -- for the record, Exhibit 27 is a
25 the note to CMD, it's dated September 24, 2002.
0406
1 WALTERVANDEVIJVER
2 Its Bates number is LON 00520467
3 through LON 00520476.
4 Mr. Van De Vijver, do you
5 recognize this document?
6 THE WITNESS: Yes.
7 BY MR. HABER:
8 Q. Is this the note to CMD that you
9 were referring to when you were testifying about
10 the September 2nd note that you had written,
11 which was exhibit --
12 A. Yes. No. I can recollect. Yes.

file:IIICI/Documents%20and%20Settings/daustin/Desktop/Deposition%20Transcripts/020 107wvandervijver .txt (114 of 144)9/1812007 3:54:38 PM



file:1I ICI/Documents %20and %20Settingsl daustin/Desktop/Deposition %20Transcripts/020 107wvandervijver .txt

Case 3:04-cv-00374-JAP-JJH Document 365-2 Filed 10/10/2007 Page 247 of 390
13 Q. Okay. Just for the record, it was
14 Exhibit 20.
15 Is this your signature on the
16 first page?
17 A. Yes.
18 Q. Do you recall presenting this note
19 to the CMD?
20 A. Yes.
21 Q. Looking back for one moment on
22 Exhibit 26.
23 A. Sorry. Yes.
24 Q. Did you have an understanding of
25 what would happen to the RRR if all of the
0407
1 WALTERVANDEVIJVER
2 reserves that were identified on the catalog
3 were debooked?
4 A. No. Whatever the number is,
5 that's what the number is.
6 Q. I'm saying if you were to have
7 debooked all the reserves on that list do you
8 know what impact that would have on Shell's RRR
9 at the time?
10 A. Well, I would have to do the
11 calculation off the top of my head, but if we
12 produced 3.8 million barrels equivalent per day,
13 that's how much per year? That's about 1.3 or
14 so billion per year. That matches, right,
15 100 percent reserves replacement is about 1.3 to
16 1.3 billion barrels or equivalent. So if you go
17 back -- if you go to the exposure list when you
18 talk about the total exposure -- sorry, of
19 848 million barrels per day, that is a big
20 number, right, percentage-wise it's more than
21 half -- more than 50 percent reserve replacement
22 ratio for that particular year. Negative.
23 Q. Negative; right. Is that a number
24 Shell could have gone to the market with?
25 A. It is what it is. From my
0408
1 WALTERVANDEVIJVER
2 perspective, the only thing that matters is that
3 we give the right numbers. Whatever the experts

file:IIICI/Documents%20and%20Settings/daustin/Desktop/Deposition%20Transcripts/020 107wvandervijver .txt (115 of 144)9/1812007 3:54:38 PM



file:1I ICI/Documents %20and %20Settingsl daustin/Desktop/Deposition %20Transcripts/020 107wvandervijver .txt

Case 3:04-cv-00374-JAP-JJH Document 365-2 Filed 10/10/2007 Page 248 of 390
4 believe the number is, that's what the number
5 should be.
6 Q. Okay.
7 MR. DOWD: Are we through with 27?
8 MR. HABER: Yes. We're done.
9 (Van De Vijver Exhibit Number 28

was marked for identification.)
BY MR. HABER:

Q. Mr. Van De Vijver, we've marked
as Exhibit 28 an e-mail from Femke Copper to,
I'm sure I'm pronouncing it wrong, to Mr. Watts,
Jeroen Van der Veer, Paul Skinner, Malcolm
Brinded, with a cc to Judith Boynton, Keith
Ruddock and yourself. The subject line reads
formatted version, visit Oman, 15-16-2003.

The Bates number is V 00010718 and
it goes through V 00010719?

Do you recognize this document?
Yes.

10
11
12
13
14
15
16
17
18
19
20
21

A.
Q. And what is this document?

24 A. It is a visit note for my next
25 visit to Oman. Just to help you explain it, I
0409

22
23

1 WALTER VAN DE VIJVER
2 had a few times when I would write my own e-mail
3 on the plane when going back, if I would send it
4 back it would get a little bit garbled. So I
5 would ask my secretary to fix the spacing and
6 send it out again.
7 Q. I see. This would be the
8 reformatting. Femke Copper is identified as a
9 deputy secretary to you and you asked her to
10 send it to the people who are identified as the
11 recipients?
12 A. Yes.
13 Q. Who is Keith Ruddock?
14 A. He is the secretary to the CMD.
15 Q. Why did you send it to
16 Mr. Ruddock?
17 A. For completeness sake. I do not
18 recollect.
19 Q. Now, the first line says that you
20 had another useful two day visit to Oman with

file:IIICI/Documents%20and%20Settings/daustin/Desktop/Deposition%20Transcripts/020 107wvandervijver .txt (116 of 144)9/1812007 3:54:38 PM



file:1I ICI/Documents %20and %20Settingsl daustin/Desktop/Deposition %20Transcripts/020 107wvandervijver .txt

Case 3:04-cv-00374-JAP-JJH Document 365-2 Filed 10/10/2007 Page 249 of 390
21 the objective to carry out another "health
22 check" on PDO and to meet relevant
23 staff/stakeholders. Why did you feel it was
24 necessary to visit Oman to carry out a health
25 check?"
0410
1 WALTER VAN DE VIJVER
2 A. It was my baby. I felt very
3 passionate about PDO and obviously I had my
4 organization looking after it, but I very
5 personally wanted to stay closely in touch with
6 what was happening in the company in terms of
7 all the recovery activity.
8 Q. Now, the -- do you recall meeting
9 with any members of the oil -- I'm sorry, the
10 Ministry of Oil and Gas during this trip?
11 A. No, but maybe -- it is in there in
12 the minutes. The minutes say I didn't meet with
13 Oil Minister because he was on leave, so I only
14 met with Minister Ahmed Macki and Undersecretary
15 of the Ministry.
16 Q. If you look on the first page you
17 write -- and, again, I -- just so you know where
18 I'm reading. On the first page where you say,
19 "below is a brief summary of my visit, key
20 highlights. "
21 The second one you identify is
22 atmosphere with the variety of government
23 stakeholders remain tense given the extent of
24 issues. Then (PDO production government LNG
25 (GTP) , lack of transparency rewards scheme and
0411
1 WALTERVANDEVIJVER
2 license extension, ethane extraction to develop
3 downstream industry.
4 Were all of these reasons the
5 reasons that were communicated to you for this
6 tense atmosphere?
7 A. Yes. That is the feedback I had
8 during the discussions on the visit.
9 Q. And who did you have the
10 discussions with from which you got this
11 feedback?
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12 A. From the government stakeholders
13 that I mentioned in these notes.
14 Q. Okay. Can you just explain what
15 you meant by the lack of transparency?
16 A. The lack of transparency, that we
17 still had difficulty understanding our business
18 and still had the uncertainty around production
19 forecast, where it was going, so they were
20 ongoing issues.
21 Q. And what did you mean by reward
22 scheme?
23 A. Reward scheme is, if I recollect
24 correctly, at that time discussions had started
25 with Omani government on license extension in
0412
1 WALTERVANDEVIJVER
2 Oman and on what terms the license would be
3 extended.
4 Q. SOwas there a reward involved or
5 discussed in connection with the license
6 extension?
7 A. Well, a reward scheme, but the
8 terms of the contract both in terms of profit
9 oil, cost oil, all the typical things, not
10 getting a price right.
11 Q. I notice under PDO it says,
12 "current production is some 730,000 barrels per
13 day and is still sliding downwards with some
14 signs that attention to core processes are
15 helping."
16 What core processes are you
17 referring to?
18 A. Getting back to the basics of the
19 business, doing the well management, reservoir
20 management, trying to understand what was
21 actually happening out there in the fields.
22 Q. When you met with Minister Ahmed
23 Macki did you have any discussions with him
24 about whether there was any prospect for
25 production returning to 850,000 barrels per day.
0413
1
2

WALTER VAN DE VIJVER
THE WITNESS: No, I do not recall.
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3 BY MR. HABER:
4 Q. Now, did you have any
5 conversations with any of the recipients
6 identified on Exhibit 28 about your trip?
7 A. No. I do not recollect. It
8 depends on where I was at the time and whether
9 it coincided with the CMD meeting whether it
10 would come up during lunchtime or whatever, I
11 don't know. I do not recollect.
12 Q. Did anyone who is identified as a
13 recipient of this e-mail you with any comments
14 about the trip?
15 A. Not that I recollect.
16 (Van De Vijver Exhibit Number 29
17 was marked for identification.)
18 BY MR. HABER:
19 Q. I just handed the witness a
20 document we marked as Van De Vijver Exhibit 29.
21 There's a note for discussion. It says EP
22 reserves outlook. It's dated in the upper
23 right-hand corner July 22, 2003, but the
24 signature date reads July 17,2003.
25 The Bates numbers for the exhibit
0414
1 WALTER VAN DE VIJVER
2 are HAG 00043389 through HAG 00043398?
3 Mr. Van De Vijver, have you seen
4 this document before today?
5 A. Yes.
6 Q. Does this document bear your
7 signature, the first page that is?
8 A. Yes.
9 Q. When did you prepare -- withdrawn.
10 Who prepared this document?
11 A. One of my staff members. I think
12 in Lorin Brass' organization.
13 Q. And to whom was this note to be
14 distributed?
15 A. ToCMD.
16 Q. And was this note a part of a
17 prereading package?
18 A. Yes.
19 Q. Do you know if there was a
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20 PowerPoint presentation that accompanied this
21 note?
22 A. No, I don't think so, because it
23 was a discussion item. So that normally would
24 not be sort of a fixed agenda item within an
25 outside presenter coming in.
0415
1 WALTER VAN DE VIJVER
2 Q. If you can turn to Exhibit 1 for a
3 moment, that's your letter?
4 A. Sorry.
5 Q. If you could turn to page 3. The
6 second paragraph you write, "in July 2003 E&P,
7 again at my direction and with my approval,
8 submitted to CMD an updated exposures catalog
9 and a note for discussion, this time
10 specifically advising the CMD that up to
11 220 million barrels of oil reserves would
12 potentially need to be debooked in 2003 in
13 Nigeria and that reviews of Nigeria and Oman
14 reserves were in progress. The CMD was also
15 informed that Gordon remained the largest single
16 potential exposure (560 million BOE)." Do you
17 see that?
18 A. Yes.
19 Q. Is this the note that you were
20 referring to in your letter?
21 A. Yes.
22 Q. If you can turn to page 397.
23 A. Yes.
24 Q. The appendix C, is this the
25 reserves exposure catalog that you're referring
0416
1 WALTERVANDEVIJVER
2 to?
3 A. Yes.
4 Q. Do you recall a discussion at the
5 CMD about the catalog?
6 A. No.
7 Q. Do you recall any discussion about
8 the note that we've marked as Exhibit 29?
9 A. No, I'm sorry, I do not recollect.
10 Q. Were you expecting some reaction
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11 from your colleagues?
12 A. Yes, because it was -- in the
13 sense it was stable, there's a note for
14 discussion, so that meant clearly time was
15 reserved to have discussion on this particular
16 item.
17 Q. Do you know how much time was
18 reserved?
19 A. No. It's in a block. It's a
20 block of items covered under notes for
21 discussion.
22 Q. If you turn to page 392, there are
23 a bunch of bullet points. I would like to
24 direct your attention right now to the second
25 bullet point, which talks about SPDC in Nigeria.
0417
1 WALTERVANDEVIJVER
2 Are you with me?
3 A. Yes.
4 Q. The second sentence of that bullet
5 point says, "it appears that a significant
6 portion of the oil portfolio lacks the necessary
7 level of technical and commercial maturity."
8 Was that statement based upon the
9 results of the review team work that we talked
10 about earlier?
11 A. Yes. That states the review was
12 still ongoing.
13 Q. Now, if you look at the Oman, the
14 next bullet point it says, "a review of Oman PDO
15 approved reserves is in progress and a reserves
16 audit is planned for later in the year.
17 What review were you referring to
18 there?
19 A. That is the review that is ongoing
20 that started I think, had just recently started
21 in June, which was the whole STOIIP ultimate
22 recovery review that we mentioned earlier.
23 Q. That STOIIP review is the bottoms
24 up review. If you turn the page to page 393.
25 A. Yes.
0418
1 WALTER VAN DE VIJVER
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2 Q. Under potential reserves exposure
3 catalog, the second sentence says, "of the
4 group's -- 19350 million BOE approved reserves
5 some 1040 million BOE (5 percent is currently
6 considered to be potentially at risk)." Do you
7 see that?
8 A. Yes.
9 Q. Okay. At the time this document
10 was prepared did you consider this to be a
11 significant amount of exposure?
12 MR. TUTTLE: Objection to form.
13 THE WITNESS: I think this
14 exposure in terms of the number was similar to
15 the numbers we had in 2002. Some things had
16 come up, but other things entered into it like
17 lowest known hydrocarbons, LKH.
18 BY MR. HABER:
19 Q. Were you concerned?
20 A. I continued to be concerned during
21 this whole period and that's why the work was
22 being done, what was being done. I had a clear
23 hunch, instinct, that things were not okay, but
24 we needed the hard facts to conclude that work.
25 Q. What is lowest known hydrocarbon?
0419
1 WALTERVANDEVIJVER
2 A. Lowest known hydrocarbon is a bit
3 technical, but it was an issue that emerged with
4 the SEC and it came up that there was a question
5 whether we could use the latest technology,
6 particularly seismic technology, to identify
7 subsurface, the lowest point where hydrocarbons
8 were found or whether you actually had to use
9 the lowest actual measured hydrocarbon point in
10 a specific well.
11 Q. Now, in this potential reserves
12 exposure catalog section, which is on page 393.
13 A. Yes.
14 Q. There's a reference that there is
15 an issue that has been raised with the SEC with
16 respect to the lowest known hydrocarbon.
17 Do you have an understanding of
18 what that issue was?
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19 A. Well, that's what I just
20 mentioned. It was the question whether you
21 could use log derived data or whether you could
22 use interpretation of other technologies like
23 seismic utilizing spill points and things like
24 that to identify what the lowest identified or
25 known hydrocarbons were.
0420
1 WALTERVANDEVIJVER
2 Q. Do you know what the SEC's
3 position was?
4 A. SEC position was that you should
5 only use the lowest actual measured hydrocarbons
6 in a particular well.
7 Q. Do you know what Shell was doing?
8 A. Shell, but not only Shell, but
9 also other companies, my understanding was they
10 would use pressure data and seismic data to
11 extrapolate it to where that lowest point could
12 be.
13 Q. Now, on page 393 you say, "Gorgon
14 remains the largest single potential exposure."
15 At that time did you know if
16 Shell's partners in the project had booked
17 proved reserves?
18 A. No.
19 Q. Did you ever learn in Rockford
20 whether Shell's partners had booked proved
21 reserves for Gorgon?
22 A. I recall vividly a phone call from
23 Peter Robertson, my counterpart in Chevron, who
24 called me after the announcement on the 9th of
25 January who said we were not happy with your
0421
1 WALTERVANDEVIJVER
2 announcement because we have not booked it and
3 actually the project is making great progress
4 and we're going to make an announcement.
5 Q. Did he say when they were going to
6 make an announcement?
7 A. I think fairly eminently they will
8 were going to make an announcement on the
9 project Gorgon because they felt they needed to
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10 say something because of that coming into the
11 news and they were the operator.
12 Q. What did you say in response to
13 Mr. Robertson?
14 A. He was a good friend of mine and I
15 fully thanked him for his phone call and that
16 was it.
17 (Van De Vijver Exhibit Number 30
18 was marked for identification.)
19 BY MR. HABER:
20 Q. Mr. Van De Vijver, I'm just
21 handing you a document that we've marked as Van
22 Der Vijver Exhibit 30. While I identify it for
23 the record, Iwould like you to take a look at
24 it.
25 The document says note for
0422
1 WALTERVANDEVIJVER
2 information Group Audit Committee briefing on
3 reserves accounting guidelines and procedures.
4 It's dated in the upper right-hand corner
5 September 1, 2003. The signature date is
6 August 28, 2003.
7 Its Bates number is LON 00010114
8 through LON 00010128. Have you seen this
9 document before?
10 A. Yes.
11 Q. Do you know who prepared the
12 document?
13 A. Igot this note from Frank
14 Coopman.
15 Q. Do you know who assisted
16 Mr. Coopman in preparing the document?
17 A. No.
18 Q. And on the first page of this
19 document, does this bear your signature?
20 A. Yes.
21 MR. DOWD: I'm not sure he said
22 Coopman prepared it. I think he said he got it
23 from him.
24 BY MR. HABER:
25 Q. You're right.
0423
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1 WALTERVANDEVIJVER
2 A. That doesn't mean he wrote it to
3 me, it came for signature from Frank Coopman.
4 Q. You're right. I apologize.
5 A. That's all right.
6 Q. The handwriting on the first page
7 of the document, is that your handwriting?
8 A. No.
9 Q. Do you recognize it as anyone's
10 handwriting?
11 A. No.
12 Q. Do you know if this note was
13 actually disseminated to the members of the
14 Group Audit Committee?
15 A. Yes, because I recall that Frank
16 Coopman went to the Group Audit Committee.
17 Q. When did he go to the Group Audit
18 Committee?
19 A. I don't recall the exact date, but
20 it says in a note here, October.
21 Q. During your tenure as CEO of EP
22 did you ever submit notes to the Group Audit
23 Committee?
24 A. Not that I recollect.
25 Q. Do you have an understanding --
0424
1 WALTERVANDEVIJVER
2 withdrawn.
3 Did you have an understanding as
4 to why this note was being sent to the Group
5 Audit Committee so far in advance of the
6 meeting?
7 MR. TUTTLE: Objection,
8 foundation.
9 THE WITNESS: No, I don't know.
10 BY MR. HABER:
11 Q. Did Mr. Coopman show you this note
12 before it was sent to the Group Audit Committee?
13 A. Yes, because he asked me to sign
14 it off.
15 Q. I meant -- I'm sorry, let me be a
16 little more specific.
17 While it was in draft?
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18 A. No.
19 MR. DOWD: Do we have to send out
20 for Starbucks for you?
21 MR. HABER: I would prefer Dunkin'
22 Donuts.
23 (Laughter.)
24 BY MR. HABER:
25 Q. If you look at attachment 3, which
0425
1 WALTERVANDEVIJVER
2 is Bates numbered that ends 127.
3 A. Sorry?
4 Q. The last two pages I'm focusing
5 on?
6 A. Yes. Sorry. Yes.
7 Q. Is this -- is this a form of the
8 exposure catalog that we've been talking about
9 today?
10 A. Yes. It's exactly the same number
11 we just looked at in the July CMD note.
12 Q. Okay. Did Mr. Coopman ever advise
13 you that he received feedback from the note
14 before the Group Audit Committee meeting?
15 A. No.
16 Q. Do you know if Mr. Coopman
17 attended the Group Audit Committee meeting?
18 A. Yes.
19 Q. Did you attend the Group Audit
20 Committee meeting in October?
21 A. No.
22 Q. Did Mr. Coopman tell you if the
23 exposure catalog was discussed during the Group
24 Audit Committee meeting in October?
25 A. No.
0426
1 WALTERVANDEVIJVER
2 Q. How many members are there of the
3 Group Audit Committee?
4 MR. TUTTLE: You mean at this
5 time?
6 BY MR. HABER:
7 Q. At this time, which is August,
8 September of 2003?
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9 A. I wouldn't be -- I wouldn't be
10 able to answer that. There's a couple of
11 members from the ST&T side, a couple members
12 from the Royal Dutch side and then there are
13 people from finance, but I don't know how many
14 that are in attendance. I never attended that
15 until January '04. I wouldn't be able to tell
16 you.
17 Q. Do you know if the membership of
18 the Group Audit Committee is comprised of
19 members of the conference?
20 A. Oh, yes. Yes.
21 Q. Is it entirely comprised of
22 members of the conference?
23 A. Well, conference and CMD, but to
24 the best of my recollection, it also included
25 the group controller. Besides the group CFO
0427
1 WALTERVANDEVIJVER
2 there was also the group controller, maybe some
3 deputies I don't know.
4 Q. At this time was Tim Morrison the
5 group controller?
6 A. Yes.
7 Q. Again, so the record is clear,
8 this time being August, September 2003.
9 Do you know if the conference has
10 any subcommittees?
11 A. Well, the Group Audit Committee
12 would be one of the subcommittees.
13 Q. Do you know what the other
14 subcommittees are?
15 A. As I mentioned to you earlier, one
16 was called Social Responsibility Committee and I
17 think we had Remco Remuneration Committee.
18 Q. Was the Remco subcommittee
19 responsible for succession issues?
20 A. Succession and compensation.
21 Q. Okay. Do you know who the
22 chairman of the Remco subcommittee was at this
23 time?
24 A. Aernout Loudon, A-E-R-N-O-U-T,
25 Loudon, L-O-U-D-O-N. I think.
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0428
1 WALTERVANDEVIJVER
2 MR. HABER: Can we just take about
3 a five minute break.
4 THE VIDEOGRAPHER: We're going off
5 the record. The time is 4:48 p.m.
6 (A brief recess was taken.)
7 THE VIDEOGRAPHER: We are back on
8 the record. The time is 4:58 p.m.
9 BY MR. HABER:
10 Q. Mr. Van De Vijver, you mentioned
11 you had meetings with a number of people such as
12 Mr. Van Der Veer, Mr. De Ruiter. Did you meet
13 with anyone else in separate private meetings
14 where you discussed the reserves issue?
15 MR. TUTTLE: Objection to
16 characterization of prior testimony.
17 THE WITNESS: No. Not that I
18 recollect in any detail. I talked with several
19 members about the general state of the business
20 with people like Marteen Van den Berg and Henny
21 de Ruiter, but that's a bit later, that was in
22 November 2003. I talked to Aad Jacobs and then
23 I did specifically talk about reserves.
24 BY MR. HABER:
25 Q. When did you meet with Marteen Van
0429
1 WALTER VAN DE VIJVER
2 den Berg?
3 A. That was around April.
4 April 2003.
5 Q. Did you initiate this meeting?
6 A. No, he did.
7 Q. And why did he do that?
8 A. From a social perspective. He
9 came to visit my house.
10 Q. Do you recall if he -- if he was
11 accompanied by anyone?
12 A. No. He was on his own.
13 Q. Do you recall having any
14 discussion about business during his visit?
15 A. Yes. I talked generally about all
16 the things I was dealing with and all the things
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17 that were on my radar screen in terms of
18 improving the performance of the business and
19 that I had quite a few challenges ahead of me.
20 Q. When you say the things you were
21 dealing with, what things are you referring to?
22 A. Everything from improving the
23 organization structure and getting the right
24 people in the right places, improving the
25 performance in places like Oman and Nigeria.
0430
1 WALTERVANDEVIJVER
2 Q. Do you recall specifically
3 discussing some of the problems in Oman and
4 Nigeria that are -- that you had testified to
5 today?
6 MR. TUTTLE: Objection to form.
7 THE WITNESS: Just in a general
8 sense, but nothing specific as I recollect on
9 reserves.
10 BY MR. HABER:
11 Q. And Mr. Van Den Berg, was he a
12 member of the conference?
13 A. Yes.
14 Q. I don't remember. I'm sure I
15 asked this, was he a member of the CMD?
16 A. He's a former member of the CMD.
17 Before my time he retired from CMD as a vice
18 chairman and president of the Royal Dutch and
19 then subsequently joined the Board in
20 conference.
21 Q. Do you recall anything that
22 Mr. Van Den Berg had said to you in response to
23 what you were telling him?
24 A. He said that he appreciated the
25 things I was working with and said that I was
0431
1 WALTERVANDEVIJVER
2 doing great and he put it in the context that he
3 had had some difficult times when he was in CMD
4 together with Mark Moody Stewart.
5 Q. And Mark Moody Stewart was the
6 chairman of the CMD at the time?
7 A. Yes.
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8 Q. Do you recall anything else about
9 that meeting that you haven't testified about?
10 A. No, not specific.
11 MR. HABER: I'm going to mark as
12 Van De Vijver Exhibit 31, it's two e-mails with
13 an attachment.
14 (Van De Vijver Exhibit Number 31
15 was marked for identification.)
16 MR. HABER: For the record, while
17 Mr. Van De Vijver is looking at the exhibit,
18 the exhibit is two e-mails and an attachmentas
19 I said. The last e-mail is from Mr. Van Der
20 Vijver to Mr. Watts. It's dated November 9,
21 2003.
22 The Bates number is LON 00010002
23 through LON 0001 through 0003.
24 Do you recall this e-mail
25 exchange?
0432
1 WALTER VAN DE VIJVER
2 THE WITNESS: Yes.
3 BY MR. HABER:
4 Q. The second e-mail, which is on the
5 bottom, the middle portion of this document, is
6 from John Bell to you with a cc to Mr. John Pay
7 and Frank Coopman. The subject is LKH and it's
8 dated November 6th, 2003 and it attaches a slide
9 that says LKH exposures at 1.1.2003. Do you
10 recall asking Mr. Bell for information about the
11 LKA issue?
12 A. Yes.
13 Q. What did you ask him?
14 A. This was a follow up to a
15 performance, midyear performance review
16 discussion I had with Phil Watts on Monday the
17 3rd of November where I felt very unhappy
18 because he was inferring that LKH problem that
19 we had by this time identified as one of the
20 exposures was something that had to do with my
21 history in the United States. So I was angry
22 because I saw it as a personal accusation.
23 Q. And, in particular, what was he
24 saying about the LKH in your tenure in the
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25 United States?
0433
1 WALTER VAN DE VIJVER
2 A. That problem on LKH that had
3 related to the United States and as I was the
4 CEO in the United States, if you recall from '98
5 to 2001 that, therefore, this was my problem.
6 Q. When you say my problem, do you
7 mean a problem that you created?
8 A. Yes.
9 Q. Now, in your e-mail you say,
10 "reference our discussion on reserves on Monday,
11 November 3." Is this the discussion you're
12 referring to?
13 A. Yes.
14 Q. Were there any other issues on
15 reserves that you recall that were discussed?
16 A. I don't recall. It was a general
17 discussion, midyear performance relative to
18 targets that had been set.
19 Q. On that connection do you recall
20 having any discussion about production targets?
21 A. I do not recollect.
22 Q. More generally, do you recall
23 having any discussion with him at this meeting
24 about the business plan that was going to
25 conference shortly?
0434
1 WALTERVANDEVIJVER
2 A. No.
3 Q. Now, in your e-mail you say, "the
4 issue of LKH is not just a US issue," then you
5 put in parentheses "( perhaps you are implying
6 something there?)" Why wasn't the LKHjust a US
7 issue?
8 A. Because this was a general
9 industry issue that had come up after my time in
10 the United States. I don't know. I think it
11 came up somewhere in 2002 and given the
12 technicalities I just explained to you, it was
13 something that would apply to any area in the
14 world where there would be that difference you
15 could have an interpretation.

file:IIICI/Documents%20and%20Settings/daustin/Desktop/Deposition%20Transcripts/020 107wvandervijver .txt (131 of 144)9/1812007 3:54:38 PM



file:1I ICI/Documents %20and %20Settingsl daustin/Desktop/Deposition %20Transcripts/020 107wvandervijver .txt

Case 3:04-cv-00374-JAP-JJH Document 365-2 Filed 10/10/2007 Page 264 of 390
16 Q. Now, the next -- what were you
17 trying to convey with regard to the
18 parenthetical?
19 A. It was just a nice way for me
20 getting back saying here are the facts and this
21 has nothing to do with being my problem.
22 Q. The next sentence says, "I am
23 becoming sick and tired about lying about the
24 extent of our reserves issues and the downward
25 revisions that need to be done because of far
0435
1 WALTER VAN DE VIJVER
2 too aggressive/optimistic bookings in the past."
3 Aside from the embarrassment of having booked
4 reserves prematurely, what were you trying to
5 convey to him there?
6 A. I was conveying to him there that
7 I was at that stage getting deeply concerned
8 that we had been given incorrect information on
9 the state of our reserves. The Oman and Nigeria
10 audits were nearing completion and the early
11 reports I got from those places were not
12 encouraging.
13 Q. When you refer to downward
14 revisions that need to be done, were you
15 suggesting to Mr. Watts that a debooking was
16 necessary?
17 A. I was trying to indicate at that
18 stage I was getting more and more to the
19 conclusion, that it looked like if the data were
20 confirmed that we would have to do a downward
21 revision.
22 Q. The reference to far too
23 aggressive/optimistic bookings in the past, was
24 that to bookings of reserves that were done
25 under Mr. Watts' tenure?
0436
1 WALTERVANDEVIJVER
2 A. That's the same issue, yes, that
3 we discussed many times before.
4 Q. Now, the remainder of the sentence
5 says," aside from the embarrassment of having
6 booked reserves prematurely."
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7 What did you mean by that?
8 A. This was my feeling around some of
9 those projects that were booked in the past.
10 Again, I'm not an expert on SEC, but those were
11 booked before actual final investment decision
12 was taken.
13 Q. Why would you feel embarrassed
14 about that?
15 A. Well, I felt embarrassed at the
16 end of the day that the studies that were
17 ongoing would conclude that in the past we
18 wouldn't have given the right external messages
19 on the health of our reserves. I mean overall I
20 believed that Shell was a conservative company.
21 Q. SO the embarrassment would be with
22 regard to the external community?
23 MR. TUTTLE: Objection,
24 characterization of the testimony.
25 THE WITNESS: Yes.
0437
1 WALTERVANDEVIJVER
2 BY MR. HABER:
3 Q. The beginning portion of the
4 sentence when you say, "becoming sick and tired
5 about lying about the extent of our reserves
6 issues." Did you feel that Shell was not being
7 transparent with regard to the reserves issues
8 that we've been talking about today?
9 MR. TUTTLE: Objection to form.
10 THE WITNESS: No. I had no reason
11 to believe that the company had been giving
12 false information intentionally to the market.
13 I was just now deeply concerned based on the
14 emerging facts that were coming out that we had
15 given incorrect information.
16 BY MR. HABER:
17 Q. Did Mr. Watts ever respond to your
18 e-mail?
19 A. No.
20 Q. Did he ever pick up the phone and
21 tell you he wanted to talk about it?
22 A. No.
23 Q. Do you believe you conveyed the
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24 message clearly to Mr. Watts in this e-mail?
25 A. Yes.
0438
1 WALTER VAN DE VIJVER
2 MR. HABER: We're going to mark --
3 I'm going to actually mark three exhibits. The
4 first one is going to be Exhibit 32 and
5 Exhibit 32 is an e-mail string, the last of
6 which is from Frank Coopman to David Lau, with a
7 cc to Souli Bouchia.
8 THE WITNESS: I don't have it yet.
9 MR. DOWD: You will just relax.
10 BY MR. HABER:
11 Q. It's dated November 24, 2003. The
12 subject line is a forward 2003 RRR review.
13 There are two Bates numbers. The
14 first range is V 00350911 through V 00350913.
15 The other one is Coopman 0452 through Coopman
16 0454.
17 (Van De Vijver Exhibit Number 32
18 was marked for identification.)
19 MR. HABER: While the witness is
20 looking at this we're going to mark.
21 MR. DOWD: He's looking at 32 just
22 for the record.
23 MR. HABER: While he's looking at
24 Exhibit 32 we're going to mark as Exhibit 33 a
25 note from Anton Barendregt to a number of people
0439
1 WALTER VAN DE VIJVER
2 dated September 30, 2003.
3 The Bates number is RJW 00770717
4 through RJW 00770726.
5 And the subject of this note reads
6 proved reserves process audit-SPDC (Nigeria
7 18-19 September 2003).
8 (Van De Vijver Exhibit Number 33
9 was marked for identification.)
10 MR. HABER: Exhibit 34 is a draft
11 note from Anton Barendregt dated November 3,
12 2003. It says SEC proved reserves audit-PDO
13 Oman 25-28 October 2003.
14 That's Exhibit 34 and the Bates
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15 range there is RJW 00950013 through RJW
16 00950019.
17 (Van De Vijver Exhibit Number 34
18 was marked for identification.)
19 BY MR. HABER:
20 Q. Mr. Barendregt -- I'm sorry,
21 Mr. Van De Vijver -- I apologize.
22 Exhibit 32.
23 THE WITNESS: Yes.
24 BY MR. HABER:
25 Q. Which is the first exhibit I
0440
1 WALTER VAN DE VIJVER
2 handed to you. Do you recall seeing this e-mail
3 exchange before?
4 A. Yes.
5 Q. And exhibits 33 and 34, which are
6 the Barendregt reports, do you recall seeing
7 Exhibit 33 before?
8 A. Yes.
9 Q. And do you recall seeing
10 Exhibit 34 before today?
11 A. Yes.
12 Q. Okay. Are these the reports that
13 you testified earlier about?
14 A. Yes.
15 Q. And you will notice that on the
16 first page of each report Mr. Barendregt gives
17 an unsatisfactory report in his audit of SPDC on
18 Exhibit 33 and PDO on Exhibit 34?
19 A. Yes.
20 Q. Now, if you look at Exhibit 32.
21 A. Yes.
22 Q. Which is an e-mail from John Pay
23 to you with a cc to John Bell, Frank Coopman,
24 John Darley, and lain Percival, who is
25 IainPercival?
0441
1 WALTER VAN DE VIJVER
2 A. He is a senior petroleum engineer
3 under operational excellence. You can see that
4 in his reference, OE, operational excellence in
5 the EPT organization of John Darley.
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6 Q. Operational excellence, that's the
7 same as the T&OE?
8 A. Yes.
9 Q. Was this the first time that you
10 had received Mr. Barendregt's reports on SPDC
11 and PDO Oman?
12 A. Yes.
13 Q. And this being the attachment to
14 the November 17th e-mail?
15 A. Yes.
16 Q. Now, if you look at Exhibit 33,
17 there's handwriting in the upper right-hand
18 corner. Do you recognize that handwriting?
19 A. No.
20 Q. If you notice, six days lapsed
21 between the time Mr. Pay sends his e-mail and
22 you send out an e-mail to him. What did you do
23 between the time you received these two reports
24 and the time you sent this e-mail to Mr. Pay?
25 A. That's a very good question. I
0442
1 WALTERVANDEVIJVER
2 wouldn't know day to day where I was or what I
3 did. I think maybe I can give you a little bit
4 of context.
5 Q. Sure.
6 A. After I received those reports and
7 particularly when I saw the report on Oman I
8 was -- I was highly surprised by the conclusion
9 of the Oman audit in the sense that a
10 recommendation from Barendregt was to leave the
11 numbers as they were for another year.
12 I remember then seeing Frank
13 Coopman and expressing that concern to him about
14 that finding. I also recall that someone close
15 to this time, as soon as I heard about the
16 unsatisfactory audit, I notified Judy Boynton
17 that we had unsatisfactory audit. Not even
18 seeing the audits, I advised her of the fact
19 that I had seen these unsatisfactory audits and
20 also advised my colleagues at CMD around this
21 time about having received these unsatisfactory
22 audits.
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23 Clearly work was ongoing. The
24 Nigeria story was a little bit different in the
25 sense that audits was unsatisfactory, but
0443
1 WALTERVANDEVIJVER
2 Nigeria was a process audit. That was a step in
3 between the whole bottom up review to confirm
4 the methodology that was being used to get to
5 the right numbers. And I also recall asking
6 Frank to now start working on getting the real
7 details because based on this I was getting
8 pretty certain that we were getting into a
9 debooking process. Sorry for the lengthy
10 answer.
11 Q. That's okay.
12 When you say you were asking
13 Mr. Coopman to start working on getting the
14 details, what details were you looking for him
15 to get?
16 A. As I reference in the e-mails, I
17 said I've asked Frank to work the disclosure SEC
18 issues to really get an understanding that based
19 on what we were, in terms of him being the head
20 of the Chair of the Reserves Committee, which at
21 that time we had in place to make sure proper
22 process was followed in terms of the next step
23 on this important issue.
24 Q. When was the Reserves Committee
25 established?
0444
1 WALTERVANDEVIJVER
2 A. The Reserves Committee I think was
3 established around September, October time that
4 year as part of the ongoing improvements in the
5 overall controls and transparency around reserve
6 reporting.
7 Q. Was the creation of the Reserves
8 Committee initiated by you?
9 A. Not directly by me, but through
10 Coopman as part of my desire for him to improve
11 overall controls in the business, including this
12 area.
13 Q. Now, on Exhibit 32, the bottom of
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14 the e-mail, you say, "still find it amazing to
15 compare the '99 and '03 audit write-ups for
16 Nigeria and for Oman." Why were you amazed?
17 A. Because if I recollect correctly
18 '99, both those areas had satisfactory audits
19 and then four years later -- satisfactory and
20 good. Even better than satisfactory Oman had --
21 we have to read the note now -- one was good and
22 one was satisfactory.
23 Q. Did you talk with Mr. Barendregt
24 about his reports?
25 A. No.
0445
1 WALTER VAN DE VIJVER
2 Q. Why didn't you?
3 A. I cannot interfere with the whole
4 organization. As I said, I mean that's what I
5 communicated to Coopman and I'm sure I was
6 confident Coopman would deal with the issue
7 effectively. As I mentioned, the first time I
8 met Barendregt was in December when we were
9 trying to get to the bottom of what the final
10 numbers should be.
11 Q. It says afterwards in the rest of
12 that sentence, "we better categorize the
13 differences to have a logical explanation."
14 Who were you going to make an
15 explanation to?
16 A. Trying to prepare the necessary
17 documentation to go to CMD and to conference.
18 Q. Had you already at this point
19 instructed the EP team to get started on that?
20 A. Yes.
21 Q. Would you say this was the
22 unofficial beginnings of Rockford?
23 A. Yes.
24 Q. Do you know when Rockford formally
25 began?
0446
1 WALTER VAN DE VIJVER
2 A. I think it was the first CMD
3 meeting on the 9th of December when the paper
4 was finally submitted to CMD.
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5 MR. HABER: I just want to mark, I
6 forget where we are -- Exhibit 35.
7 MR. TUTTLE: Jeff, not to ask the
8 overly obvious question?
9 MR. HABER: We're almost done for
10 the day.
11 (Van De Vijver Exhibit Number 35
12 was marked for identification.)
13 MR. HABER: For the record, what
14 we've marked as Exhibit 35 is an e-mail string,
15 the last of which and it is really just string
16 is from Mr. Van De Vijver. It's dated
17 November 16,2003 to Judith Boynton. The
18 subject line reads 2003 RRR review. There's an
19 attachment, as well.
20 The Bates number is V 00010813
21 through V 00010817.
22 Have you seen this document before
23 today?
24 THE WITNESS: Yes.
25 BY MR. HABER:
0447
1 WALTER VAN DE VIJVER
2 Q. In your testimony a few moments
3 ago you mentioned that you communicated with
4 Ms. Boynton about the two reports, Exhibit 33
5 and 34?
6 A. Yes.
7 Q. Is Exhibit 35 the e-mail from you
8 to Ms. Boynton, the means by which you made that
9 communication?
10 A. Yes.
11 Q. Do you recall having any
12 discussion with her after you sent this e-mail
13 to her?
14 A. No.
15 Q. If you could just look at the part
16 of the middle of the e-mail, the part that says
17 both countries have had the following?
18 A. Uh-huh.
19 Q. Under the first one, "history of
20 aggressive reserves bookings 'stimulated' by
21 reserves fees in our NIAT 'contract' (Nigeria
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22 stopped in '99 after new MOU)."
23 A. Do you want me to translate that?
24 Q. Would you please?
25 A. NIAT is net income after tax. MOU
0448
1 WALTERVANDEVIJVER
2 is Memorandum of Understanding, that's the name
3 of the contract, the type of contract in SPDC.
4 Q. And the reference to the
5 aggressive reserves bookings, is that reference
6 to all the reserves exposures that we talked
7 about today?
8 A. That were.
9 MR. TUTTLE: Objection to form,
10 characterization of the testimony.
11 THE WITNESS: This is a reference
12 to the Nigeria and Oman exposures we've talked
13 about before.
14 BY MR. HABER:
15 Q. Right. So it's not all of the
16 exposures, just Nigeria and Oman?
17 A. Yes.
18 Q. There's one other thing I want to
19 ask you about before we conclude for the day.
20 If you go back to your letter,
21 which is Exhibit 1. On page 3, the third
22 paragraph, the first sentence which I'm
23 interested in reads, "in November 2003 I
24 informed CMD about the unacceptable results of
25 the Nigeria and Oman audits."
0449
1 WALTERVANDEVIJVER
2 Do you recall when that meeting
3 occurred?
4 A. That was CMD on the 18th of
5 November.
6 Q. Did you make the presentation?
7 A. I just made the comment at that
8 time during sort of any other business that I
9 had these two unsatisfactory audits.
10 Q. And what was the reaction?
11 MR. DOWD: The answer is yes.
12 THE WITNESS: Sorry, yes.
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13 BY MR. HABER:
14 Q. What was the reaction of the CMD?
15 A. I do not recall.
16 Q. Were they surprised?
17 MR. TUTTLE: Objection to form,
18 calls for speculation.
19 THE WITNESS: I do not know.
20 BY MR. HABER:
21 Q. Okay. Do you know if Ms. Boynton
22 attended that CMD meeting?
23 A. Yes, she did.
24 Q. Do you recall Ms. Boynton saying
25 anything during the discussion about the
0450
1 WALTER VAN DE VIJVER
2 reserves?
3 A. No.
4 Q. Do you recall Mr. Watts saying
5 anything during the discussion about the results
6 of the Nigeria and Oman audits?
7 A. No.
8 MR. TUTTLE: Objection to the
9 characterization of the testimony.
10 MR. HABER: I think this is a good
11 place to conclude for the day.
12 THE VIDEOGRAPHER: This marks the
13 end of Volume II in the deposition of Mr. Van
14 Der Vijver. The total number of tapes used
15 today is four. We're going off the record. The
16 time is 5:35 p.m.
17 (Whereupon, at 5:35 p.m., the
18 deposition was adjourned.)
19
20
21
22
23
24
25
0451
1 WALTERVANDEVIJVER
2 ACKNOWLEDGMENT OF DEPONENT

(Reading and signature not
waived.)

3
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4 I do hereby acknowledge that I have
5 read and examined the foregoing pages of the
6 transcript of my deposition and that:
7
8 (Check appropriate box):
9
10 ( ) the same is a true, correct and
11 complete transcription of the answers given by
12 me to the questions therein recorded.
13
14 ( ) except for the changes noted in
15 the attached errata sheet, the same is a true,
16 correct and complete transcription of the
17 answers given by me to the questions therein
18 recorded.
19
20
21
22
23 DATE SIGNATURE
24
25
0452
1 WALTERVANDEVIJVER
2 CERTIFICATE OF NOTARY PUBLIC
3
4 I, Paula G. Satkin, the officer before whom
5 the foregoing proceedings were taken, do hereby
6 certify that the witness whose testimony appears
7 in the foregoing proceeding was duly sworn by
8 me; that the testimony of said witness was taken
9 by me in stenotype and thereafter reduced to
10 typewriting under my direction; that said
11 proceedings is a true record of the testimony
12 given by said witness; that I am neither counsel
13 for, related to, nor employed by any of the
14 parties to the action in which these proceedings
15 were taken; and, further, that I am not a
16 relative or employee of any attorney or counsel
17 employed by the parties hereto, nor financially
18 or otherwise interested in the outcome of the
19 action.
20

file:11ICI/Documents%20and%20Settings/daustin/Desktop/Deposition%20Transcripts/020 107wvandervijver .txt (142 of 144)9/1812007 3:54:38 PM



file:1I ICI/Documents %20and %20Settingsl daustin/Desktop/Deposition %20Transcripts/020 107wvandervijver .txt

Case 3:04-cv-00374-JAP-JJH Document 365-2 Filed 10/10/2007 Page 275 of 390
21 My commission expires October 31, 2010.
22
23
24 PAULA G. SATKIN

Notary Public in and for the
25 District of Columbia
0453
1 ERRATA SHEET
2 IN RE: Royal Dutch/Shell
3 RETURN BY:
4 PAGE LINE
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22

CORRECTION AND REASON

(DATE) (SIGNATURE)
23
24
25
0454
1 ERRATA SHEET
2 IN RE: Royal Dutch/Shell
3 RETURN BY:
4 PAGE LINE
5
6
7
8
9
10

CORRECTION AND REASON
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11
12
13
14
15
16
17
18
19
20
21 (DATE) (SIGNATURE)
22
23
24
25
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0454
1 IN THE UNITED STATES DISTRICT COURT
2 DISTRICT OF NEW JERSEY
3 Civ. No. 04-3749 (JAP)
4 (Consolidated Cases)
5 Hon. Joel A. Pisano
6
7 --------------+
8 IN RE ROYAL DUTCH/SHELL
9 TRANSPORT SECURITIES
10 LITIGATION
11 --------------+
12
13 Volume III
14 Videotaped Deposition of Walter van de Vijver
15 Washington, D.C.
16 Friday, February 2, 2007
17 9:39 a.m.
18
19
20
21
22
23 Job No. 22-94164
24 Pages 454 - 577, Volume III
25 Reported by: Paula G. Satkin
0455
1 Videotaped Deposition of
2 Walter van de Vijver
3
4 Held at the offices of:
5 AKIN GUMP STRAUSS HAUER & FELD LLP
6 1333 New Hampshire Avenue, Northwest
7 Washington, D.C. 20036-1564
8 (202)202-887-4000
9
10
11
12
13
14
15
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16
17
18
19
20 Taken pursuant to notice, before Paula
21 G. Satkin, Registered Professional Reporter
22 And Notary Public in and for the District of
23 Columbia.
24
25
0456
1 APPEARANCES
2
3 ON BEHALF OF LEAD PLAINTIFF IN THE CLASS:
4 JEFFREY HABER, ESQUIRE
5 ALLEN HOBBS, ESQUIRE
6 BERNSTEIN, LIEBHARD & LIFSHITZ, LLP
7 10 East 40th Street
8 New York, New York 10016
9 Telephone: (212)779-1414
10
lION BEHALF OF THE WITNESS:
12 JOHN M. DOWD, ESQUIRE
13 JEFFREY M. KING, ESQUIRE
14 CHRISTOPHER T. SCHULTEN, ESQUIRE
15 ROBERT H. HOTZ, JR., ESQUIRE
16 AKIN GUMP STRAUSS HAUER & FELD LLP
17 1333 New Hampshire Avenue, N.W.
18 Washington, D.C. 20036-1564
19 (202) 887-4000
20
21
22
23
24
25
0457
1 ON BEHALF OF ROYAL DUTCH/SHELL:
2 RALPH C. FERRARA, ESQUIRE
3 LEBOEUF, LAMB, GREENE & MACRAE, LLP
4 1875 Connecticut Avenue, Northwest
5 Suite 1200
6 Washington, D.C. 20009

file:11ICI/Documents%20and%20Settings/daustin/Desktop/Deposition%20Transcripts/020207wvandevijver .txt (2 of 75)9/1812007 3:54:45 PM



file:IIICI/Documents%20and%20Settings/daustin/Desktop/Deposition%20Transcripts/020207wvandevijver.txt

Case 3:04-cv-00374-JAP-JJH Document 365-2 Filed 10/10/2007 Page 279 of 390
7 Telephone: (202)986-8000
8
9 ON BEHALF OF PRICEW ATERHOUSECOOPERS:
10 DEREK ADLER, ESQUIRE
11 HUGHES,HUBBARD&REED,LLP
12
13
14
15
16 ON BEHALF OF KPMG ACCOUNTANTS N.V.:
17 NICHOLAS W.C. CORSON, ESQUIRE
18 HOGAN &HARTSON,LLP
19 875 Third Avenue
20 New York, New York 10022
21 Telephone: (212)918-3000

One Battery Park Plaza
New York, New York 10004-1482
Telephone: (212)837-6086

22
23
24
25
0458
1 ON BEHALF OF JUDITH BOYNTON:
2 NANCY SENNETT, ESQUIRE
3 DANIEL CORDIS, ESQUIRE
4 FOLEY & LARDNER, LLP
5 777 East Wisconsin Avenue
6 Milwaukee, Wisconsin 53202-5306
7 Telephone: (414)271-2400
8
9 ON BEHALF OF SIR PHILIP WATTS:
10 JOSEPH 1.GOLDSTEIN, ESQUIRE
11 ADRIAEN M. MORSE, JR., ESQUIRE
12 THOMAS J. HERSHENSON, ESQUIRE
13 MAYER, BROWN, ROWE & MAW,LLP
14 1909 K Street, Northwest
15 Washington, D.C. 20006-1101
16 Telephone: (202)263-3000
17
18 ALSO ON BEHALF OF ROYAL DUTCH/SHELL:
19 EARL D. WEED, ESQUIRE
20 SENIOR LITIGATION COUNSEL
21 SHELL OIL COMPANY, Litigation Dept.
22 910 Louisiana, OSP 4836
23 Houston, Texas 77001
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24 Telephone: (713)241-5195
25
0459
1 ALSO ON BEHALF OF SHELL:
2 JONATHAN R. TUTTLE, ESQUIRE
3 DAVID C. WARE, ESQUIRE
4 DEBEVOISE & PLIMPTON, LLP
5 555 13th Street, Northwest
6 Washington, D.C. 20004
7 Telephone: (202)383-8000
8
9 ON BEHALF OF OPTED-OUT PLAINTIFFS:
10 CHRISTINE MACKINTOSH, ESQUIRE
11 GRANT & EISENHOFER
12 1201 N. Market
13
14
15
16 Also present:
17 Cali Day, Videographer

Wilmington, Delaware 19801
Telephone: (302)622-7081

18
19
20
21
22
23
24
25
0460
1
2
3 EXAMINATION BY MR. HABER .461
4 EXAMINATION BY MR. FERRARA 558
5
6 AFTERNOON SESSION 558

EXAMINATION INDEX

7
8 EXHIBITS
9 VAN DE VIJVER PAGE
10 Number 36 .464
11 Number 37 .475
12 Number 38 .479
13 Number 39 .499
14 Number 40 505

file:11ICI/Documents%20and%20Settings/daustin/Desktop/Deposition%20Transcripts/020207wvandevijver .txt (4 of 75)9/1812007 3:54:45 PM



file:IIICI/Documents%20and%20Settings/daustin/Desktop/Deposition%20Transcripts/020207wvandevijver.txt

Case 3:04-cv-00374-JAP-JJH Document 365-2 Filed 10/10/2007 Page 281 of 390
15 Number 41 520
16 Number 42 526
17 Number 43 526
18 Number 44 534
19 Number 45 552
20 Number 46 555
21
22
23
24
25
0461
1 WALTER VAN DE VIJVER
2
3
4 THE VIDEOGRAPHER: Here begins
5 tape number one, Volume III, in the deposition
6 of Walter van de Vijver, in the matter of Royal
7 Dutch/Shell Transport Securities Litigation, in
8 the United States District Court, District of
9 New Jersey.
10 Today's date is February 2nd,
11 2007. The time is 9:39 a.m.

PROCEEDINGS

12 I would like to remind the witness
13 he is still sworn in from yesterday.
14 Whereupon--
15 WALTERVANDEVIJVER
16 a witness, called for examination, having
17 previously been duly sworn, was examined and
18 testified further as follows:
19
20 EXAMINATION BY COUNSEL FOR
21 PLAINTIFFS -- RESUMED
22
23 BY MR. HABER:
24 Q. Good morning, Mr. Van de Vijver.
25 A. Good morning.
0462
1 WALTER VAN DE VIJVER
2 Q. I want to start today just with a
3 follow-up from a document that we talked about
4 yesterday. So if you could pull out Exhibit 32?
5 A. Yes.
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6 Q. Now, yesterday you testified that
7 with regard to the e-mail from John Pay with the
8 attachment of the Barendregt reports that was
9 the first time you had received those
10 unsatisfactory reports; correct?
11 A. Yes.
12 Q. If you look at the dates
13 between -- you can turn to Exhibits 33 and 34.
14 If you look at the dates of the
15 notes. One, the SPDC audit is dated
16 September 30 and the other PDO audit report
17 is -- the draft note is dated November 3. And
18 you received these audit reports on November 17?
19 A. Yes.
20 Q. Did you ever ask your staff why
21 there was a delay in getting you these reports?
22 A. No, I didn't. But, of course, you
23 also have to see it, I guess in the context that
24 on the Oman one I just had visited Oman so I
25 knew. I think that was the weekend before I
0463
1 WALTER VAN DE VIJVER
2 went to Oman and I knew there was an
3 unsatisfactory audit and I used my visit to Oman
4 to actually sit down with people in Oman, not
5 about audit report, but about the results of the
6 city work.
7 And in the case of Nigeria I knew
8 that work was ongoing on trying to get to grips
9 with the numbers. I think it was mentioned one
10 of the -- somewhere the end of October it was
11 mentioned that EP ExCom, that they were working
12 with Anton Barendregt and other people on the
13 numbers in Nigeria.
14 So I felt reasonably up-to-date,
15 but indeed I hadn't seen the actual reports
16 until I received them on the 17th of November.
17 Q. In your answer you said while you
18 were in Oman you would learn that Mr. Barendregt
19 had given the unsatisfactory report to PDO. How
20 is it that you learned that?
21 A. I had some briefing notes for my
22 visit to Oman. And normally when I would visit
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23 places staff would prepare visit notes and there
24 was a reference to that extent in my prereading
25 material that I would read in the plane going up
0464
1 WALTER VAN DE VIJVER
2 to Oman.
3 Q. You can put those aside now.
4 A. I assume there's a visit note on
5 the Oman visit, by the way.
6 Q. Okay.
7 (Van de Vijver Exhibit Number 36
8 was marked for identification.)
9 BY MR. HABER:
10 Q. Mr. Van de Vijver, I'm handing you
11 what we just marked as van de Vijver Exhibit 35.
12 MR. DOWD: No. I think we already
13 have a 35. It should be 36.
14 MR. HABER: You're right. It
15 should be 36.
16 BY MR. HABER:
17 Q. Now I'm handing you what's just
18 been marked as van de Vijver 36. It's an e-mail
19 with an attachment. The e-mail is from Frank
20 Coopman, it is dated December 2, 2003. It's
21 sent to John Bell, Matthias Bichsel, and John
22 Darley with a cc to John Pay. The subject line
23 is proved reserves. The attachment is called
24 script for Walter on the proved reserves
25 position. The Bates number is RJW00780060
0465
1 WALTER VAN DE VIJVER
2 through RJW00780063.
3 Have you seen this document
4 before?
5 A. Well, not this particular e-mail.
6 The attachment I've seen, but not this
7 particular cover e-mail.
8 Q. Okay. The attachment is what I
9 would like to talk to you about.
10 A. Sure.
11 Q. What is your understanding of what
12 this document called the script for Walter is?
13 A. As we discussed yesterday, I asked
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14 Frank Coopman after I had seen the audit report
15 for Oman. And as you also saw on the e-mail we
16 looked at yesterday to get me the necessary
17 material to go to CMD and Conference on our
18 reserves position.
19 By that time personally, at least,
20 having come to the conclusion that there were
21 going to be major debookings, but of course the
22 right people need to get involved in the
23 process.
24 Ihad a meeting with Frank Coopman
25 on it just before Iwent for travels again. I
0466
1 WALTER VAN DE VIJVER
2 think it was the 27th of November, where he also
3 advised me he would go and talk to Judy Boynton
4 the next day.
5 Then I left to Russia where that
6 was involving a business transaction in Moscow.
7 Igot a call when Iwas in Moscow
8 from Frank telling me he was sending me a note
9 to look at. And he also said he would mail it
10 at my home address, thinking that Iwould arrive
11 home that night, but events changed and Iended
12 up, we're now talking December 1st, very late in
13 the evening actually traveling from Moscow back
14 to London.
15
16

I'm just trying to give you a
little bit of context.

17 Q. And the document that you were
18 referring to when you said yesterday, is that
19 Exhibit 32 where you instructed Mr. Coopman to
20 take some action?
21 A. 32, right?
22 Q. Yes.
23 A. Yes. So I arrived very late in
24 that evening in London in the apartment, company
25 apartment I had there. And early in the morning
0467
1 WALTER VAN DE VIJVER
2 I got a phone call from Frank advising me that
3 Judy was very unhappy with the document.
4 I then decided that rather than go
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5 directly to my meeting in Weybridge, that
6 southwest of London, that I would quickly hop
7 into the office in London and to actually go in
8 my e-mail and look at the document.
9 During my movement to the London
10 office Ialso got a call from Judy Boynton,
11 where she expressed extreme unhappiness about
12 what Frank had done and that it needed to be
13 taken off the table. And to the best of my
14 recollection she used the word, destroyed.
15 Either after -- I also got a call
16 from my advisor assistant Nicola Dahlin, who
17 mentioned that Judy was desperately looking for
18 me.
19 So anyway, so I moved to the
20 office, clearly with the feedback from Judy
21 still ringing in my ears, and not knowing
22 exactly what Frank had done or not done.
23 So I quickly scanned at the
24 document and indeed was shocked, given that it
25 was in my perspective a very conclusive document
0468
1 WALTER VAN DE VIJVER
2 and I considered the work, first of all not
3 complete yet because we were still working the
4 numbers.
5 For instance, in the script I
6 think it still allowed Gorgon to be carried
7 going forward.
8 And, also, I recognized that
9 ultimately this is not my decision, I can't do
10 this, this needs to involve Group Finance, Group
11 Audit Committee, External Audit, et cetera,
12 before we would be able to have something so
13 conclusive that needs to be announced to the
14 market with immediate effect.
15 Sorry for a bit long-winded story,
16 but I just wanted to get --
17 Q. First of all, do you know who
18 Mr. Coopman had distributed the script to?
19 A. To me and Judy Boynton, as far as
20 I know, knew at that time. Clearly I see here
21 that it was sent to some others as well.
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22 Q. Did you ever talk to Phil Watts
23 about the script?
24 A. No.
25 Q. And as far as you know he didn't
0469
1 WALTER VAN DE VIJVER
2 receive a copy of it?
3 A. Clearly, that's up to the group
4 CFO to do that.
5 Q. Do you have an understanding as to
6 why the document was titled "script"?
7 A. No. I guess script may be
8 briefing note, whatever choice of words.
9 Q. Do you know if Mr. Coopman
10 prepared this document in preparation for a
11 meeting that was upcoming in the CMD?
12 A. Yes. I mean relative to the
13 original schedule we talked about it was the 2nd
14 of December was CMD meeting and 3rd of December
15 was a regular Conference meeting.
16 Now, unfortunately because of my
17 issues with this Russian transaction I did not
18 make it to the CMD meeting on the 2nd of
19 December that was in The Hague. I was in
20 London, obviously, advised my colleagues I
21 couldn't attend, but that was the context.
22 Q. Were you planning on attending the
23 Conference?
24 A. Yes.
25 Q. Had you asked -- in Exhibit 32, if
0470
1 WALTER VAN DE VIJVER
2 you look at the first sentence of your e-mail to
3 Mr. Pay you say, "I want to have a proper EP
4 view before Conference."
5 Is your understanding in looking
6 at Exhibit 32 that this document was prepared in
7 connection with the meeting on December 3, 2003?
8 A. Yes.
9 Q. Now, in your answer you said when
10 you looked at the document you were shocked.
11 I think you said you were
12 surprised at how conclusive it was.
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13 Why were you surprised?
14 A. Well, in the sense that the
15 numbers were still being worked. I mean we
16 still at that time didn't have the numbers and
17 the whole idea was also to look at all the other
18 exposures, not just linking it to Nigeria and
19 Oman and LKH, but also whatever else now with
20 the new understanding we had about
21 interpretation of the SEC rules would become
22 noncompliant.
23 Q. Is it fair to say that the script
24 is advocating a restatement or debooking?
25 A. The script advocates a debooking.
0471
1
2 I would have to read it where it says revision

WALTER VAN DE VIJVER

3 or restatement.
O. I see the document on the first4 _

5 page refers to debooking or restatement?
6 A. Okay.

Q. Now you also mentioned that you
8 had spoken with Ms. Boynton about the script.
9 Other than what you testified to do you recall
10 anything else that the two of you had discussed?

A. On that particular day?
Q. Yes.
A. No.

14 Q. Did you discuss the fact that the
15 reserves were exposed to such an extent that a
16 debooking appeared to be necessary?

MR. MORSE: Object to the form.
18 BY MR. HABER:

Q.
A.

7

11
12
13

17

19
20

You can answer.
I think the note speaks for

21 itself.
22 Q. Now, in your answer you also said
23 that the decision to debook or restate was one
24 that you needed Group Finance and Group Audit.
25 Why is that?
0472
1 WALTER VAN DE VIJVER
2 MR. TUTTLE: Objection to the
3 characterization of the testimony.
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4 THE WITNESS: I think anything
5 that is to do with external disclosure and is a
6 material event for the group, in my
7 understanding had to go to the fora.
8 I cannot, in my role cannot make
9 any decision on external disclosures.
10 BY MR. HABER:
11 Q. Now, is there a distinction
12 between a decision to debook reserves and a
13 decision to debook reserves that requires
14 external announcement?
15 A. Anything that has to do with an
16 impact on the reputation of the group or is a
17 clear material event is something that needs to
18 go through the bodies we just talked about.
19 Q. When Shell had debooked the
20 reserves at the end of 2002 in Bonga did that
21 debooking receive the approval of the Group
22 Audit Committee?
23 MR. TUTTLE: Objection.
24 THE WITNESS: I cannot answer that
25 question as I'm not involved in the process.
0473
1 WALTER VAN DE VIJVER
2 The only thing I know is that for
3 the -- before the group reserves auditor issues
4 his final report it involves not only people
5 from EP, but it involves the external auditors
6 and it involves the central controller function
7 on the finance in London.
8 BY MR. HABER:
9 Q. Do you know if the central
10 controller function was involved with the
11 decision to debook the reserves in Bonga at the
12 end of 2002?
13 MR. WARE: Object to form and
14 foundation.
15 THE WITNESS: The only thing I
16 know, they approved Anton Barendregt's notes
17 that incorporated that change. I don't know
18 what discussions or challenge TOOK place at that
19 point in time.
20 BY MR. HABER:
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21 Q. When you say "they," who are you
22 referring to?
23 A. The people I just mentioned. The
24 EP people, external auditors, and the rep's from
25 the controller function in London, the deputy
0474
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2 group controller I know was involved in it, I
3 don't know who else.
4 Q. Does the size of a debooking
5 matter with regard to external communication?
6 MR. TUTTLE: Objection to the
7 extent it calls for a legal conclusion.
8 BY MR. HABER:
9 Q. You can answer.
10 A. I think generally just as it is
11 with financial results there is a level of
12 materiality.
13 I'm not a finance person, but I
14 think finance has rules around materiality and
15 that must apply to reserves as well.
16 Q. When Shell made external
17 communications, say its quarterly reports, did
18 Shell seek legal counsel?
19 A. I don't know.
20 Q. Were you ever involved in meetings
21 concerning quarterly announcements where legal
22 counsel had to pass on the propriety of the
23 announcement?
24 A. No. Only in Project Rockford,
25 later, I was aware that legal counsel was
0475
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2 involved, but before that, no.
3 Q. I'm talking about before?
4 A. Yeah. Just to clarify.
5 Q. When you spoke with Ms. Boynton
6 what did you say to her?
7 A. That I would go to the office and
8 look at the memo because, clearly, I hadn't seen
9 it.
10 (Van der Vijver Exhibit Number 37
11 was marked for identification.)
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12 BY MR. HABER:
13 Q. I'm handing you, Mr. Van de
14 Vijver, what we've just marked as van de Vijver
15 Exhibit 37. It's a one-page document with two
16 e-mails. The last e-mail is from you to
17 Ms. Boynton, it's dated December 2, 2003, with a
18 copy to your secretary, Marian van der Laan.
19 The subject line reads reserves. The Bates
20 number is V00010837.
21 Have you seen this document before

24
25
0476

22 today?
A.
Q.
A.

Yes.
Did you write this e-mail ?
Yes. This is one of the two rush

23

1 WALTER VAN DE VIJVER
2 e-mails I wrote before disappearing out of the
3 office.
4 Q. Did you write this e-mail after
5 you spoke with Ms. Boynton or before?
6 A. After.
7 Q. Now, I just want you to look at
8 the sentence that begins, "Indeed, the full
9 consultation needs to happen with all key
10 stakeholders." Do you see that?
11 A. Yes.
12 Q. And it continues. "And I was
13 assured by Frank that he knew what was expected
14 from him."
15 Who are all the key stakeholders
16 you're referring to?
17 A. That's particularly Group Finance.
18 It's external auditors. It's group legal.
19 Don't forget that I based that
20 understanding on the fact that Frank had been
21 group controller himself.
22 Q. Now, the beginning of your e-mail
23 says that you had numerous discussions with
24 Mr. Coopman. And the sentence that we just read
25 into the record you say, "I was assured by Frank
0477
1 WALTER VAN DE VIJVER
2 that he knew what was expected from him."
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3 What did you mean by that?
4 A. That he knew who he needed to get
5 involved and what the scope was of what he was
6 working.
7 Q. And he knew it because of, as this
8 document says, numerous discussions you had had
9 with him?
10 A. He knew that I expected to get a
11 proper write-up of the whole issue and I also
12 knew from him that he was going to talk to Judy
13 Boynton. So from that I assumed that the right
14 people were talking to each other.
15 Q. And at this point in time when you
16 wrote this e-mail to Ms. Boynton had you spoken
17 with Mr. Coopman about the script?
18 A. No, but I arranged thereafter, I
19 fired off two e-mails and then I arranged with
20 talking to -- when I then went in the car to
21 Weybridge I arranged with my secretary to get
22 all people in the office early morning, next
23 morning at 7:30, all the people in E&P that had
24 anything to do with it to get properly prepared
25 for the next possible opportunity and getting a
0478
1 WALTER VAN DE VIJVER
2 full picture.
3 Q. Was that the first time you had
4 spoken with Mr. Coopman following the
5 distribution of the script?
6 A. As I recollect, yes.
7 Q. If you look at Ms. Boynton's
8 e-mail to you, the third sentence of her e-mail,
9 which is also dated December 2, 2003, she says,
10 "neither the group controller nor I were
11 consulted about the script before it was written
12 or sent."
13 Did you have an understanding that
14 the group controller and Ms. Boynton needed to
15 be consulted on the work that Mr. Coopman was
16 instructed to do by you?
17 MR. TUTTLE: Objection to form.
18 THE WITNESS: Yes.
19 BY MR. HABER:
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20 Q. And why is that?
21 A. Because, as I mentioned earlier,
22 anything to do with an issue like that that
23 involves reserves, the group reserves auditor is
24 all part of that same fora that ultimately needs
25 to make the decisions and the recommendations.
0479
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2 Q. She goes on to say, "Frank was out
3 of bounds in documenting views without full
4 consultation."
5 Did you agree with her in that
6 assessment?
7 A. Well, I was not sure because I did
8 not know what had happened from her relaying her
9 message to me. It was clear that she felt that
10 it hadn't been done. And when I looked at the
11 script from Coopman it was a script that to me
12 read we had to go out to the market tomorrow.
13 So there was somewhere a disconnect.
14 (Van de Vijver Exhibit Number 38
15 was marked for identification.)
16 BY MR. HABER:
17 Q. Mr. Van de Vijver, Ijust handed
18 you what's been marked as van de Vijver
19 Exhibit 38. It's a one-page document with two
20 e-mails. The last e-mail is from you to
21 Mr. Coopman, it's dated December 2, 2003. The
22 Bates number is V00010836.
23 Have you seen these e-mails before
24 today?
25 A. Yes.
0480
1 WALTER VAN DE VIJVER
2 Q. If you look at the second e-mail,
3 which is the bottom e-mail, is this your
4 recollection of how Mr. Coopman sent you these
5 script, bye-mail?
6 A. Yes.
7 Q. And that was also on December 2,
8 2003? That's what it says here; correct?
9 A. Yes.
10 Q. Now, the e-mail that you sent to
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11 Mr. Coopman of December 2nd, was this the second
12 e-mail that you said you sent that day?
13 A. Yes. There was one to Judy
14 Boynton and one to Frank.
15 Q. Okay. Now, the second paragraph,
16 the first sentence you say, "We are only at this
17 stage flagging issues and creating options, not
18 making a firm recommendation."
19 Did you write this in response to
20 what you had said a few moments ago, that Frank
21 seemed to be making a conclusion about whether
22 to debook or restate?
23 A. Yeah. Well, based other than the
24 feedback I was getting from Judy Boynton, who
25 was the group CFO. I felt that Frank had gone
0481
1 WALTER VAN DE VIJVER
2 outside his authority, which also meant I would
3 have gone outside my authority.
4 And, clearly, having seen the note
5 that was very conclusive, I wanted to make sure
6 that the proper process was being -- was being
7 followed.
8 Q. Now, when you said you would be
9 going outside your authority, is there a
10 structure within Shell that senior executives
11 are required to follow?
12 A. Yes. There are obviously manuals
13 of authorities, but there are also -- there are,
14 of course, rules when it comes to external
15 disclosure. External disclosure decisions
16 cannot be made by me. Ultimately external
17 disclosure decisions are in the combination of
18 the chairman, the vice chairman and the group
19 CFO.
20 Q. Could you go outside your
21 authority or outside the protocol to advise
22 someone of a problem, for instance?
23 MR. TUTTLE: Objection to form,
24 vague.
25 THE WITNESS: Yes, but 1--
0482
1 WALTER VAN DE VIJVER
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2 probably I could, but I felt that I should just
3 be working the normal structure, the normal
4 process. I think that was the perfect logical
5 way of doing it and that is what I had been
6 doing the last couple of years and that's what I
7 was still doing, bringing up the issues and
8 working them as hard as I could to get the
9 reality of the business up in the organization.
10 BY MR. HABER:
11 Q. Now, in the second sentence you
12 say, "You well know that I have not accepted the
13 latest audit reports."
14 What did you mean by that?
15 A. That I hadn't accepted the Oman
16 report, which recommended that it was okay to
17 keep it another year on the books.
18 And that on Nigeria I was still
19 uncertain about what the final number should be
20 because also the Nigeria audit report did not
21 make a clear recommendation for debooking.
22 Q. When you say you well know that,
23 is that as a consequence of discussions that you
24 had with him?
25 A. Yes. That's what I referred to
0483
1 WALTER VAN DE VIJVER
2 earlier when I received those audit reports on
3 the 17th of November. I immediately walked into
4 the office of Frank Coopman and expressed my
5 discomfort with those audit reports.
6 Q. When you walked into Mr. Coopman's
7 office was anyone else present?
8 A. Not that I recollect.
9 Q. What did Mr. Coopman say in
10 response when you expressed your discomfort with
11 those audit reports?
12 A. That he was going to work it
13 himself.
14 Q. What did you understand him to
15 mean by that?
16 A. That as part of the reserves --
17 let's sort of back step. At that time of course
18 there was a Reserves Committee, there was an
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19 infrastructure in place that he was leading and
20 Frank, the way he was, he wanted to take
21 ownership himself to further work it in his
22 organization.
23 Q. And was that satisfactory to you?
24 A. Yes. I had confidence in Frank
25 Coopman.
0484
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2 Q. Now, the Reserves Committee, I
3 know you mentioned that it was created under
4 your tenure?
5 A. Yeah.
6 Q. Who was on this Reserves
7 Committee?
8 A. I cannot be totally sure anymore,
9 but I think it was John Darley was a member,
10 Frank Coopman was a member. The group deputy
11 controller in Judy Boynton's organization was a
12 member and maybe a few others, but we would have
13 to look at the documentation.
14 Q. Do you recall if any technical
15 people were members of this committee?
16 A. Well, John Darley was my technical
17 director, so he was one of the members for sure.
18 Q. Is John Darley a reservoir
19 engineer?
20 A. Yes.
21 Q. Was there a chair of the Reserves
22 Committee?
23 A. That was Frank Coopman.
24 Q. Do you know how it was decided
25 that Mr. Coopman would be the Chair of the
0485
1 WALTER VAN DE VIJVER
2 Reserves Committee?
3 A. No, not in detail, but knowing
4 Frank he felt that he was the right man to do
5 that.
6 Q. Now, in your prior answer you said
7 when you received the audit reports, referring
8 to PDO and SPDC, on November 17th you said I
9 immediately walked into the office of Frank
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10 Coopman.
11 Where in relation to your office
12 was Mr. Coopman's office?
13 A. This was in a new office that we
14 were just moved into a new office in Rijswijk
15 and there Frank Coopman's office, for all the
16 right reasons, was just next to my office.
17 Q. Were your offices separated by a
18 Conference room?
19 A. No.
20 Q. Did you often have discussions
21 with Mr. Coopman that were unscheduled?
22 A. Yes.
23 Q. And during these unscheduled
24 discussions did any of these discussions include
25 the reserves exposures issues that we've been
0486
1 WALTER VAN DE VIJVER
2 talking about over the last two days?

MR. TUTTLE: Objection to form.
THE WITNESS: I cannot recollect

3
4
5 the details.
6 BY MR. HABER:

Q. When you walked into Mr. Coopman's
8 office to discuss the audit reports how long did
9 the two of you discuss it?

A. Oh, very briefly. I think I
11 mentioned before that's the time when I made the
12 comment about to Frank that I really doubted the
13 judgment of Anton Barendregt with his conclusion
14 on the Oman audit. And I had just found this
15 because I had just come back from Oman.
16 Q. Did Mr. Coopman have any response
17 when you commented about your lack of confidence
18 in Mr. Barendregt's judgment?

MR. TUTTLE: Objection to the
20 characterization of the testimony.

THE WITNESS: No. As I mentioned

7

10

19

21
22 earlier, he was going to investigate himself.
23 BY MR. HABER:

Q.
A.

Do you know if he did investigate?
Well, that's all the things that

24
25
0487
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1 WALTERVANDEVIJVER
2 happened in the following weeks or months.
3 Q. Following that conversation did
4 Mr. Coopman ever come back with a response about
5 your opinion of Mr. Barendregt?
6 A. No, but he did agree with bringing
7 in Rod Sidle from the United States to help the
8 whole process of establishing what the real
9 compliance numbers were.
10 Q. Who is Rod Sidle?
11 A. Rod Sidle was a senior reservoir
12 engineer in the United States who was the
13 reserves coordinator for SEPCO for the US
14 organization.
15 Q. Did you know Mr. Sidle while you
16 were in the United States?
17 A. Yes. I actually had met him for
18 the very first time when I was based in
19 Bakersfield.
20 Q. Do you recall what Mr. Sidle was
21 doing while you were in Bakersfield?
22 A. Yeah. At that time he had a
23 general management job. It was an interesting
24 phenomena in Shell oil where people could decide
25 themselves to do a ladder system where they
0488
1 WALTER VAN DE VIJVER
2 could decide to either go up a technical ladder
3 or to go up a general ladder . And he was at
4 that stage in Bakersfield he had a general
5 manager's job and then he later moved back to
6 technical discipline again. He was a very good
7 reservoir engineer.
8 Q. Now, in your answer, prior answer,
9 you say that you said that Mr. Coopman did agree
10 with bringing in Rod Sidle from the United
11 States to help. Whose idea was it to bring in
12 Mr. Sidle?
13 A. My idea.
14 Q. And what was the reason that you
15 gave to Mr. Coopman for wanting to bring
16 Mr. Sidle into the process?
17 A. Because he had a very high
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18 reputation in the technical community and I knew
19 him from being deeply involved in the reserves
20 in the United States and therefore being
21 familiar with SEC rules.
22 Q. Were you ever advised that people
23 within EP had consulted with him from time to
24 time over the years?
25 MR. TUTTLE: Objection,
0489
1 WALTER VAN DE VIJVER
2 foundation.
3 THE WITNESS: No, but that would
4 be very logical.
5 BY MR. HABER:
6 Q. Now, again, looking again at
7 Exhibit 38. The sentence that we were talking
8 about, "you well know that." Are you with me?
9 A. Yes.
10 Q. If you continue, and I'm going to
11 pick up where it says and, "and need far more
12 answers before coming to a recommendation (given
13 the group impact this needs formal signoff by
14 CMD, GAC, et cetera)."
15 Now you had mentioned the Group
16 Audit Committee earlier and Group Finance?
17 A. Yes.
18 Q. Did you understand also when you
19 wrote this that the CMD also needed to approve
20 any debooking or restatement?
21 MR. TUTTLE: Objection to the
22 form, mischaracterization of prior testimony.
23 THE WITNESS: Anything that
24 involves external disclosures also needs to be
25 approved by the CMD.
0490
1 WALTER VAN DE VIJVER
2 BY MR. HABER:
3 Q. SOI just want to be clear. So
4 it's not the debooking in and of itself, it's
5 the debooking that may require an external
6 disclosure that would need the approval of these
7 various bodies?
8 A. Yes. Yes. It's a materiality
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9 issue that we discussed earlier.
10 Q. Okay. The last sentence you say,
11 "I've been absolute clear on this at numerous
12 occasions. "
13 Were you expressing frustration
14 with Mr. Coopman?
15 A. Frank and I ever now and then had
16 a few disagreements relating to his "Frank the
17 tank" approach that sometimes he would get a
18 little bit unbalanced and not involve all the
19 right people in the decision-making. And I
20 thought I had made it clear, for instance, on
21 the meeting the 27th of November that he needed
22 to talk to Judy Boynton and needed to involve
23 all the right people.
24 And at least at that stage,
25 without knowing any of the detail of what he had
0491
1 WALTER VAN DE VIJVER
2 done or not had done, the Judy Boynton story
3 clearly said that he had not done it.
4 Q. Now, if you look at the first
5 sentence of your e-mail you say, "This is
6 absolute dynamite, not at all what I expected,
7 and needs to be destroyed!"
8 Were you in directing Mr. Coopman
9 to destroy the document?
10 A. No. That's obviously not very
11 good use of words. I never wanted anyone to
12 destroy anything.
13 What I meant to say is that the
14 work was incomplete and it needed to be
15 improved.
16 And that's what I said happened
17 the following morning as soon as I got back when
18 we sat together with the whole team and we
19 exactly planned out who was going to do what and
20 how we were going to get a quality note prepared
21 for the CMD the following week.
22 Q. Do you know if Mr. Coopman removed
23 the -- withdrawn.
24 Do you know if Mr. Coopman in fact
25 destroyed his copy of the script?
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2 A. No, he did not.
3 Q. When you say this is absolute
4 dynamite, what did you mean?
5 A. This sort of refers back to the
6 communication with Boynton about something that
7 is so material and so significant you get a note
8 that sort of says press the button and we go
9 outside to the market, which would be beyond my
10 authority. That's what I meant by dynamite.
11 Q. Okay. Now you said that the next
12 day, December 3rd, you had a meeting?
13 A. Yes.
14 Q. Who attended the meeting?
15 A. That was a meeting in my office
16 that was attended by Frank Coopman, Curtis
17 Frasier, John Darley. I don't know the whole
18 list of names.
19 I know that Nicola Gordon made
20 minutes of that meeting and distributed it
21 because it was the allocation of who was going
22 to do what piece of the note to the CMD. There
23 was going to be a technical part and there was
24 going to be a part that would deal with the
25 legal and financial side of that note.
0493
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2 Q. Was that the only purpose of the
3 meeting?
4 A. Yes. The purpose was to get
5 quality notes with all the right facts and data
6 to deliver to the CMD as quickly as possible.
7 Q. Did -- was the discussion largely
8 technical?
9 A. Well, it was technical but it
10 identified that there needed to be a technical
11 piece to the note, that there needed to be a
12 financial legal part to the note.
13 Q. Who was responsible for the
14 financial part of the note?
15 MR. TUTTLE: Objection,
16 mischaracterization of prior testimony.
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17 THE WITNESS: Frank Coopman.
18 MR. FERRARA: Sorry. I think
19 while some of the room may find the objections
20 to be small barriers on the way to progress, we
21 really need to get the objections on the record
22 before the answer comes up. You're welcome to
23 continue to answer to the questions, but let's
24 get the objection on and not have it interrupted
25 so it's on the record, please.
0494
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2 BY MR. HABER:
3 Q. Now, in your answer before you
4 said in response to my question of whether the
5 discussion was largely technical you said it was
6 technical, but it was identified that there
7 needed to be a technical piece to the note, that
8 there needed to be a financial, legal part to
9 the note.
10 Did you understand financial,
11 legal part to be separate parts?
12 A. Yes.
13 Q. SOthe financial part was the
14 responsibility of Mr. Coopman?
15 A. Yes.
16 Q. Who was responsible for the legal
17 part?
18 A. He would do that jointly with
19 Curtis Frasier, who had a dotted reporting line
20 into himself, as well as to me.
21 Q. When you say "he" are you
22 referring to Mr. Coopman?
23 A. Yes, sorry.
24 Q. Why was there a need to draft a
25 note?
0495
1 WALTER VAN DE VIJVER
2 A. To get all the facts on the table.
3 I mean this is part of the process I had been
4 following for a long time with my hunch and
5 instinct that things were not right and
6 ultimately you need to get the facts on the
7 table to make a fact-based decision on what to
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8 do.
9 Q. And this note was to be presented
10 to the CMD?

A. Yes.
Q. Was there a particular scheduled

13 meeting of the CMD that you were planning this
14 note to be presented at?
15 A. The following week, the 9th of
16 December.
17 Q. I believe a few moments ago you
18 said there was a meeting of the Conference on
19 December 3rd?
20 A. Yes.
21 Q. Did you have this meeting before
22 or after the meeting with the Conference?
23 A. Before, because I mentioned it was
24 very early in the morning, 7:30 in the morning.
25 Q. Where did the Conference meet that
0496

11
12

1 WALTER VAN DE VIJVER
2 day?
3 A. In The Hague.
4 Q. Was there any discussion in the
5 Conference meeting about the reserves issues?
6 A. No.
7 Q. Do you recall if Ms. Boynton was
8 in attendance at the Conference meeting?
9 A. Yes.
10 Q. Do you recall having any
11 discussions with Ms. Boynton at the Conference
12 meeting about the script for Walter?
13 A. No.
14 Q. Did you have any discussions with
15 Ms. Boynton that day about the actions that were
16 decided would be taken in the meeting earlier in
17 the day?
18 A. No. I briefly met her the
19 following day in London on the 4th of December
20 where she advised me that there had been a
21 discussion at CMD in my absence and that it was
22 decided that for the CMD the coming week I would
23 only be responsible for writing the technical
24 piece and that she would look after the
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25 financial, legal piece.
0497
1 WALTER VAN DE VIJVER
2 Q. How did you react to that?
3 A. Surprised. But for me the only
4 thing was important to get it on the agenda. I
5 didn't really care how it was being done as long
6 as it would get on the agenda.
7 Q. When you say surprised, why were
8 you surprised?
9 A. I was surprised because I had
10 hoped by that time she would have talked to
11 Frank Coopman and there would be clarity on how
12 the work was going to be distributed.
13 Q. Did she explain to you why she was
14 going to be taking the lead on the financial
15 side?
16 A. No. She just mentioned that the
17 discussion had taken place at CMD the day before
18 and that was the recommendation and she was
19 going to -- after I briefly talked to her she
20 said she would issue a little note to clarify
21 that particular decision.
22 Q. Did you ever look at the minutes
23 of that CMD meeting to see what was discussed?
24 A. No, not that I recollect.
25 Q. Did you talk with Mr. Coopman
0498
1 WALTER VAN DE VIJVER
2 about the decision that she gave -- that she
3 conveyed to you?
4 A. Yes. I mentioned it to him and
5 left the organization to figure out to get the
6 note, the quality note that at least we would do
7 together. And I assumed Coopman would work with
8 the staff and the staff in Judy's organization.
9 Q. What was Mr. Coopman's response?
10 A. He was, as you would expect from a
11 character like that, he was not very happy.
12 Q. What did he say?
13 A. He thought he was capable of doing
14 that, leading that piece and sharing it with
15 whoever relevant in the organization.
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16 Q. Did you get the feeling he viewed
17 it as a challenge to his abilities?
18 A. No, not directly, but he was a bit
19 sensitive individual generally when these type
20 of things happened.
21 Q. Did you view the decision as a
22 challenge to Mr. Coopman's abilities?
23 A. A little bit, but I accepted -- I
24 had the organizational structure and authority.
25 I mean, at the end of the day Judy Boynton was
0499
1 WALTER VAN DE VIJVER
2 more senior than Frank Coopman.
3 Q. Did you view it as a challenge to
4 you?
5 A. No, but maybe a little inclination
6 of a bit of mistrust whether I would be able to
7 do it all myself but, fair enough, she is the
8 CFO.
9 Q. I believe earlier you said this
10 meeting occurred in London. Why was it in
11 London?
12 A. I really don't know. I must have
13 had other engagements in London. I cannot
14 recollect.
15 Q. Did she ask to meet with you?
16 A. Yes, but I don't recollect how
17 that sort of happened. Maybe some e-mails. I
18 don't know.
19 (Van der Vijver Exhibit Number 39
20 was marked for identification.)
21 BY MR. HABER:
22 Q. We've just marked as Exhibit 39 an
23 e-mail string, three pages, the last of which is
24 from Mr. Van de Vijver. It's dated December 8,
25 2003 and it's to John Pay with a cc to Frank
0500
1 WALTER VAN DE VIJVER
2 Coopman, John Darley, John Bell. The subject
3 line reads: Proved reserves part 1: Draft for
4 comment. The Bates number is V00010881 through
5 V00010883.
6 Have you seen these e-mails before
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7 today?
8 A. Yes.
9 Q. If you could just generally tell
10 us the context in which these e-mails were
11 written?
12 A. This was trying to get the note
13 for CMD prepared that we talked about earlier
14 and, obviously, there was a lot of work so there
15 was a lot of backward and forward going to get
16 the document done. And you see here part of
17 the -- see the final top e-mail is some comments
18 that I had on the draft of that particular CMD
19 paper, very depressing, somewhere around
20 midnight when I looked at the note and gave some
21 comments before it was finalized for
22 distribution that same day.
23 Q. And if you look at the second
24 page, the last e-mail, the one on the bottom
25 from Mr. Pay to you, Ms. Boynton, Tim Morrison,
0501
1 WALTER VAN DE VIJVER
2 with a cc to Frank Coopman, John Darley, and
3 John Bell, it's dated December 7, 2003?
4 A. Uh-huh.
5 Q. It appears as if this is the first
6 circulation of the draft note; is that correct?
7 A. Yes. That may be correct, yes.
8 Q. Do you recall if there was a prior
9 circulation?
10 A. I do not recollect.
11 Q. Okay. If you look about a third
12 of the way from the top in that first
13 paragraph --
14 A. Sure.
15 Q. -- where you write, "I still feel
16 uncomfortable." Do you see that?
17 A. Yes.
18 Q. The sentence reads, "I still feel
19 uncomfortable with the "increased tightening of
20 the SEC guidelines" as if the SEC is the reason
21 we have a problem today!" Why did you feel
22 uncomfortable with that?
23 A. This was part of my learning where
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24 I had the feeling that there was too much
25 emphasis put to relate a lot of the issues we
0502
1 WALTER VAN DE VIJVER
2 found to this clarification on the SEC rules
3 that came out somewhere in 2000 or 2001.
4 I recall also sending a note to
5 Rod Sidle to ask for his advice to try to
6 understanding was it basically the problem that
7 the Shell guidelines were wrong and had been
8 long wrong, we now sort of had the benefit of
9 hindsight for a long time, or was it indeed this
10 clarification in 2001 that caused it.
11 Is that answer clear? It may be a
12 little bit long-winded.
13 Q. And what did Mr. Sidle say in
14 response?
15 A. He said that he agreed with me,
16 that he did not believe the clarification was as
17 such the issue, it was the issue that Shell for
18 many years had done the incorrect, incomplete
19 interpretation of the strict SEC rules, because
20 the rules hadn't changed. There was a
21 clarification on the rules, but the rules for
22 the SEC had been like they were since 1976, if
23 I'm correct.
24 Q. The -- does the second sentence,
25 "The reality appears to be with us driving for
0503
1 WALTER VAN DE VIJVER
2 aggressive reserves booking as far as we could
3 stretch the SEC rules." Does that reflect what
4 you just said?
5 A. Well, the guidelines were the
6 guidelines, right, and people believed that they
7 were compliant, based on believing that the
8 Shell guidelines were correct. But as we now
9 learned that was not the case.
10 Q. SOwhen you say the reality, what
11 reality were you referring to?
12 A. The learning we were now getting.
13 Q. Now, underneath that, the
14 beginning of what looks like another paragraph
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15 set off by a hash you say, "Why can't we be more
16 clear about why the bookings happened, when they
17 happened, as we have done before by breaking it
18 into categories such as known aggressive
19 bookings, new SEC interpretation, and new
20 operational learning?"
21 Why were you asking that?
22 A. Well, I mean a lot of these
23 questions for me were purely trying to get as
24 maximum clarity and transparency in the CMD note
25 that we were finalizing.
0504
1 WALTER VAN DE VIJVER
2 Q. Now, going a little bit further
3 down to the sentence that begins, "When looking
4 at SPDC and PDO, is it really valid to portray
5 that we only recently discovered the problem in
6 Oman and Nigeria?"
7 When you wrote that were you
8 referring to all that you had learned from your
9 trips to Oman and Nigeria?
10 MR. TUTTLE: Objection to form.
11 THE WITNESS: This was indeed the
12 whole history of my concerns and exposure list
13 and everything that we talked about many times.
14 BY MR. HABER:
15 Q. Right. And these are all the
16 documents that are some of which are exhibits
17 today which were distributed to many members of
18 the CMD and ExCom; correct?
19 MR. TUTTLE: Objection to form.
20 THE WITNESS: Yes.
21 MR. HABER: This is probably a
22 good time to take a break.
23 THE VIDEOGRAPHER: We are going
24 off the record. The time is 10:46 a.m.
25 (A brief recess was taken.)
0505
1
2

WALTER VAN DE VIJVER
THE VIDEOGRAPHER: We are back on

3 the record. The time is 11:02 a.m.
4 (Van de Vijver Exhibit Number 40
5 was marked for identification.)
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6 BY MR. HABER:
7 Q. Mr. Van de Vijver, right before we
8 came back on the record we marked as Exhibit 40
9 a multi-page document, 42-page document that's
10 entitled, Note to CMD Oil and Gas Reserves,
11 Proved Reserves. The Bates range is V00010442
12 through V00010484.
13 Have you seen this document before
14 today?
15 A.
16 Q.
17 A.

Yes.
And what is this document?
This is the note to CMD that we

18 talked about earlier.
19 Q. Is it your understanding that this
20 is the final version that went to the CMD?
21 And you can feel free to take a
22 look at it.
23 A. It has my signature on it, but I
24 recall that there were two versions of the note,
25 so I'm not so sure which one I'm looking at.
0506
1 WALTER VAN DE VIJVER
2 Q. What is your recollection with
3 regard to what you said that there were two
4 versions of the note?
5 A. I submitted a note to the CMD on
6 the 8th of December, and then I was advised by
7 Judy Boynton at lunchtime that the head of group
8 legal needed to look at the note, even though my
9 head of legal had already seen the note before
10 it was submitted.
11 There was a subsequent sort of
12 emergency meeting that afternoon in Judy
13 Boynton's office which involved Beat Hess and
14 Curtis Frasier and Tim Morrison and also Phil
15 Watts came in, where the conclusion was made
16 that they would look at the notes overnight and
17 would then resubmit it.
18 Q. Now, first of all, the first page
19 of Exhibit 40 bears a signature. Do you
20 recognize that signature?
21 A. Yes. That's my signature, an
22 electronic signature, so I don't actually

file:11ICI/Documents%20and%20Settings/daustin/Desktop/Deposition%20Transcripts/020207wvandevijver .txt (32 of 75)9/1812007 3:54:45 PM



file:IIICI/Documents%20and%20Settings/daustin/Desktop/Deposition%20Transcripts/020207wvandevijver.txt

Case 3:04-cv-00374-JAP-JJH Document 365-2 Filed 10/10/2007 Page 309 of 390
23 physically have to do that. My secretary has it
24 on her file so she can on that basis submit
25 notes.
0507
1 WALTER VAN DE VIJVER
2 Q. And when a note bears your
3 electronic signature does that indicate the note
4 is final and ready for submission?
5 A. Yes.
6 Q. Now, in your answer you said the
7 note was submitted on December 8th. What do you
8 mean by submitted?
9 A. That's sent electronically by my
10 secretary to the secretary of the CMD,
11 abbreviation DCS, who then has the task of
12 submitting that to my CMD colleagues.
13 Q. SOyour understanding of the
14 process is when it's submitted it gets
15 distributed to the other members of the CMD?
16 A. Yes.
17 Q. Now, in preparing the note, in
18 your answer you had said that Curtis Frasier had
19 been involved in working on the note; correct?
20 A. Yes.
21 Q. Did Mr. Frasier ever advise you if
22 he had provided drafts of the note to Beat Hess?
23 MR. TUTTLE: Objection,
24 privileged. I'll instruct the witness that he
25 can say yes or no to that, but not disclose the
0508
1 WALTER VAN DE VIJVER
2 substance of the any conversations with
3 Mr. Frasier.
4 BY MR. HABER:
5 Q. For the time being that's okay.
6 A. I don't know.
7 Q. Well, yes or no, did he ever say
8 that he --
9 A. No.
10 Q. -- that he sent a draft to
11 Mr. Hess?
12 A. No.
13 Q. Now, at this lunchtime encounter
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14 with Ms. Boynton was this a scheduled meeting?
15 A. No. It was an unscheduled
16 meeting. We had sort of what's called a halfway
17 day with the CMD, so it was not a formal CMD
18 meeting but I was just with the CMD members, I
19 don't recollect what it was about. And then in
20 the afternoon normally then we would lunch
21 together and that's when Judy mentioned this
22 fact that Beat Hess needed to look at the note.
23 Q. Did she say -- withdrawn.
24 Did she give any reason why
25 Mr. Hess needed to look at the note?
0509
1 WALTER VAN DE VIJVER
2 MR. TUTTLE: Objection, instruct
3 the witness not to answer with respect to any
4 legal advice that Ms. Boynton may have passed on
5 to Mr. Van de Vijver from Mr. Hess.
6 MR. HABER: I'm sorry?
7 MR. TUTTLE: IfMs. Boynton had a
8 conversation with Mr. Hess and related the
9 substance of that conversation to another senior
10 official in Shell, that conversation remains
11 privileged.
12 MR. DOWD: How would he know that?
13 He has to answer what Boynton said. He doesn't
14 know.
15
16

Do you know whether Hess had a
conversation with Boynton before she talked to

17 Walter?
MR. TUTTLE: Mr. Dowd --18

19 MR. DOWD: Do you know that?
20 MR. TUTTLE: IfMs. Boynton said
21 Mr. Hess told me --
22 MR. DOWD: I'm going to instruct
23 him to answer.
24 MR. TUTTLE: We maintain our
25 objection.
0510
1
2

WALTER VAN DE VIJVER
MR. DOWD: Fine. Great. Answer

3 the question. It's baloney.
4 THE WITNESS: Sorry. What's the
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5 question?
6 BY MR. HABER:
7 Q. The question is did Ms. Boynton
8 give any reason why Mr. Hess needed to look at
9 the note?
10 A. No.
11 Q. Just so Ican be clear in terms of
12 timing, you submitted the note first and then
13 you had the meeting with Ms. Boynton?
14 A. Yes.
15 Q. Did she say if she had looked at
16 the note?
17 A. No.
18 Q. Now in your prior answer you say
19 there was a subsequent emergency meeting that
20 afternoon in Ms. Boynton's office?
21 A. Yes.
22 Q. Now, were you in London at the
23 time?
24 A. No. This was The Hague.
25 Q. Did Ms. Boynton maintain an office
0511
1 WALTER VAN DE VIJVER
2 in The Hague?
3 A. Yes. We all had offices on both
4 sides.
5
6

Q. And you testified that the
participants were Curtis Frasier, Tim Morrison

7 and at some point later Phil Watts had walked
8 in; correct?
9 A. Yes. And maybe Beat Hess, I'm not
10 sure. Probably Beat Hess.
11 Q. Were you a participant in that
12 meeting?
13 A. Yes.
14 Q. Do you recall the general
15 substance of that discussion?
16 A. The substance was that Beat Hess
17 would take the lead in reviewing the documents.
18 And there was not a lot of further discussion.
19 The atmosphere was rather tense.
20 Q. And why did you feel the
21 atmosphere was tense?
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22 A. It is -- it's never ever happened
23 in my career that a note that I had submitted to
24 CMD would be questioned and someone would want
25 to relook at it.
0512
1 WALTER VAN DE VIJVER
2 Q. Did you communicate that to the
3 participants of this meeting?
4 A. They all were -- this is a
5 standard practice in the company, so I assume
6 they all had that understanding because it never
7 happened before, definitely not in my time at
8 CMD.
9 Q. Was there a revised note that was
10 submitted to the CMD?
11 A. The following morning a revised
12 note was issued to the CMD, still under my
13 electronic signature.
14 Q. Did you have an opportunity to
15 review the revised note?
16 A. No.
17 Q. Were you comfortable with the
18 changes that had been made in the note?
19 A. No changes were made in the
20 technical contents of the note.
21 MR. DOWD: Answer the question.
22 THE WITNESS: Sorry.
23 MR. DOWD: Ask the question again,
24 please.
25 BY MR. HABER:
0513
1 WALTER VAN DE VIJVER
2 Q. Were you comfortable with the
3 changes that had been made in the note?
4 A. Personally, no, but I accepted the
5 higher authority in the company to make those
6 changes.
7 Q. Now, you said the note changes
8 were made in the technical contents of the note?
9 A. No changes.
10 Q. No changes, right. So what parts
11 of the note were there changes in?
12 A. Changes that watered down the
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13 conclusive nature of my note, which originally
14 stated that reserves were noncompliant.
15 There was a table and one of those
16 tables said the following reserves are
17 noncompliant.
18 And it got changed to are likely
19 to be considered as not compliant.
20 Q. Why were you uncomfortable with
21 that change?
22 A. Well, this is a personal
23 perspective. I mean, I thought these reserves
24 were noncompliant. I'm not the expert, I fully
25 recognized that, and that's the way it is.
0514

Q. Did you ever communicate your
3 feelings about the changes to anyone?
4 A. Ido not recollect.
5 Q. Now, do you know if the note was
6 submitted in the same format to the other
7 members of the CMD, that is electronically?

A. Yes.
Q. And Ibelieve you said that there

10 was a meeting of the CMD. Was there a meeting
lIon the same date, December 8th, or was there a
12 two-day meeting?

A. No. There was a -- as I said, it
14 was two days of CMD activities. The first day
15 was sort of an off-site type of day and the 9th
16 of December was the formal -- on the Tuesday,
17 the CMD meeting.

Q. And that would be Tuesday,
19 December 9th?

A. Yes.
Q. Before we get to the meeting I

22 want to talk about a couple of things in the
23 note itself.

If you turn to page 4.
If you look at the --

1
2

8
9

13

18

20
21

24
25
0515
1

WALTER VAN DE VIJVER

WALTER VAN DE VIJVER
2 A. The box.
3 Q. -- the box. Thank you.
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4 In terms of bookings, and it shows
5 the time line and there's -- there's a booking,
6 and I understand it is hard to read, but I
7 believe the one I'm looking at has to do with
8 PDO and it says 00, which I take to mean the
9 year 2000. PDO books, and it looks like
10 358 million BOE. Do you see that?
11 A. Yes.
12 Q. During the time that your staff
13 was preparing this note and you were reviewing
14 the note had you seen any audit trail that
15 supported that booking?
16 A. No, not at that time.
17 Q. Did you ever ask anyone on your
18 staff if they had seen an audit trail that
19 supported that booking?
20 A. Yes. And during this period,
21 December, January -- so December 2003,
22 January 2004, I did get some documentation that
23 involved a letter from the Minister of Oil and
24 Gas that referred to that particular booking.
25 Q. Did you ever talk to Mr. Brass
0516
1 WALTER VAN DE VIJVER
2 about the booking?

A. Not during my time at Shell.
MR. DOWD: That wasn't the

3
4
5 question. That wasn't the question.
6 Did you ever talk to Brass about
7 it? Answer the question.

THE WITNESS: Yes. Yes.
9 BY MR. HABER:

Q. And when did you speak to
11 Mr. Brass about it?

A. In -- somewhere in the second half
13 of March 2004 when I had -- at the time I had

8

10

12

14 left Shell, but I was visited during the weekend
15 by all The Hague based EP ExCom members.
16 Q. And what did Mr. Brass and you
17 talk about?
18 A. Brass, through the sort of chatter
19 we were having at that time, which you can
20 imagine was quite an emotional get together with
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21 lots of beer, and Brass mentioned to me a
22 reference to a handshake.
23 Q. What did he say about a handshake?
24 A. It was a handshake from Phil Watts
25 to Remco Aalbers.
0517
1 WALTER VAN DE VIJVER
2 Q. What was the significance of the
3 handshake?
4 A. That related to the booking on
5 Oman in early 2000.
6 Q. And is that the booking that's
7 reflected in the chart?
8 A. Yes.
9 Q. For the record, who is Remco
10 Aalbers?
11 A. Remco Aalbers was in the same job
12 that John Pay did later. So he was a group
13 reserves coordinator at that time.
14 Q. Did Mr. Brass say from whom he had
15 learned of this handshake?
16 A. No. I think as soon as Lorin
17 mentioned that he felt embarrassed and didn't

24
25
0518

18 give me any further detail.
Q. Did you ask Mr. Darley about this

20 handshake deal?
A. No.
Q. Did you ever ask Mr. Pay about

23 this handshake deal?
A. Not that Irecollect, no.
Q. Did you ever talk to Remco Aalbers

19

21
22

1 WALTER VAN DE VIJVER
2 about this handshake deal?
3 A. No.
4 Q. Had you ever spoken to Remco
5 Aalbers?
6 A. I think I met him once in NAM
7 during one of my site visits, no, I'm sorry,
8 that's the Dutch operating company in the
9 Netherlands in Assen. I don't have any
10 recollection what -- he was doing a technical
11 job there. I don't really know.
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12 Q. If you could turn the page to page
13 5 of the document or 447, the Bates number. If
14 you can look at the top of the chart it says,
15 proved reserves which are likely to be
16 considered as noncompliant by the SEC.
17 Is that the language that you were
18 referring to earlier that had been revised or
19 which is now the revised version of the note?
20 A. Yes.
21 Q. Now, if you can turn to page 24 of
22 the note, underneath the box?
23 A. Uh-huh.
24 Q. It says, "the 720 million barrels
25 (Shell share) gap between reserves booked and
0519
1 WALTER VAN DE VIJVER
2 the base program implies that no realistic
3 projects have been identified to cover this now
4 highly exposed volume."
5 Was this figure a figure that was
6 reached as a result of the study that David
7 Kluesner was working on?
8 A. Yes.
9 Q. And if you look at the next
10 paragraph it says that "major reserves review
11 that SPD carried out in the second half of 2003
12 also identified that a significant number of
13 projects in the base program (together
14 814 million barrels) did not fulfill the
15 recently tightened group reserves guidelines
16 which required VAR 3 or FID for compliance with
17 SEC rules as they are now understood."
18 The major reserves review that's
19 referred there, is that also a reference to the
20 Kluesner work?
21 A. Yes.
22 Q. If you can turn to page 30. The
23 heading says, Other Impacts, and then there are
24 four bullet points with text in a box.
25 Do you recall if what's on page 30
0520
1 WALTER VAN DE VIJVER
2 in the Bates number that ends 472 was in your
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3 note that you submitted to the CMD?
4 A. I cannot recollect.
5 Q. And if you look at the next page,
6 32, that ends Bates number 474, again, under
7 other impacts there's a bullet point and then
8 text in a box.
9 Do you recall if this text was in
10 your note as originally submitted?
11 A. No. The only thing I recollect is
12 that I obviously visited Oman and Nigeria in
13 early 2004 to tell them what the story was.
14 There was a lot of discussion at CMD during
15 January and December about the depth and extent
16 of the external disclosure, given some of the
17 sensitivities on countries where we were
18 operating.
19 Q. Now, at the meeting of the CMD was
20 there a discussion about the note?
21 A. Yes. It is a note to CMD, so that
22 means there was time allocated for the note at
23 the meeting.
24 (Van de Vijver Exhibit Number 41
25 was marked for identification.)
0521
1 WALTER VAN DE VIJVER
2 BY MR. HABER:
3 Q. What we've marked as van de Vijver
4 Exhibit 41 is a multi-page document, 18 pages to
5 be exact. It says, Committee and Managing
6 Directors, Minutes of the Meeting Held in The
7 Hague on Monday 8 and Tuesday 9 December 2003.
8 There are two Bate ranges the
9 first one is V00090869 through V00090886.
10 The second is TT000712 through
11 TT000729.
12 Mr. Van de Vijver, have you seen
13 this document before?
14 A. Yes.
15 Q. Is this a copy of the minutes of
16 the meeting that you were just talking about?
17 A. Yes.
18 Q. The indicator in the upper
19 left-hand corner, the number. It says number

file:11ICI/Documents%20and%20Settings/daustin/Desktop/Deposition%20Transcripts/020207wvandevijver .txt (41 of 75)9/1812007 3:54:45 PM



file:IIICI/Documents%20and%20Settings/daustin/Desktop/Deposition%20Transcripts/020207wvandevijver.txt

Case 3:04-cv-00374-JAP-JJH Document 365-2 Filed 10/10/2007 Page 318 of 390
20 2573?
21 A. Uh-huh.
22 Q. What is that number?
23 A. Every CMD meeting gets a number,
24 so that means that was in terms of the company
25 that was meeting 2,573.
0522
1 WALTER VAN DE VIJVER
2 Q. Do you know if by taking a look at
3 this this is the final version of the minutes?
4 A. The structure of it doesn't say
5 draft anymore, implies that this is the final
6 version.
7 Q. During the discussion of the note
8 how would you describe the mood of the meeting?
9 A. Very tense.
10 Q. Why is that?
11 A. Clearly it was in a very difficult
12 session in terms of questions were being asked.
13 Follow-up meetings were being planned. I mean
14 this was the first of a whole sequence of
15 meetings over the weeks thereafter where we
16 would come back to the same issue again and
17 again.
18 Q. And was this the official start of
19 Rockford?
20 A. Yes. This was the first meeting
21 of the formal launch of Rockford.
22 Q. How did the project get its name?
23 A. I don't know. That's always a
24 mystique.
25 Q. Do you recall if Mr. Watts had
0523
1 WALTER VAN DE VIJVER
2 said anything during this portion of the meeting
3 concerning Project Rockford?
4 A. Well, he chaired the meeting so
5 clearly he would have said things, but I do not
6 recollect any of the details.
7 Q. Now, if you look on the first
8 page--
9 A. Uh-huh.
10 Q. -- of the document it shows the
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11 people who were present?
12 A. Uh-huh.
13 Q. Now, for you it shows for item 6
14 through 21 inclusive only. Does that indicate
15 that you were not in attendance for items 1
16 through 5?
17 A. Yes, that's correct.
18 Q. And the same is true with regard
19 to Mr. Brinded?
20 A. Yes. There was at this time there
21 had been a system introduced where some of the
22 agenda items would involve only Watts, van der
23 Veer, and Boynton.
24 Q. Why would those agenda items only
25 involve those three individuals?
0524
1 WALTER VAN DE VIJVER
2 A. That was something that was
3 discussed in CMD, I think somewhere in 2002
4 where the sort of more routine sort of items
5 would not require the whole of the CMD to be
6 present and was agreed that the other members
7 obviously would be copied on the material and
8 the minutes but would not attend that part of
9 the meeting.
10 Q. Now, at this time was Ms. Boynton
11 a member of the CMD?
12 A. Yes.
13 Q. And I see a new name, R.J. Routs.
14 Who is R.J. Routs?
15 A. Rob Routs took over as group
16 managing director from Paul Skinner who retired
17 a couple of months earlier and he was
18 responsible for the oil products business, the
19 downstream business.
20 Q. When Mr. Routs succeeded
21 Mr. Skinner did you have any private
22 communications with him about the reserves
23 issues?
24 A. Before it would come to CMD? No.
25 Q. If you look at the minutes on page
0525
1 WALTER VAN DE VIJVER
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2 12. The second to last sentence says, "Urgent
3 attention was required as time was of the
4 essence."
5 Do you recall a discussion on this
6 topic?
7 A. No, but I do recollect that a plan
8 was put forward about follow-up meetings.
9 Q. Did anyone at the meeting say that
10 time was of the essence?
11 A. I do not recollect.
12 Q. What was the program of future
13 meetings that you have a recollection of?
14 A. There were at least weekly
15 meetings on this -- on Project Rockford, but I
16 would have to look at details in terms of the
17 exact dates.
18 Q. Okay. Now, as I recall, on the
19 first -- on the first day of our proceedings I
20 had asked you a question about the structure of
21 Project Rockford.
22 How do you -- what is your
23 recollection of how that structure worked? And
24 in particular I'm just trying to get an
25 organizational structure?
0526
1 WALTER VAN DE VIJVER

And I at that time recommended as the focal
point for EP, John Darley.

So there was a structure that
8 involved Legal, Group Finance, and I remember
9 commenting on when that structure was proposed.

Q. And when you recommended John
11 Darley for EP focal point he was to report to
12 whom?

A. In his role he would report to
14 Phil Watts.
15
16

A. Yes. Over time a formal structure
3 was put in place. Project Rockford was led by
4 Phil Watts with the assistance of Adrian Loader.
5
6

2

7

10

13

(Van de Vijver Exhibit Numbers 42
and 43 were marked for identification.)

MR. HABER: I'm marking two
18 exhibits, Exhibit 42 and an Exhibit 43.
17
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19 While the witness has an
20 opportunity to look at these documents I will
21 identify them for the record.
22 Exhibit 42 is a two-page document,
23 the first page has two e-mails on them, the last
24 of which is from Philip Watts, to Adrian Loader,
25 Beat Hess, Curtis Frasier, John Darley, Judith
0527
1 WALTER VAN DE VIJVER
2 Boynton, Tim Morrison, and Mary Jo Jacobi.
3 There's a cc to Jeroen van der Veer, Mr. Van de
4 Vijver, Malcolm Brinded, Judith Boynton, and Rob
5 Routs. It was sent on February 2nd, 2004.
6 The -- that is the last. The subject line reads
7 Rockford Coordination Team. There's an
8 attachment, project team org chart, version 71.
9 It is a document that was produced from the
10 native drives that were produced to us, so there
11 is no Bates number. The summation documentation
12 number in the upper left-hand corner is
13 100485664: Forward Rockford Coordination Team.
14 And I will note for the record
15 there's a footer on the bottom of the first page
16 and that came from our printer because that's
17 just way it prints. It's a default, so it's not
18 part of the document.
19 Exhibit 43 is a series of e-mails,
20 the last of which is from Mr. Van de Vijver,
21 dated February 2nd, 2004. It's sent to Philip
22 Watts with a cc to Adrian Loader, Jeroen van der
23 Veer, Malcolm Brinded, Judith Boynton, Rob
24 Routs, and Beat Hess. There are two Bates
25 ranges. The first is V00370504 through
0528
1 WALTER VAN DE VIJVER
2 V00370505. The second range is BRINDED 0119
3 through BRINDED 0120.
4 BY MR. HABER:
5 Q. Now, Mr. Van de Vijver, in your
6 answer before we marked these documents you said
7 over time a formal structure took place.
8 Looking at Exhibit 42, is this the structure
9 you're referring to?

file:11ICI/Documents%20and%20Settings/daustin/Desktop/Deposition%20Transcripts/020207wvandevijver .txt (45 of 75)9/1812007 3:54:45 PM



file:IIICI/Documents%20and%20Settings/daustin/Desktop/Deposition%20Transcripts/020207wvandevijver.txt

Case 3:04-cv-00374-JAP-JJH Document 365-2 Filed 10/10/2007 Page 322 of 390
10 A. Yes.
11 Q. And if you look at Exhibit 42 at
12 Mr. Watts' e-mail of January 29,2004,it
13 appears that there was a first team meeting of
14 this group of people that was to begin in
15 February.
16 What team meeting do you
17 understand him referring to?
18 A. The team meeting, the project team
19 as depicted in this chart.
20 Q. Okay. Do you recall attending
21 that meeting?
22 A. No. I was not invited.
23 Q. And why weren't you invited, if
24 you know?
25 A. As per the organizational
0529
1 WALTER VAN DE VIJVER
2 structure I was not on that list, but I felt
3 totally comfortable with Curtis Frasier and John
4 Darley being there.
5 Q. And why was that?
6 A. I had recommended those names as
7 members to the team from the E&P side.
8 Q. Now, if you look at Exhibit 43,
9 your e-mail of January 30,2004, you write to
10 Mr. Watts, van der Veer, Brinded, Ms. Boynton,
11 and Mr. Routs, and I'm looking at the first
12 sentence, "I thought the idea was to delegate
13 day-to-day management to a group of very senior
14 and capable leaders in our organization below
15 CMD and, hence, was very supportive of an
16 overall coordination of an effort by Adrian
17 Loader with weekly updates to CMD."
18 Two sentences later you continue.
19 "The proposal put forward still
20 has several CMD members on the actual team and I
21 would advise against that to ensure adequate
22 delegation, balance, and ownership."
23 Did you get any response from
24 Mr. Watts to this e-mail ?
25 A. The response you see on the same
0530
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1 WALTERVANDEVIJVER
2 page.
3 Q. If you look at his e-mail does it
4 appear as he's responding to your criticism of
5 the organization?
6 MR. TUTTLE: Object to form.
7 THE WITNESS: No.
8 BY MR. HABER:
9 Q. When you say in your e-mail of
10 January 30, 2004, "to ensure adequate
11 delegation, balance, and ownership," what
12 message were you trying to convey to the
13 recipients of this e-mail?
14 A. I was trying to convey just that I
15 was comfortable with putting forward John Darley
16 and Curtis Frasier that I felt it important that
17 there was the right distance also to avoid any
18 perception of conflict of interest on a very
19 sensitive issue.
20 Q. You wrote again to Mr. Watts,
21 again, a cc to a number of people who are
22 recipients on these e-mails, "I note that no
23 change has been made based on my comments. At
24 least had expected a discussion at CMD before
25 this was issued."
0531
1 WALTER VAN DE VIJVER
2 Why were you expecting a
3 discussion at CMD on the issue?
4 A. Well, I expect that if I would
5 make comments to my colleagues that at least
6 there would be a response.
7 Q. Did you ever have a response from
8 Mr. Watts?
9 A. No.
10 Q. Did you ever get a response from
11 Ms . Boynton?
12 A. No.
13 Q. Did any other member of the CMD
14 respond to your comments?
15 A. No, not that I recollect.
16 Q. And throughout Project Rockford
17 the organizational structure of Rockford
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18 remained as depicted in the org chart that's
19 attached to Exhibit 42?
20 MR. MORSE: Objection to form.
21 THE WITNESS: Yes.
22 BY MR. HABER:
23 Q. Now, in the second sentence in the
24 e-mail of February 2nd that you sent to
25 Mr. Watts you said, "In order to 'contain' the
0532
1 WALTER VAN DE VIJVER
2 overall senior management on this within EP."
3 What did you mean by putting the
4 word contain into quotes?
5 A. That I wanted to make sure we had
6 a clear focal point accountability in E&P. And
7 John Darley had convinced me that he was able to
8 take the task and he would utilize Curtis
9 whenever he was not available, so I was
10 perfectly happy with them working together as
11 they felt comfortable.

MR. HABER: We have to change the
13 tape, so if you can just hang around probably
14 two or three minutes we can try and get this
15 done.
16

12

MR. DOWD: Thank you.
THE VIDEOGRAPHER: This marks the17

18 end of tape one in Volume III of Mr. Van de
19 Vijver. We are going off the record. The time
20 is 11:50 a.m.
21
22

(A brief recess was taken.)
THE VIDEOGRAPHER: This marks the

23 beginning of tape two, Volume III in the
24 deposition of Mr. Van de Vijver. We are back on
25 the record. The time is 11:56 a.m.
0533
1 WALTER VAN DE VIJVER
2 BY MR. HABER:
3 Q. Mr. Van de Vijver, if you could
4 just look at the org chart on Exhibit 42 for one
5 second. The top of the organization says PX and
6 then Watts/Loader. Do you see that?
7 A. Yes.
8 Q. What is PX?
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9 A. PX is a reference indicator of
10 Adrian Loader.
11 Q. What does that stand for?
12 A. Group planning and public affairs,
13 if I'm correct.
14 Q. SOthe organization chart shows
15 that everyone underneath Mr. Watts and
16 Mr. Loader report up to them and then they are
17 the focal point that reports to the CMD?
18 A. Uh-huh.
19 Q. I'm sorry. You have to verbalize
20 an answer?
21 A. Yes. Yes.
22 Q. Okay. Do you know if Anton
23 Barendregt had ever commented on the note for --
24 the note to the CMD that was submitted on
25 December 8th?
0534
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2 A. I don't know. As you recall from
3 looking at the document themselves there were
4 many contributors to the document. It says on
5 the bottom EPS, EPT, and EPF. So that is the
6 planning group, the technology group, and the
7 finance group. So I wouldn't know who the
8 individuals were that contributed.
9 (Van de Vijver Exhibit Number 44
10 was marked for identification.)
11 BY MR. HABER:
12 Q. I just handed the witness what
13 we've marked as van de Vijver Exhibit 44, it's a
14 multi-page document. A series of e-mails with
15 an attachment called Storyline.
16 The last e-mail is from Mr. Van de
17 Vijver, it's dated December 28, 2003 to Frank
18 Coopman, John Darley. Subject line reads:
19 Rockford. The attachment, as I said, says
20 Storyline-Full PowerPoint. The Bates range is
21 HAG00205769 through HAG00205786.
22 Mr. Van de Vijver, have you seen
23 this document before today?
24 A. Yes.
25 Q. And if you could take a look at
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2 the storyline there's handwriting on this
3 document. Do you recognize this handwriting?
4 A. Yeah, that's mine.
5 Q. Can you explain to us what a
6 storyline is and especially in this context?
7 A. If I recollect this correctly it
8 was part of preparing the material to take to
9 the Group Audit Committee and CMD, of course.
10 Q. And was there to be a presentation
11 called storyline that was to be made to the CMD
12 and Group Audit Committee?
13 A. Well, storyline is sort of
14 typical, short of Shell speak. That's when
15 people prepare for making a presentation.
16 Q. Do you know if this document was
17 ever finalized?
18 A. Presentations were made in the
19 end, but I don't know how much it contained of
20 this particular material.
21 Q. If you look in the first page of
22 the summary on page 771, what does the
23 handwritten note in the upper right-hand corner
24 say?
25 A. "What to do with 10/03 Shell
0536
1 WALTER VAN DE VIJVER
2 guidelines." That means what to do with the
3 Shell guidelines that were issued in
4 October 2003, very recently.
5 Q. Why were you asking that question?
6 A. Well, I think it comes back here
7 with me now having been present in quite a few
8 of the meetings with my teams, et cetera, I'm
9 basically asking the question do we really need
10 to have Shell guidelines.
11 Q. Did anyone ever respond to that
12 question?
13 A. I cannot be sure, but I think John
14 Darley did respond to that.
15 Q. Do you recall what Mr. Darley had
16 said?
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17 A. That he agreed with my thinking,
18 but I cannot be sure. I think that sort of
19 evolved over time.
20 Q. Over time, you mean over the time
21 of Rockford?
22 A. Yes.
23 Q. How long -- how long did Rockford
24 last?
25 A. Rockford continued for quite a
0537
1 WALTERVANDEVIJVER
2 long time, all the way until I left the company,
3 because it also involved not just coordinating
4 of whatever work needed to be done to get to a
5 final conclusion on the numbers and the
6 disclosures to the market, but also as it
7 related to communication with the SEC.
8 Q. And you were fired from your
9 position in the company in March of 2004 ?
10 A. Yes.
11 Q. I believe on Wednesday when we
12 talked about what had happened you had said that
13 it was unexpected; correct?
14 A. A total utter shock.
15 Q. Had anyone ever communicated to
16 you prior to the time that you were told you
17 were going to be let go that you should be
18 worried about your position?
19 A. I was personally very worried
20 about my position prior to my first interview
21 with Davis Polk.
22 Q. And when was that interview?
23 A. That was -- the interview I think
24 was on the 10th of February 2004.
25 Q. Did you ever communicate your
0538
1 WALTER VAN DE VIJVER
2 concern about your position to anyone?
3 A. Yes. What happened was that
4 during the weekend I got a phone call from
5 Curtis Frasier advising me that I needed to have
6 a lawyer because quote unquote as Curtis said,
7 "Phil and Judy are out to poison you."
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8 Q. And that's what caused you concern
9 about your position?
10 A. Yes. Immediately when it happened
11 I went to visit the former group chairman of
12 Shell, Lo van Wachem, and expressed my deep
13 unrest with having to have a personal lawyer and
14 the process the company was getting into.
15 Q. And what did he say to you?
16 A. He considered it totally
17 inappropriate that that would happen in the
18 company and he told me to calm down.
19 Q. When you say that you went to him
20 immediately after the call from Mr. Frasier, do
21 you recall when this meeting occurred?
22 A. During the weekend, so on a
23 Sunday. So on a Sunday I went to visit
24 Mr. Wachem.
25 Q. Was this at his home?
0539
1 WALTER VAN DE VIJVER
2 A. Yes.
3 Q. Do you recall how long that
4 meeting lasted?
5 A. About half an hour. This was of
6 course not a planned visit but he lives very
7 close to me.
8 Q. After the meeting did you feel
9 reassured?
10 A. No, not yet, because I was also
11 advised that I had to be in London, I think it
12 was on the 10th of February for this interview,
13 and I had to actually cancel a planned visit
14 that I had during the day to Egypt at the very
15 last minute.
16 Q. When Mr. Frasier had called you
17 where were you?
18 A. At home.
19 Q. Was there an analyst presentation
20 in the United States at or about that time
21 that--
22 A. I had just come back from the
23 analyst presentation.
24 Q. Okay. So prior to these
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25 discussions and the communication with
0540
1 WALTER VAN DE VIJVER
2 Mr. Frasier had you spoken to anyone else about
3 concerns you were feeling about the security of
4 your position?
5 A. No, but I did mention to Jeroen
6 van der Veer a couple of times that I felt
7 uncomfortable with the atmosphere at CMD and I
8 also asked him at numerous occasions whether it
9 would not be appropriate for me to meet Aad
10 Jacobs.
11 Q. You say that you met with Mr. Van
12 der Veer a couple of times. Do you recall what
13 times?
14 MR. TUTTLE: Objection to the
15 characterization of the testimony.
16 THE WITNESS: This was all after
17 the 8th of December or the 9th of December 2003
18 when Project Rockford started.
19 BY MR. HABER:
20 Q. Okay. So in your prior answer you
21 said I did mention to Jeroen van der Veer a
22 couple of times that I felt uncomfortable with
23 the atmosphere at CMD.
24 Do you recall what times in
25 particular? I'm looking for dates?
0541
1 WALTER VAN DE VIJVER
2 A. Yeah. My memory is very good, but
3 trying to remember exact dates, I can't. I
4 can't. I'm sorry.
5 Q. Did you ever speak to Mr. Van der
6 Veer before you were fired?
7 A. Yes. Actually, the Friday before
8 I was fired Jeroen van der Veer wanted to see me
9 when I was just about to go off to Oman for my
10 visit. And Jeroen was talking a bit around
11 about way, but the final question from him was
12 whether I would have any difficulty reporting to
13 him as the chairman of CMD, because it was
14 likely that Watts would not stay.
15 Q. What did you say?
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16 A. I said, yes. I said this issue
17 for me was never anything personal about Watts.
18 I would throw in my own glasses if that was what
19 it was about. I said I wanted to run EP and
20 that was all.
21 MR. DOWD: Excuse me. Is it yes
22 you would have difficulty reporting to him?
23 THE WITNESS: No. No. I'm sorry.
24 I didn't answer the question correctly.
25 MR. DOWD: Can we go over that
0542
1 WALTER VAN DE VIJVER
2 again, Jeff?
3 BY MR. HABER:
4 Q. The question I asked was did you
5 ever speak to Mr. Van der Veer before you were
6 fired?
7 A. The answer is yes.
8 Q. And then I asked what did you say
9 and -- I should say before that your response --
10 you said, actually, the Friday before I was
11 fired Jeroen van der Veer wanted to see me when
12 I was just about to go off to Oman for my visit
13 and Jeroen was talking a bit around about way,
14 but the final question from him was whether I
15 would have any difficulty reporting to him as
16 the chairman of CMD, because it was likely that
17 Watts would not stay.
18 Then I asked what did you say?
19 A. I said no.
20 Q. Did you ever communicate to him
21 your concern about the security of your position
22 during that meeting?
23 A. Not -- that meeting we just talked
24 about Friday, no.
25 Q. Yes.
0543
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2 A. But I had talked about the
3 security of my position after that first
4 interview by Davis Polk, which I considered
5 totally hostile and unjustified.
6 Q. And why did you feel that way?
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7 A. Because I was confronted with
8 three e-mails that were -- the famous destroy
9 e-mail. The sick and tired e-mail. I think the
10 third e-mail was fooling the market. Those were
11 the three e-mails I was confronted with in a
12 very hostile manner, and I left the meeting
13 wondering what was going on. And after that
14 meeting I called Jeroen van der Veer. I then
15 next day I visited Jeroen van der Veer and I
16 also talked to Hennie de Ruiter and I talked to
17 Marteen van den Bergh, and they all calmed me
18 down and told me my position was not at stake.
19 Q. Can we go back to the storyline
20 for a couple of minutes. If you can turn to
21 page 775?
22 A. Yes.
23 Q. Can you decipher what your
24 handwritten notes note says on the second bullet
25 point?
0544
1 WALTER VAN DE VIJVER
2 A. "Increase expectation reserves
3 lead to immediate increase in proved reserves
4 [probabilistic method] ."
5 Q. And the handwritten notes on the
6 bottom?
7 A. "Weakened OU governance and asset
8 based organizations in OUs," meaning operating
9 units.

were linked to expectation reserves.
Q. And the last bullet note that you

17 added, why did you put that in there?
A. Well, this is sort of the

19 recurring theme of my tenure, that I felt
20 operating units were not adequately managed and
21 that there had been a fragmentation in a lot of
22 the organizations, what was called an asset
23 based organization, leading to the central

Q. Taking the first handwritten note,
11 why did you put that note on this document?

A. That was a clarification of my
13 understanding what had happened, because the
14 reserve addition bonuses in both those countries
15
16

10

12

18
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24 technical and professional excellence eroding.
25 Q. If you can just turn back to page
0545
1 WALTER VAN DE VIJVER
2 773. The very bottom. The dash mark that says,
3 "pressure on staff to obtain approved reserves
4 replacement ratio (RRR of 100 percent)
5 particularly in 2000."
6 Who did you understand to be
7 exerting pressure on the staff to obtain a
8 proved reserves replacement ratio of
9 100 percent?
10 A. The EP leadership team at that
11 time.
12 Q. And that would include Philip
13 Watts?
14 A. Yes.
15 Q. If you would turn to the last page
16 there's some more of your handwriting. Under
17 the bullet point, basic technical flaws at OU
18 level. The middle subpoint there's some
19 handwriting?
20 A. "And consistency check between
21 reserves and long-term forecasts."
22 Q. Why did you insert that?
23 A. Because what I meant to say there
24 that obviously business plans focus on
25 production. And as you produce you reduce your
0546
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2 reserves. And what we found in our analysis in,
3 I recall in Oman, for instance, there was no
4 ability to tie back the production forecast to
5 individual assets and their individual reserves.
6 It's a quality issue of the overall business
7 performance.
8 Q. And if you look at the bottom of
9 the page you add two bullet points. What's the
10 first one?
11 A. "Oman Nigeria support efforts
12 2002,2003."
13 Q. And the last one?
14 A. "New operating model strengthens
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15 technical function."
16 I think as we recalled earlier if
17 you don't to the technical work the reserve
18 audit can do all he can do, but he doesn't have
19 the quality.
20 Q. If you can turn to Exhibit 1,
21 which is your letter dated March 22, 2004. If
22 you can turn to page 3 again. You say that in
23 the paragraph that begins in November 2003, I
24 want you to focus at the bottom of that
25 paragraph now.
0547
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2 You say, "My efforts to effect
3 full disclosure were continually challenged,
4 even up until the day before the analyst
5 presentations in early February 2004."
6 How were your efforts to effect
7 full disclosure challenged?
8 A. It was an extreme battle to
9 finalize the presentation to the analysts in
10 2004. Where I was very keen to give as much
11 regional breakdown of where the exposures had
12 now materialized the debookings were taking
13 place and also wanted to put it in a historic
14 context about when these bookings were first
15 made.
16 Even at the end -- at the
17 presentation I made to Conference as sort of
18 final draft version of the analyst presentation
19 there was quite a hostile environment because I
20 wanted to flag, for instance, that on -- during
21 that analyst presentation that if you make a
22 change in proved reserves, if you take the
23 terminology correctly, if you take away proved
24 reserves then the probable reserves can also not
25 exist because of this part of a buildup. I
0548
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2 wanted to flag that as a result of the proved
3 reserves there would also be an impact on the
4 probable reserves. I'm getting a little bit
5 technical, but that's just way it is.
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6 Forgetting about it it is not
7 about challenging the total technical resource
8 thing, this is all about classification.
9 Q. Who was challenging your efforts
10 to effect full disclosure?
11 A. This whole process was a very
12 difficult process with investor relations and
13 whoever was close to investor relations.
14 Q. Would that include Ms. Boynton?
15 A. Yes.
16 Q. Would that include Simon Henry?
17 A. Yes.
18 Q. Would that include Tim Morrison?
19 A. I cannot be sure.
20 Q. Other than the people I
21 identified, did it also include Mr. Watts?
22 A. Yes.
23 Q. How was the investor relations
24 group of people challenging your efforts to
25 effect full disclosure?
0549
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2 A. There were many cycles to finalize
3 the presentation. Originally just after an
4 announcement was made it would be the intention
5 that there would just be a group presentation, a
6 group presentation meaning a presentation that
7 would be done by Phil Watts and Judy Boynton.
8 And then subsequently it was decided that there
9 would be a dedicated EP presentation that I
10 would do where I would provide the EP details of
11 the reserves recategorization.
12 There were a lot of discussions,
13 as you could see, also in the early note to the
14 CMD about whether we were using the word Brunei,
15 yes or no, Oman yes or no, all about providing
16 the detail and also the historical context about
17 when some of these bookings were made, which in
18 the end is a business process.
19 Q. Well, in this letter were you
20 trying to convey what was happening was more
21 than just business process?
22 A. There was a lot of pressure at
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23 that time. I mean, and understandably so, it
24 was a difficult subject, but it -- it did
25 require extreme efforts from my side to
0550
1 WALTER VAN DE VIJVER
2 ultimately get what I wanted to get out to the
3 market.
4 Q. Can you think of any specific
5 examples of where Ms. Watts had thrown a
6 roadblock, for instance, in your efforts to make
7 this disclosure?
8 MR. TUTTLE: You mean Mr. Watts?
9 BY MR. HABER:
10 Q. I'm sorry, Mr. Watts. My
11 apologies.
12 A. I recollect there was a lot of
13 resistance initially to show a plot that
14 indicated when the original bookings were made
15 and some of the debookings or recategorizations
16 we were posing at that time.
17 Q. What was Mr. Watts' position?
18 A. I think the position, and
19 ultimately he is the boss, that there were still
20 ongoing discussions also with the SEC at that
21 time around restatements and revisions and many
22 other communications, so there was a tension on
23 what could be shown and what could not be shown.
24 Q. Can you think of any other
25 examples?
0551
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2 A. No. I mean during the whole
3 process there was a lot of challenge before we
4 finalized our numbers on what should be in, what
5 should be out. Are there offsets, yes or no, et
6 cetera.
7 Q. Can you think of any examples
8 involving Ms. Boynton where she erected
9 roadblocks to your efforts to make full
10 disclosure?
11 MR. TUTTLE: Objection to form.
12 MS. SENNETT: Objection to the
13 form of the question.
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14 THE WITNESS: No, not specific,
15 because it was always difficult to know who
16 provided the feedback because it was funneled
17 through the IR organization. So I would not be
18 able to personalize where some of these comments
19 would come from.
20 BY MR. HABER:
21 Q. During your tenure as a member of
22 the CMD do you recall any presentations on IR
23 program for the particular year or for the
24 upcoming year?
25 A. Yes. That would come up on a
0552
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2 regular basis to the CMD.
3 Q. And do you have an understanding
4 as to why that would come up on a regular basis?
5 A. The understanding was that that
6 was one of the things CMD members will do and
7 there would be a discussion on who would be
8 doing what type of presentations or meetings.
9 (Van de Vijver Exhibit Number 45
10 was marked for identification.)
11 BY MR. HABER:
12 Q. We've marked as van de Vijver
13 Exhibit 45 a document which is a Note For
14 Information, IR plan for 2002. The cover page
15 says CMD January 15,2002, IR plan for 2002.
16 Its Bates number is LON00940595 through
17 LON00940608.
18 Have you seen this document before
19 today?
20 A. Yes.
21 Q. And did you receive it in the
22 manner in which you testified earlier about it
23 being submitted and then circulated
24 electronically?
25 A. You would always receive wherever
0553
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2 you were a hard copy of the prereading for a
3 follow-up CMD meeting.
4 Q. If you look at the first page that
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5 is with writing on page 596 it -- underneath the
6 four items listed it says, "IR has developed a
7 proposal for the first three elements of a 2002
8 plan based on the December group strategy
9 reviews and feedback from other IR events
10 throughout 2001."
11 It then goes on to say, "Input was
12 also received from a U.S. investor perception
13 study conducted in Q3 2001 and advisors Fergus
14 McCloud and Finsbury." Do you see that?
15 A. Yes.
16 Q. What U.S. investor perception
17 study is being referred to here?
18 A. I cannot recollect.
19 Q. Do you remember any discussion
20 about such a study?
21 A. No. Is it covered further? I
22 don't recollect.
23 Q. Who was Fergus McCloud?
24 A. Fergus McCloud was a former well
25 respected analyst. I'm not so sure from what --
0554
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2 which bank anymore, but who was hired by Steve
3 Hodge to assist in the preparation of analyst
4 presentations. If I'm fully correct then today
5 he is still head of IR at BP.
6 Q. SOat the time he was also at BP?
7 A. No. No. He was in between jobs.
8 Q. SOhe served as a consultant?
9 A. Yes.
10 Q. The other person mentioned is
11 Finsbury. Do you know who that is?
12 A. Not totally sure, but I think they
13 are sort of consultancy that helps with
14 presentation and skills and formatting, also a
15 consultancy.
16 Q. If you turn to page 3 of the
17 document which has the Bates number 600 at the
18 end. If you take a look at the bullet points,
19 the proposal is proposing targeting investor
20 relation activities, and the first bullet point
21 says, "top five investors in U.K., U.S., E.U."
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22 Why were the top investors in the U.S. being
23 targeted?
24 A. I don't know. I assume they were
25 the largest shareholders in the group.
0555
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2 Q. Did the CMD discuss the U.S.
3 market at all?
4 A. The CMD as a body had a global
5 responsibility, so that would include the United
6 States.
7 Q. I'm referring -- let me be a
8 little more specific. I'm referring with regard
9 to investor relations activities?
10 A. Yes. In a similar vein as
11 investor relations activity in Europe or
12 anywhere else.
13 Q. Do you know if this proposal
14 that's reflected in Exhibit 45 was approved by
15 the CMD?
16 A. I do not recollect. You would
17 have to look at the minutes.
18 Q. SOthat would be reflected in the
19 minutes?
20 A . Yes. If there is no comment in
21 the minutes then it means it's supported.
22 Q. Supported meaning approved?
23 A. Yes.
24 (Van de Vijver Exhibit Number 46
25 was marked for identification.)
0556
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2 BY MR. HABER:
3 Q. I've handed the witness what we've
4 marked as Exhibit 46. It's an e-mail from Simon
5 Henry to Frank Coopman and a number of other
6 people with a cc to Judith Boynton, dated
7 August 30, 2002. The subject line reads: Note.
8 And the attachment is a Note For Information,
9 Investor Relations Program Enhancement Status
10 Update.
11 I will note that this was produced
12 in native format on the native drive that was
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13 produced to us and as with one of the other
14 documents, I would also note there is a footer
15 that came from our printer that is not part of
16 the document. Again, this is just way the
17 default on the printer is set. I'm sorry, it's
18 already been redacted.
19 Have you seen this document before
20 today?
21 A. No, not that I recollect, but it
22 does show a note, at least in draft form for
23 something that went to CMD, the attachment, but
24 I don't see the e-mail, the e-mail note.
25 Q. Do you recall having a discussion
0557
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2 at the CMD in or about the end of August in 2002
3 where investor relations program was discussed?

A. No.4
5
6 have nothing further.

MR. DOWD: 30 minutes all right?
MR. FERRARA: I think there may be

9 the need to ask some additional questions, so
10 perhaps 45 minutes would give everybody the
11 opportunity to kind of collect their thoughts
12 and prepare for that.

MR. DOWD: All right. 45 minutes.
14 THE VIDEOGRAPHER: We're going off
15 the record. The time is 12:37 p.m.
16
17 (Whereupon, at 12:37 p.m., a lunch
18 recess was taken.)

MR. HABER: At this time then we

7
8

13

19
20
21
22
23
24
25
0558
1
2
3

WALTER VAN DE VIJVER
AFTERNOON SESSION

(1:26 p.m.)
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4 THE VIDEOGRAPHER: We're back on
5 the record. The time is 1:26 p.m.
6
7 EXAMINATION BY COUNSEL FOR ROYAL DUTCH/SHELL
8
9 BY MR. FERRARA:
10 Q. Mr. Van der Veer, first I want to
11 thank you --
12 A. Van de Vijver is the name.
13 Q. Sorry. Van de Vijver. Well, my
14 client is Mr. Van der Veer so I sometimes get
15 them confused. I may call you Walter if you
16 permit that on the record?
17 A. Sure.
18 Q. First I want to thank you for
19 appearing here for the past two-and-a-half days.
20 I understand that these are difficult sessions
21 and not one that folks who are not lawyers are
22 used to dealing with, and we appreciate it.
23 We also appreciate that you have
24 agreed to continue to be available for discovery
25 in these proceedings as if you were still a
0559
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2 party to them.
3 We also appreciate that you have
4 agreed to become or be available at a trial of
5 this case in the event that a trial occurs. And
6 in light of those things the questions that I
7 have to ask you at this point are limited.
8 First, I just want to be clear
9 that while you've been very articulate in the
10 course of these two-and-a-half days, English is
11 not your first language; is it?
12 A. That's true.
13 Q. SOI'm going to ask you a series
14 of questions where I'm going to use a word that
15 has appeared, unfortunately, in some of these
16 documents is word is lie or lying.
17 A. Uh-huh.
18 Q. Now, for purposes of having this
19 record be as clear as my ability to make it, I
20 would like to have an understanding that when I
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21 use that word in these questions I'm referring
22 to two things:
23 First, a misstatement of fact,
24 that would be a lie.
25 Second, a half truth. And by that
0560
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2 I mean an omission to state a fact that is
3 necessary to be stated in order to make what has
4 been stated not appear misleading.
5 So when I ask about a lie I'm
6 incorporating a misstatement or a half truth.
7 Is that an agreeable definition
8 for lie for purpose of my question?
9 MR. HABER: Objection to form,
10 calls for a legal conclusion.
11 BY MR. FERRARA:
12 Q. Sorry. Do you understand what I
13 mean by lying if I use that term?
14 A. I understand what lying means, but
15 I find your definition rather complex.
16 Q. Then let's --let me make sure
17 it's clear. I'm talking about misstatements and
18 half truths. Is that clear to you?
19 A. Yes.
20 Q. Okay. So if I say lying and I ask
21 you a question about lying it will include in
22 your answer a misstatement or a half truth?
23 MR. HABER: Objection to form.
24 MR. DOWD: I object. Let's just
25 let his answers speak for themselves.
0561
1 WALTER VAN DE VIJVER
2 THE WITNESS: I really don't get
3 it. Can you please ask your questions?
4 BY MR. FERRARA:
5 Q. I think this is important, so
6 perhaps we should spend --
7 MR. DOWD: You may, but I don't
8 think he should forecast what his answer is
9 going to include until you ask the question.
10 MR. FERRARA: Sorry.
11 MR. DOWD: I don't think that's
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12 fair and I object to it and I'm not going to let
13 him answer that kind of question.
14 MR. FERRARA: You're welcome to
15 object to it.
16 MR. DOWD: I will. And I will
17 also tell him whether he can answer or not.
18 We're not going to, you know --
19 MR. FERRARA: Sorry. Why don't
20 you complete your objection. Have you completed
21 your objection?
22 MR. DOWD: Yes.
23 BY MR. FERRARA:
24 Q. Perhaps you could share with me,
25 Walter, what you understand a lie to be?
0562
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2 A. A lie is not telling the truth
3 or -- I think that's as short as I can be.
4 Q. Okay. We'll accept that for
5 purposes of my question. You testified earlier
6 in the course of your examination that your
7 memory is good. Do you recall that?
8 A. Yes.
9 Q. And your memory is good; is it
10 not?
11 A. Yes.
12 Q. I would like you to focus if you
13 would on the period of time when you were chief
14 executive officer of E&P, which I believe you
15 said was approximately June of '01 until March
16 of '04; correct?
17 A. Yes.
18 Q. And I would particularly like you
19 to focus on the period June '01 to what we have
20 defined to be the beginning of Project Rockford,
21 that period of time. Is that understood?
22 A. That for me is November 2003;
23 correct?
24 Q. That's fine. So we'll be focusing
25 on the period June of 2001 to November of 2003
0563
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2 in all of my questions; is that understood?
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3 A. Yes.
4 Q. Okay. During that period, Walter,
5 do you ever have a recollection of lying to EP
6 ExCom, the CMD, or Conference with respect to
7 any business plan that was submitted by the E&P
8 organization for their consideration?
9 A. No.
10 Q. Do you ever recall during that
11 period of time lying about a business plan in
12 any session that you attended where there was
13 present either a Shell investor, securities
14 analyst, or a member of the financial press?
15 A. No.
16 Q. We talked in Exhibit 20 about what
17 has been euphemistically called "caught in the
18 box parameters;" do you recall that?
19 A. Yes.
20 Q. And do you recall what those
21 caught in the box parameters are?
22 A. Yes.
23 Q. Have you ever lied to an investor,
24 a securities analyst or member of the financial
25 press about Shell's estimate of a 15 percent
0564
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2 ROACE return during your tenure as CEO of E&P?
3 A. No.
4 Q. SOany time when you address the
5 subject of ROACE in the context of a meeting
6 where an investor and analyst or member of the
7 financial press was present you told the truth?
8 A. Yes.
9 Q. With respect to the second
10 parameter of the so-called caught in the box
11 metaphor, and here I'm referring to the
12 production growth rate, in any session where
13 there was present an investor of Shell, a
14 securities analyst or a member of the financial
15 press, did you ever lie about Shell's projected
16 3 percent production growth rate?
17 MR. HABER: Objection.
18 MR. DOWD: Just answer the
19 question.
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20 THE WITNESS: No.
21 BY MR. FERRARA:
22 Q. At any time when you advised an
23 investor, securities analyst, or a member of the
24 financial press that Shell's production growth
25 rate was 3 percent were you telling the truth?
0565
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2 A. Yes.
3 Q. With respect to what we've been
4 calling RRR or reserve replacement ratio, each
5 and every time that you can recall -- no.
6 Withdraw that.
7 Each and every time that you spoke
8 to an investor in Shell, a securities analyst,
9 or a member of the financial press where you
10 articulated what Shell's reserve replacement
11 ratio was, were you telling the truth?
12 A. Yes.
13 Q. Did you ever lie in any of those
14 fora about what the reserve replacement ratio
15 was?
16 MR. HABER: Objection.
17 THE WITNESS: No.
18 BY MR. FERRARA:
19 Q. Thank you. We talked over the
20 past three days about proved reserves; do you
21 recall that?
22 A. Yes.
23 Q. And did you ever advise the CMD,
24 EP ExCom or Conference that any reserved
25 previously reported by Shell as proved should be
0566
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2 debooked that wasn't debooked?
3 A. No.
4 Q. SO in each and every instance that
5 you can recall recommending that a resource,
6 whether it be proved or expectation, should be
7 debooked it was?
8 A. I did not make personally those
9 recommendations.
10 Q. To the extent that a
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11 recommendation was made by you to debook a
12 reserve, to your knowledge it was done though?
13 A. Yes.
14 Q. Are you aware of any
15 recommendation made to CMD or Conference to
16 debook a reserve that wasn't debooked during the
17 period June of '01 through November of '03?
18 MR. HABER: Objection.
19 THE WITNESS: No, but just to
20 clarify again, I did not personally make those
21 recommendations.
22 BY MR. FERRARA:
23 Q. I understand.
24 During the time when you were
25 chief executive officer of EP ExCom did you
0567
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24
25
0568

2 believe that Shell's reporting of proved
3 reserves was consistent and compliant with
4 Shell's proved reserves -- Shell's guideline for
5 reporting proved reserves?
6 A. Yes, until November 2003.
7 Q. Did you believe during that same
8 period of time that Shell's guidelines were in
9 all material respects consistent with the SEC
10 guidelines, to the extent you knew what the SEC
11 guidelines were?
12 A. Yes.
13 MR. HABER: Objection.
14 BY MR. FERRARA:
15 Q. Did anyone ever tell you while you
16 were chief executive officer of Shell that Shell
17 was materially out of compliance with SEC proved
18 reserve reporting guidelines?

A. No.
Q. We've talked a good deal over the

21 past two-and-a-half days about exposure catalogs
22 and exposure lists; do you recall that
23 testimony?

A. Yes.
Q. With respect to those exposure

19
20

1 WALTER VAN DE VIJVER
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2 lists that were created during your tenure, and
3 I understand they took different form, was there
4 ever an instance when you advised EP ExCom, CMD,
5 or Conference that any of the exposures listed
6 on that catalog should be debooked and they were
7 not?
8 A. No. I merely kept challenging my
9 staff to get the best most accurate numbers.
10 Q. We've talked throughout the course
11 of these three days about pressure. Pressure
12 being exerted on members of Shell's staff by
13 other members of Shell's staff. Do you recall
14 testimony to that effect during the course of
15 the past three days?
16 A. Yes.
17 Q. And you recall that on two or
18 three occasions you have testified that you felt
19 the object of pressure to act or not act in a
20 particular way; correct?
21 A. Yes.
22 Q. Did you ever tell a lie to CMD,
23 Conference, EP ExCom, a Shell investor, a Shell
24 securities analyst, or a member of the financial
25 media because of the pressure you received to
0569
1
2 lie?
3

WALTER VAN DE VIJVER

4
5 MR. FERRARA: If you would like to
6 tell me what the objection to the form is I'll
7 straighten it out. Is it a compound question?

MR. HABER: Yes.

MR. HABER: Objection to form.
THE WITNESS: No.

8
9 MR. DOWD: He answered it. Let's
10 move on.
11 MR. FERRARA: No, no. I want to
12 make sure. I will go through them one at a time
13 if you would like.
14 MR. HABER: Ask him if the answer
15 was no to all of those.
16 BY MR. FERRARA:
17 Q. Was the answer no to each of
18 those, that is you did not lie with respect to
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19 each of those?
20 A. Yes.
21 Q. Walter, did you ever make a
22 recommendation with respect to the operations or
23 business of E&P to ExCom, the CMD, or Conference
24 that you personally did not believe in, that you
25 personally did not believe was the correct
0570
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2 recommendation?
3 A. No.
4 Q. SOeach and every time you
5 recommended a course of action with respect to
6 the operations or prospects of this company you
7 believed that it was in the best interest of
8 Shell to do it in the way that you were
9 recommending it?
10 A. Yes.
11 Q. Did you ever submit a business
12 plan to ExCom, CMD, or Conference that you did
13 not think was real?
14 A. No, but I would always give the
15 context of the stretch or not that would be in
16 that plan.
17 Q. I understand.
18 During your tenure as CEO of E&P
19 did anyone inside or outside Shell ever ask you
20 to lie to a Shell investor, member of the
21 securities analyst community, or a member of the
22 financial media?
23 A. No.
24 MR. FERRARA: I want to thank you
25 for responding to those questions. I don't have
0571
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2 any further questions at this time, but I would
3 like to hear if there are other questions that I
4 might want to come back to seek clarification
5 on, but I'm done.
6 MR. GOLDSTEIN: I would like to
7 suggest we just take a break. I think I can
8 shorten it.
9 MR. DOWD: What do you want to do,
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10 Joe?
11 MR. GOLDSTEIN: I want to go off
12 the record for a minute because I think based on
13 the questions Ralph asked I can shorten it.
14 THE VIDEOGRAPHER: We are going
15 off the record. The time is 1:43 p.m.
16 (A brief recess was taken.)
17 THE VIDEOGRAPHER: We are back on
18 the record. The time is 1:59 p.m.
19 MR. FERRARA: We have no further
20 questions.
21 MR. GOLDSTEIN: No further
22 questions.
23 MS. SENNETT: I would just like to
24 confirm in light of the agreements that
25 Mr. Ferrara outlined at the beginning of his
0572
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2 questioning that based on your representation
3 that you will continue to cooperate in further
4 proceedings we will not ask any questions on
5 behalf of Judy Boynton today, either.
6 MR. GOLDSTEIN: I would like to
7 add the same representations.
8 MR. DOWD: We don't have to
9 cooperate with you, we'll cooperate with Shell.
10 I'm just kidding.
11 (Laughter.)
12 MR. HABER: Again from plaintiffs'
13 side we're done. I want to thank you very much,
14 Mr. Van de Vijver, for sitting through these
15 last two-and-a-half days. We wish you a good
16 trip back.
17 THE VIDEOGRAPHER: This marks the
18 end of the deposition ofMr. Van de Vijver. The
19 total number of tapes used today was two. We're
20 going off the record. The time is 2:00 p.m.
21 (Whereupon, at 2:00 p.m., the
22 deposition was concluded.)
23
24
25
0573
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1 WALTERVANDEVIJVER
2 ACKNOWLEDGMENT OF DEPONENT
3
4 I do hereby acknowledge that I have
5 read and examined the foregoing pages of the
6 transcript of my deposition and that:
7
8 (Check appropriate box):
9
10 ( ) the same is a true, correct and
11 complete transcription of the answers given by
12 me to the questions therein recorded.
13
14 ( ) except for the changes noted in
15 the attached errata sheet, the same is a true,
16 correct and complete transcription of the
17 answers given by me to the questions therein
18 recorded.
19
20
21
22
23
24
25 DATE
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SIGNATURE

1 WALTER VAN DEVIJVER
2 CERTIFICATE OF NOTARY PUBLIC
3
4 I, Paula G. Satkin, the officer before whom
5 the foregoing proceedings were taken, do hereby
6 certify that the witness whose testimony appears
7 in the foregoing proceeding was duly sworn by
8 me; that the testimony of said witness was taken
9 by me in stenotype and thereafter reduced to
10 typewriting under my direction; that said
11 proceedings is a true record of the testimony
12 given by said witness; that I am neither counsel
13 for, related to, nor employed by any of the
14 parties to the action in which these proceedings
15 were taken; and, further, that I am not a
16 relative or employee of any attorney or counsel
17 employed by the parties hereto, nor financially
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18 or otherwise interested in the outcome of the
19 action.
20 My commission expires October 31, 2010.
21
22
23 PAULA G. SATKIN
24 Notary Public in and for the
25 District of Columbia
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Waller van de Vijver
Groot Haesebroekseweg I
2243 BA Wassenm
The Netherlands

Man:h 22, 2004

Dear Colleagues:

Much has been written in the press in the past few weeks about the Royal Dutch Shell Group
and about me. Much of it does not tell the story accurately, especially regarding my role.
Unfortunately, although the Company has all of the facts, it seems unable to tell the complete
story in the midst of the immense pressure of the public and regulatory reactlon 10 the
reserves recategorisation. Because I care deeply about the Company and I cherish my 24-
plus years of dedicated service, I want to describe for you my role in the reserves matter,
which, thus far, has not been accurately portrayed within the Company or in the public.

From the inception of my tenure as head ofE&P, 1Walked dillgcnrly-to diagnose the health of
the business (thereby also discovering the reserves exposure). regularly communicated my
findings within the Company, lobbied for appropriate public disclosure, and did my best to
mitigate the reserves exposure (both in terms of forward reserves replacement and in terms of
non-ccmpllance of past bookings). My regular communication within the Company about
the reserves exposure included formal submissions lind presentations to the Committee-of
Managing Directors ("CMD''), additional discussions a.ndcorrespondence with my CMD
colleagues. and informal discussions about the various issues within E&P with members of
the Supervisory Board of Royal Dutch. As the magnitude of the reserves exposure became
apparent in late 2003, J led the Charge to communicate the issues fully within the Company
and lent my full cooperation and support to Project Rockford. I persisted in my calls for full
and prompt disclosure to the Conference and the public despite efforts by the Chairman and
the CFO 10 delay and limit disclosure.

EtTo!1S to Examine The Reserves Issue

Let me first describe to you the context and background from which the reserve issues arose
and provide the details of my continued efforts to inform and update my superiors. including
the Chairman. .

Soon after coming to office as head ofE&P in June 2001, I observed that the health of the
E&P business was not as robust as the Company-determined performance targets set under
the former UP CEO. In fact. E&P was in a far worse stale in mid 2001 than was ever
portrayed by my predecessor to senior management or the Conference. My predecessor was
rewarded with the chairmanship of the Company, presumably at least in part linked to the
healthy state of the E&P business. My predecessor did not leave me any tiles or information.
aside from some materials related to year 2000 close-out of buslness and staff appraisals.

There was a whole range ofissues that emerged during my initial due diligence period in
E&P that all required my urgent attention. ranging from optimistic plans to poor portfolio
choices, to significant issues in Oman and Nigeria, to an ineffective organisation. The first
manifestation of the poor health of the E&P business was the downgrade in the Company's
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production growth target ftom 5% per year to 3% per year, Work began. at my direction, in
the fall o(200) 10 identify and understand all the potential problems in E&P.

. By closeout of 2001 reserves in February 2002, we had identified a number of exposures
: regarding the Company's proved reserves (both outlook and historical exposures) and we
, 'advised CMD. In mid 2002, E&P initiated the centrally driven Global Hydrocarbon
Resource Base Review as part of E&P's Technical and Operational Excellence C'T&OE")
initiative and created the Exposures Catalog to create more transparency around the
Company's reserve base. In Q4 2002, E&P began to IT)' to get a sense of the potential
problems in Nigeria and Oman. I instructed the E&P regional directors to start looking at the
reserves calculation issue from the bottom up to determine what was really happening. At the
end of2002, E&P instructed outside counsel [Cravath) to perform a formal license review
with respect to the Company's Nigerian properties. It was through my efforts to understand
what was happening in Oman and Nigeria that Ifirst became aware, in late 2002, of
exposures on our booked proved reserves side in mature areas (rather than those in frontier
areas/projects). As planned, reserve audits on Oman and Nigeria were carried out in the
second hal.f of2003_ During Q3 2003, a major overhaul of the control framework on reserves
management was completed and this was shared with CMD in August 2003 (and the Group
Audit Committee in October 2003).

Then, in Fall 2003, the Group Reserves Auditor reported on the Nigerian reserves, issuing an
unacceptable rating. "It was found that SPDC's annual 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." The auditor stated thai he expected to have a
"good overview" of the maturity of the project by ihe end of the year 2003. Finally, in
November, 2003, the Group Reserve Auditor filed his Oman audit report, issuing an
unacceptable rating. Both audits were significantly enhanced in terms of quality by the
(central) E&P initiated bottom-up reviews that were ongoing at the time of the audits. At the
end of December 2003. E&P began looking at other areas to determine ifthere were similar
problems elsewhere.

My Communications Throughout the Process To CMD and Others

My efforts to examine the reserve legacy issues and determine the scope oflhe problem were
not conducted in secret. As [ have described above, I diligently kept the CMD chairman and
others informed throughout this entire process. Let me now give you the::details of my
communications about these issues. First. E&P reponed on the reserves issues and exposures
regularly to CMD as part of quarterly results and the yearly planning cycle. Second, in
February 2002, in connec.cion with the closeout of the 200 I rese~.~. report, the CMD was
advised of the various exposures regarding the Company's proved reserves (both outlook and
historical exposures).

Then, in July 2002, with my approval, E&P submitted to CMD a catalog of reserves-related
exposures (the "Exposures Catalog,,). This CMD note (like subsequent eMD notes described
below) was a comprehensive document that covered both exposures and potential forward
reserves opportunities to offset these exposures and to increase future reserves replacement,
Including license extensions, new waterl100d activity, and overall T&OE activities. In its
July 2002 meeting. the CMD discussed reserves booking in light of tightening SEC
requirements. It was also recognized that some booking practices had been too aggressive in
the past.

2
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. As part of the closeout 0(2002 reserves, E&P flagged issues 10 the CMD related 10 reserves.
The Company believed it was materially compliant in the aggregate in its reserves
classifications. There was also an understanding that the inclusion of gas fuel and flare
would provide an opportunity to mitigate any non-compliance on other assets. The extent of
the Nigeria and Oman reserves issues was not yet known.

In July 2003, E&P, again at my direction and with my approval, submitted to CMD an
updated Exposures Catalog and a Note for Discussion.this lime specifically advising the

• CMD that up to 220 million bbl of oil reserves would potentially need to be debooked in
2003 in Nigeria and that reviews of Nigeria and Oman reserves were in progress. The CMD
was also informed thal Gorgon remained the largest single potential exposure (560 million
boe).

In November 2003,1 informed CMD about the unacceptable results of the Nigeria and Oman
audits. E&P was still trying to assess the extent of the potential problem, which for the first
time began to appear potentially material. In Decembcr2003. I prepared a detailed report for
submission to the CMD, in which 1specifically advised the CMD that a combination of
recent audit report findings and the gradual application of lighter internal E&P guidelines
reflecting a stricter interpretation of the SEC rules on reserves booking suggested that E&P
was overstating proved reserve volumes by some 2.1 to 3.6 bin boe. However, before J could
submit my CMD note, the Chairman, CFO and others reviewed and edited the note. They
apparently were concerned about the conclusive nature of the note. During the editing
process, and in the related discussions into early February 2004, I continued 10 push for
maximum transparency to give our stakeholders full disclosure on the past-bookings
(including with respect to regions, countries, timing, volumes, lind probable reserves impact),
My efforts to effect full disclosure were continually challenged, even up until the day before
the analysts presentations in early February 2004. Any suggestion that I advocated less than
.full disclosure (e.g., as suggested in the lruemaiional Herald Tribune on Mareh 19) is totally
wrong and misinformed.

Throughout this entire process, my attempts to bring the reserve issues to management's
attention were met with resistance. The atmosphere between myself and the Chairman
became gradually more tense as I identified issues in E&P. He started to claim that E&P was
now under my watch. The Chairman tightly controlled what information went to the
Conference until his very last day in office. This obviously increased my frustration level in
trying to move forward with the reserves issues and to focus on the future of the Company.

Notwithstanding the lack of encouragement and support from the Chairman and the CFO, I
was determined to gel to the bottom of the understanding of our reserves base, as I already
described above, but my efforts took time. For example, it look longer than anticipated to get
the bottom-up reviews in Oman and Nigeria. ·The initial results regarding the audits in
Nigeria and Oman described above appeared in October and November 2003. My concerns
grew at that lime as the magnitude of the noncompliant booked reserves was beyond what 1
expected it to be. J spoke with the CFO and others about the reserves exposure on numerous
occasions. When the results of the Oman and Nigeria studies came OUI in lale 2003. I made
the decision to prepare a note to CMD.

The bottom line is that it was clear to me by early December 2003 that we had an external
disclosure issue and that we needcd io restate our prior year 20-F supplemental information

3

FOIA Confidential
Treatment Requested

Page 354 of 390

LON01850019



Case 3:04-cv-00374-JAP-JJH Document 365-2 Filed 10/10/2007

on reserves. After some further delaying tactics by the Chairman and CFO, the issue came
firmly on the table at the CMD meeting OnDecember 8, 2003. The work, even then, was not
complete. Based on the outcome of the Oman and Nigeria studies, we triggered a global
portfolio review which ultimately led to the 3.9 billion boe recategorisaticn.

It is the responsibility and role of the Chairman and/or the CFO to alert the Group Audit
. Committee to business control weaknesses or external reporting issues. Because the
unspoken rule within the Company is that you are not supposed to go directly to individual
Board members or to the Group Audit Committee, I had to [ely on the Chairman and the CFO
to advise: the GAC and assumed thaI happened in early December.

The Company's Review By QUtside Counsel and My Forced Resignation

When the Company began its jnternal review of these issues in February 2004, following the
Company's public announcement of the recategoriseticn, Icooperated fully with the outside
lawyers hired by the audit committee. Davis Polk interviewed me at length on two occasions
and advised me that my assistance was crucial to their efforts. At no time during those
interviews did the attorneys say that they had any concerns that Ihad engaged in wrongdoing
or had mishandled anything. In fact, Davis Polk told me that their review of the facts and
circumstances showed that I had discovered the reserves exposure and had been diligent
about communicating about it internally.

,',

Notwithstanding my many efforts to examine the reserves issue 1had inherited from my
predecessor at E&P, my efforts to determine its scope, my efforts to continually inform the
CMD and others throughout the process, and my cooperation in the internal review in 2004,
on March 3,2004, without warning, the Board asked me to decide between suspension and
acquiescing to its "request" for resignation, thus essentially forcing me to resign from my
executive and board positions. Istill have not been informed about the basis for the Board's
fmding of no confidence. Although Iwas made aware in early February that some of my e-
mails (see below) had been taken out of context and thus were receiving significant attention,
by the time of my interview with Davis Polk in late February, their focus had shifted to the
historical events that led to the overbookings and the overall process that led to the
recategorization announcement of January 9, 2004. I am still confused as to why so much
attention early in the internal inquiries was focused on my colorful language rather than my
role in identifying, mitigating and disclosing the reserves exposure. As you may know,
Debcvoise was scheduled to make a presentation 10 the Board on the afternoon of March 3,
2004 regarding the findings of its investigation as presented to the SEC. I understand that the
Debevoise findings and presentation to the SEC were very supportive and complimentary of
my efforts in connection with the reserves matter. Had the Board had the benefit of the
Debevoise presentation, 1believe that there could not have been a basis for a finding of no
eonfidence in me.

Some orMy Communiqllions Have Been Presented QuI Of Context

It is my understanding thaI the Board's decision to ask. [or my resignation was based on a
report to the audit committee by Davis Polk that contained many facts about me that were
taken completely out of context. However. Ihave not seen IIcopy of that report and my
requests for a copy have been refused. In essence, their report presented a number of memos
or emails 1had written during 2002 and 2003 about the reserve issues without providing the
context I have described above.
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If they had provided the entire context, it would have been clear to the Board. as I hope it is
now clear to you, that my only intention throughout 2002 and 2003 was to get the CMD and
others to accept the reality that the reserves were overbooked and - once my colleagues at
E&P and J could finish gathering all of the details about the reserves at various projects like
Nigeria and Oman - the reserves might have to be recaiegorized or debooked.

For instance. in an email dated November 9, 2003 to the Chairman, I wrote that 1was
"becoming sick and tired about lying about the extent of our reserves issues and the
downward revisions that need to be done because of far too aggressive/optimistic bookings in
the past, aside from thc embarrassment of having booked reserves prematurely." Iwas not
suggesting, and did not believe. that the Company had been intentionally misrepresenting its
reserves. Rather, my comment was an outburst of frustration with the Chairman for what I
perceived as a personal attack. I had been working hard on the reserves issue since 2002,
leading the charge on evaluating, and communicating about, the potential problems and had
taken care co be professional in sticking to the facts and not laying blame on the Chairman for
the booking problems. However, in my 2003 mid-year review, the Chairman made what I
perceived to be an insinuation that I was responsible for the LKH issue in the Gulf of Mexico.
I strongly resented the suggestion, which was unfounded, as the LKH problems were totally
unrelated to my tenure in the U.S. In forwarding information to the Chairman supporting my
position, Ivented my frustration with him.

Another example taken out of context relates to a draft report by the CFO for E&P. At the
end of Novembcr 2003, I asked Frank Coopman to prepare a status report based on the then-
existing non-final data. Upon receiving Coopman's report in early December, Iconsidered
the report to be incomplete and prematurely conclusive, a view with which the Group CFO
concurred, as indicated in an email she sent to me. Therefore, by an email dated December 2,
2003, I instructed Coopman to destroy the report. As clearly demonstrated by the remainder
ofthe language in my email and by my prior and subsequent efforts and reports, 1wasin no
way trying to conceal information about the reserves issue, but instead was simply trying 10

make sure the process was conducted responsibly and included all the technical facts before
considering the accounting/disclosure issues. Indeed, nothing was concealed. The first part
of the technical analysis had not yet been completed (and was not completed for first review
until December 8,2003).

Looking at these e-mails in isolation, I can see that they may create a wrong impression.
However. everyone who knows me is all too familiar with my "rapid-aim-lire" direct, no-
nonsense communication style, which is intended to show my passion for a subject without
wanting to be taken seriously on the::detailed text. In hindsight, Ido realise that Ishould have
been more cautious with the words Ichose, but when placed in context they exhibit my
frustration with trying to get to grips with the issues at hand and being amazed about how
business had been done before my tenure at E&P_
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Accomplishments at E&P

The numerous reserve issues at E&P were examined and addressed individually between late
200 Iand early 2004, but they were not the only issues requiring my attention at the time. A.
wide variety of improvement areas Were addressed during my tenure as E&P CEO. E&P saw
many successful changes during that time. including:

'.I"

• completion of the largest ever re-organisation in E&P. which would enable
more direct ownership/accountability, increased standardization/sharinglspeedJ
Simplicity of the E&P operating model and would deliver significant internal
synergy and costs benefits;

• implementation of changes to the E&P leadership team;

• agreement reached as to E&P's forward focus areas;

• changes to E&P's aspired portfolio and aspired investment;

• creation ofE&P global projects and E&P global exploration;

creation of the T&OE group (re-establishing functional excellence and
technical competence);

changes to the staff resourcing model to facilitate appropriate sufI: moves and
competence development;

•
.:.,

changes to external business promises to make projects milestones/costs and
production growth more realistic;

"hobby projects" were either scaled down or de-manned;

• changes to integrated support activities to Oman and Nigeria;

• North Sea synergy was worked in earnest for Ihe first lime since 1994;

,'. ~ successful new projects were launched and are still underway in Russia, West-
Africa, the North Sea, and Kazahkstan; and

• building sustainable external relationships, crucial for future growth.

Regarding reserves issues, the focus during 2001 and most of2002 was on the early bookings
on projects that were only reaching FID in 20011200212003but had already been booked
before the end of 2000. thereby creating a total disconnect between bookings and investment
activity. and understandably raising my frustration level. During that time steps were taken to
ensure that these premature bookings would not re-occur through various changes, including
the tightening of the Shell guidelines. Additionally, a process was initiated starting in early
2002 to flag all issues on reserves to the CMD at least twice a year, The concern over
reserves related not only to potentially non-compliant past bookings of reserves but future
.additions as well.

• • •

I hope it is clear to you, my friends and colleagues, that I have been honest. forthright, and
professional in my service to the Company. Unfortunately, that part of the story has not been
told and the press has therefore not reported it. The facts, as the records or the Company
show and as ( have explained to you here, overwhelmingly demonstrate that} inherited a
serious legacy reserves issue, acted promptly and diligently to examine its scope, reported to
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the CMD and others (including some members of the Supervisory Board of Royal Dutch)
throughout the process, and encountered difficulty with the Chairman and CFO along the
way.

Having been forced to resign in the midst of the immense pressure the Company is under due
to Ihe reserves issues, I have only my good name and reputation to preserve. I trust you will
find this note helpful.

~y,
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Unknown
_'

'From:
Sent:
To:
Subject:

Van De Vijver, Walter SI-MGDWV
29 December 2003 11:47
Darley, John J SIEP-EPT; Coopman. Frank F SIEP-EPF
FW: Revisions and restatements

looks that we are more in hindsight mode no. 2!
----Original Message---
From: Monison,TimTORSHe
Sent: 29 December 2003 11;42
To: Van De VijVer, Walter SI-MGD\W
Cc: Hess, Beat W SI-lG; Boynton, Judith G SI-MGDJB
Subject: RE:Revisionsand restatements

I think the difference to be borne in mind is whether the infonnation is new to the enterprise or not. There is an
underlying assumption that information held by the enterprise is processed in a competent and timely fashion so as to
enable COITect financial or reserves reporting.

There are 2 kinds of hindsight -

1. that which looks back from a perspective that was simply not possible at the original time, which may genuinely create
new knowledge about the reservoir's production & recovery capabilities; and

2. that which is actually a better analysis of information available ..at the time using. techniques and knowledge that were
also available at the time. The latter is no more than correction of error and leads to restatement of the Originally
disclosed Information.

The first kind of hindsight requires an appropriate control framework to have been operating effectively_ The second type
may well arise when processes have not operated as designed. There is not much difference between information we
did know and information we should have known (because it was available at ~he time).

The RRR is simply an outcome. It is what it is.

A very negative RRR driven by revisions would imply a very high flow of new information in the period.

Restating prior periods for error takes the negative adjustment out of the current period RRR. It pushes the RRR impact
back to an eartier period. of course. either in the fonn of a revision in the year in which the change should originally have
been made or a correction to the bookings in the year the booking was originally made if the original booking was
erroneous. (Points 7 & 8 below).

Whether we actually have to recalculate all prior tables (either initially or subsequently is a matter for discusion as you will
see from the draft note to GAC/Conference.

The view set out in the draft note is that on 1/1103 the company had good faith reasons for considering the aggregate
111103 proved reserves number disdosed in the Form 20F to be materially compliant with SEC guidelines.

Tim Morrison
Group Controller
Shell International Ltd
Shell Centre; London SIB 7NA

Tel: +44(0)20 79345456
Email: tim.morrison@shell.com

---()igInal Message--
From: Van De Vijver, Walter SI-MGDWV
sent: 28 December 2003 20:04
To: fo1otrison, TIm 1DR SI-fC

1
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Cc:
Subject:

Tim.

Hess. Beat W SI-lG; Boynton, Judith G SI·MGOJ8
RE: Revisions and restatements

Many thanks.
What about the materiality test when taking the possible argument a bit further:

Assuming that all revisions can.be argued to be based on new learning in 2003 (which automatically may imply to be
errors in the past with the benefit of hindsight!) or new developments in 2003.can annual changes indeed lead to a
RRR of minus 1500 MMboe for 2003 ie minus 100 % without the need for prior years recreation of what the
reserves should have been based on benefit of hindsight? This with the background that we consider our 1{/1/03
story ali balance valid/SEC compliant?
Walter

--Original Message---
From: Morrison, Tam TOR Sl-Fe
sent: 28 [)e(ember 2003 19:46
To: Van De Vijver, Walter SI·MGDWV
CC Hess, Beat W SH.G; Boynton, Judith G Sl-MGDJB
Subject: Revisions and restatements .

Walter,

Judy said you would like a few bullet poInts on determining when a change is a revision and when a restatement
What follows is work in progress and not necessarily determinative of what will be applied to the changes under
review. This will be covered in the final paper to GAC/Conference.

1.Revisions and reclassification are one category of annual changes to reserves permitted under FAS69.
Others are purchases and sales, improved recovery and extensions & discoveries.

2. Revisions are revisions of previous estimates based on ~ information such as development drilling,
production history or a change in economic factors. The concept is to match changes in the reserves balances to
real changes during the period, .

3. A change caused by an error in calculation, failure to use available data or a misapplication of rules is an error
requiring a restatement, not a revision.

4.·General accountlng guidance on the correction of errors requires restatement of the affected year(s) if the
error is material.

5. If the error does not relate to a prior year. it means that one of the change category lines needs to be adjusted.
If it affects an earlier period then opening and dosing balances both change.

6. Whether or not published tables for all affected years all need to be changed is a separate issue. Only the
most recent such publication may need adjusting.

7. If a change. which would have been a revision in a year in the year it arose, is made late. it will become a
restatement in that later year. (In such a case it would appear as a revision in the restated table for the year in
which it should have been made). This is particular1y relevant for reserves which started out compliant but
became non compliant some time before 2003.

8. A restatement which reverses a booking Which should never have been made will show up in the year in which
the booking was made as a lower level of addition to reserves (in whichever line of the table the relevant reserves
appeared). .

9. While restatements which are not material are normally included in revisions, once a restatement is being
made for a period. all errors requiring adjustment would be expected to be included in the restatement Thus
even an amount which, taken on its own might have been included in revisions. will be included in the
restatement

2

-.

FOIA CONFIDENTIAL
TREATMENT REQUESTED VOOOI0585

'.



Case 3:04-cv-00374-JAP-JJH Document 365-2 Filed 10/10/2007 Page 361 of 390

The following wording comes from the draft Appendix to the GAC Note which Beat Hess has produced:

"Changes in Reserve Estimates

Annual Chances. Under FAS 69, issuers are required to disclose annually certain
changes in reserve estimates that, generally, result from new information or new developments during
the year. The specific categories are set out in Annex C and include (i) revisions of previous estimates
based on new information, such as development drilling, production history or a change in economic
factors, (ii) purchases and sales of minerals in place. (iii) extensions and discoveries from new drilling
and {iv).production.

Corrections of "Errors". FAS 69 does not provide a basis for making other changes to
proved reserves, such as those based on a mathematical error or a change to reflect a correction of the
application of accounting or SEC rules -. However, APB 20 provides guidance on this question in the
context of financial statements prepared under GAAP and we believe that the SEC would likely apply
those principles to information required by an accounting rule such as FAs 69. Under APB 20, all
revisions that are not based on new information or new developments are treated as "errors". They
include (i) mathematical mistakes, (ii) mistakes in the choice or application of accounting principles or
(iii) an oversight or misuse off acts that existed at the time the information was prepared.

Where the correction of one or more errors is not material to (i) the current period, (ii) current trends
and (iii) the prior period in which the error occurred, it generally may be reflected in the current period.
In other cases, it would be reflected as a restatement of the information for the period in which the error'
occurred;"

We have also been working on a succinct specification of restatement to deal in a practical way with the issue of
changing SEC guidelines and the distinction between raw data and analysed information. The current version is:

"The following brief guideline is to assist with the classification of the items under consideration for
adjustment in the current exercise and to provide guidance for any future such changes.

An error potentially requiring restatement arises where there is a difference between the proved reserves
actually reponed and the number which would have resulted if the SEC rules and guidance, as publicly
available at the time the report was finalised, had been correctly applied to the economic and physical
information known and understood at the lime of the report.

'Known and understood information' means the.information held within the company which has been
subject to timely and proper analysis, within an appropriate system of procedures and reporting
controls, so as to permit an authoritative judgement to have been made about the quantity of the
reserves to be categorised as proved. .

If information on which previous analysis has been based proves to have been manifestly incorrect or
the analysis is manifestly flawed, then an error potentially requiring a restatement is likely to have
arisen. A judgement about future events which is reasonable at the time when made but is not borne out
by events is not an error for this purpose.

[The word manifestly is designed to avoid endless discussion on marginal cases e.g. whether a piece of
new analysis is simply the application of better technology/science to create new facts or the rework of
an old piece of analysis to correct flaws in it. Delete from final version]

If the error is material, either individually or when aggregated with other errors, then a restatement is
made. SEC guidance on materiality should be observed. The restatement is the amount of the difference

3

,
FOlA CONFIDENTIAL

TREATMENT REQUEStED V00010S86

-e



Case 3 :04-cv-0037 4-JAP-JJ H Document 365-2

specified in para 2.n

Hope this is helpful to your thought processes.

Tim Morrison
Group Controller
Shell International Ltd
Shell Centre, London SEt 7NA

Tel: +44(0)2079345456
Email: tim.monison@shell.com

Incoming maills certified Virus Free.
Checked by AVG anti·virus system (http://www.gnsoft.com).
Version: 6.0.5611 Virus Database: 358 - Release Date: 24/0112004
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,.. 100214396: First meeting withWalter Page I of2

From:
To:

Bell, John J SIEP ..EPB-P
Brass, Lorin; teonard, Mark; Mair, Jim; Wood, Andy; Classsen,
Fons; Leijten, Serge; lismont, Bart; McKay, Aidan; Nauta, Jaap

cc.
BCC:
Sent Date:
. Received Date:
Subject:
Attachments:

2001':05-0814:58:27.000
2001-05 ..0814:58:27.000
Rrst meeting with Walter

Gents,'

A quick summary of our (Mark, Serge, Aidan; Fons, Lorin, John) meeting with Walter:

We spent from 1315 through to 1515 with Walter. We covered Lorin's introduction and
deepened out the issues with the EPB..P team. Key points of comment/discussion:

- he quickly appreciated the production challenqe' and its many dimensions.

- he asked why are we where we are? Our answer was four parts: exploration performance,
growing new OUs has been problematic, projects are slow, opportunities
have been focussed in core OUs big 8. He noted this but hung up the conversation mid
sentence.

.'.,

- he picked up on the aggressive targets for production in BPOO,commenting particularly about -e

the significant early contribution from strategic options. This suggests a
much more vigorous /rigorous challenge may come from himlExCom on this years plan.

o he implicitly questioned the deliverability of the current plan and there was an inference that
he saw the plan as an "EPB plan;' rather than recognising EP ExCom
ownership

~he asked questions around exploration's contribution to our project portfolio (Andy, he is
·!ooking to see an overall project/prospect portfolio). He also expressed a pretty strong view
. that exploration should be treated as a separate segment in our business segmentation, given
how vital it isto the' business

- he.showed concern at the trends around reserves replacement.

- he showed some concerns at our lack of focus (illustrated by the chart showing 90% of our
NIAT comes from 10 countries and the remaining 10% from 30 othersl). The prioritisation
message seemed to strike a chord. .

- I believe he sees the gap around our EP objective/goal and hopefully will take the opportunity
to set out his vision .

- he showed keen interest in the cost promise and our current projected undershoot on opex.

) .'
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100214396: First meeting with Walter Page 2 of 2

My feeling was that he recognises a need to prepare for "spinning the problem away· at the
right moment ( December analyst briefing ?) and would be prepared for a "3 month hit" on our
reputationfstock price (a la BP and their climb down on production targets).

~he was somewhat lukewarm on the benefits of segmentation but sympathetic to the move of
PSVs and the difficulties of moving away from $ 14/bbl this year.

Overall, he listened well and kept his commentary generally to facts and questions on facts _
relatively few opinions given. My biggest take away was his view (almost the first thing he said)
of the (lack of)realism in the current plan. Also some hint from his ·grunts & sighs· that he
gave a slight sense of being boxed in by i) cost promise, iOproduction promise iiOcurrent high
oil prices. Iv) Group Needs - who said it was an easy job? .

Suggest we do not circulate these notes further.

John

. ~_.:
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Unknown

From:
Sent:
To:
Cc:
Subject:

Van der Veer. Jeroen J SI-MGOJV
25 June 200109:19
Van be Vijver. Walter SI-EP-CEO
Watts. Phil B SI-MGOPW
RE: Visit to PD~

walter,
- thanks for this additional info about these important aspects
- huge task for us!

Kind regards,
Jeroen.van der Veer

-----Original Message~----
From: Van De Vijver, Walter S1-EP-CEO
Sent: 22 June 2001 11:01
To: Watts, Phil B S1-MGDPW; Van der Veer, Jeroen J S1-MGDJV
Subject: FW: Visit to POD

fyi,the overall health of the company was below my expectation.
Regards,
Walter

-----original Message-----
from: Middendorp, Ellen M SI-MGDPW On Behalf Of Van De Vijver, Walter
SI-EP~CEO
Sent: 21 June 2001 17:22
To: Megat, Zaharuddin Z SEPI-EPM
Cc: Sprague, Bob RM SI-SEP1-EPN; Warren, Tim T SEPI-EPA; Dubnicki, Carol
C SIEP-EP-HR; Brass, Lorin LL SIEP-EPB; Darley; John J S1EP-EPT;
Rotheimund, Heinz HC SEPI-EPG; Gardy, Dominique 0 SIEP-EPf: Cook, Linda
LZ SIG-GP
Subje~t: Visit to PDO

Dear All,

I visited POD on 16/17 June as part of my familiarisation with the large
OU's.
The programme covered brief presentation by various staff. Meeting young
high potential expat and Omani staff and a visit to the Ministry of Oil
& Gas (MOG). Having worked there from 1987-1991 the'company still looked
very familiar~

Below are some observations
1) Company 'health'
2) Omanisation
3) FutUre growth
4) Shell support

from my visit focussing on:

1) Company 'health

Overall Shell's financial take from Oman has dramatically increased with
the OLNG start-up and this directly translates in increased
sensitivity/exposure in the country. Not meeting the production t~rget
from 1997~2000 and being behind the 850,000 bId target year-to-date is
an extremely sensitive issue for Shell's and MOG's reputation in the
country.
There is a mixed bag of good and bad news in PD~ but for me the

1
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highlights
are:

positive
- progress in exploration (new gas reserves in Central oman, carbonate
stringers in South Oman),
- overall gas 'engine' (from exploration towards monetisation),
- T 50 initiative (studies to target 50\ recovery factor) .

worrying issues
- level of fatalities,
- Omanisation progress at senior levels,
- core business peformance (production; drilling, unit costs, new
opportunities),
- managing external relationships.

For many years infill drilling, tie-ins of small satellites and
deferment management was the game to play in order to meet production
targets with strict capital discipline of ~TC. Given the maturity of
this modus operandi the organisation needs to rise to a new level:
- new developments are more complex (AI-Noor, stringers, EOR, water
flooding, tight gas reservoirs),
- more focus needed on total unit costs (incl. capex/exploration DDA)
and other economic screening criteria (NPV/VIR) for programme
optimisation, .
- increased complexity of T 50 execution robustness and credibility,
- world class reservoir management will be key to success.

The company is slowly coming to grips with this whilst at the same time
the government (as 60% majority sharehOlder in PDO) is demanding
increased engagement and transparency around PDQ's activities and plans.
Perceived or real underdelivery (not meeting cost and production
targets, downward pressure on growth promises, AI-Noor reality versus
initial hype, etc) will not help this situation.
At the same time the company is driving hard to implement SAP, an
important activity to modernize the company and to allow for the next
level of productivity improvement.

2) Ornanisation

There was basically no change in visibility/profile of Omani staff in
the organisation from 10 years ago. Although there are plenty of
'excuses' around this, the reality is that we shOuld feel extremely bad
about this and that somehow we have to change the whole talent process
(from recruitment, coaching/monotoring, developing/challenging,
broadening to overall line accountability to make it happen). With the
100% Omanisation in 2007 not to far out anymore we need to get moving on
what it will take, in terms of Group X-posting. regional exchanges and
and resourcing for new growth opportuhities, to get there also
conSidering the license extension beyond 2012. I did see some high
potential young Omani's, many of them confused about development
prospects (what to aspire to and how to get there beyond 'generalities')
and about X-posting opportunities.

3) Future growth

It is imperative that 2001 production is achieved given the 90/10
robustness context with contingent funding to get there. Looking ahead
my impression is that the company is insufficiently prepared to tackle
the future challenges.
In simple terms, the overall operation is more complex than 10 years ago
and the available horsepower in PDO is less than 10 years ago. This
needs to be addressed:
- gap at senior level (SG 2 and above) to provide internal check and
balance and to provide direction and urgency for action.

2
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- under-resourcing in petroleum engineering and in well engineering
(number and quality), plus possibly in operations/engineering
(execution and translating concepts into integrated solutions)

Execution of sophisticated waterfloods in Lekhwair, thermal projects in
Qarn Alam and Mukhaizna and miscible gas injection in the Harweel
carbonate stringer cluster is a major undertaking!
Without these projects, however, PDO will not be able to grow beyond
8~O,000 bId.

4) Shell Support

We need to assist PD~ with the above challenges and as a result support
Shell's leading presence in the country for a prolonged period.
Good progress is and has been made on some issues:
- working the Omani government relationship and listening to their
needs,
- addressing t he morale in the organisation (a·idedby recerit;
remuneration
change) ,
- realisation of drilling performance stortcomins and T 50 focus,
- sustainable development drive.

One disappointing background issue has been the very visible struggle
that expat staff had in securing new positions (Zylker, Van Alkemade,
Willekes, Naylor, West) which also created anxiety with the young staff
('who cares?', 'PDO the right company to work in'?).
Irrespective of the 'level playing field' of ,open resourcing,
the' system' should be managE"d. I would suggest that a review is carried
out soonest by PD~ and EPT/EPM/HR to adequately resource the company
(internally as well a through global practices and STEP/SEPTAR) for the
future.

\~alter

P.S. (1 am sure that some of the comments are not unique to PDO, whilst
I also recognise that I do not adquately recognise the level of support
provided to date nor will the above be totally new or orginal.· The
bottomline is
that many of our old giant and flexible assets are becoming really old
and tired (Yibal, Brent, etc ..) and more difficult to optimise!).

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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17-lAe;.... 1./1/.1"/;'"Mr.Walter van de Vijver
Group Managing Director .
Royal Dutch / Shell Group of Companies
CEO Exploration & Production.

After Compliments,

Thank you very much for your letter of 15t October 2001. On behalf of the
government I thank you for the attention given to our problem of production us was
discussed during OW' meetings.

There were a number of issues that were mentioned that many of us believe are
responsible to the sudden and unexpected decline in PDO black oil production. I
think it is appropriate to record some of our concern while allowing poe
management to come up with a comprehensive "recovery plan". Many of us strongly
believe that the following factors are either responsible or contributed to the
production "crisis". Theseinclude, but not limited, to the following factors: -

1) The Assett management Style.
2) Reserve booking methodology
3) Score Card '
4) Contracts and Contracting Management.
5) Human Resource Management.

Some of the above factors are some-what inter-connected. for example reserve
booking vs. scorecard.

Reference to. your letter, therefore. I am concerned that you are still putting Iilot of
emphasis on reserve booking and score card: the very factors that Dlany of us blame
for the current crisis. ( FOIA Confidential
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If the emphasis of 815 kbpd is a realistic production (in PDQ's view) then the
government agree. However if the focus is on the score card; then we would like to
revisit the whole issue of scorecard. Similarly on reserve booking. While we
appreciate and thank you for In8king a pre-payment of 30 M$.against future de-
booking of reserve, MOG will scrutinize strictly the 2001 reserve bookings (old oil)
that do not contain a comprehensive development and exploitation programs.

I will' therefore like to discuss further these two issues in order to avoid any nClgative
impact/influence they may have towards our goal for recovery. I will further discuss
our thoughts with Steve and John Crocker.

Once again we thank. you for visiting US in Oman and hope to see you here soon.

Best regards,

Dr.Mohammed bin Hamad AI Rtunhy
Minister of Oil and Gas. -

cc: H.E. Alnned A. Macki
Minister o~National EconoPlY & Deputy Chairman
Of Financial Affairs & Energy Resources Council.
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SheJllntemationai' B~V.

H.E. Ahmed bin Abdul Nabi Maeki,
'Minister of Finance and National Economy
Muscat
SulbWlte of Oman

H.E. Dr Mohammed bin Hamad Al-Rumhy
Minister of Oil.&. Gas
Muscat
Sultanate of Oman

1it October 200'1

Your Excellencies.

After compliments,

I wanted to write Without delay to confirm my understanding of the issues we
discussed during my recent visit, and to outline the approach I intend to takewith
respect to supporting and ensuring the rapid tum around of the currently poor
performaace ofPDO.· .

.'~ '_~-'''To start with the latter;ifwaS rgreat surprise and unpleasant shock to me'
personally to find that the PDQ company which I had served with pride 10 years ago
is today facing such difficulties. The company'sworld-leading reputation was earned'
-over-many years of professional excellence, and I hate to see it called into question by
recurrent failures to deliver and by unexpected shortfalls .: I can well uri~erstand the
depth offrustration which this recent unpredictability has caused for those planning
Government expenditure.

Now that the management of POD have come to see and understand the
problems more clearly. they have started-the taskofrestoring the integrity and
accountability of the business processes in the company. We will work closely with
them to monitor the progress of these effortS, and will stand by to provide additional
resources where required. I will personally expect to receive regular reports from
. Steve and Abdulla. as well as from lohn Crocker. so that I can be reassured things are
moving in the right direction. .

FOIA Confidential
Treatment Requested

Posthus 162
2501 AN DEN HAAC
Nederland

Tel; (070) 377 9111

HAG00010179

..'

€"~blilh"d.,, The H;)Se<>:(".1 "or, By,.\od,'ail" )0
·CQmrr>e1ci,,' Regi~!Ot. T~ H'gue l71 55369
91WNAT nunlber. NlOO'!790996QSa



, Case 3:04-cv-00374-JAP-JJH Document 365-2 Filed 10/10/2007 Page 371 of 390

..

'\

e·

Amongst other elements; this process will require them to strip away over-
optimism and extrapolations based on past-perfonnanee. and replace them with more
rigorous analysis. It will also require a more comprehensive and coherent ap~r~h to
the acquisition and' interpretation of reservoir data. We should expect costs to rise in
future, as PD~ has to manage the challenges of producing more difficult oil, but this .
should happen on a planned basis, where risks are' fully assessed (and mitigated where
possible) and opportunities optimized. At the moment, the uncertainty ranges are all
too wide. The management have to get to a point where all shsreholders can be
confident that the annual targets will be achieved, and at the same time iong-term . .
sustainability assured, In particular, we will" expect them to demonstrate that th¢y
have followed a rigorous process for the maturation of reserves for production later in
'the programme.

. " '

Notwithstanding all the concerns I have expressed, both above and directly to
PD~ ~agement, I believe we need a balanced approach, If we treat PD~ as if it is
incapable of top quality performance, this might lead to further deterioration of .
morele and a downward spiral, I fumly believe there are many excellent things going
on in Foo, and that with strong leadership and the right support from Shell and
Government all the current problems can be overcome .. Ihave asked John Crocker to
maintain very close contact with Your Excellencies and your respective officials to
ensure that there is regular checking of alignment between us on how the challenges
should be tackled.

•

I come now to the detail of our discussion. On the basis of the presentations I
received in PD~. the current best estimate of production for 2002 is 815 kbld on a
capex budget of $975 mln, I am not, however, prepared. to give up at this stage on the
previously stated target of 830 kb/d, as I believe there may be upside opportunities
through the study work to be done in Shell and progressive resolution of the various .
current uncertainties, improvements in operational reliability and performance as well
as the business improvement initiatives already under way in PD~. As we discussed,
I would 'recommend that the situation be reviewed at the March Board, and only then
a decision taken as to whether some further adjustment of the production target is
needed.' Inorder to have the right balance of incentives, I would recommend that
POO's scorecard be approved on the basis of 815 kb/d in 2002 representing
"Threshold' , with 830 kb/d being' Above Target'. .

As mentioned in our meeting, I have reviewed the position with respect to the
possible de-booking of reserves in Haima West and Yibal, From my perspective, the
top priority is to ensure the integrity of the. process. While there is an element in the
reward structure by which the Private Shareholders receive money from the
Government for bookings. it is absolutely critical for our integrity that the process is
professionally followed without distortion.
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. The conelusio» I draw from what I saw is' that th~.original reserve bookings
were reasonable on the basis of'tbe·best information available at the time, but. that it is
now clear there will be some de-booking at the conclusion of the present studies.
Taking into account the wider circumstances, I agree it would be appropriate to make
a pre-payment of $30 mln in respect of probable de-bookings. When the studies are
complete. this figure should be netted off against-the first actual de-bookings from ..
each field. I understand from my briefings that the current expectation for this year is
that there Will be a net booking of around ~S min bbls of New Oil and 300 to 350 mIn
bbls of Old Oil. We agreed that the $30 min would be subtracted from the-actual
reserves additions bonuS"due to the PSH after qompletiOl'l of the proper process •.~. . - . ~ .

•
I also committed to.prioritise SheO resources in order to deliver enhanced

support to PDC, partly through teams based in the Netherlands and partlythrough
selective strengthening of the staff in PD~. Clearly, weneed to get.thesestaff into
PDO as soon as possible so that they can start to contribute, following due process but
without any delay. In order to support this strengthening, I would like to ensure that .
the terms for expatriate Shell staff inOman are at least as gOod as for those working
in other countries, and hope we may count on the Government's support inpreventing
a gap opening lip again in future. I was also grateful for your reassurance that we
would be free to focus entirely on our support to PDO's efforts, without the
, complication of trying to evaluate and pursue alternative approaches to the
.management ofPDO's fields. I recognize that you need to see positive signs that the
. efforts are bearing fruit. and that it would be necessary to consider other approaches if
they did not. .

I close by thanking Your Excellencies for' the time you made available for our .
discussions, I hope to have better news and see a brighter outlook when I next visit, .- ,..... ' .

• Walter van de Yijver
Group Managing Director .
Royal Dutch/Shell Group of Companies
CEO Exploration & Production
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Unknown

From:
Sent:
To:
Subject:

Sensitivity:

Ewart, Pauline M SI-MGDPW on behalf of Watts, Phil B SI·MGDPW
22 August 2001 12:07
Van De Vljver, Walter SI-MGDVvV
RE: Production

Confidential

Walter,
You will have to put your Group hat on and ask whether the hard 2% is better than saying 2 - 3% (which includes 2) for
the sake of not having to precipitate a change that could be very damaging for the Group.

Phil Watts

··--origlnal Message---
From: Van De Vljver, Walter SI-MGDWV
Sent: 22 August200111:19
To: Watl'>, PhU B SI·MGDPW
Sl.IbJe<:t: RE: Productlon
Senstdvlty: COnfidentlal

Phil,

)
./

Thanks for the additional input.
We have again the great risk for wishful thinking and for creating a rod for our own back going forward.
There is no way that' can get back to the 5 % growth even in a 100 % success case with the various big ticket items
(Brasil.FLNG,Sakhalin,etc) also as they will come post 2005.
The outlook is basically nat for the nearterm window (2001-2004) when considering the basic base portfolio activities
plus the committed projects (post FID). but starts declinIng again from 2005 onwards. With the addition of expected
projects
(PaS of 1) we will get to aal of 2 % (not 3%).This includes Brasil.Angola block 18,Ehra.Holstein,Bonga
SW,Kashagan,Sakhalin
(i.e FID expected before end 2003).We only get to some 3 % with future discoveries and strategic options (from
8angestan.Salym.Saudi,Kudu FLNGJSunrise FLNG .stc to the various "hoped tot : entries in Libya and Caspian.)
All this using the same numbers that I shared on monday.
We Can obviously "over-engineer" all of this and we need to find the external story that can not be translated into
technical
imcompetence ( e.g. business environment related and capital diSCipline related).
Interesting to note is also that Ibelieve that we are experiencing "pay-back lims" tor our past successes. Our
successful OIL,
RtL and new technology application (e.g.completions,UBD) has accelerated production and is now leading to more
rapid declines in our mature areas.
We desperately need an acquisition!

The "one summary slide· is being prepared.

Regards.
Walter

····-OrlginalMessage- .. •
from: Ewart, Pauline M Sl-MGOPW On Beha" Of Watts, Phll B Sl·MGOPW
Sent: 22August2001 10:35
To: van De Vijver, Walter Sl·MGDWV
Subject: Production
Sensttlvlty: (QnfidentJal V00020050

Waller,
I had a chat with Steve Hodge yesterday using the two hand drawn charts we discussed on Monday. It was
Important for him to internalise the data and thinking framework before our discussion at CMD on 28/8. To cut a

1
DB 00815
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long story short his key observations were:

(1) The '02 disappointment
• though we have to be up front about this, it is important that this does not form the basis of an assessment of

technical incompetence

(2) 2 or 3%
• there is a massive difference between saying 2 or 3%
• this is not versus 5% .... the previous 5% needs to be disaggregated so that there is continuity in the

"bankable growth" and the extra strategic options
"2 - 3%" as an expression gives a defensible comparison with Exxon. (We need to see the Exxon statement
and how they presented it.)

(3) Recent Pasj
• He found this useful in two forms

(i) How did we do over the last 10 years?
(ii) How did we do versus the competition over the last 3 years (implicitly knocking the competition)?

This was only a discussion on the progress to date. I look forward to the CMD papers at the weekend.

Phil Witts
Chairman of the Committee of Managing Directors
Royal Dutch/Shell Group of Companies
Shell Centre London SE1 7NA
Tel: +44 (020) 7934 5556 Fax: +44 (020) 7934 5557
Internet: Phll.B.Watts@Sl.shell.com

Incoming mail is certified Virus Free.
Checked by AVG anti-virus system (http://www.grlsoft.com).
Version: 6.0.567 I Virus Oatabase: 358 - Release Date: 24/0112004
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Van De V.!t'er, Walter SI-MGDWV

From:
Sent:
To:
Subject:

Sensitivity:

Van De Vijver. Walter SI-MGDWV
11 September20D1 00:01
Watts, Phil B $i~MGDPW
RE: Presentation

Confidential

Phil,

Many thanks for your input.You will find that your comments will have been incorporated in the update that will be
shown tomorrow. .
The Q & A's are still evolving as well as the press release ,also as they are linked to What we ultimately want to expose
externally.

I have been struggling with my principles and integrity over the last couple of months whilst going through the due
diligence of EP and
the new business plan as it came together.
There are several things that should really worry us :

- core business issues in places such as Exploration,PDO,Expro and Australia
- value erosion in our base businesses and optimism in strategic option delivery
- lack of ownership and accountability topdown in EP .
- portfolio shift to more low return/high risk businesses
- increased competition .also wrt to growth targets and wrt earning a PIE premium
_ ,",6 ....\ ~ ~"" CO\.." ~

I do not even want to think what it would be without global capital allocation processes etc that you put in place!

We can continue reconciling last year's plan with this year's plan but need to get some reality in it all:

- GISCO is a real problem in it's renegotiated form ( irrespective of the whole issue of production translation of a
financial deal)
- 2002 gap is dominated by Saudi,GISCO,Fletcher divestment and Expro but we can explain it by including WOOdside
- 2005 gap becomes meaningless if we try to dci"ifihtoo mudfoetail as-we do not have like for like comparisons. For
instance, we .
thought we had a gap in US but when looking at it more closely the gap consists of:
- no support for onshore exploration/acquisition option (so that is now gone as a strategic option)
- Aera nunibers were incomplete so that gap ( some 20.000 boe/d ) is gone
- A'uger/Mars are now expected to decline faster due to 97-00 production above target and due to increasing Mars
GOR .
(plan was to get waterfiood going this year but apparently still not approved by BP),that is what RtL can do for you!
So bottom line is that the US underperformance in 03104 is now only some 20,000 boeJd.Unfortunately gain has been
offset by latest .
Volume 2 submissions from other OU's
- We can give credible explanations for gaps (atter looking through the various management adjustments) that will
work externally.
Overall the OU submission for 2005 is very close to that of last year.The problem is with "new OU" project delivery
and with strategic options/exploration follow-up.

We will show 2002 and 2005 gaps and external growth gaps tomorrow at CMD.

We will tell a confident story to the analysts .At EP Excom today there was significant discomfort with the 3 % growth
target and with the 15 % ROACE promise. This is .as you know .because our current plan does not achieve these
targets whilst you normally want to have some "headroom" between internal plans and external promises.
I am going to succeed with EP but at CMD we will need to own the external commitment for EP against the back
ground of today's realities.The external environment will help us to have some reasonably logic explanations for the
shortfall in promise.

,
j

RegardS,
Walter
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Proved Reserves Replacement 2001
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Achievements

Unit Proved Proved Actual Proved HCC-RRR
Reserves Reserves Production RRR (excl. A&D)
]. ],2001 31.12.2001 2001

OillNGL mln nr' 1552 1506 129 65% 58%
Gas mrd sm) 1593 1580 93 86% 42%
Total BOE bin boe 19.5 19.1 1.4 74% 52%
AOSL_ ~bln boe '-----O·L 0.6 - - -

-- - - - _. -

• The total barrel of oil equivalent proved hydrocarbon reserves replacement ratio (HC-RRR) in 2001 is
74%. (200069%). The three years average proved HC-RRR is 67% (2000102%, excluding AOSP) and
the three years average proved developed HC-RRR is 79% (down from 109% in 2000)

+ The numbers above include a 6% contribution resulting from the Sakhalin consolidation.
• For 2001 the target RRR in the EP scorecard was 79% excluding A&D, or an addition of 1120 mln boe

at target production. The actual addition was 710 rnln boe, or 52% RRR at actual production. well below
the scorecard target (range 50-110%). Performance by Region (DRAFT) is as follows: .

i
.I

EPN EPA EPM EPG Options I
Target 5ll 228 101 156 123 1120 J
(excl A&D)

Actual 519 111 6 74 0 710 I

_{excl A&D)
I

Delta 8 -117 ·95 -82 -123 -409
A&D 47 295 -20 -15 0 307
Actual 566 407 -14 59 0 1018
(incl A&D)

• The Options Proved Reserves target for 2001 consisted of Salym and NA Gas
• In EPN the negative revisions from Canada and Aera and the overall disappointing results from the UK

were balanced by upward revisions in the Netherlands and Denmark and large first bookings in the USA
• In EPM results are suffering mainly from Gisco, Egypt (Obaiyed revised FOP) and PDO where new

bookings are not likely to .occur in the medium term.
• In EPA China (no booking in Changbei) and Brunei (legacy debookings) Were outweighed by positive

bookings in Malaysia and Woodside
• In EPG SNEPCO (Bonga SW) and Brazil (despite 6 discoveries) could not book reserves. only to be

compensated by gas additions in SPDC and revisions in Venezuela

Issues
• SPDC. PD~ and Abu Dhabi. representing 18% of EP's production. cannot book reserves for the

foreseeable future as it is doubtful that the already booked reserves can be produced within the remaining
license period. The reserves exposure in these OUs is over 1 bJn bbls, and sensitive to OPEC constraint.

• Major new projects are very slow to book (particular gas related and MRH) and much of the 2002 RRR
depends on it (Kudu, NLNG 4/5, Whale).

.J Attachment: External Auditors Report on end 2001 Proved Reserves

Ex.com Note 4-2-2002 Proved Res Repl 01.doc I 31/01/02
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NOTE - 30 Jan uary 2002 CONFIDENTIAL

From: Anton A. Barendregt

Lorin Brass

Walter van de Vijver

Dominique Gardy

Excom Members

John Bell

Han van Delden

Stephen L. Johnson

Group Reserves Auditor. SIEP EP8-GRA

Director. EP Business Development, SIEP EP9

EP Chief Executive Officer. SIEP

Chief Finance Officer. SIEP EPF
SIEP EPA. EPB-X, EPG. EPM. EPN. EPT. EP-HR

Vice Pres. Strategy, Planning, Portfolio and Economics. SIEP EPB-P

Partner, KPMG Accountants NV

PriceWaterhouseCoopers

To:

Copy:

REVIEW OF GROUP END-2001 PROVED OIL AND GAS RESERVES SUMMARY PREPARATION

In accordance with prescribed US FASB accounting principles, SIEP staff have prepared a summary of Group equity proved
and proved developed oil and gas reserves for the year 2001. The summary (Att 3) forms part of the supplementary
information that will be presented in the 2001 Group Annual Reports and has been prepared on the basis of information
provided by Group and Associated companies. The submissions by these companies (excluding those by Shell Canada) are
based on the procedures laid down in the Group 'Petroleum Resource Volumes Guidelines' which in turn are based on (but not
identical to) the FASB definitions. Shell Canada's submissions are subject to their own procedures and reviews.

The end·2001 Group share Proved Reserves is summarised in the following table. The figures include the Canadian oil sands
reserves (reportable as mining reserves) and the minority reserves in some consolidated companies (together 150 min m30e·) .

.~'.: ;.'
Oilmlnm3 1.1.2001 2001 1.1.2002 Repl.Ralio 1.1.2001 1.1.2002 Rep. RatiO i
Gas bin m3 ' Proved To,'l Prod'n Proved Tot'l (RR)Toti Proved Dev'd Proved Dev'd Dev'd

Oi{+NGL 1646 129 1601 65% 711 689 83%

Gas 1593 93 1580 86% 737 729 91% .

Total Oil Equivalent - 3189
-

L... 219 3132 ,74%
-

1425 1394 86% I- -- - _ _. - - - - -

1 min m3 oil equivalent (1 mace) = .1.03 bin sm3 01 gas

I have reviewed the process of preparing the above summary of proved and proved developed oil and gas reserves in as far as
these. relate to companies outside Canada. This review included. where possible. a verification of the appropriateness of major
reserves changes. The most significant conclusions are as follows:

A firs! time booking for the Bonqa SW field (SNEPCO Nigeria) was not accepted by EPB-P staff because the proposed
volumes (21 min mace) were technically not mature and did not fulfil present reserves guidelines. This view is fully supported.
Further reserves additions in Angola block 1B (where marginal reserves were booked for the first lime last year) were also
disallowed by EPB·P because the project Is economically stili marginal, while gas disposal could become a show stopper. This
view is also supported. Without any material change in this latter project. reserves may need to be de-booked next year.

Group reserves guidelines have been reviewed against industry practice during 1998 and this has resulted in a 200 min m30e ~
increase in Group share Proved reserves in mature fields in recent years. However. recent clarifications of FASB reserves ( / I

guidelines by the US Security and Exchange Commission (SEC) have shown that current Group reserves practice regarding /"
the first-time booking of Proved reserves in new fields is in some cases too lenient. The Group guidelines should be reviewed. 2>
First time bookings should be aligned closer with SEC guidance andindustry practice and they should be allowed only for firm
projects with technical maturity and full economic viability. . .

The widespread use of reserves targets In score cards affecting variable pay is seen .to affect the objectivity of staff in some
OUs when proposing reserves additions. Reserves coordination staff in EPB·P have been alert to this and have successfully ,.jo
met the cha~lenge~ with whi~ they were faced. However, <! shift In score card emphasis from reserves bookin9 to slfcessfully =
meeting project milestones IS recommended. e1r/0l">-~ ( ....pp""" ,)._.(
Awareness of Group and SEC reserves book.ing guidelines was seen to be less than desirable at senior levels in OUs and in
support functions in the centre (RBDs. SOS, SEPTAR). This should be improved by issuing appropriate high level guideline
summaries, organisation of workshops etc.

After some corrections, very good correspondence was obtained between annual production volumes as reported through the
separate Finance (Ceres) and SIEP reserves systems. Both of these are reported (separately) in the Group annual report.

During 2001 I made Reserves Audit visits to a total of seven Group OUs. Audit opinions on these varied between 'satisfactory'
and 'good'. As far as observed, most audit recommendations appear to have been followed in this year's submissions.

The overall finding from the audit visits and from the end-year review in SIEP is that the SIEP statements fairly represent the
Group entitlements to Proved Reserves at the end of 2001. There is a possibility of a minor overstatement of Group Proved
reserves in some fields where historically booked reserves are not fully in line with recent SEC guidance. However, this
overstatement is likely to be offset by reserves in areas where current Proved reserves are probably 100 conservative (e.g.
Brunei). The 2001 changes in the Proved Reserves can be fully reconciled from the individual OU submissions.

list of findings and observations is included In Attachment 1.

Attachments 1-7
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Attachment 1

REVIEW OF GROUP END·2001 PROVED OIL AND GAS RESERVES SUMMARY PREPARATION

MAIN OBSERVATIONS

1. Reserves Summary

The 1.1 .2002 Group share Proved Reserves can be summarised as follows:

Oilmtn mJ 1.1.2001 2001 1.1.2002 Rapt.Ratio 1.1.2001 1.1.2002 Repl.Ratio
Gas bin m3 Proved Tot'l Prod'n Proved Tot'l Total Proved Dev'd Proved Dev'd Dev'd

Oil+NGl 1546 129 1601 65% 711 689 83%

Gas 1593 93 1580 86% 737 729 91%

Total Oil Equivalent" 3189 219 3132 74% 1425 1394 86%

Canada Oil sands 95 95

Minority reserves 48 55

Net Group m30e 3046 2962
-- -- -_.

" 1 min maoe = 1min m3 oil equivatent= 1.03 bin sm3 of gas

The Replacement Ratios mentioned above are with respect 10 total Group share reserves. l.e. including the Canadian oil
sands and Minority reserves.

"::~';': A full overview of end-.2001 Proved and Proved Developed Reserves is presented in Attachment 3.1-2.

2. Significant reserves changes

Significant reserves changes during 2001 were as fellows:

Acquisition of assets from Fletcher Challenge Energy led to Group share reserves increases in New Zealand (+35 mln
m30e) and Brunei (+5 min m30e). In the USA. the Pinedale (Rocky Mountain) gas acquisition added 10 min msoe: This
was partly offset by a net divestment in Pakistan (-3 min mace) and by a revision of the Oman Gisco gas processing
agreement (-16 min m30e).

Technical reviews led to reserves additions in the Netherlands (+23 min m30e), in the USA (+24 min maoe), in Denmark
(+11 min m30e) and in Sakhalin (+3 min mace), whilst reductions were seen in New Zealand (-11 min msoe), Canada (-
9 min mace) and Egypt (·5 min msoe). New fietds were booked in the USA (+10 min m30e) and Brunei (+5 min m30e).
New field developments added developed reserves in the USA (+26 min m30e), Australia (+21 min mace), SPDC (+17
min m30e of gas and NGl). Philippines (+13 min mace) and Iran (+6 min msoe).

The reserves increase of +23 min msoe in the Netherlands was booked in the Groningen field. Field performance over
the last ten years had allowed gradual increases in Proved developed reserves. but total Proved reserves were
maintained unchanged. Booked undeveloped reserves (e.g. as a result of very low pressure compression] became thus
indefensibly low and this has now been rectified.

Further maturing of gas utilisation and development in SPDC (Nigeria) is allowing gradual increases in Proved
developed and total gas reserves. Proved condensate (NGl) reserves do also increase. but these have to be largely
offset by corresponding reductions in Proved oil reserves because of the overall constraint in cifftake rate and licence
duration (see also below).

A tabulation of these and some other changes is given in Attachment 2.

3. Shell Canada's Athabasca Oil Sands

The 95 min m3 oil volumes from Shell Canada's Athabasca Oil Sands Project (AOSP) are not strictly oil and gas
reserves as defined by the US Securities and Exchange Commission (SEC). Hence. they will be excluded from the
Group's submission of Proved oil and gas reserves to the SEC. They are also mentioned separately in the Group
Annual Report. .

4. Angola block 18

A total of five discoveries were made in the Ango.la block 18 area during 1999 and 2000. Preliminary economics showed
development to be marginal to unattractive and the 1.1.2001 booking of Proved reserves could only be justified through
a notional small scale creaming project in Ihe two largest accumulations. One further appraisal well and sidetrack during
2001 allowed in principle an increase in these reserves by an enlargement of the 'proved area'. However, a VAR3
review in December 2001 showed project economics still to be 'marginal at best'. while the continued lack of a viable gas
disposal solution was seen as a potential show stopper. Hence, a further increase in reserves was not accepted by
EPB·P and the possibility was recognised that. without further changes, the project reserves may have to be de-booked
next year. This view is also supported.

5. SNEPCO fields

A significant increase in Proved reserves (+19 min m3 oil, +2 bin sm3 gas) was proposed by SNEPCO (Nigeria) through
a first time booking of reserves in their new discovered 80nga SW field (one discovery well in 2001). After a review of
the available evidence and following advice from the Group Reserves Auditor and SEPCO's Reserves Manager. the
reserves coordination function in SIEP EPB-P has declined to accept this proposal. Considerations were that the project
is still immature (failed a VAR2 in Sept 2001) and is not properly defined (no dynamic simulation studies, well targets,
forecasts or cost estimates), while its development Is uncertain (other f~eJds..could_blildElYEl!Qp.e.Qin its stead). In addition,
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7.

the: ;,"';~il1ic r,"~µOllse is gelll;ratiy uf insulficient quality to support a large enough area as (SEC defined) 'proved area' on
which to base Proved reserves. This view is fully supported. .

It was furthermore noted that SNEPCO. upon seeing the Bonga SW reserves addition not accepted. withdrew a negative
correction to Bonqa Main reserves (-2 min sm3 oil, -2 bin sm3 gas), emanating from a 2001 study which showed these
volumes to be non-producible within the prevailing PSC licence. In addition. the technical basis for the reserves in the
Erha field, at its first time booking in 1999. was said by SNEPCO sta.ff to be of lower quality than that for Bonga SW. A
SEC reserves audit is planned for 2003. Advancement of this audit is being considered.

6. Production licence duration constraints

Externally reported Proved and Proved Developed Reserves need to be confined to those volumes producible within the
duration of current production licences. or their extensions if there is a right to extend. With progressing maturity. a
number of OUs are seeing their possibilities for increasing Proved Reserves severely curtailed because any increase in
field volumes cannot be produced within (generally constrained) future offtake profiles and licence durations. With
ongoing annual production, these OUs will in Iact see their remaining Proved reserves decline in future years until either
offtake rates can be increased or until licence extensions have been agreed with Authorities, OUs most affected by this
are SPDC (Nigeria). Shell Abu Dhabi and PD~ (Oman) and, to a lesser extent, Malaysia, Syria. Denmark and
Venezuela. At present, some 300 min msoe Proved field volumes (10% of the Group Proved Reserves portfolio) are
. reported by OUs as being non-producible within' existing licences.

For a proper estimation of Proved reserves (which have to fulfil the criterion of 'reasonable certainty') it is important that
OUs faced with the above constraints make realistic assumptions regarding their future production profiles. The
selected build-up and plateau levels should preferably be in line with base case Business Plan assumptions and with
profiles used for the SEC 'Standardized Measure' submission. In addition. post-plateau tail-end profiles should be
technically defensible. It is noted that PDO still maintain a 850 kbld plateau in their forecast. in spite of recent problems
in maintaining that production level. SPDC seem to have included LNG trains 4&5 in their condensate forecast, while
the associated gas reserves have not yet been included in gas reserves because of lack of market definition.

At present. the Group reserve's guidelines do not provide any guidance aboul what assumptions to take for future
forecasts in these cases. This should be rectified. Following that. the assumed forecasts should be reviewed with the
OUs concerned.

During this year's reserves submission and accumulation process. the critical information about OU assumed production
profiles could in some cases only be made available 10 the auditor after repeated requests and in a late stage, thus
leaving insufficient time for a comprehensive review. This should be remedied in future submissions by ensuring that full
life cycle production profiles are requested from and made available by OUs in an early stage,

Group Guidelines - mature fields

Group Guidelines for externally reported Proved reserves (Ref. 3) have historically been somewhat different from Proved
reserves definitions as applied by the oil industry (Refs.t, 2). The reason for this was that the Group have long based
their Proved reserves estimates on probabilistic methods. using the 85% confidence level criterion. This was found to
lead to too conservative estlrnates in mature fields (in comparison with industry practice) and the guidelines were
therefore changed for these fields in 1998. The updated guidelines prescribe that. in mature fields. externally reported
Proved and Proved Developed Reserves should be brought closer to. or made equal to Expectation Reserves.
Significant Group share Proved Reserves additions (+200 min m30e) have thus been booked .by many OUs between
1998 and 2000. .

,..

A method of visualising the relative positions of OUs is through plotting the ratio between Proved and Expectation
reserves versus average OU maturity. The latter is defined as cumulative production as a fraction of total life cycle

. Expectation Ultimate Recovery. Plots showing the OU positions for Developed" and Undeveloped Oil+NGL and Gas
reserves are presented in Attachments 5.1-5.2. From this it can be seen that most mature OUs show Proved I
Expectation ratios close to 1 for their developed and undeveloped reserves. Most notable exceptions are:

• SSP, where Proved reserves have to be agreed with the Govemment (a reserves audit is planned for 2002),
- SEPCo, where undeveloped proved reserves are depressed because of tow SEC proved areas in Pinedate,

Brutus and Mars '
- BEB. who tend to maintain unrealistically high Expectation reserves (much of it to be SFR).
- Expro UK. where uncertainties in undeveloped reserves are large in Schiehallion and some tight gas fields:

·8. Group Guidelines - first time booking of new fields

)

Group guidelines for fields at the other end of the maturity spectrum. i.e. new discoveries, have historically been less
well defined. Probabilistic PBS estimates were generally used (which tor sparsely appraised fields tended to be larger
than the SEC guidelines allowed), but there was often no clarity as to the appropriate moment when first-time booking ot
reserves coutd be made. This situation improved somewhat In 1993 when the requirement for technical and commercial
maturity was first introduced in the Group reserves guidelines, This was later strengthened by adding the requirement
that large or frontier projects should 'in principle' .first pass a VAR review (preferably VAR3 - Concepl Selection) before
any reserves could be booked. Large projects of a downstream nature (e.g. LNG plants), which would not be subjected
to a VAR review, would 'in principle' need to wait until FlO.

The experience since the mtroducnon of these new guidelines has been that the large established OUs (SEPCo, Shell
UK Expro, NAM) tended to follow these guidelines, generally deferring first time bookings for new fields until at least a
proper Developmenl Plan had been prepared and commercial viability had been assured. The approach followed by
smaller OUs and SDS has in some cases been more aggressive. even to the point where technically andlor
commercially immature projects. some of those not even passing VAR2 or VAR3 reviews. were put forward as reserves.
The main drive behind this appears to be a lack of awareness or indee~~~ard for the guidelines. coupted with a
strong drive from score card reserves targets. +-,
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The SEC Proved reserves guidelines, which all oil- and gas producing companies with a stock listing in the USA must
adhere to. prescribe Ulat there must be a 'serious commitment' by the cornpany to develop the reserves concerned.
According to recent SEC clarifications (Refs. 4. 5) this should mean AFE, FlO. the signing of fabrication or sales
contracts or at least a firm plan that is likely 10 become implemented. The SEC often reminds the industry that
individuals responsible for Proved reserves reporting and certification may be subject to 'potential civil liability' in case of
non-adherence of their rules. They also reserve the right to challenge reserves submissions by companies and to force
companies to re-state their Proved reserves when necessary. .

The observation can also be made that. for first reserves bookings, industry practice tends to follow the SEC guidelines
more closely than some of the Group cases mentioned. Examples are BP (who have not yet booked any reserves for
Angola Block 18). EXXon and also SEPCo. both of whom tend to book Proved reserves only at or close to FlO.

The auditor's conclusion is therefore that a tightening of the Group guidelines with respect to the timing of first reserves
bookings is required. Particularly large or frontier developments must have successfully passed appropriate milestones
(VAR3 review or a serious financial or contractual commitment) before first reserves bookings can be made for the
project. This implies that economic viability must pass project screening (i.e. not just cornmercialviability) since only
project viability can assure that the project is likely to become implemented. It also implies that identified show stoppers
must have been resolved since these bring implementation in possible jeopardy. Smaller new fields in mature areas
should have at least a documented Development Plan. with identified well targets and robust economics. before
reserves can be booked. The guideline documents should be adapted accordingly.

The tightening of guidelines for first time booking of Proved reserves should not lead to a drive to book in first instance
Expectation reserves only and let Proved reserves follow later (cf. SK-8 volumes booked by SSPC). If no Proved
reserves can be booked then the development is technically or commercially not yet mature and no reserves. neither
Proved nor Expectation. should be thus booked (Ref. 3). Exceptions to this could be made for smaller projects within
existing mature fields.

It should be understood that tightening of the first time booking guidelines. necessary as they are from a SEC
perspective. may affect reserves already booked in some major new fields (ct. Ormen Lange - Norway with 17 bin sm3,
NAM's Waddenzee reserves with 4 bin sm3. Angola with 12 min m3 and possibly Gorgon - Australia with a6 bin sm3
Group share Proved reserves}.

Reserves Addition targets in Score Cards

Group Proved Reserves receive increasingly close attention by Group Management. Reserves addition targets are set
annually, both to OUs and to SIEP Directorates and these are reflected in individual and collective scorecards affecting
variable pay and bonuses of staff involved. This is' leading to a noticeable increase in attempts to book reserves which
are not technically or commercially mature and which do not fulfil Group reserves guidelines, d. the new field bookings
in Angola and Nigeria.

It is the auditor's opinion that the setting 01 reserves targets through variable pay score cards represents a potential
integrity issue in the reserves estimation process. Objective judgment cannot always be assured if the pay of staff is
influenced by the volumes of reserves that are booked. Although the Group reserves reporting system does provide for
a variety of checks and balances (most notably that by the EPB-P reserves coordination), their effectiveness cannot
always be complete. particularly not for the smaller reserves changes (ct. Erha field). Nevertheless. it was seen that the
objectivity of the EPB-P staff was beyond question and that they successfully met the challenges with which they were
faced.

A notable effect of setting reserves addition targets seems to be that they become targets in themselves and thus seem
to deflect attention away from the real target. which should be advancement of development.

The recommendation is therefore to de-emphastse specific reserves .addition targets in score cards and to strengthen \
targets relating to advancement of field development, e.g. the pas'sing of clearly identifiable project milestones. These
could be specific VAR reviews (with e.g. VAR3 becoming the milestone at which reserves can be booked, see also
below) or other project decision points (e.g. FlO). .

10. Awareness of Group guidelines

The annual updates of the Group reserves guidelines documents are generally distributed to staff responsible for
reserves estimation and reporting in the OUs and NVOs. This distribution tends to exclude staff at senior levels, both in
the OUs and in the central support functions (RBDs. 50S, SEPTAR etc). There is evidence that this has led 10 a lack of
awareness of the princlples and constraints in the reserves booking process in these functions. It Is recommended that
this be remedied, e.g. through workshops, high level guideline summaries etc.

9.

11. Criterion for commerciality

According to present Group guidelines, Proved reserves should fulfil the criterion for commerciality. i.e. a positlve NPV
for a sufficiently wide range of uncertainty scenarios, including the Proved case. This criterion is more lenient than that
for economic viability, which is used for project screening. The distinction between the two criteria was introduced in
1993 in order to avoid too rapid reserves swings for projects that had become marginal. However. first-time reserves
bookings had to 'demonstrate positive profitability' before they could be booked (Ref. 6). This requirement has gradually
become ignored and uneconomic projects that only pass the commerciality test have been allowed as first-time bookings
(ct. Angola block 18). This implies that reserves are being booked for projects that. being uneconomic. are not likely to
be implemented. which is in conflict with SEC requirements (see above). The requirement that first-time bookings can
only be made for projects that are economic (and thus likely to become.implemented) should therefore be re-enforced in
the guidelines:

The two criteria (for commercial and economic viability) used to be based on the same oil price assumption ($141b1 MOD
nat). This was changed in 2001 when the price assumption for project screening was raised to $16/bl MOD nal (publicly
announced in 2001), whilst that for reserves commerclality was kept atJ14IbL.InLs_lpy-oduced,an Inconsistency
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bec::n;:;c tile reserves commercially criterion could now, under some conditions, become less lenient than that for
projects. During reserves audits it was found that this has created confusion among staff in some DUs and from this
perspective it would be deslrabte if the two price assumptions would be made equal again. It is the auditor's
understanding that a revision from $14/bl to $16/bl is being considered. The effect on reserves is likely to be limited in
most cases. except for PSCs and other 'innovative contracts', where booked reserves volumes would reduce because
they tend to be inversely proportional to the assumed oil price.

12. Annual production - consistency between Ceres and Reserves

Group share annual hydrocarbon production is reported separately through the Ceres system by Group Finance and
through the reserves submissions accumulated by SIEP. Both reports find their separate ways into the Group annual
report and it is therefore important that the two reports are consistent. OUs are strongly advised (and indeed forced by a
joint submission sheet) to coordinate their respective submissions to Ceres and reserves. However. the experience is
still that inconsistencies continue to arise. Where significant, these inconsistencies have been addressed and a good
match between the two has been obtained, see Atlachment4.

A remarkable observation is that in previous years any consistency errors tended to occur in the reserves submissions.
but this year most of them occurred in the Ceres returns. One explanation is that known errors in previous quarters'
Ceres returns had not been corrected, thus affecting the year-end total. The improved guidelines for res erves
submissions (bringing clarity on e.g. conversion factors) could provide a further explanation.

13. SEC Reserves Audits

SEC Reserves Audits are carried out by the Group Reserves Auditor in all OUs every 4-5 years. All audits carried out
during 2001 resulted In either 'satisfactory' or 'good' opinions (3 and 4 OUs respectively). A summary of audit findings is
presented in Attachment 6. As tar as can be observed. most audit recornmendaticns appear to have been followed in
this year'S submissions. The forward Audit Plan is given in Attachment 7.

Recommendations to SIEP Reserves Coordination:

14. Electronic Workbooks

As in previous years, much benefit was derived from the SIEP-developed electronic workbooks through which OUs had
to make their submissions. In spite of being somewhat hampered by lack of staff continul.ty. EPB-P staff have made a
significant effort this year to ensure that submissions were property challenged and that the accumulation process was
completed accurately and on time. For this they are commended. . "") ..

l1i~ ~'-
~.

Change the Group reserves guidelines such that first reserves bookings tor large andlor frontier projects can only be
allowed after either successfully passing a VAR3 or another clear milestone implying project viability and' commitment.
Smaller fields in mature areas should as a minimum have a documented FOP.

In the Group reserves guidelines. include guidance on assumptions to use in future production profiles when these 7~
become important for OUs with constrained production licence durations. With such guidance. review the present () =
assumptions used by e.g. SPOC and PDQ.

De-emphasise reserves addition targets in individual and collective score cards and strengthen targets for reaChing}} b .-U
project development milestones (VAR reviews, FlO, etc). ~

Spread the awareness of reserves booking principles and constraints to senior levels in aus and central support t1 or!
functions (RBDs. SOS. SEPTAR etc). e.g. through workshops or high level summaries. ({ _,2
A revision of the oil price assumption for reserves commerciality ($14/bl MOO flat) to bring it back in line with that for
projects' economic viability screening ($16/bl MOD flat) is encouraged.

2.

3.

4.

5.

6. Ensure that proved future production profiles for licence constrained OUs are made available to the auditor in a timely
manner, In order to allow him to asses the validity of Proved reserves.

1.

2.

3.

4.

5.

6.

)
J
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Attachmcnl Z

SIGNIFICANT 2001 PROVED AND PROVED DEVELOPED RECOVERY CHANGES

(Shell Group share)

MAJOR TECHNICAL REVISIONS
Country Oil+NGL Gas Duscriptlon

(10' m1 (10' srn')
Oev'd Total Dev'd Total

Netherlands +23 Groningen review
Australia +3 ,-

+18 Perseus devmt
Nigeria (SPDC) +11 +6 Commissioning of gas ~Iant
Nigeria (SPDC) - +15 Cond~nsate devmt Soku + Nun River (offset by oil. see below)
Philippines +2 +11 Malampaya on stream-
USA (SEPCo) +9 +1 Holstein FID(firsl bookil'1g1
USA (SEPCo.l +7 +2 +2 -+1 Brutus develQPment
USA (SEPCo) +5 +3 +2 +2 Mars field performance and drilling results
USA( SEPCo) "-r---:;-4 -,.

Crosby development+1 --
USAf SEPCo) +4 +1 Or~ano develQQment
USA_(SEPCoJ +9 +7 Various field reviews and drilling results
Denmark ,+7 +0 Halfdan FOP approved (improved recovery)
Argentina +0 +0 +6 +3 San Pedrito development
Netherlands +6 Small fields development ..
Iran +6 .- Soroosh on stream
Brunei (SSPi' +2 +3 Bugan discov~ I ap_Qfaisal
Malaysia +0 +5 Lower abandonment pressure E11/F13W (offset by licence)
Denmark +3 +3 +1 +1 Proved growth to El<l~ectation {audit recommendation!
Russia Sakhalin +3 Review (new reservoir model + extemal reserves audit)
EQypt -1 -4 Obalved field performance
Canada -0 -1 -6 -9 Sable review
New Zealand -2 -2 -9 -9 Maui C sands revision
Nigeria (SPDC) -17 +6 Field reviews and forecast review (backed out by NGL)
Total Maior Techn'l +43 +32 +39 +30 I-

OTHER MAJOR CHANGES
Country OU+NGL Gas Description

(10' m') (10' 5m3)
Oev'd Total Dev'd Total

New Zealand +7 +10 +16 +25 Acquisition of Fletcher Challenae ecuitv (Maui + Pohokura)
New Zealand +6 +6 Re-instatement of ore-oaid Maui aas
USA (SEPCol +0 +10 Pinedale acouisition
Brunei (FCE) +1 +5 Fletcher Challenge acouisition
Abu Dhabi .+5 +6 Introduce ADCO NGLs as reserves
Malaysia -0 -4 E11/F13W reserves pushed beyond licence
Pakistan -3 -3 Dissolution or PSP aCQuisition In Shit Bhadra fields
Abu Dhabi -4 ·5, Oil profile adjusted for OPEC cuts (licence constrained)
Oman (Glsco I -4 -4 -16 -17 New GISCO contract incl PSC effects
Total Other Major +4 +8 +3 +18

- - _.

OTHER MINQR CHANGES
-----

AND TOTAL
Oil+NGL Gas Description
(10' m3) 110' sm3)

Dev'd Total Dev'd Total
Other Minor Chas +60 +44 +43 +32
Grand Total Chgs +107 +84 +85 +80
Production -129 -12!_L- -9_!_ -93

- --

)
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Atachment J - 2001 Group Reserves Submissions
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Attachment 5.1

1.1.2002 DEVELOPED OIL+NGL RESERVES
Fiolds! au. Proved! Expectation ratios vs maturity
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Attachment 5.2

1.1.2002 DEVELOPED GAS RESERVES
Fields I au. Proved I Expectation ratios vs maturity
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Attachment 6

2001 RESERVES AUDITS - MAIN OBSERVATIONS

UK (Shell Expro): Shell UK Expro follow very well established and documented procedures in their annual reserves
reporting process. An example is the strict discipline enforced by Shell Expro's data base, which contains activities
based reserves. forecasts and cost estimates. The Expro guidelines contain a strong recommendation that all Proved
developed reserves must be set equal to Expectation developed estimates. regardless of field maturity. This approach
is too rigorous for newly developed fields where uncertainties can still be considerable. There is thus a possibility of a
slight overstatement of Proved Developed reserves. Proved undeveloped reserves are low compared to Expectation in
some fields, but these uncertainty margins are justified. Overall audit opinion is good.

Netherlands (NAM):NAM follow well prescribed procedures in their annual reserves reporting process. as shown
through annual reserves challenge sessions. the high-quality reserves data base and the comprehensive ARPR
documentation. Proved volumes in the Waddenzee fields, which are affected by the Dutch government moratorium on
drilling, can be maintained as reserves (current guidelines. no restriction on licence duration), but need continuous
review. Some fields contain 100 low Proved vs Expectation ratios. The method of booking NAMiShell share reserves in'
UGS fields should be reviewed critically. Overall audit opinion is good.

G~rmary (DSAG/BEB): BEB is commended for their well organised data base of reserves data. with flexible
facilities to satisfy all reserves reporting requirements. BEB procedures for declaring Proved and Proved Oeveloped
reserves are in line with Group guidelines. However. reported Expectation.reserves tend 10 contain highly uncertain and
poorly supported elements. which should be re-classified !IS SFR. Group intemally reported Expectation reserves are
therefore likely to be overstated. There is a possibility of a slight overstatement of Proved (Developed and
Undeveloped) reserves in some new gas fields due to the too rigorous use of Expectation / P50 volumes. rather than
P85 volumes in these fields. Overall audit opinion is good.

Denmark (SOGU): SOGU follow well prescribed and documented procedures in their annual reserves reporting
process, as shown by their well organised spreadsheet system of tracking reserves volumes components and their
changes. Since Maersk's Proved Reserves estimates tend to be too conservative and often not up-to-date, SOGU have
devised a commendable method of allowing these to 'grow' towards Expectation levels with increasing field maturity.
Some assumptions in this method are still somewhat conservatlve, thus leaving scope for increasing the Proved
Developed Reserves. Overall audit opinion is QQQQ.

New Zealand (SPM/STOS): ST05 prepare well-documented annual reserves evaluations in their producing
fields. There is an urgent need for a reserves update for Maui gas. where negative field evidence in the last few years
(drilling. production performance) has made a downward correction highly likely. STOS have also identified an urgent
need for a field review in Kapuni. where significant additional gas could be present. Take-or-pay gas paid for but not
taken by the gas buyers in Maui should be retained in reserves until actually produced and not excluded as at present.
Overall audit opinion is satisfactory.

China (SECL): Undeveloped reserves should be based on a full (not a partial) set of future development activities
and their uncertainties. This could lead IQ an increase in undeveloped reserves. A properly documented audit trail note
should be prepared. Overall audit opinion is satisfactory.

Austria (RAG): RAG reserves still appear to show remnants from the previous Mobil reserves guidelines. Many
undeveloped reserves volumes are not yet based on identified future well activities. There also appear to be 'some
undocumented 'legacy' reserves, which may need to be de-booked after study. The quality of the audit trails should be
improved by properly documenting critical stages of the reserves estimation' process: Overall audit opinion is
satisfactory.

In addition; a brief review was made of the reasons underlying the 17 min m3 increase in Group share Proved reserves
booked at end 2000 by SVSA in Urdaneta West. This represented a significant increase (+78%) of SVSA's reported
Proved reserves and was deemed a subject for review by the Group reserves auditor. Documentation received during
2001 showed that these reserves additions were based on increasing the number of drainage points and lowering well
inflow pressures through artificial lift in the tight Icotea/Misoa and Cogollo/Rio Negro reservoir. thus maximising oil
recovery within the 'reservoir abandonment pressure window. Management commitment to this additional development
was already given during 2000 and activities were started during 2001. Hence, these reserves additions could be
supported.
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Attachment 7

ICOUNTRY I 51,," I 1983 I 1994 11 •• s I ,••al ,901 I m~ 1199.1 2000 I 2001 I 2co 2·1 zooll Z004 I 20.5 I comments

MALAYSIA l X x t;~ 15·19 Au< 2002
BRUNI) l X X 22·25 -'P' 2002
BRolZIL (P.".n) MIS Not yet acco~ed
SYRIA MIS X X 2·5 Jun. 2002
PAI('STAN MIS $ SCp.2002
,RA/j l $ -. At,'-· 0<.2002

US~'AERAj L s /..-;',', 11·15 Nov 2002

ANGOLA MIS S '.1.;1: Dapendert On prqed progress

N'GERIA· "NEPCO l I X .. p'?:.' Tg_tleconsk1~
ABU OKAB' L X X I"?: p

N'GER'A .,SPOC L X X X I) .,.,;.; P
OMAN L X X P

EGYPT MIS l( J( P

VENEZUELA L
., X P

ARGENTINA MIS X X P I ICombine""'th veeeereta

CAMEROON /Peel.nl MIS PI

AUSTRALIA l X X ;.::.. :',( p

NORWAY l X X ~..' :.:'I' P

USAISEPCo' L X P

PH'LlPPlNES IAIS S X )~.~:~r p

THAILAND' IAIS X X :-:,' .~.-N . ,
ICAZAKHSTAN.QI<IOC {~'F':::' PI?

RUSS'"" SAL"'" $7 PI?

GAUON MIS X X 1';';'3' p

BANGlADESH MIS $ X P

RUSS'A· SAI(HAUN MIS 1 X , .....le· P

NAMIBIA 17 '11
INElH. N,oj,! L X J( J( ,"; I p

/.~;.;.~, :.. '.:)':'
GERMANY ~ X X x .'!,',,;.\., p

UK X X X ~i:Z.:;: p

DENMARK L X X X P

CHIN .... MIS I X :X/f~AUSTRIA MIS X 'X
NEWZEAlANO l X X
CANADA L ~~:,~~!~7: No <ii~ i!Mllvemeni

CHAo MIS X Dly•• ,etj 2000

tv.ZAKfiSTAN·TEMIR MIS S !:.~'.:::i: Oiv •• I.d 2001)

USA ,ALTURA) l $ ,t.;. :'<~' OivelleCl2000

ZAIRE MIS X To be cfwSled?

P";IPropoud "L : > 30 mlQ m3G1u Audll fr.ql.l.m;y:
",. Acc.pted MIS: < 30 ",In mlo. u Excepllons possible 11'1ease d:
X • Comphtfud Larg. OU5 onCIll ellery. yeOlfS, - major nlset'lle$ cf\ang4:!S.

(}1 • Fll'd audM MedunvSmaIJ aus every S 1"f!3t"$. - C"tical auJit repcns otc.

S :::.Flna SEC ruYJ: subm'a f=i(S( audl within 2 )n after first 5ubmis$lm, - when combln.,bla wiln on,er aujjll$.

•• Arsl SEC S\.Ibm'n via SIEP

Attachment 7 - SEC Reserves Audit Plan 2002
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, Successful ~ilot project in that specific rock
volume in the field .

1
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SEC clarifications in 2001 clearly insist on full project maturity ~ I
company commitment and. absence of possible show stoppers .\

ltem SEC Group·
Not below 'Lowest Known Hydrocarbons'
(LKH) level in reservoir;
laterally ~on!ined' to 'legal location: (US only -
min. well spacing), unless seismic amplitude
and log support;
Proven producibitity from production test or
analague log and core data; Proven continuity
of production ••

Below lKH.OK If supported by pressure evidence
(not alway~ from sam~ reservoir); [..
laterally confined to fault block or other area with
continuous good quality seismic amplitudes (BTC
.method preferred); . . I
Producibility from production test or wifeline test
-or log andfor core analogy. :
.:Group practice still probabilistic P8S estimates In
some cases.' ;

'Proved Area'

. .
Assessment of uncertainties (VOl) !
Confirmed in anaJogous reservoirs; f
Project FlO available/expected without ~ilot. ,

Requires a serious commitment to develop
(AFE. FID, MOU or contracts, firm plans);
No 'reasonable doubt' (show stoppersl]
Market must be 'reasonably certain'.

'Techni.cally and commercially mature' (economic
viability not necessaryl); 'nprinciple a successful
VAR3 or FlO; 'Reasonable expectation that a plan
can be matured with time'; Commitment by
including development or its preparation in
Business Plan; Market (expected to be) ,available

'Reasonable
Certainty'
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SPDC, PDO and SAD represent 18% of EP production, here proved'
reserves can no lonqer be booked due to license 'constraints] .

IOman PD~ (2012) I
Proved forecast assumes flat 850 kbpd production .1
• Exploration & Improved Recovery +48 min bbls 1
. • Adjusted short-term forecast -53 min bbls . 1

- RISK: production adjustment becomes long-term -100 min bbls
Abu Dhabi (2014) I
- Proved forecast includes 50% growth to 1,500 kbbpd plateau t

• NGL of GASCa included (+15 kbpd) + 37 min bbls
• 50% increase delayed from 2006 to 2010: ;:30 min bbls . \

- RISK: production stays ftat . - 200 min ~bts
Nigeria SPDC (2019) !

Proved forecast includes 700!o grow.t~,t~ .1,40~ kbpd plateau
• Gas getting hooked up +35 min boe
• OillNGL forecast under pressure -'12 mIn boe ,

RISK: production stays flat - 1,000 min: bbls
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Unknown

From:
Sent:
To;

Brass, Lorin L.L.
20 February 2002 07:02

Gardy, D.; Cook. Linda Z.; Mega!. Zaharuddin Z.; Warren, Tim T.; Sprague, Robert M.;
WARD. BRIAN B.J.; Darley, John J.; Bichsel. Matthias M.; Dubnicki, Carol C.; VanDeVijver,WalterW.
Note For Information - Reserves - CMD. February 2002Subject;

CMD_NFI_FINALl.. CMDnote
RRR.Z1P tachmcntsfinal.llP.

Excom,

The following was the NFl to CMD regarding our Reserves situation. I should've put in
Excom preread for last Monday but forgot. At the end are some of the "action items"
identified, but clearly there are more.

DB 07635
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Note For Information
CMD 11th February 2002

EP Hydrocarbon Resources Update 1/2002

This note SUmmarises the end 2001 Group resources situation. cleared by external
audn, and in part reported in the Q4'01 and FY'01 press release. All numbers inclllde
the effects of A&D activities unless otherwise indicated.

Summary

The lotal barrel of 011 equivalent proved hydrocarbon reserves replacement ratio
(RRR) for 2001 Was 74% (52% excluding A&D). leading to a proved RRR three year
rOiling average, including AOSP additrons (mining reserves) in 1999 of 81%, 101%
excluding A&D). The 2001 RRR is below the results quoted by our main competitors
(BP 191%. XOM 110%). and highlights a portfolio that is under-performing in terms of
adding reserves through exploration and maturing existing scope. Future RRR
performance over the plan period relies on the delivery of 'big ticket' bookings, e.g.
Kudu. Sakhalin LNG and Kashagan.

Our overall resource base conlains some 20 bIn boe of proved reserves (c.f BP 16
bin bos, XOM 22 bin boe) , some 13 bin boe of expectation reserves (of which some
8 bin boe currently fall outside of license expiry), some 17 bin boe of diScovered
Scope for Recovery (SFR). Our total discovered resources base is thus ca. 50 bin
boe (c.f, XOM 70 bin boe) and additionally we have some some 27 bin boe of
undiscovered SFR. Together with any volumes resulting from new exploration
licenses and acquisitions these volumes represent a significant opportunity to
increase our proved reserves replacement performance and the EP organization is
being geared up to tackle each and every element.

Reserves and Resources

2001 Actual Additions (See Table 1)

The Group proved reserves base at end 2001 is 19.1 bIn boe (19.7 inel. AOSP) and
remains split at 50:50 oil/gas. The 2001 proved RRR of 74% amounts to a reserves
addition of 1020 min boe, which in Figure 1 is broken out by type of revision;
- 360 min boe of Discoveries & Extensions, mainly in USA, UK and Brunei

350 min boe of Revisions & Improved Recovery, m~inlY Netherlands, Denmark
and Sakhalin offsetting negatives from Canada (50 mIn boe based on field
performance), New Zealand (50 mIn boe based on studies on Maul field) and
Oman Gisco (110 min boe as a consequence of the renegotiation of the GISCO
contract and acceleration of repayments)

- 310 mIn boa of AcqUisitions & Divestments. maInly Fletcher and Pinedale.

The proved oil RRR is 65%, taking the 3 year average to 102% including mining
reserves and 77% without, and the proved gas RRR is 86% contributing to a 3 year

DB 07636
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average of some 50%. During 2001 there were no changes to the reserves for
AOSP. Including ADSP, the three year average proved boe RRR is 81% (101% excl
A&D) and excluding ADSP. the equivalent numbers are 67% (86%).

The Total Resource base (the sum of expectation reserves and commercial
discovered SFR) has increased by 2.7 bin boe to 49.4 bIn boe (see Table 2); this
includes a 1.3 bIn boe addition from Venezuela Urdaneta West which falls outside of
the current licence period. It should be further noted that total resources include
Some 1.1 bin boe from the consOlidation of Sakhalin.

The Unit Finding and Development Cost (UFDC) for 2001 defined as the exploration
and development cost incurred ($6.1bIn) divided by Group oil and gas additions. excl.
purchases and sales, (0.73 bin boe) now stands at SS.3/boe for the year 2001, and
$4.B/boe on a 3-year rOiling average base (up from $3.50/boe in 2000, see Figure 2).
An Increase in UFDC was forecast at the time of developing the Business Plan in
2000 when it was recognised that there would be a lag between stepping up capital
spending and the increase in subsequent reserves bookings. Together with the lower
than planned bookings In 2001 this impacts directly on our competitive position on
this indicator where, up until this year, we werethe leading player. 'The Unit Finding
Cost (funding share) is $1.0/boe yielding a 3-year average of $0.62/boe, reflecting a
continuation of an improving trend. Unit Finding Costs on a proved reserves additions
basis are $ 3.B/boe. .

Corpparison versus Business Plan

The EP scorecard target for 2001 was 80% (excl. A&D and strategic options), or
1120 min boe at target production. The actual addition excl. A&D and strategic
options was 710 min boo, or 52% RRR at actual prodUction. The main contributors to
the lower than planned RRR are detailed in Figure 3.

None of the strategic options assoctated with reserves bOokings in 2001 materialised,
e.g. Saudi Gas, T2T, Salym, Bangestan, China, Libya.

Total SFR maturation to expectation reserves over 2001 was 0.92 bin boe or i2% of
the commercial SFR.

Exposures

Securities and Exchange Commission (SEC) Alignment
Recently the SEC Issued clarifications that make it apparent that the Group
guidelines for booking Proved Reserves are no longer fully aligned with the SEC
rules. This may expose some 1,000 mIn boe of legacy reserves bookings (e.g.
Gorgon, Onnen lange. Angola and Waddenzee) where potential enVironmental,
political or commercial 'showstoppers' exist

End of license

In Oman PDO, "Abu Dhabi and Nigeria SPDC (18% of EP's current production) no
further proved reserves can be booked since it is no longer 'reasonably certain' that
the proved reserves will be produced within license. The overall exposure should the
OU business plans not transpire is 1,300 min boe. Work has begun to address this
Important issue.

DB 07637
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Appraisal

Historical Perspective

In 1999 - 2001 the proved reserves additions have not fully replaced production and
the 2001 3-year rolling average RRR's no longer benefit from the recent 'bookings
rich' period of 1996·98 (see Figures 4/5, reflecting performance with and without the
effects of A&D and Showing the impact of AOSP). Over that period. substantial
proved reserves additions were realised from major discoveries (Australla,Gorgon.
SNEPCo (Bonqa), total 1.2bln boa), major revisions (Venezuela 0.3mln boe) and
new business (Oman GISCQ, O.4bln boe), In addition, in 1998 significant bookings
were made by bringing proved reserves closer to expectation in mature fields (total
1.2 bin boe) • this action brought us to industry standard from a much more
conservative position.

Competitive Landscape

The Group RRR of 74% is low in comparison with competitors who a" posted RRRs
in excess of 100% (Figure 6). The competitors are able to draw benefit from
portfolios which. following the rounds of industry rationalisation. appear to offer wider
choices in key exploration and scope maturation targets. .

2002 and Beyond: Outlook for RRR

The outlook for Group reserves replacement in 2002 and beyond remains
challenging (see Figure 7);

- We can expect fewer additions through the base plan, because of DUs affected by
'end of license', DUs with limited remaining exploration potential and the challenge
to find ways to increase expectation reserve levels in.mature fields.

- And an increased reliance on strategic options and other big-ticket bookings.
Control on timing of these bookings is an issue, as they are commonly occur in
frontier areas (Kashagan), face fierce competition for markets (T41T5. Sakhalin
LNG). rely on emerging technologies (Kudu, SURE), or are in areas with limited
control (Saudi. Whale). The subsequent reserves booking profile may be "lumpier"
than in the past and these major bookings will require additional steer to ensure
delivery of new reserves within the tighter SEC framework.

Actions taken

In Q4 2001 and 01 2002 a number of actions have been initiated to address
this emerging issue;

even greater focus is being placed on succeeding in exploration,
a key challenge is to focus on the maturation of our 27 bin boe
of undiscovered scope for recovery
Similarly EP is refocusing the organization to reinstate Technical
and Operational Excellence across the whole of its core
operations; hydrocarbon resources maturation is a key element
of this drive

EP is looking again at the opportunities to accelerate the
maturation of our 17 bIn boe of discovered Scope for recovery
and specifically with GP looking at the opportunities to monetize
gassFR

)
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Stepping up the drive to extend licenses e.g. in Abu Dhabi,
Nigeria, Brunei, Oman and open up the opportunity to move the
8 bin bee expectation reserves which currently fall outside of
license expiry back into our within license resource base and
ultimately move to proved reserves.

Conclusion

Our reserves replacement performance over the past few years clearly illustrates the
emerging problems with our resource base and is becoming a source of competitive
disadvantage. Over the plan period, the challenge will be to secure sUfficient volumes
from major bookings to supplement additions from a base plan portfolio and ensure
that existing exposures, if they transpire, are adequately offset.

However. we do have some nearly 50 bin boe of SFR and expectation reserves
currently outwith license in our overall resource base which presents a significant
opportunity. We are refocusing our efforts on exploration and will pursue more
aggressively the transfer from SFR to reserves but this will not be sufficient to
reverse the trends - success In major strategic options in MRH's or a major
acquisition is necessary.

DB 07639
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Table 1 : Summary of 2001 Reserves/Resources Replacement

1 year 2001 3 year 1999,2001
JnclA&D ExclA&D IncJA&O ExcJA&D~ lnclAOSP ExclAOSP InclADSP Excl ADSP Incl ADSP Excl AOSP Incl AOSP ExclAOSP~ 65% 65% 58% 58% 102% 77% 130% 106%86% 86% 42% 42% 50% 50% 55% 55%74% 74% 52% 52% 81% 67% 101% 86%

proved
RRR Production

1 year 2001
3 year 1999-2001

incr ASO ExclASD IncIA&O ExcJA&DInclAOSP ExdAOSP IndAOSP ExclAOSP Incl AOSP Exd AOSP Incl AOSP Excl AOSP0.53 0.53 0.47 0.47 0.82 0.63 1.05 0.860.49 0,49 0.24 0.24 0.28 0.28 0.31 0.311.02 1.02 0.72 0.72 1.12 0.92 1.39 1.18

Additions
bIn boe Prodllclton
8!@:~,~}:;:k,&~~:~;~;1Jf;fL;~0,~~.t~r~~
Gas . '". 0,57' . '.. !;·c

TolalBOE . '1.38

1K~"U~':m~6Iir . ~ . ~.QM ~@QJ I..-Della,!!P•..~_ .. _!!it. .
""U"'O.fi..:,SFR (com discovered) 14.1 16.7Expectatron (ind proved) 32.6 32.7Total

46.7 49.4 2.74less Urdaneta West (license)
1.28Resources added (net)
1.46Production
1.38Resources added (gross)
2.84

K~~fry'£~;(!i!n1bb~~1~'fuf~g@i!g~~I·~p~~,~!q;p.!!,·q~,!?
Balance 31.12.2000 20.1 9.0

2002 Target
IncIA&D Excl A&D

91% 49%
113% 69%1
100% 57O/~

Production

E'f,O;83{~
0.58
1.41

Production
;.;:;:6.83>:,
0.58
1.41

2002 Target
Incl A&O ExcJA&D

0.76 C.41
066 0.40
142 0.81

ooo
c
3
CD
:J-

Add',,,, "''"''''1 0.36
Revisions 0.35 f 0.17
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Table 2: Total Resource Base as at 31.12.01
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Figure 1: Total BOE Proved Reserves 2001
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Figure 3 : 2001 Reserves Actual versus Target
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Figure 6 : Majors Proved Reserves Replacement Ratio [boe]
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Figure 7 : BP'01 Planned Reserves Replacement
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Oman Visit 8-Ilth May2002

Introduction ..

'.
I visit~d Oman-from 8-11 thMay (last visit was in September 2601 ).·The objectives were to
carry out an overall "health check" on the management team and on the overall state of the
business.
The programme included sessions with the individual management team members, the Omani
Staff Committee and Government officials (Minister of Oil & Gas, Minister of National
Economy, Chairman of PDOlUndersecretary of MOG).
Also various briefings on topical issues were included (including watching an on-line bid for
a $ 150 million GaS Plant in Saih Nihaydal) and a talk to all SG3 above staff (some 250)
completed the well-organized programme.

Overall my patience has been tested too long with PD~ and it's management, progress over
the last year (is it not just about delivered productionl) has been less than expected, less than
promised and less than could have been possible. Changes will have to be made .

.~

. Highlights/lowlights were:
Leadership at the top is very poor and not aligned, There are poor team dynamics and
a lack of forward vision/direction/focus to the organization
. Production continues to slide (now some 770,000 bId oil versus 800,000 bId year
average target with formally agreed "stretch" of 815,000 bId) with totally unreliable
monthly short-term forecasts ....
Credibility of PDO, and therefore of Shell, is at a very low level. Confidence in
forward action plan and production outlook needs to be achieved by end September
latest (before October BOard and prior to Government Budget finalisation in
.November). ..
The situation with PDQ obviously will also havea negative impact on OLNG where
difficult negotiations are ongoing (intra-plant price. Train 3, mercury removal)
High level of frustration in the organization (low morale). not just in Government and
in management team!. . .
Omanisation talent pipeline below the "old guard" is still weak, some emerging talent
at SG 213 but large talent pipeline. with less than 5 years experience. .
Continued pressure on downward revision of reserves. .

+ SAP·is a success although there are still many issues at operational level .
(maintenance/wel I engineering) linked to purchasing/stocks/invoice backlogs

+ . Top-down drive on "new" procurement business model is demonstrating real impact
. + Good progress on "government gas=related activity (capacity planning for growth,

continued reserves growth) ,
+ Holistic review of asset portfolio (long-term reservoir management, issues,

segmentation) finally kicked-off .
+ .New organization effective 1/5/02 shou_ldbe more "fit for purpose" .

,
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Company Direction

MD has "seen the light" last week and is trying to mobilize his leadership team (and
simultaneously governmentl) from the starting point that the "company is in a mess" (quote)
and that forward action should be focused on delivering new production from 7strategic
focus areas:' .

Exploration (shift to near field exploration, near tenn oil)
Output from study effort (some 80 man-years ongoing, Shell support up to 50 man-
years)
Reservoir and well management (focus on productivity enhancement, water injection,
etc.) .
Reduction in drilling costs/timings
Technology application
EOR project delivery .
New contractor relationships (use their skills/technological capabilities and revise
contracts).

MD claimed his management team was "confused" but on ajoumey from complacency to
denial to confusion to transforming, i.e. progress is being made!

Although the above themes for production focus may he appropriate it will not deliver the
"goodies" without addressing other activities:

There is a distinct lack offocus j'n the organization with too many initiatives and
"hobby horses" that should be killedcffrdeferrede.g.:
. 0 Long-term GW related activities (beyond "prudent operatorship")

o Internal activities on power generation (outsourcing potential?)
o CAO expansion in a low-tech world with a need for employment'
o Safety drive without focus on line responsibility/accountability
. 0 Culture of meetings/off site sessions without clear agenda's/prioritisation
o The business model for staff has to change. Staff currently move around too

quickly (lack of continuity and Jack of performance tracking) and the need for
specialist" skills (including' progresstorsrecognttlonrbusiness needs) is not well
communicated. Without this "new ways of working" POO will fail.

o Portfolio review needs to be integrated into the totality of'the fOlWard~9tiQ.IL
plan and company direction also as: ".

• Forward portfolio needs to be risk balanced (no over-reliance on EOR.
continue selected infill drilling and new field hook-ups, focus on large
assets for reservoir management) .' .

• . Big issues such as depletion rates. voidage control, ESP's impact,
management failures and learnings (Yibal "complications". reservoir
pressures too low, lack of well drainage control) should be
incorporated.

o Clarity on resourcing strategy incl. Omanisation and use of contract staff
. should be-dealt with pro-actively . .

o Better alignment is needed (recognizing that PDO is not a Shell Olf) with our
global drive inEP. . ..

o Better role definition is needed, between th~management team, foremost
between MD and DMD • . _-----:-:-::=:-__...."
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o A positive culture is needed; there is too milch a blame culture and a looking
backwards' mentality top-down in the organization. Staffneed to be energized
and' need to understand what's in it for them:

• Company direction
• Celebrate successes and recognize role models
• Transition team needs to be strengthened to be more than an

"enthusiastic group of staff' i.e. need to be seen an extension of PDO
leadership.

• . Job satisfaction and pride
o Harweel and Mukhaizna development promises (each delivering 100,000 bid

by 2007/2008) appear to lack credibility and robustness. Are these being
managed with the appropriate horsepower and transparency?

Operational Perfonnance

-:

. Given the historical emphasis on creaming for short-term production benefits and
given the generally high uptime, there willbe no quick wins on the production side. ..'
Whilst keeping the pressure on the organization; I expect that production will further :
slide before recovering. This will be avery difficult message to sell to the Government
There appears to be a lack of focus on HSE, foremost in follow through of earlier
improvement drives (STOP programme, vehicle monitoring equipment, accountability .
drive). Reporting LTIFfTRCF in two decimals is also quite unique!
More needs to be done on pro-active engagement with Government on "big ticket"
procurement items (strategy engagement, local content, evaluation standards), tbe "old
way" in PDO will not work anymore .
Exploration is too much focussed' on the reserves addition targets (70 mmbo/year, I
Tcf gas/year) and should be more integrated with the business needs (UTC, production
impact) _ .
Government Gas'Organization appears somewhat slow on action w.r.t. mercury
removal solutions; more pressure/focus needed? .
. CBP (competency based progressionj ls off to a slow'start in petroleum engineering
. Petroleum study effort can be better integrated with the operational/implementational
pbase of well engineering/petroleum engineering in PDO. .
Extreme reliance on ESP's (approx. '45% ofproduction): is the technical justification .
. as artificial lift method as sound as the commercial one?
Young Omani talent available but working in a difficult environment (low morale,. ~ .
many contractor staft). Large ~ap between "old guard" and the new generation, very
few in between. . .
Reserves will continue to be an area for exposure as aggressive bookings in the past
have not translated (yet) in production,

_.'- '. .' \
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Government

M.O.G. (AI-Ruhmy)

Friendly discussion with the Minister. He clearly is under a lot of pressure personally'.
: and feels very frustrated with PDO's performance and PDO's management
transparency.

Although recognizing assistance from Shell over the last '9 months, he is quite
naturally (also given his own credibility within the Government) questioning whether
Shell is doing enough, foremost on petroleum engineering side. Alsoquestioning large .:
efforts ongoing by Shell in other ME countries (who is more important?) and likes to
portray "PDO in trouble" being a Shell OU. Continued dialogue needed.

- M.O.G. (Shaban)

Somewhat tense discussion with the Undersecretary influenced by MD presentation a
few days earlier.

It does not help that this relationship with the Minister is not very strong (he is HM
. appointeel) but he is a career member of the ministry and feels marginalized by Shell
and the PDO MD. .

"..''j
i

M.N.E. (MackO . .
Wannmeeting with the Minister ..
He is prepared to wait for the new numbers in Q3 but still hopes to get 815,000 b/d.
plus for 2003 with subsequent upwards recovery to 850,006 bId in later years.' .
. He reported that he receives a lot Of challenge on Shell performance rather than PDO
performance; he wants government to have increased responsibility on the good and
bad things ofPDO. .
Simply hopes that Shell will deli~ei ..
He admitted to increasing "social costs" in 'Oman, needing nearly $) Olb price
equivalent just to pay government/anny employment bills! Obviously higher oil prices
help to more than compensate for production shortfall in 2002.
Some careful expectation management needed!

.' .
t'
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General '.
It.appears that it is becoming politically less acceptable for the "old guard" to be seen
to be too close to Shell. '.

Given the "open-door" policy of the Government many messages from PDO reach the
Government. tainted by the low morale in the' organization. . :
Although still good things happen in PDQ (exploration successes. low deferments, .
procurement, etc.), the impact of not meeting production targets has had a dramatic'
effect on the overall confidence level towards PD~ delivery.
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Management Team P.DO

The following are my summary observations on the management team:

Overall . .
The team is not cohesive and there are clear personal (unspoken) agenda's and not all
providing the body language to be behind their MD.
Amazing how long several members were hoping that PDQ was just experiencing a
temporary "blib" in performance and that a few initiatives would fix it.

Ollereanshaw
A very capable individual in terms of broad business knowledge, tenacity and work capacity.
It is evident that he attempts to drive improvement initiatives, however:

. He has a somewhat negative approach and' does not engage well with his team, nor
energizes the organization
He is prone to "panic management", rapidly changing the direction, not adequately
thinking through the consequences of his actions. Examples are messages to staff,
behaviour at MOG," relationship with'DMD (Lamki) and his recent "wake-up call" to
MOG and to his management team ' '.
He is a pl:?orlistener. Notwithstanding repeated messages on what needed to be done
.for a year, he chose his own approach and speed/scope ofaction.

He remains very keen to continue in his current role and is re-energized by events over the
last week but the bottom line is that he lacks fundamental leadership characteristics.

Lamki<DMD)
Very impressive trackrecord in PDQ and highly respected. He is a proud man and wants to
leave a legacy behind in PDO. He is struggling accepting that avoidable mistakes were made
in the last 5 years (Omanisation "effectiveness", organizational structure, lack of check and
balance, lack of portfolio/reservoir management studies, drilling "unmanageable" wells, .
spreading too thin with too many initiatives) but these were somewhat masked by overall
company success form the old modus operandi (infill drilling and new field hook-ups to
increase production). .' ' .
The latter may also explain wby by some.in the organization. he is referred to as "the Wail".
The relationship with Ollereanshaw is dj~culi. . '. . .

AI-Hinai (Oil Director-North>
. Lacks leadership skills and foremost deciveness, which he acknowledges. Has gone through a
difficult period, as he' was last year responsible for all operations in Oman, clearly a role that
was beyond his capabilities. '. ". . .
He feels underappreciated by Shell management, He actually handles the situation very wen
. and indeed should be supported, also given the overall work atmosphere and Omanisation
shortfaUs. . .

Ai-Kbarusi CHR)
Not well-motivated and struggling to follow through on actions/changes. Needs a stronger
team below him. '. .

).
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i
.1

Ruitenbcek (Technical Services Director)
On his way out to.Brunei,
Although capable, he is far too defensive in his style and takes ~riticism far too personal and
hence struggles with appropriate breakthrough changes ..
Basically the job was beyond his capacity.

Peters (Oil Oirector-South, fonnerly Exploration-Director)
Significant challenge in his new role. Motivated to make it a success. Understandably still
riaive and his tendency to overcomplicate team dynamics particularly vis-a-vis Omanis,
Overall this job is the test he needs to assess his overall capacity.

",'

~

Eulderink (to replace Ruitenbeekl '.
Very encouraging start as Change Director, excellent people skills and pragmatic approach .
Clearly "right man in the right place and at the right time".

"
Al-Kharusi (FM)
Still somewhat remote from the remainder of the business. Needs stimulation/coaching to be
effective,

Overall organizational "healthcheck"
From the above it is not too difficult to conclude that PDO does not have a high performing'
. management team. More would be possible if the MD was better capable to understand
individual issues and engage in a more transparent and consistent manner. Some of his
management team were openly challenging the effectiveness of the MD and his credibility
internally and externally." . . ';
The strength of the top leadership (802+) is.also still uncertain .
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Unknown

From:
Sent:
To:
Subject:

Van De Vijver, Walter SI-MGDWV
29 May 200207:49
Watts. Phil B SI·MGDPW
RE: Reserves Replacement

Phil,

You will appreciate that this has my highest attention:

- remaining legacy proved reserves (de-booking risks)
• constraints on further appreciation
- negative impact of Oman and Nigeria growth absence (losing volumes to post leicense expiry dales)
- hit squads to find other growth opportunities on bookings
• impact of FlO's

No easy shortterm fixes possible. organic (prior 10 Enterprice) RRR stands at apcrox. 50 % for 2002.
With Enterprise we will exceed 100%.
On agenda for 9n.

---Original Message---
From: Watts, Phil BSI-MGDPW
Sent: 28 May 2002 10:S9
To: Van De Vijver,Walter SI-MGDWY
Subject: Reserves Replacement

Walter.
You will be bringing the issue to CMO shortly. Ido hope that this review will include consideration of all ways and
means of achieving more than 100% in 2002 • to mix metaphors .... considering the whole spectrum of possibilities
and leaving no stone unturned, Of course. it's the big FIOs that really make the difference. Also I'm wondering whal
Enterprise does to reserves life, replacement ratio and finding and development costs.

Phil Watts
Chairman of the Committee of Managing Directors
RoyalDutch/Shell Group of Companies
Shell Centre london SE1 7NA
Tel: +44 (020) 7934 5556 Fax: +44 (020) 7934 5557
Internet: PhiI.B.Watts@Sl.shefl.com

Incoming mail is certified Virus Free.
Checked byAVG anti·virus system (http://wM¥.grisoft.com).
Version: 6.0.567 I Virus Oatabase:358 - Release Date: 24/01(2004
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Prusellldiion Hem: Sponsor8ej by MGDWV

l 2 Z JUL Z002
NOTE TOCMD

Date:

Subject: RESERVES OUTLOOK

18,hJuly 2002

MGDWVFROM:

TO: CMD and Mrs. J.G. Boynton

. Please find attached a comprehensive note on the reserves position in EP.

Key objectives of this note are 1) to provide full transparency on the nature of our

resource base, 2) to outline the challenges we face in maturing volumes to proved
reserves, and 3) to indicate actions that will enhance performance,

Obviously reserves should be seen in the overall cycle of capital efficiency (F&D cost)

and production growth and "this ~II be further addressed in our upcoming business plan.

r\ Supported by~;) w. vande Vjjv':e:::r:---~-----
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Note for Discussion

RESERVES OUTLOOK

Executive Summary

Shell faces a challenge to achieve 100% organic Proved Reserves Replacement Ratio

(RRR) over the coming years - particularly during 2002 and 2003 - and simultaneously to

achieve its 3% p.a. production growth target whilst maintaining expenditure restraint.

One third of the total commercial hydrocarbon resource base of ·76 billion boe is

currently positioned beyond licence expiry. Other technical and commercial constraints.

further reduce the Scope For Recovery (SFR) portfolio that is available for maturation to

Proved Reserves over the medium term, with the result that only 60 - 70% of

production is likely to be replaced organically (i.e, excluding A&b) cluring the Plan

.Period. This equates to a shortfall of 2 - 3 billion boe Proved Reserves additions.

Until recently, the outlook for organic RRR in 2002 was bleak, at some 40%, but the

Kashagan Declaration of Commerciality paves the way for around 380,million boe to be

booked this year, raising tile organic LE to 63%. This is some 540 million boe short of

full organic Proved Reserves replacement, and there are only limited options available

~ith ';"'h.kh to materially reduce this shortfall. The Enterprise acquisition raises the total

LE (including A&P) to 133%, potentially also providing organic upside (up to 5% RRR).

Accelerating the booking of Kashagan to 2002 weakens the outlook for 2003 to sorne

70% organic RRR - some 480 million boe short of full organic Proved Reserves

replacement, with further downside in the event that Sakhalin does not go ahead. No
mature projects are currently planned with Proved Reserves bookings in 2004 that could
o~fe[ firm acceleration potential to cover the 2003 shortfall .

TIle OUs will continue to focus on the maturation of reserves, supported by input from

RtL and T&OE initiatives. However, given the magnitude of the Plan Period shortfall,

and the intangible nature of much of the Ultimate Recovery gains that we are aiming for,

it is imperative that we press ahead with additional measures that will help to address the
situation. [One option' for the short term could be the retention of Sakhalin as a

consolidated entity, although this would serve only to temporarily mask our underlying

problem. )Clear focus must therefore remain on unlocking reserves beyond .licence,

particuhrfy in SPDC, Abu Dhabi and possibly Oman, with every opportunity being

.taken to table this issue in negotiations with host governments.
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1. Hydrocarbon Resource Base

At 1.1.2002, the Group's commercial discovered resource base was S1 billion boe (risked:

expectation basis, inCluding oil sands and shales: Attachment 1a). This is believed to

compare with ca. 70 and 60 billion boe for ExxonMobil and 13Prespectively, leaving us

the least favourably positioned of the three to replace production. Nevertheless, when

the (risked) Undiscovered SFR portfolio is added in, the total rises to 76 billion boe,

indicating a totalresource life at current production rates in excess of SO years. On the

face of it, there appears to be little cause for concern in terms ~f reserves replenishment.

However, one third of the commercial resource base is locked beyond the lifetime of

current licences (Attachment 1b) and is largely inaccessible for the Proved Reserves

inventory until licence extension is secured. In principle, projects could be executed to

accelerate at least a portion of these resources to the within-licence period, but scoJ,>eis
.. 'i) severely limited in the two OUs that together account for 75%' of the volumes

" ; concerned, SPDC and Abu Dhabi. In both cases production must increase substantially

simply to produce the within-licence Proved Reserves that have already been booked.

New bookings in these Ol.Js ,;ill not be feasible at least until such production growth has
occurred.

Consequently, licence expiry reduces the effective commercial resource base in the

meantime from 76 to SO billion boe. This licence-constrained volume includes 1.9 billion
boe recovery from oil sands and shales, most or all of which is classified as mining

resources under SEC rules. It also includes the consolidated volumes for Sakhalin _

deconsolidauon .to 40% Group share will cause a reduction of 2.3 billion boe in the
resource inventory (Attachment lc).

Of the balance remaining after taking these factors into account (45 billion boe).

':) approximately 10 billion boe can be classed as "challenging", being subject to

commercial or technical risk (e.g. Pacific region gas market, heavy oil), or relying on

substantial increases in production [ate in order to be realized (notably SPDC and Abu

Dhabi. Attachment Id). In addition, reserves in Oman would be 'under threat if

production rates cannot be sustained. Attachments le and If provide further detail on
Reserves Life per au, while Attachment tg summarizes the main issues by au..

In summary, although there is clear potential for longer-term growth, the 'effective

resource base on which we rely for organic Proved Reserves Replacement over the next

fe~ years is restricted. As will be shown below, these restrictions make their, presence

felt in our" ability to replace reserves in the short- to medium-term. Consequently our

continuing production growth target will come under threat over time.

2
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2. Outlook for 2002 and 2003

2.1 2002 Latest Estimate

Compared with the 2001 Business Plan (56% organic RRR) downward revisions to the

2002 LE have outweighed the positives of Angola Block 18 and the deferment of

Sakhalin dilution (Attachment 2a). However, declaration. of cornmerciality on Kashagan

and the expected first phase of development FID should allow 380 million boe to be

booked in 2002. On this basis the organic LE is 63%, above plan, although it should be

noted that Kashngan was carried as a separate "big ticket" item in the Business Plan ..

UFDCl would be approximately US$ 10.3 per boe, including Kashagan, Even if reserves
could be fully replaced, the figure would reduce only to US, 6.4 per boe, significantly

abov~ the US, 3 - 5 per boe "comfort zone". BP, if they deliver on external reserves

replacement promises, are likely to be at the lower end of that UPDC range, while

ExxonMobil's recent performance (to 2001)is towards its upper limit.
. "

. !

Enterprise clearly dominates the A&D picture, driving a net RRR from A&D of 71%.
Of the 600 mln boe Strategic Options originally in the plan for 2002 (a 42% contribution

to total RRR), only 180 mln boe remain in the LE, mainly a risked volume associated

with the "Whale" coded project which realistically is now unlikely to be secured this year.

2.2 2002 Upside

The focus on project delivery continues, augmented by T&OE (although quick wins are

elusive at this early stage).

Further upside may stem from organic revisions to the acquired Enterprise portfolio.

Review of their practices shows that they were conservative in their approach to SEC

reserves declarations compared with Shell. Application of the Shell guidelines should

yield a few tens of millions of barrels, possibly with m~re to come from the natural flow

of revisions within the portfolio. The OU integration teams will pay particular attention

to this as the year progresses. In the meantime, and subject to confirmation by receipt of

more detailed plan data, it is assumed that Enterprise will provide some 50 million boe

Proved Reserves additions in 2002 and in each successive year of the Plan Period.

With these upsides, and neglecting Strategic Options, the total LE (mcluding ·A&D). for

the year would approach 140% RRR, of wh.ich 66%+ would be organic.

IUnit Finding and Development Cost. Based on plan Cnpex and Expex, including estimates for
Enterprise. UFOC figures are essentially similar whether expressed On GA or OA basis.
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2.3 2003

The following is based on the Capital Allocation project definitions 'that 'are "current"

and under discussion at the Capex and Expex Workshops, July 2002. As such, and since

the Business Plan is some distance from being finalized, the view is subject to revision.

The unconstrained portfolio of "organic" projects available to be ranked for the 2003

plan would deliver 1530 mln boe Proved Reserves additions during the year (Attachment

Zb), yielding 99% RRR and a UFDC of ca. US$ 7.7 per boe. The initial outlook is that

this will reduce to somewhere in the range 45 - 70% RJUZ after the application of

expenditure constraints, the bulk of the range being driven by the inclusion or otherwise

of Sakhalin", The upper end of the RRR range equates to a shortfall of some 480 million

boe compared with full organic Proved Reserves replacement.

AW'in taking the upper end of the RIill range for illustration, this would correspondto a

UFDC of approximately US$ 9.3 pet boe, US$ 1.6 per boe higher than for the

unconstrained portfolio. This figure is broadly in line with the expected result for ;A02
lind is still well above the level that our main competitors are likely to achieve ...L!?J
increase in UFDC on applying expenditure constraints is explained by the fact that many 17
of the projects that are likely to rank into the final progranune have already had their I .....
corresponding reserves bookedj . :;

2.4 2003 Upside

·1

Backfilling 2003 by accelerating bookings from later years might be feasible. However,

currently there are no firm big-tickets of a size to compare with Sakhalin and Kashagan.

Many of the projects that appear to make attractive targets for acceleration (due to their

large associated resource volumes) are currently phased later because of overriding

critical path constraints, not the least of which being completion of E&A activities in
several cases (Attachment 2c).

There is scope to manage the overall situation "for2003 without accelerating from 2004

(Attachment 2d), with the two major potential contributors being project "Whale" and

the retention of Sakhalin on a consolidated basis. Securing the former is not under our

direct control, and the project probably would not qualify as "organic" growth. The

latter (Sakhalin), whilst essentially being a "paper" gain, would in effect solve ~ur reserves

replacement issues at least until the end of 2004. Unpalatable though this might b~ in
terms of financial performance and market exposure, acceleration of other projects could

also be achieved only at a cost and with less assurance of delivery in view of POS (to
FID) at this stage. .

l Net of the effect of eventual deconsclidation to 40% Group share.
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2.5 T&OE: Status of Global Hydrocarbon Resource Base Review

The Global Hydrocarbon Resource Base Review has been in progress fot several weeks

now. Its objective is to gain improved insight into the technical state of the Group's

_. bydrocarbon resource base and the scope to improve recovery efficiency. The results

lind findings will drive future Technical and Operational Excellence initiatives.

Data is being gathered on all the major fields in the Group. At this stage the focus is on

inventorising and categorising the major elements of the resource base with a view to

identifying opportunities for improved recovery through comparative benchmarking and

comparison with best practice. For example, it is expected to confirm that waterfloods

in medium- to complex environments present both significant exposure and opportunity,

albeit in the longer rather than the immediate short-term .

.11 To date, twenty-two OUs have been engaged in the information and data gathering. On-
1

.r ' site reviews have been completed on six .of the twelve largest OUs - the remaining six

will be completed by the end. of July. Many issues related to the maturation of volumes

into reserves and production have been identified from which a collective picture will
emerge.

)

As part of the process, OUs are being challenged .on their progress against plan for 2002

and 2003 reserves additions, and-being offered suppott where required. However, at this

stage it seems unlikely that this review will identify material opportunities to enhance the

2002 reserves replacement situation, although any opportunities uncovered: on an

exception basis will be pursued.

:!

Data analysis and reporting will be completed in August/September. This is expected to

identify Global Themes for the development and integration of best practice into OUs

and help to ensure that the skills and technologies available within the Group are aligned

with the OUs, projects and recovery processes from which we have the most to gain.
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3. Outlook For Remainder of Plan Period

3.1 Historical Context

Over the last decade, Proved RRR has averaged 102%, 94% being "Core Organic" (i.e.

derived from pre-existing business - Attachment 3a). Majorrevisions had been made in
1990 (proved 1illR of 330%), on the back of which very few revisions were made in the
subsequent five years - the majority of additions during this period came from E&A.

1996 - 1998 were the only recent years in which organic RRR exceeded 100%, the

additions pret'aring Shell for its concerted effort to grow production in 2000 and beyond.

With the benefit of hindsight, some of the organic revisions made in recent years now

appear somewhat aggressive: principally Australia (Gorgon, struggling to reach maturiry)

and SPDC (bookings continued on the back of expected production growt~ that has still

to materialize, contributing to a bow-wave problem in the remainder of the licence).

Factoring these out (Attachment 3b), the effective total Proved RRR over the last 10

.years would be reduced from 102% to 88%. The underlying organic Proved; RRR

contribution from pre-existing businesses was 81%, of which 45% came from revisions

and improved recovery and the remaining 36% from discoveries and extensions .

.These observations help to set the scene for assessing performance going forward:

3.2 Plan Period

The following is based on the preliminary Capital -Allocation ranking process and

considerable further work remains to be done, particularly on building the programme

for 2004 and beyond. Whilst changes in the detail can be expected as this takes place,
they are unlikely to materially affect .the broader conclusions ..,

'I

The portfolio of projects submitted for Capital Allocation would deliver Proved RRR in
the range 59 - 83% averaged over the Plan Period (2003.- 2007), the exact position in the

range being determined primarily by expenditure constraints that have yet to be applied
to 2q04 and beyond. The upper end of this range would equate almost identically to

actual "Core Organic" performance over the last 10 years (Attachments 3c and 3d).

Assuming a final outcome for the Plan in the range 60 - 70% RRR on average, this would

dearly be well short of full organic reserves replacement, the deficit equllting to 2.' 3

billion bee in Proved Reserves Additions. On this basis, lind with corresponding

expenditure likely to continue at or close to current ceilings, UFDC is unlikely to be
brought significantly below US! 7 per boe.

6
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Consequently, for the short to medium term at least, we continue to rely on the delivery

of new business to the portfolio to underpin long-term growth, whether this be from

delivery of Strategic Options, A&D, or the release of licence-locked reserves.

3.3 Upside Potential

The additional 2 - 3 billion boe that is likely to be required to bridge tbe gap to .100%

organic reserves replacement over the Plan Period represents a challenging target.

Notwithstanding the continued efforts of the OUs to improve on production and

recovery efficiency, augmented by RtL and T&OE, it is clear that we will rely on major

initiatives to ensure that this target can be met. Of most significance are:

Licence Extensions

. )'
"J

Estimates of the volumes that could materialize during the Plan Period are speculative.

However, given that the total prize is a 26 billion boe resource volume, even a relatively

modest "wm" could make a major contribution to Plan Period organic RRR. Unlocking

10% of the licence-Iocke"d Expectation Reserves would yield a corresponding Proved

Reserves addition in the order of 500 million boe, with the advantage that such a gain

would hopefully be achieved at relatively low cost. Consequently the ongoing efforts to

tap into this resource must continue, with evely opportunity being taken to table. the

matter and apply leverage to Out advantage in negotiations with host governments.

SPDC: End of Reserves Moratorium

So far, it has been assumed that the moratorium on new Proved Reserves bookings in
SPDC Nigeria will remain ill place throughout the plan Period. However, if production

growth is achieved ·as currently planned, scope may emerge to relax this. Wi~hout

wishing to understate the challenges that we face in this regard, the total unconstrained
SPDC portfolio of projects submitted for Capital Allocation has the potential to y~elda

further 970 million boe Proved Reserves over the Plan Period, generatlng a 13% p.a.

average additional contribution to RRR and shaving US$ 1.0 per boe from average

Group UFDC. To reiterate, however, we can only begin to tap into this additional

volume after having first secured the production growth that is requited to realize the
reserves that have been booked already. .

Sakhalin: Retain Consolidated

Discussed above (section 2.4). Of the total 2.3 billion boe resource base that would

continue to be reflected in out consolidated accounts, some 900 million boe would come

into the Proved Reserves inventory during the Plan Period, providing an average 12%

p.a. contribution to RRR and a $US 0.4 per boe reduction in average UFDC.

7
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4. External Storyline

4.1 2001 Investor Relations

Presentations to investors in 2001 highlighted the revised 3% a.a.i. hydrocarbon

production growth rate 2000 - 2005, implying (if not specifically stating) that this would

be achieved organically. We did not explicitly commit ourselves on RRR, but. it has been

noted externally that a figure of 140% p.a, would be required if we were to achieve this

sustained rate of production growth and leave reserves' life intact. Thanks mainly to

bookings in 1996 - 1998, our oil reserves life of 12 years is now exactly in line with our

peers, while our position in long-term gas extends reserves life on a boe basis to 14 years.

,

Inevitably the external community has detected from our relatively poor Proved RRR~
and the resulting weakened urnc performance, a risk that Shell will struggle to deliver
its production growth target.,I

'..

In discussing resource volumes, Shell has stressed that the total contribution of additions '

(particularly discoveries) to the "expectation" hydrocarbon resource base is a more

reliable barometer for growth potential, thereby already distancing itself from the Proved
RRR. measure.

4.2 2002 Latest Estimate and Forward Plan

Notwithstanding the efforts that will continue to be made to improve on the outlook for

2002, we must prepare to deal with the fact that organic Proved RRR might n?t exceed

63%. (with Kashagan), although 70%+ could be within reach after pursuit ot possible
gains from the Enterprise portfolio and other upsides in the overall portfolio.

A&D, of which by far the biggest contributor clearly is Enterprise, provides an additional

71% RRR and brings the total towards 140%, even if no Strategic Options are secured.

This figure is consistent .with our stated production growth ambition, if stated 'on a total
basis.

Looking forward through the Plan Period, it is unlikely that the average organic Proved

RRR will rise much above 70%, implying (with current expenditure ceilings) an average
UFDC in the order of US$ 7 per boe.
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.;) 4.3 2002 Investor Relations Script

In relation to RRR (and indirectly to production groWtll and UFDC performance), the

following messages are proposed:

• Continue to stress the strength of the total resource base.

• Continue to highlight the major projects fuelling growth in the short and long-term.

• If required, acknowledge that organic RRR is less than 100% but distance ourselves

from it as a reliable "instantaneous" measure of growth potential.

• Again if required, note that Shell hASexperienced prolonged periods throughout its

recent history during which organic Proved RRR was less than t 00% and yet has

continued to deliver world-class technical and financial performance.

• Link the high Proved RRR of the late 19905 to our stated 3% a.a.i, production

growth target for 2000 - 2005, the one presaging the other. We continue with the

process of actively managing out portfolio and taking stock of opportunities for ~ IIb'
further growth beyond that. However we will not pursue growth to the detriment of t-' @
business value and shareholder return. Profitability is the key focus: the quality of the ~~~~
(booked) barrel is what counts: \JJ ~

I . D/' rl?/
messages already delivered externally by elaborating on the focus /

......bring to improving production, reserves, cost and skills deployment.

inevitably enhance the performance of our existing asset base and, we

expect, ~osjtion us even more favourably as partner and operator of choice in new
ventures.

•

9
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5. Forward Actions

The following are receiving attention for addressing the short to medium term situation
on reserves replacement:

• T&OE: The much-increased focus on production and recovery efficiency

improvements must inevitably yield results. Additional resources have been deployed

on the Global Hydrocarbon Resource Base Review, and in addition opportunities for
"quick wins" are actively being sought.

: '~
)

• Licence extensions: Particularly SPDC, Abu Dhabi and Oman, but also smaller

opportunities in Syria, Denmark (although Shell is not concessionaire). and

Venezuela. Every opportunity to leverage access. to post-licence volumes will be
explored.

• Russia: Opportunities to bolster our portfolio in Russia ate being pursued (e.g.
Salym, Zapo).

• Oil sands: Scope to increase the proved volumes associated with the Athabasca
project, aod potential future expansions, is being investigated.

.• E&A follow-up: Ways to increase the pace at which EM discoveries are matured
and commercialized to proved volumes will be pursued with high priority.

• OU .Initiatives: Identification and pursuit of opportunities within the established

core business portfolio continue with high priority, assisted by RtL and T&OE as

required. "Major" gains arc likely to be few and far between, however examples such
as Gtoningen upside (2003?) hold real promise.

)
-._--," 10
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Attachment Ia

Inventory of Group Resources at 1.1.2002 (billion boe)

Category Oil / NGL Gas Total

. Proved Developed Reserves 4.3 4.4 8.8
Proved Undeveloped Reserves 5.7 5.2 10.9
Probable Reserves 6.8 6.2 13.0
SFR Proved Techniques 8.0 6.0 14.0
SFR Unproved Techniques 3.5 0.4 3.9
Total Commercial Resources, Discovered 28.4 22.3 50.6

Sf'R Undiscovered 14.1 11.3 25.5
Total Commercial Resources 42.5 33.6 76.1

SFR Non-Commercial 7.0 2.4 9.4
Total Resources 49.5 36.0 85.5

Includes Oil Sands and Oil Shales. Rounding effects may be apparent

Attachment lb

Resources Locked beyond Licence Expiry

30 I II ..COlllmen:1a1SFR Post.llcence I

.IOxpectatlon Restrvu Post·llcente

25 ~====================~--------p-------r-------

w
o
.D

j 1511'690MMbOCVenemela(heaYfOI~ I ~
.D 120 MMboe Salym

o..._--- __

2003 2005 2007 2009 2011 2013 2015 2017 2019 later

lice nee Expiry Year
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Firm Constraints on Within~Licence Resources (at 1.1.2002)

Million hoe Proved Prob. Disc. Undisc, Total
Res. Res. SFR Sl'R

Oil Sands and Shales: no (eventual) contribution to SEC Proved Reserves
Canada Muskeg River Mine 600 299 83 982
Shell Oil Oil shales 745 745
Compollding GM Volum«: ,

175 175
Total 600 300 1000 1900

Sakhalin: Reduction applicable on deconsolidation to 40%
Oil 117 55 310 20 497
NGL 162 21 183

.:/,) Gas 1456 172 1630
::.O-J Total 120 60 1930 210 2310

12
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i Attachment Id

Possible Constraints 011 Within-Lic~nce Resources (at 1.1.2002)

Million boe Proved Prob. Disc. Undisc. Total
Res. Res. SFR SFR

Gas: (Potentially) Stranded SFR

Australia Greater Sunrise '555 555
Scot Reef / Brecknock 736 736
Other 384 403 787

Canada MacKenzie Delta (infrastructure) 152 46 198
Namibia Kudu (likely to be deleted at 1.1.2003) 431 577 1010
CormpondillgNGL VowmtJ 234 44 278
Total 2490 1070 3560

'y . Heavy Oil: SFR difficult to commercialize
Brazil All fields and prospects 200 573 773
Canada Peace River 999 999

MacKenzie Delta 31 94 125
UK Adaotic Mtrgin 93 93 .
Venezuela Urdaneta West 123 123
Uimsponding Gas Vowmu 10 118 128
Total 1360 880 2240
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. Oil Reserves that rely upon significant increase in production ~ate
Nigeria (SPDC) 955 838 1793
Abu Dhabi 136 136
Australia (WPL) 11 20 30
Total 1100 860 1960

Gas Reserves that rely upon significant increase in production rate

.J Nigwa (SPDq 302 376 678
Norway 208 86 294
Mlilaysia 337 114 451
Brunei 65 272 337
Denmark 9 9
Total 910 860 1770

Gas: Reserves (Possibly) Prematurely Booked

Au~tralia Gorgon 525 222 747
Norway OtmenLange 102 73 175
ComsjJVntlingNGL Volumu J9 10 '49
Total 670 310 970

13
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Oil: Reserves Life compared with Licence Life (1.1.2002)

Nlgori.(sPOC)
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• Proved Reset'V';!s lite

10 15 25 30 35

SPDC and Abll Dhabi cannot produce their currently booked oil reserves without

significant increases ,in production rate compared with 2001. For illustration, production

must increase by 70% and 40% respectively by 2008 to ensure production ~f Proved

Reserves within licence. The corresponding figures for Expectation Reserves are 140%
and 40%.

.»)
Woodside ("Australia (WPL)") must maintain 2001 production levels to ensure

production of Proved Reserves within licence, increasing slightly to secure Expectation
Reserves,

Brunei and Oman (PDO) must maintain current production levels throughout the

remaining licence duration to ensure production of Expectation Reserves: this might
prove to be a challenge for the latter.

_)
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Attachment If

Gas: Reserves Life compared with Licence Life (1.1.2002)

;./
'.J

N;gen·ISPOC\
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SPDC, Norway, Malaysia and Brunei cannot produce their currently booked gas reserves

without significant increases in production rate compared with 200t. For illustration,

production would need to increase by the following amounts in each case by 2008 - and

hold constant thereafter - to ensure production of the booked witlun-licence reserves:

Proved Expectation
SPDC ([rain 4/5 &6?) 150% 340%

Norway (Ormen Lange to F1D?) 70% 100%
''\

Malaysia (MLNG,TIGA?) 60% 80%': .1

Brunei 15% 70%

Denmark and the UK must maintain current production levels throughout the remaining

licence duration to ensure production of Expectation Reserves.
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Attachment 19

Hydrocarbon Resource Challenges by OU

Nigeria (SPDC): Oil production must ill crease by 70% by 2008 in order to produce the

currently booked Proved Oil Reserves (2500 MJ...:fboe).Alternatively, licence

extension must be secured. 50% of gas proved reserves (some 250 MJ...:fboe)

is "dedicated" to non-LNG outlets, unlikely to materialize - transfer to Train

4 & 5 (&6?). Moratorium on new Proved Reserves bookings.
\

Has one of the highest Proved.Expectation Reserves ratios of any OU (0.78),

despite not yet having commenced production. Possible Bonga and' Erha

over-bookings are to be managed, severe challenge to mature Bonga SW in

2002 (appraisal and development studie~ outstanding),

Production must increase by 40% by 2008 to enable production of booked

Proved Reserves. Alternatively, licence extension must be secured,

Gorgon stranded gas (560 MMboe Proved Reserves booked), possible

barriers to commercialization of much of the SFR portfolio.

900 MMboe commercial resource, mostly undiscovered, Heavy oil

(assumed), possibly presenting both technical and commercial constraints.

ca. 20 MMboe legacy Proved Reserves still to be unwound.

Peace River - 1200 MMboe SFR, heavy oil; possibly difficult to

commercialize. Mackenzie Delta - 200 MMboc commercial gas resource

stranded by lack of infrastructure.

1200 MMboe SrR, scope to accelerate pace of maturation?

SNEPCO;

Abu Dhabi:

Australia:

Brunei:

Canada:

Kazakhstan:

Namibia:

Netherlands:

'.1

~/

Norway:

PD~:

Russia;

Venezuela:

1000 MMboe gas srR (Discovered & Undiscovered) at risk due to lack of

critical mass for development.

Waddenzec: ca 25 MMboe Proved Reserves at risk jf project does not go

ahead. Possible GIIP- and compression-related upsides in Gtoningen

currently being worked.

Onnen Lange booking to date at risk if project docs not go ahead (100

MMboe Proved-Reserves already booked, 400 MMboc total resource).

Challenge to yield target production rates and hence reserves delivery. .

Sakhalin SFR maturation constrained (or not?) by LNG contract=.IP. ~
3800 MMboe total commercial resource Ol_l consolidated basis: reduced by ~~

2300 MMboe on deconsolidation. rf.. , 1_tJ)\V'"
Urdaneta West; 2100 MJ...:fboecommercial resource, heavy oil, much of it ,,",01€fog(()
cur~ently "lice~ce locked", but the real issue is technology and economic ~D~
ptolect maturation. fi~1 eS

A??fo~l 7~~ )fJc{j.
0~Ovr
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Attachment 2a

2002 Proved Reserves Additions: Latest Estimate
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Attachment 2b

2003 Organic Proved Reserves Additions: Unconstrained Capital Allocation

Portfolio
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Attachment 2c

Projects with major Proved Reserves Additions in 2004 - accelerate to 2003?

The following would be the prime contenders, as viewed today, for acceleration from

2004 in order to redress the 2003 deficit against the 100% RRR aspiration. They are the

onlY projects (as submitted for Capital Allocation) with unrisked Proved Reserves
Additions in 2004 that exceed 100 mln boe, or 7% RRR:

Project POS to FID Category Unrisked Unrisked

PRAJ RRR
A~lstralia Ceduna 10% E&A 130 +9%
Australia Sunrise LNG 15% Development 340 +23%
Egypt NEMED gas 24% E&A 130 +9%

j Egypt NEMED Lc 59 11% E&A 340 +23%
.~! Iran Bangestan 15% S04 (organic?) 300 +21%

QatarSMDS 50% SO (organic?) 350 +24%
Russia Zapolyarnoye Neocomian 50% SO (organic?) 760 +53%
Saudi Arabia CVI Upstream 10% SO (organic?) 730 +51%

Attachment Zd

Z003 Other Upside Potential

In addition to the ongoing efforts within the OUs (the fruits of which are not yet

sufficiently mature as t,o be reflected firmly in au plans), the following specific items can
be identified from the Capital Allocation p1'oject portfolio and from assessment of the
overall business:

Project

Secure Whale Strategic Option, de-risk, "organic'?

Secure Salym Strategic Option (de-risked)

Other Strategic Options (Itau, Kuwait OSA), risked basis
Retain Sakhalin consolidated
T&OE quick wins (highly uncertain)

PRA RRR
600 +42%

120 +8%

150 +10%

600 +42%

upto 150 up to 10%

up to 1630 up to 112%Total potential gain identified

3 Proved Reserves Additions in 2004, million boe
~Strategic Option

19
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Attachment 3a

Historical Contributions to Proved RRR

300%I I .. '02"..... I
o 14% New Bu$l"O$$, Organic

• 311'11Cot. Cl'llonlc, Oi"""",o., a E.Jc(en,'OI\S

"
200"Ao I

0%

.100% ~ ~ -J

1992 1993 1994 1995 1995 1997 1998 19911 2000 2001

Attachment 3b

Legacy / Premature Bookings

~'IIr---------~~--------------------------------~---------------------'
'1 legacy additJon5

legacy Add'itl(Jns:
SPOC (BookIngs";1hno __ 91"""''' prOduclIon (aI'J
Au:Wal~ (Gorgon)

.to~.*$led

lOO%I----------------------~

1993 1995 199$ 1997 1996 1999 2001
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Attachment 3(;

Plan Period Organic Proved RRR

1~~r------------------------------------------------- __-.
c EM 2001 Out
~EM 200)0,. .....
• EM,2OOl8tH
O~Mtt'II2'O!U0III
00.._""""""",
AKIfINlpi

.,S .. h.."" {of0%)
!.O!Yc!rfmflni 200l £iu4;'

00%

.
00%

This plot shows the full 2002 Capital Allocation data set for Existing Business. Only the

progtanunc for 2003 has so far been ranked and constrained to fit within Capex and

Expex budget ceilings (the "Base" dements referred to in the plot), and this ranking
must be.viewed as very preliminary.

Enterprise is carried in "Base Development" at 4% a.a.i. production growth and 50

million boe per year Proved Reserves Additions: these figures to be confirmed upon
receipt of Enterprise plan data ..

Indications are that organic RRR averaged over the Plan Period (2003 - 2007) will be at
least 59% (41% from Development activities, inducting Sakhalin and Kashagan; 18%
from new Exploration and Appraisal activities). .

Without expenditure restraint, the maximum deliverable organic RRR would be 83%

(53% from Development, 30% from new E&A).

FOIA Confidential
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With expenditure restraint applied to 2004 and beyond, the organic RRR delivered by the
Plan will dearly be at some point between these two extremes.
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Attachment 3d

Plan Period Organic Proved RRR in context with History

CUAU_
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j
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, -
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This plot attempts to show the outlook for org.HlicProved AAR in context with the past.
Full consistency in the view cannot be achieved, since. the Capital Allocation data for the

future is not segregated to show the true contribution from (historical) E&A activities:

.,
)

"Core Organic, Growth" equates to "Revisions and Improved Recovery" in the

historical part of the plot, but to "Development activities" in the future. Consequently

this includes reserves that actually stem from recent exploration discoveries.

"Core Organic, Discoveries" equates to "Discoveries and Extensions" in the historical

part.of the plot, but only reflects the contribution of new E&A activities going forward.

Enterprise is carried in "Core Organic, Growth" at 4% a.a.i. production growth and 50

million boe per year Proved Reserves Additions: these figures to be confirmed upon

receipt of Enterprise plan data.

)-. -::_/
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•-1'-- Van der laan. Marian M SI:.MGDwVIOIRMB

I ).00 _\i.:I.;. 0

F.,om:
Sent:
. To:
Cc:' .
SUbject:

Mair, Jim JH SIEP-EPB-B
23 September 2002 06;57
Van De Vijver. Walter SI-MGDWV
Brass. Lorin LL SIEP-EPB; Coopman, FrariR F SIEP-EPF
RE: Australia Visit

Waller,

Thanks for the debrief. 'f possible rd like a face to face this week to cover the issues and way forward. Appreciate you
have CMD today and tomorrow. Also rm out from Wednesday morning unbl next Tuesday so may have to be by
phone. Will contact Marian reo a suitable time fOr you, Lorin and Frank.. Atlached is an update on WestminSter
activities for your information.

Jim

-$arttlcaUon emiln
for .Blanch._

---<JriginaI M~--
From~ Van De Vijve', WiJIter Sl-MGOWV
Sent: SInIay, September 22, 2002 11:.32 PM
To~ Millr, Jim JH SlEP·EP6-B
CC:. BriIs';, LorIn 11. SIEP-EP8; Coopman, Frank F SIEP-EPF
Subj;,ct: fW: AuWillia, VisIt

Wrt Westminster.

Obviously I did not raise it with AkehursUGoode.Akehurst apparently enjoys disliking them ,foremost as they do
not want to appear to spend a money on NWS.
Any thoughts about Akehurst being ready to retire forget it,he is obsessed with status and money!
Goode got so fed-up with him· that he only has 2 years contract (base UK 1 million base) from 312002 onwards

• eventhough he acknowledg.es himself that there is no successor in Woodside and that he does not know anyone
better, '. . .
Also met briefly with Peter Mason of JP Morgan.NOthing really new,he believes that BHP will not be stopped
acquiring Woodside (Will only be required again to confinn headquaters in Melbourne) ,timing ideal to be .
October/November (also to finish before planned Telstra privatisation next year). .
The obvious waste in the current set-up is obvious but than again they seem to want to make things as
complicated as posslble down under .. must admit that 1really wonder why we need to re-create SOA if uffimately
operations will need outsourcing to the new merged company and furture revenue is solely linked to partner
alignment with Phinips,CT etc to get the stranded reserves in the cue for development
, will need a very' convincing portfolio and metries to make it happen. Paying a premium upfront is going to make
value realisation difficult
Have to got a forward process defined to 1) close Valuation gap 2) resolve NWS mode' (Shell gas marketing does
not appear that relevant anymore) 3) get fail-safe tactics 11 .
The difference with base case (an im proved as per attached) needs to be prepared.
Thanks,
Walter

----(JfIgIn31 Message--
From: Van De Vijver", WaIm" SI-MGDWV
Sent 22 5epIenbet 2002 18:01
To: watts, PhIlip B sr-MGOPw; Van del" Veer, Jeroen ) SI-MGDN; SkInner, Paul PO SI·MGDP$; Bmded, M3koIm A Sl-MGOMB
CC: Boynton, Judith G SI-fN; Gardy, DomInique 0 SEPt-EPA; Van De VlJver, Walter" SI-MGOWV
Subject: Australia VIsIt •

I just returned from 4 days In Australia (Pef1h.Karratha,Melboume }.MaICQIm and I shared a day with SDA (Shell
Development Australia}.Malcolm's visit was focused on his RMD/G&P rare whilst my visit was driven by wanting to
get a first-hand experience of the Shen /Woodside relationship.
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..oi .L.-'" -~. took the o~rtunity to mee~ many Shell staff (including secoodees in WOodside) a~ spend signifteant time with
:..~' • John Akehurst (CEO WQOds,de) and with Charles Goode

(Chairman Woodside).
Tim Warren's arrival has certainly done good for aU involved and he is enjoying it!._

Sonie observations:

- Sunrise project is struggling (cost increase.reserves decrease,PhiHips has stronger position.too much noise in
press. East -Timor complications) and wiU need concentrated effort to keep it alive. Joint EP/GP tactics to be
worxed urgenUy and hopefully to CMD for update end October.This is a Group reputalional issue due to the high
profile given
on this FLNG opportunity. .
- NWS is looking good (record production last month at 550,000 boe/d) also wrt Train 4 construction. Partners not
aligned on f~ commitments (Train 5,newoffshore .
developments,refurblshment scope onshoreJoffshore).Of concem is pre-occupation with growth (wanting to
execute all activity asap },increasing cost structure and HSE periormance. It is amazing how much the plant·

. pelformance is stHI dependent on Shell expats on site in Karratha,clearly doing a good job wrt to asset-utilization.
: _ Internal conflicts on what stranded gas reserve Should be ·out 01the block- next as Woodside does not have
equity In Gorgon (tI1e next logical choice).partner alignment
following strategy review Is the no-f priority here in AUstralia where market constraints and Australian politics are
sufficient hurdles that you do not want companies .
to disagree or send mixed messagesl This should also'involve our preparedness to exit several assets (eg
exit/swap Btacktip/ChuditchlEvans ShoaVScott Reef-Btecknock).
- relationship between Shell and Woodside Is not as bad as t perceived:
- some mutUal inlemationalopportunlties being worked (eg libya, Shelf GoM)
- SheH staff like working in Woodside rdynamic enVironment·)
- more Shen input is being sought (acquisitions,HSE help)
- China deal was very big boost for everyone

but.

- JA remains' very manipulative and very focused on his personal agenda (be independent and international)
- Woodside Board not as effective as It could be on chaDenge {budgets.capitar1Z8tion of exploration expenses,cost
structure (foremost ovemead),growth portfolio) • .
- JA trying to push forward with $ 1.5 billion acquisition of small US independent with scattered portfolio that has
never been on our radarscreenl .
_Woodside would struggle tremendously if we would Withdraw our 65 secoodees mostly In key positions.
- company should focus more on growth in Australia (asset acquisitions,small independents through industly
consoildation,CBM) and New Zealand,also as oil production .
win decline (Laminaria) and the sCale game will have to be played to survive profltably.Also there appears to be a
too negative view on reserves ouII~ ,even in core areas as NWS which hence parUy drives their international
aspirations. .
- our current set-up with SDA plus Woodside is obviously high-cost,foremost as half of SOA staff (just under 100 in
total) are expats.This Is not ~cceptable foremost as also
many Austra~ans are abroad.·

.We win be tested with their' acquisition proposal shortly Ooin or dilute.Sheil equity would be some $ 200 mHliori}
whUst we wIlI.have to decide hoW much we can improve the status -qeo (ful"1tler alignment.cost reductlons,US
GAAP.capital efflCiency,shift to 'ocal growth/acquisitions1 versus the Westminster route. .
t must admit that Ihave lost some of my appetite for Westminster but we will work that further in <?ctober also.

I assume Malcolrn will add his personal perspective on SheH InAustralia_
(Whilst in Melbourne' was also given a quiClt update. on the coded OP projects).

Regards.
Walter

Walter van de Vljver
EP CEO and Group Managing Director
Shelllntemalional B.V.
PO Box 162,2501 AN The Hague, The Netherlands

..~

2
FOIA ConfidentiaJ

Treatment Requested

HAGOO084945

-_ .. - -_. __ ._------------



Case 3 :04-ev-0037 4-JAP-JJ H Document 365-4 Filed 10/10/2007 Page 2 of 65

, • (1;"';>,.,._ .

~·T.I; +31703777427 Fax: 2555other Te': +31703771675
>' • Email: Waner.W.VanDeVIjv~r@si.shell.com

Internet: http://www.shell.com

•

.~

3
FOIA Confidential
Treatment Requested

HAGOOO84946



30 Copy of Miriute to: none. .
EXHIBIT

V<~>t,._.A.e...(1 U'Ju//
iL

Tt/b7

Case 3:04-cv-00374-JAP-JJH Document 365-4 Filed 10/10/2007 Page 3 of 65
",

1. , /J
. "r"'-..~ DRAFT.'. '

~....
1 No. 2526

2
3
4

5

6

7

8

9
10

11
12
13
14

15
16

17

18

19'
20

21

wosr CONFIDENTIAL

COMMITTEE OF MANAGING DIRECTORS'

MINUTES OF THE MEETING HELD IN LONDON

.ON MONDAY, 22 AND TUESDAY, 23 JULY 2002

Present: P B Watts Chairman

J van der Veer
P D Skinner (Items 1-7, 9,16-19,28-40)

W van de Vijver

M A Brinded

In attendance: JG Boynton

KA Ruddock Secretary

22 1. MINUTES

23 The Minutes of CMD Meeting No. 2525 were approved, as amended.

24

. 25 2. MA&D REPORT

26 Neil Gaskell entered the meeting. He presented a report on acquisition options
27 which was discussed by the Committee.

28 Lynn Elsenhans entered the meeting. Neil Gaskell presented a further reporton

29 the Group acquisition and divestment activities.

31

32 3. POST ACQUISITION REVIEW

33 Lorin Brass, Gregory Hill, Ron Blakely and Lynn Elsenhans entered the meeting;
. 34 Neil Gaskell was in attendance.

HAG00083068
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2526M

DRAFT MOST CONFIDENTIAL

Neil Gaskell presented a review of the Enterprise and PQS acquisitions. The

presenter commented that, in respect of Enterprise, the high level of Shell

preparation was viewed by both external lawyers and the banks as coming dose

to raising "off market" issues in the UK However, clearly the Group did not

want to carry out less preparation for these potential acquisitions and in part the

issue may be one of educating external advisers.

Having two substantial deals running in tandem did put pressure on the system

and in particular PQS struggled to get attention over Enterprise. In PQS, the.

bank's role ran much more satisfactorily than with Enterprise. In relation to PQS,
the bank was clearly in a support role and already knew the business. With

respect to Enterprise, the bank was not sufficiently proactive but did fulfil its

statutory role, as required by UK law, well.

In respect of integration, it was considered important that an integration leader

be appointed as soon as possible in the process and that a specific team, distinct

. from the deal team, be appointed to support the integration planning effort,

unless it was known in advance that competition clearance would cause delay.

The Committee commented that generally these deals had demonstrated a high

internal capability. The introduction of a deal file and thorough preparation had

contributed significantly to the success of both transactions. The divestments

experience gained in Chemicals had also been useful.

In relation to confidentiality concerns, and the numbers of people to involve, this
was dearly always going to be a difficult issue, but if the right people were not

involved early, work would be created later in the process. For future

.transactions a small steering committee should be appointed with other

personnel only involved on a strictly need to know basis.

The Committeecommented that the interface with the European regulators, in

particular the competitionJaw authorities, appeared to be much better than in the

US, especially in relation to the FTC. With both Spectrum and PQS, the FTC had

not reacted as had been anticipated. The Committee was concerned that the

Group did not appear to have access to the best legal input in respect of U~

~ansacticins and Judy Boynton undertook to investigate this further ".

Lorin Brass presented a review of the Enterprise Oil transaction. Itwas noted in
particular that the adjusted Enterprise plan was very close to the Shell forecast

.prior to the transaction, even taking account of the UK tax changes. Itwas noted
that development of the Corrib field may be delayed until 2004 as planning

consent had been refused for the terminal. The Committee queried whether the

Group had sufficiently well placed contacts with the Irish government and

2
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regulators. Paul Skinner undertook to explore this issue further in consultation

with the Country Chairman in Ireland. Itw~s noted that an Enterprise progress (

review would take place in 03/20.m..... A fllll post io\[.esbnent review will ta_k_g__

place in Q1/2003. _

Ron Blakely presented a progress report on the integration of Texaco's interests

into Shell Oil Products in the US and of Spectrum in Germany.

In the US, although the merged entity had a 14% market share, it achieved this

with a much higher number of service stations than its competitors. Staff would

remain with Equiva Services until the end of 2002 when they would transfer to

Shell Oil Products. Until the service level agreement had been put in place with

Saudi Refining Inc (SRI), the full organisational change could not be

. implemented. This was targeted to take place on 1August 2002. The Committee

commented that the relationship with SRI appeared to be working well although
decisions did seem to take longer,

Aggressive rebranding of service stations will enable the Texaco brand to be

withdrawn from' the US retail market before the end of the exclusivity period.

The PQS transaction will impact both the lubricants. rationalisation and

integration efforts. To the analysts, the position could be summarised as being

/Ioff to a good start". The Committee noted that the sensitivities of SRI should be

borne in mind in making any public statements. The COmmittee queried the.

position for former Texaco employees and their pension funds. The presenter

explained that these issues had been specifically addressed pre-dosing and that
liability would remain with Texaco ..

With regard to Spectrum and Germany, the presenter explained that the potential

for synergies appeared to be improving. The early exercise of the put option may

expedite this as it would mean that there were no longer two owners involved.

Brand was a challenge as DBA had a very strong presence in the German market

and indeed was probably stronger than the Shell brand post Brent Spar.

OP considered eMerger, which was a synergy capture and tracldng tool, to have
been very useful.

In respect of the remedies required in Germany, the Committee appreciated that

potential divestments were being made into a very competitive market with BP

similarly trying to divest a large part of its business.

The Committee noted that OP appeared to be delivering against their promises in
respect of both transactions.

Copy of Minute to: P Skinner, W van de Vijver.
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4. PROCUREMENT

[eroen van der Veer explained that it was proposed that, while procurement

would remain the responsibility of individual businesses, the profile of C&P

generally should be raised and progTess maintained in pushing forward the

agreed C&P stTate~. This could be done by taking C&P out of ID and having it

report to a CMD member directly which would enable "Big Rules" to be applied

across all businesses.

The Committee commented that C&P generally appeared to have improved

markedly. All businesses had dedicated high quality senior resources to address

the historic problems with C&P. TradeRanger was conducting more business but

itwas still too early to say whether it would be a success.

The Committee discussed how the current C&P improvements could be

sustained in the longer term. It was recognised that procurement was one of the

most difficult change management areas in any company.'

The Committee believed that there was value in raising C&P's profile but was

not sure about the tasks and organisation of a specific C&P director for which a

job description needed to be drawn up.

The Committee also wondered whether, by appointing a .C&P director, the

current accountability which each business had for its C&P component would be

diminished. The Committee sought assurance that the appointment of a C&P

director would add value to the process and was keen to a see a detailed job

description and tasks and targets for the first 12 months.

Jeroen van der Veer confirmed that he would come back with a detailed job

description for the C&P director role in early September.

Copy of Minute to:J Van der Veer.

2002 PLANNING CYCLE PREMISES AND SENSITIVITIES

Lynn' Elsenhans, David Lawrence, Mark Turner, .Evert Henkes, Linda Cook,

Lorin Brass, Mark Williams and David Kinder entered the meeting.

David Lawrence introduced a series of presentations from each of the businesses.

in respect of the premises and sensitivities.

The Committee noted that in some cases the same factor could have very

different outcomes in respect of the EP and OP businesses. One feature of OP

~ 4
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rate figures should stand as proposed.

Copy of Minute to: D Lawrence.

CHEMICALS VISION - INDUSTRY STRUCTURE

Rosemary Mecca, James Smith, Stan Park and Simon Lowth (McKinsey and Co)

entered the meeting.

James Smith gave a presentation on the Chemicals industry structure and the

competitive environment.

.In particular the presenter highlighted the significant change in the Middle East's

role as a future exporter of product to China and Western Europe's increasing

role as an importer. The Group's focus. was in the "cracker plus 1"area. The

merchant market was contracting which was a challenge for the Group as this

was 40% of its business. One issue for the Middle East was whether support

could be obtained for ROACE objectives. For sustained long-term growth,

presence in Asia and the Middle East was vital. The Committee queried whether

the basic business model would change if a shift took place to these new areas.

The presenter commented that capability would be diminished if the Group was

not present in these areas.

There was still scope and a requirement for industry consolidation and the

Group had -to determine whether it wanted to be part of that. If a sale was

considered, it would not be easy to find a buyer for the entirety of the business.

In addition, the impact of a potential sale on the interface between Chemicals and

the rest of the Group had to be considered;

The Committee commented that a great deal depended on whether China would

assume the importer role anticipated or whether it would prefer to build its own

capacity. Inboth the Middle East and' China, considerati~n would need to be .

given as to who the best potential partner Or partners would be. The new

mindset required was one of global marketing. However, it was recognised that

having a strategic partner in either Asia or the Middle East could limit the

Group's options.

The presenter commented that of the traditional players, ExxonMobil was

probably best placed and there was undoubtedly still a gap between Shell and

ExxonMobil (and in tum between Shell and BP) which was largely due to

physical configuration differences. ExxonMobil could improve but did not have

a major step change available to it, The Committee recognised that at some of the

'RM 6
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Group's major refineries, such as Deer Park and Norco, there were already

outside parties in place which would constrain possible choices with regard to

Chemicals. The Committee suggested that the value of integration needed to be

examined in detail, focusing on the size of the prize and doabiltiy. This was a
. ,

key deliverable.

The Committee queried in respect of Basell as to why it was that a company with

a strong market position and good technology had such structural performance

problems. It appeared difficult to identify what was inhibiting performance. The

Committee anticipated that a potential buyer. of Basell may well be conflicted.

The Committee suggested that all M&A options' should be considered. The

alternative was to consider becoming a purely commodity player which would

involve developing a different long-term strategy.

The Committee suggested that Chemicals devise a short summary describing the

elements of the perceived strategic benefit in retaining Chemicals in the Group

with a NPV US Dollar figure listed against each. The Committee wanted to

know to what extent having Chemicals in the Group increased the Group's value.

The Committee expressed its appreciation for the quality of the paper and
presentation and believed that its level of interaction with the Chemicals Vision

Team had been a very positive start to the overall process.

Copy of Minute to: E Henkes.

SAKAHLIN

Rein Tamboezer, Din Megat, Peter de Wit, Steve Kersley, Michael Blaha, lain Lo

and Linda Cook entered the meeting. .

Rein Tamboezer and Peter de Wit explained that there were still major risks

associated with this project, in particular as no firm gas sale arrangements had

yet been put in place. Inparticular, there was considerable uncertainty in the gas

market until the pricing on Guangdong had been determined: 'The presenters

confirmed that if Guangdong prices proved to be at the low end of the'

anticipated range" that would nonetheless not be likely to lead to reopening of

current higher' price existing contracts until contractual' price reviews (which

generally occurred approximately every 5 years). Customer reluctance to

commit to offtake supply was largely attributed to. the lack of growth in Japan
and the appreciation by probable customers that they were not Under time

pressure to make. a decision.

!6M 7
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Both Korea and Japan saw Sakhalin as a regional strategic asset which was better

placed in the long-term to supply their requirements than most other likely

sources of supply. The potential customers did appreciate that the Sakhalin

partners needed to reach a decision soon. The Committee queried what

customer reaction would be if they thought Sakhalin might not go ahead. It will
be necessary to enlist the assistance of the Japanese participants in the project to

secure wider Japanese support. The presenter confirmed that prospective

Japanese customers did have flexibility under their current agreements to take

additional Sakhalin gas.

The Committee considered that' the list shown of the consequences of not

proceeding was unduly negative. It should rather be viewed as a fist of items

which might be affected but should be put no stronger than that. If Sakhalin did
not proceed, prospective customers may respect the Group all the more.

The Committee queried whether, if the Group did not fund the project, "Japan
Inc" might do so itself. The presenter thought that, if the project was strategic for

Japan Inc, then Japan would find the necessary funds. The key to future success

lay in achieving bankable contracts with customers now.

The Committee thought that, even' if firm gas offtake commitments were in place,

the project would still not be ready to go to FID. One option which could be

considered was whether increased cooperation with Sakhalin Imay improve the

economics. The Committee considered that, if the project were to continue, it·
would be on the basis of long-term strategic positioning and prospects. At

present it was viewed as a marginal project where the economics had not

improved in the last six months. It was noted that a VAR 4 would take place

before the end of 2002. Greater consideration should be given to the

consequences of a much-reduced LNG pricing level if the Guangdong outcome

was at the lower end of the range.

The Committee noted that the Group is viewed as a leader in this business and
the market generally would understand if it chose to walk away or to slow down

the pace of development. The Committee, however, considered that the Group's

decision should not be constrained bywhat the market would expect

The Conunittee considered that the project clearly had potential real value but

also had Significant risks associated with it.' There was support for continuing to

retain optionality .by going forward but maximum activity was required in

securing gas offtake commitments, particularly in Japan.

The Conunittee noted that in three months time it may tactically be desirable to

put the project on hold to concentrate the' attention of potential customers. The

~ 6
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critical importance of the supply of LNG to Mexico for the success of the project

was also noted.

The Committee considered that the overall message to customers and partners

should be that the Group did want to do this project if it could get the support it
required from partners and customers. It would ultimately be a very difficult

decision but nonetheless work should continue on the basis that FID would be

taken in March 2003. The set of conditions precedent should be made crystal

clear with a timescale for achieving each of them. A tactical plan on how best to

manage the process would be put in place to be reviewed by the Committee on a

three monthly 'basis, with the reviews to take place at the end of each of

September 2002, December 2002 and March 2003.

The Committee noted that ExxonMobil had expressed an interest in examining

synergies with Sakhalin 1 although there was a concern that this may be a

spoiling tactic to slow things down.

The Corrunittee expressed its. appreciation to the Sakhalin team for its

determination in pushing forward with what was dearly a very difficult project.

Copy o/Minute to:W van de Vijver, L Cook..

IT ARTICLE RE: TOLLING AGREEMENTS

Lynn Elsenhans, Mike Warwick, Simon Henry and Mary [o Jacobi entered the

meeting; Linda Cook was in attendance.

Linda Cook explained the sequence of events leading up to and following the

publication in the Financial Times of two articles on Monday, 15 July 2002

relating to Shell's tolling transactions in the US. The Financial Times had

published a third article on 18 July referring to comments made by IJ Traynor of

Deutsche Bank. It was understood that Deutsche Bank had lodged a letter of.

complaint with the FT.

The COmmittee noted that the reputation of Royal Dutch/Shell in The

Netherlands had been particularly. badly affected due to extensive television

news coverage.

The presenter commented that. a number of lessons were clear. Greater

preparation should have been made for the worst-case scenario and it was

important to establish proper ownership of the issue earlier. The Group's

complicated internal structure made reacting quickly more difficult and it was

accepted that the reactive press release should have been issued by noon on 15

~ 9
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July. It was suggested that media training in the Group be broadened generally

and that great care be taken when using internal jargon externally. Issues

management should be tested in Gas & Power "affiliates" (e.g. Shell Trading and

SGS) and the company secretaries must be involved earlier.

Issues management in Shell Trading should be linked into general Gas & Power

issues management. Half the calls received occurred in the first few hours after

publication and were predominately from analysts and investors rather than the

media. Most of these calls were fact finding in nature but the information
required was not immediately available.

It was noted that in the post Enron and Worldcom climate, former employees

with grudges were now being taking very seriously inany allegations they may

make about their former employers. It was noted that the individual who had

made these allegations had not been a senior employee. Although described as a

general manager, he had no subordinates and was employed at JG3 level. His

job title reflected a trend in the US for "title inflation". The Committee thought it

desirable that a common ter~ology for titles be developed across the Group
worldwide.

The Committee understood from contacts with the Editor of the FT that it wished

to develop a more investigative style and sharper edge in its reporting.

However, the FT·also had to be aware that it carried huge weight and authority
within business and any reporting must be accurate.

The Committee also noted that, in the current climate, careful thought needed to

. be given to any unintended conclusions which could be drawn. For example, it .

might have been preferable to have fielded someone other than Debbie Wernet
for the interview, given her Enron background.

The Committee asked whether there Were any other concerns in relation to Coral
of which they should be aware. Mike Warwick explained that there was some

potential litigation in California and that the FERC investigations arising out of

Enron's practices were ongoing. It was anticipated that these investigations
would continue through to May 1003. .

The Committee asked whether Coral in particular, and Shell in the US generally, .

had engaged in any "wash trades". Mike Warwick confirmed that no wash

trades had been uncovered in Coral during the investigations earlier this year

and that the FERC had been notified accordingly. Of the ten objectionable

categories of Enron behaviour identified by the ~ERC, Coral, and Shell generally,
had not engaged in any. There were some trading practices which Were

2526M 10
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considered normal which Coral had engaged it!which had been notified to FERC

for the sake of good order and completeness.

The Committee asked whether it could state without reservation that all matters

had been investigated in Coral and Shell in the US which might pertain to Enron-

type behaviour, especially "wash trades". Mike Warwick explained that these

matters had been investigated intensively, that no evidence of any misbehaviour

had been found and that Coral had no motivation to engage in any such

behaviour.

The Committee noted that having the note in the Accounts had proved very

helpful in this instance and that there had been no communication from the SEC

or the New York Stock Exchange, possibly as a result of the note.

The Committee queried whether Master limited Partnerships (MLPs) were

creating a problem. Mike Warwick commented that he was not aware of specific

concerns in this respect.

The Committee expressed its thanks to all involved in dealing with this issue and

in particular expressed its appreciation for the media and investor' relations

response teams who had handled the large number of queries on the day in a

very professional manner.

Copy of Minute to: L Elsenhans, L Cook.

Q2RESULTS (OIL PRODUcrS)

Ron Blakely and Tim MOrrison entered the meeting; Simon Henry was in

attendance.

Tim Morrison presented the Initial Q2 results for the Group and Ron Blakely

presented those for OP. Given that Q2/2001 had been a record result for OP, the'

OP results for Q2/2002 werealways likely to fall short. In particular, in 2002,

refinery margins were difficult in Europe. The East Zone had turned in a good
performance but in the South Zone the difficulties in Brazil and Argentina had

pulled the results down. In trading, the shipping results were disappointing.
. .'

Canadian results were affected by having the three refineries shutdown during

the period, although this may prove to have been opportune in the economic

circumstances. In the US,OP's strong refining position on the west coast may act

to its detriment compared to ExxonMobil and BP who were better placed

geographically given the relative refining margins.

2526M 11----.._
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1 In retail, SEQr had performed well in Europe, but so had the competition.

2 Following the Ql results, expectations were going to be very high and

3 accordingly a very strong and aligned story needed to be developed.

4 The Corrunittee requested the development of a step chart quarter by quarter for

5 OP and its competitors. From a structural perspective, it was believed that Shell

6 benefited from a $1 per barrel advantage over BP. Care needed to be taken with
7 the storyline, particularly as DEA acceleration was about to be announced .. The
8 key factor was whether in these economic circumstances Shell was under-

9 performing compared to its main competitors. Transparency in giving the 'or
10 story was the key.

11 Across the Group, EP generally was in line with analysts' expectations while OP

12 and GP would be disappointing. Chemicals had performed very well but, given

13 the amounts involved, may not feature prominently in the overall story. The

.14 minimum analysts' estimate for the Q'l results was $2.2 bin.

15 Copy of Minute to: P Skinner, T Morrison.
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Rosemarie Mecca, James Smith, Stan Park and Evert Henkes entered the meeting,

James Smith gave a presentation which evaluated the strategic options in

petrochemicals and in particular reviewed Shell's portfolio strategy, its

competitive position and performance, and the.key strategic issues faced.

In terms of competitive position and strategic confidence, the Group position was

.particularly strong in base chemicals. The Committee suggested that SADAF

should be included for the sake of completeness. It was noted that SADAF's

styren~ and cracker businesses were particularly well placed. EO/G and

polyethylene, as readily transportable derivatives, were key In the context of

possible developments. in the Middle East. In polyethylene, Basell was the. ,

market leader in Europe but did not have a global position, nor a presence in

North America. While the additives business was not strategic to Shell

Chemicals, and could be considered as a potential divestment, it had a greater

relevance far OP. In respect of catalysts, the EO/G part of the business was very

successful but the remainder, which related to refinery catalysts an~ was asset

intensive, was potentially divestable.

The Committee found the presenter's presentation of average ROACE for the

component businesses within Shell Chemicals particularly helpful.

~M 12
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With regard to Basell, the Corrunittee noted that Basel! had certain strengths and

was achieving synergies hut nonetheless had a record of poor profitability. The

Committee needed to understand why this was the case and whether a ROACE

of 15% was achievable by 2006. If so, what steps needed to be taken to reach that
objective.

The Committee recommended. that the presenter prepare a separate story

specifically on Basell, to gain understanding of the market conditions faced and

what self-help measures were available. The presenter reminded the Committee'

that a moratorium on divestment was in place until 1 January 2005 under the'

shareholder agreement.

With respect to Basell, the presenter commented that he did not see any major

impediments due to Basell not being a 100% Shell entity although Cleo would

probably already be in place if Bassll was 100% Shell. The Committee

commented that value and doability were key elements in reviewing each of the
options to be presented by the Team. The Committee also commented that the

Team- should investigate what Basell should look like were it to become a 100%

Shell entity. The Committee believed that it was very important to gaul sufficient

understanding of Basell to enable the Committee to undertake a detailed review

of its future and to enable Conference to do the same.

In respect of the North American ethylene market, it was noted that buyers had

the option to build their own plants. While it was tenable to remain in this

market for the longer term, it may not be as strategically strong a business as it

might otherwise he. The presenter commented that Shell was heavily exposed to

the merchant market which accounted for 40% of Shell's total production. The

Committee noted that this was a very volatile market but queried whether there

may be scope for selling this business to take advantage of an upturn in the.

market. The presenter responded, however, that he 'thought potential buyers

would look at the business in the.longer term.

With respec~ to Shell Chemicals' strengths and weaknesses, the presenter

emphasised the strength of the Chemicals' staff but commented that the age

profile indicated that a significant number of key employees would be retiring

within the next ten years.

In relation to asset integrity, the presenter noted that the assets in Europe and

North America were typically older than those in the Far East. An ongoing
programme of asset refurbishment was underway. The lower olefins assets in
North America were considered to be the next priority. Once lower olefins had

been addressed, the remaining spend would be spread across the whole business.

2526M 13
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1 It was noted that the investor perspective presented on Shell Chemicals was, due

2 to the requirement to maintain confidentiality, drawn only from a very limited

3 range of sources. The COmmittee commented that a wider extemal perspective

4 was required but noted the difficulties in achieving this within confidentiality

5 constraints.

6 Although initial indications were that the largest challenges with the chemicals

7 business were focused on North America and Basell, the Committee observed

8 that it was too early to make a judgement.

9 The Committee commented that it would be very helpful to obtain an

. 10 understanding of how each SPU is positioned, particularly given that each SPU is

11 very different in character. Each SPU should also be reviewed in the context of

12 what it brings to the Group generally and where it stands in the value chain. The

13 Committee were also aware that the Chemicals business does bring in some

'14 technology advantages which are helpful elsewhere in the Group. The presenter

15 confirmed that the SPU paper would be updated and in particular that the long-

16 term reference conditions underpinning this paper would also be reviewed. EO

17 and polyethylene were clearly key. parts of the value chain, especially with

18 regard to the Middle East.

19 The Committee commented that over the years a series of Chemicals projects had

20 been brought to it for consideration, each with excellent VIR, but which

21 nonetheless proved to be disappointing in practice. There was some suspicion in

22 the organisation generally with regard to the ability of Chemicals to perform and

23 deliver on its targets which the Team needed to bear inmind.

24 . Copy of Minute to: E Henkes.

25

26 11. Q2 RESULTS (OTHER THAN OP)

27 Tim Morrison and Simon Henry entered the meeting;

28 The Committee appreciated that the discussion was based on very preliminary

, .29 figures and was intended to raise any areas of concern at the earliest possible

30 stage. Even though the numbers were still subject to change, the Committee

31 ;believed that the businesses should be told the preliminary numbers.

32

33

34
35

Tim Morrison presented the preliminary second quarter results. In respect of ?

Special Items, he noted that the ~mln figure relating to the Enter_prise c-- (\
acquisition was after tax. The power restructuring 'figure for GP related to

turbines and the OP environmental provision included MTBE in California.
~. )
\ ..__ .-

FOIA Confidential
Treatment Requested

HAG00083080



. Case 3:04-cv-00374-JAP-JJH Document 365-4 Filed 10/10/2007 Page 16 of 65

1

2
3

4

'5

6

7

8

9

10

11

12

'13

14

15

16

17

18

19

20

21

22

23

24

25

26
27

28"

29
30

31

32

33
34
35
36

{ ) 37
.... / . 38

2526M

DRAFT MOST CONFIDENTIAL

Walter van de Vijver presented the preliminary Q2 EP results. For EP the main

impact was caused by the downward oil and gas price trend. The Committee

suggested that the figure for Price and Associates should be addressed

separately. EP's current ROACE stood at 15.9% normalised at a $16/bbllevel.

Production had increased by 8% (including Enterprise) and without Enterprise

wouldistand at 1% which was still a good outcome. If both Enterprise and OPEC

restraints were excluded, production would be up by 3%. On EP Opex, unit costs

were higher by 1% compared to the same period for 2001. EP normalised

earnings were roughly equivalent tojthe same 2001 period.

The key messages .for EP were that, even including Enterprise, ROACE was

higher than 15%. On. production, E1>stood 2% ahead of promise and on

Enterprise the integration process was proceeding rapidly with the London office

to be closed by the end of July. On new exploration discoveries, EP was very

constrained as to what it could say about new finds. With regard to Erha in .

Nigeria and Block IS" in Angola, as they were both non-operated, ther were

difficult to announce but ExxonMobil may do so, In relatiori to Opex, underlying

operating costs Were 2% down on the first half of 2001 and were close to the

target of 3%. On capital expenditure, if Enterprise were excluded, the year-to-. "

date expenditure was 52% of the external promise.

In terms of Opex figures, it was important to achieve consistency in how these

were calculated and presented. If underlying Opex figures were be to used, these
needed to be explained.

The Committee queried whether, with exchange rates moving so markedly, it

would be timely to initiate a debate on costs now with a review at the end of the

year.

The Committee believed that it Was necessary to do more work on costs on a
business-by-business basis with consistent rules being applied. Each 'business

needed to be able to say what it would achieve by the end ~f 2002 and, even
though this was likely to be a different story in each par~ of the-business, that was

.notof itself a problem. The $5 bln external figure had been given in a completely
different environment, The 3% figure was also given in US Dollars. It may now
be timely to convert to a target in local currency.

Turning to GP, lower prices were the main impact on LNG. Volumes were down

against plan and, even though Q2 usually represented a dip in performance, in
2002 the dip was greater than usual. The Coral business was still positive but

was down compared to its record Q2/ 2001. For GP, consideration should be

given to taking each part of its business section by section and presenting them in

that way to emphasise their respective strengths. Marketing and Trading were

15
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1 negative and this was due to Canadian legacy Contacts. In particular it could be

2 emphasised that Trading in Houston was in the black for Q2.

3 Turning to Chemicals, the story was very positive with adjusted earnings double

4 underlying earnings for Q2/2001 although the ROACE was still 1.1%.

5 With regard to Others, Renewables overall was flat. Shell Consumer had

6 incurred a number of shutdown costs due to withdrawing from certain

7 businesses such as vehicle leasing. IT for Shell still had an under-recovery

8 situation. Unless the costs were charged to individual businesses, it was not

9 possible to get tax relief. The Committee noted that SITI needed to be prompter.
10 in allocating its costs to businesses and must make sure that this was achieved by

11 the end of 2002 to enable it to reverse its, position. Shell Internet Works'

12 shutdown costs were also included in the "Others" figures. On Corporate, the

13 interest amount had increased because of higher debt levels caused by, in part,

14 the acquisition of Enterprise.

16

15 Copy of Minute to: W van de Vijver (EP), E Henkes (CB):

L Cook (GP), T Morrison (all).

17

18 12: KEY EXTERNAL MESSAGES

19

20

21

22
23

24
·25

26
27.

28

29
30

31

32

33

34

) 35

36

25,

Mary 10 Jacobi entered the meeting; Tim Morrison and Simon Henry were in

attendance .

. Simon Henry explained that the current proposed tone of the message was one of

"robust profitability in uncertain times but mixed progress on key targets and

areas for action and improvement". The Committee suggested that, especially in .

the current environment, openness and transparency would particularly be

valued and this should dictate the tone. On the positive side,· both EP and

Chemicals' were displaying great resilience, the integration o~ Enterprise was

go~g well, hydrocarbon production volumes were up by 8%, OP was delivering

on both its US and DEA improvement programmes, Chemicals was recovering, .

portfolio actions had been implemented, and progress was being made on the $7

bin priority attention assets.

With regard to growth milestones, reference could be made ·to the Tarim Basin,

Block 18 in Angola, Erha in Nigeria, Kashagan, Venezuelan LNG and DEA ~

Significant items which ranged right across the businesses. On the negative side,

ROACE overall stood at 12% (13% at a normalised level). Costs were up,

especially in OP. Queries could be expected on capital discipline, although it

could be demonstrated that this was still in place, and on whether the cultural

~6M 16
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2 change was permanent. The analysts may query whether pursuing a growth

3 agenda has already compressed returns. It would be necessary to recognise

4 current global concerns relating to governance and accounting issues.

5 On the draft presentation, the Committee suggested that it should not be called a

6 "strategy" update. Thought needed to be given to the length of the presentation

7 which currently stood at approximately 30 minutes.

8 The Committee believed that there would be value on this occasion in giving out

9 a full copy of the text of the Chairman's speech. Doing so may enable the detail

10 on the presentation slides to be reduced. It was suggested that the text be

11 handed out at the end of the presentation so that it did not detract from the

12 presentation itself. It was acknowledged by the Committee that handing 'out the

13 text of the speech created an expectation for the future. The logistical difficulties

14 of preparing a correct Dutch translation within the limited timescale available

15 were acknowledged.

).

16

17
18

19

The Committee recommended that the consequences of the delisting of Royal

Dutch from the S&P 500 should be discussed at the press conference, especially

in The Netherlands. A chart needed to be prepared to demonstrate how Sht~U

Transport and Royal Dutch had compared with their respective oil company

20 peers and the market as a whole.

21 Simon Henry explained that Project "Respiration 2" may potentially. be

22. announced on 1 August. This would be. combined with a stock exchange

23 .announcement. On InterGen restructuring, a separate press release' was being

24 prepared with Bechtel. The Committee commented that this was an occasion on

25 which a virtue would have to be made out of a necessity. By flagging this now,

26 Shell.could take credit for taking action and giving forewarning of the likely. costs

27 involved. On the $7 bIn Watch List, it was important to emphasise that a

28 coherent action plan was ill place and these actions could be listed. In respect of
29 ~aspian, an announcement from Kerr Magee was expected.

30 The Committee accepted that the key tone should be one of "robust

31 transparency" .

32 Copy of Minute to: T Morrison.

33

34
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Lorin Brass entered th eeting. He expl.u;e~that some of the main challenges

facing EP in res t of its reserves outlook related to securing extensions of

licence periods nd in developing a well thought through strategy on the timing

of booking reserves. For example, in 1996, it may have been preferable, instead

of booking all the reserves at once, to have booked these over a longer period.

RESERVES OUTLOOK

2
3
4
5

6

7
8

9

1~

11
12

13

14

With regard to when reserves could be booked. it was noted that the SEC was
. ........-- -

tightening its requirements :in this J!!
unhook reserves already booked, it was now appropriate only to book reserves if

by the Group Controller and also had to pass both an internal and external audit

check. The presenter queried, however, whether EP could be better at smoothing
out its booking profile.

15 The Committee recognised that a sizeable prize in reserves could be achieved by

16 success in securing licence extensions without incurring capital expenditure. A
17 major technical and operational excellence effort was already underway and a

.18 new bookings strategy needed to be devised, and implemented. The Committee

19 queried whether EP had sufficient technical expertise in this area. The

20 Committee considered that EP's overall technical expertise was of a very high

21 quality but that the skills could still be better utilised. It was also recognised that
22 some booking practices had been too aggressive in the past.

23
24

25

The Committee recognised that EP had been through some major upheavals

organisationally in the past eight years. Generally a more holistic view of the

~iness needed to be developed and it was suggested that the approach should
.. .._- .. _.. ..

26 be one of value assessment allied WIth UnIt development costs.

27 Copy afMinute' to: W van de Vijver.

28

29 14. PROJECT "B"

30 DominiqueCardy, Neil Gaskell and Lynn Elsenhans entered the meeting; Lorin

31 Brass was in attendance.

32 Dominique Gardy presented a status report on Project "B". The Committee

33 . made a number of comments. Project "B"'would be considered further by the

) 34
/'
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Committee on 30 July.

Copy afMinute to: none.

TOWARDS A FRAMEWORK FOR GROUP GREENHOUSE GAS TARGETS.

BEYOND 2002

Lex Holst, David Hone and Laura Arm Jones entered the meeting. LylU1

Elsenhans was in attendance.

David Hone explained that the Group story on greenhouse gas reduction of the
controlled portfolio had been a positive one to date although after 2007 the effects

of growth in the business would outweigh reductions and emissions overall

would start to rise.

The presenter suggested that a move to an equity reporting basis, which was the

basis used by BP, and preferred by ExxonMobil, would give a truer reflection of

the Group portfolio although the story would become one of continuously rising

GHG emissions from 1990 onwards. In particular, including lnterGen increased

emissions significantly. However, this was in contrast to the Group product

portfolio, which had "decarbonised" over the same period. This situation led the.

presenter to propose that the Group change its approach to GHG reporting to

one that focussed on carbon intensity of its controlled operations and which also

included reference to its product portfolio an the lower carbon energy solutions

being developed. 'Th.i.sapproach also proposed the introduction of e9uity GHG

reporting, initially only for information to demonstrate transparency. .

The Committee acknowledged that externally there was a perception that the

Group had committed.to beating Kyoto by 2010. Although this commitment had·

never been given explicitly, it was nonetheless a real expectation. Therefore, the

Committee believed that an absolute commitment needed to be retained

although this did not preclude moving towards intensity targets. Any change in

external reporting of absolute emissions would be viewed with considerable.

suspicion. As there was an established b-ack record in this area, some advantage
was perceived in continuing with this to demonstrate both transparency and

consistency.

The Committee was concerned that a danger of setting targets in this area was

that they could drive the business. GHG reduction should not become a cottage

industry but rather should be part of the company's normal business.

--~~----------------------------~==~~:=~~~~--~19
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The Committee considered whether, if a target were to be selected, it should be

one Which placed the Group in the middle of the pack rather than ahead or

behind relative to the competition. NGOs would scrutinise the leaders and tail

enders more closely than other companies. If an intensity approach was adopted,
it was important to compare like for like (e.g. gas with gas rather than with

SMDS).

If a move was made to an intensity basis, consideration needed to be given to

whether it should be a number of measures across different businesses or even

within segments of businesses. Lynn Elsenhans commented that there may be a

danger in disaggregating if it meant that the Group would not compare

favourably with its competitors. She advised that the Group should .be very

careful about talking about these measures externally until it knew exactly what

position it wanted to adopt. ExxonMobil, far example, would probably be better

placed if it moved to intensity targets.

The Committee recognised that a danger of not participating in the discussion

externally was that somebody else would determine the standard.

With regard to the proposal to begin discussing the Group's portfolio and its

emissions, the Committee considered that essentially the Group's business was

not to decarbonise but rather to take advantage of opportunities which had

arisen as a result of the world's desire to decarbonise. Account needed to be

taken of the changes in external perception and the Group should be responding

to customer preferences. Nevertheless, given measures such as the LNG and the

SMDS business, for exru:nple, it was not unreasonable to expect that the Group

could pursue decarbonisation asa good business case.

The Committee advised that more attention was required in determining the

definition of control for equity GHG assessment in'particular. It noted that the

practicalities' of testing the portfolio oil an equity basis had yet to·be explored.

The Committee also asked What the cost would be of rectifying an emissions

deficit position if all else had failed in terms of reductions and improvements in

energy efficiency. The presenter explained that in many countries trading in

emissions permits would not be a solution. The cost would consist of offsets

rather than trading. The Committee nonetheless requested an indication of likely

cost broken down on a per business' base as well as at a Group level.

The Committee did not support the proposals put forward for the establishment

of a micro target to demonstrate Group commitment to greener energy solutions.

The Committee did query whether there were actions already underway within

the Group for which credit could be taken.

2526M 20
FOIA Confidential
Treatment Requested i HAG000630ae



Case 3:04-cv-00374-JAP-JJH Document 365-4 Filed 10/10/2007 Page 22 of 65

DRAFT MOST CONFlnENTI./),i_

1 Lynn E.lsenhans advised the Corrunittee that she was concerned that in Europe

2 the pressure from NGOs and from stakeholders generally on the Group's

3 apparent lack of definition on this issue beyond 2002 could create difficulties.

4 Stakeholders in Europe were expecting the Group to take a leadership role in this

5 area and, if it did not do so, it could create reputational issues.

6 The GHG team will return to the Committee in October for further discussion.
7 The Committee recognised that the concept was good but considered that the

8· Group was not well currently placed to take a leadership role in this area.

9 Copy of Minute to: L Elsenhans.

10

11 16. JUt Y CONFERENCE AGENDA

12 The agenda for the July Conference was approved subject to certain minor
. 13 revisions.

14 Copy of Minute to: none.

15

16 17.

17

18
19

. 20

21

22

23
24
25

26

27

PROJECT "NIKE" - POtENTIAL RETAIL ACQUISITION IN HUNGARY

AND SLOVAl<IA

Paul Skinner explained that the quality of the sites which BP was selling was
very high. The Committee queried whether the Group, and OP in particular,
could afford this. Paul Skinner explained that this transaction was within both

the OP plan and budget. It did not amount to additional capex as Project "Iris"
was now likely to be constructed as a swap with ExxonMobil. The Committee
noted. that if Nike pn)c'~ed, and if Iris ultimately had a cash component, Iris

would have to be considered afresh. .The Committee supported the proposal,

subject to the comments made in respect of Project "Iris" ..
. . .

Copy of Minute to: none.

28 18. PROPOSED.OIL PRODUCTS OFFICE - MIAMI

~9
30

) 31-'

Subject to obtaining further satisfactory legal and tax advice, the Committee

supported the proposal.

Copy of Minute to:none.
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2 19. SHELL IN TEE US REVIEW

3 The Committee commented that the note appeared to lack a holistic approach

4 and had not given sufficient attention to the rebranding challenge and to the

5 question of Shell's attractiveness as an employer in the US. It was hoped that

6 improvements could be made in future to the process for compiling this report.

7 Copy of Minute to: none,

8

9 20. FLETCHER CHALLENGE

10 The Committee noted that this item was due to be considered by the GAC on 30

11 July. A cover note was req~ired to be drafted by Walter van de Vijver in
12 conjunction with Judy Boynton.

13 Copy of Minute to: none.

14

15 21. INFORMATION SECURITY IN SHELL

16

17
18
19

20
21
22
23
24
25
26
27
28

29

30

31
I )

/

The Committee noted that the costs were higher than those discussed in the IT
Business Council. Mike Rose believed that there were a number of crucial

exposures in the security environment which had to be rectified urgently. The IT

Business Council would monitor specific scope and cost. Of the costs listed, $8

mln related to secure components for business applications, $12 mln related to

intrusion detection and $27 mln was for compliance auditing. Even with these

additional costs, the overall level of spend would still be IO"Yer than the industry
average. Malcolm Brinded conunented that there was an internal perception that

IT security had become an optional extra. To redress the findings of the

unacceptable audit would require riot just money but a change of mindset, Itwas

proposed that a VAR be conducted of the costs to test whether they. were

, necesscµy. The outcome of the unacceptable audit will be discussed at the GAC

with Mike Rose present.

Copy of Minute to:MRose.
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2 22. SHELL EXPRO - SCHIEHALLION CLAW DEVELOPMENT

3 Walter van de Vijver explained that, although the Schiehallion Claw

4 Development would not involve additional expenditure in 2002, he had tabled

5 this Note for Discussion to forewarn the Committee of additional expenditure

6 which would be incurred in the future. Any proposal for future expenditure

7 needed to be considered at the appropriate time in the overall context of capital
8 discipline across the Group as previously discussed.

9 Judy Boynton's concerns were noted.

10 Copy of Minute to:W van de Vijver

11

12 23. TOLLING AGREEMENf ACCOUNTING

13 Phil Watts explained that he had asked for this note to be prepared to ensure that

14 the Group position on tolling agreement accounting was clearly understood.

15 .Judy Boynton would be the focal point for any discussion on this point. Having

16 one Group view on this issue would facilitate a quick response to problems such

17 as the recent Coral issue .. Judy Boynton explained that she had talked to KPMG

18 as' requested by the Committee but KPMG had indicated' that they were not

19 aware of other companies in a similar position to Shell. It was suggested that the

20 key objective for Shell was to achieve convergence. Tim Morrison would be the

21 focal point for contact with the relevant authorities.

22 Copy oj Minute to:J Boynton.

23'

24 24. BUSINESS CONrROL INCIOENTS

25 The Committee noted that this note would be presented to the Group Audit

26 Committee, In particular, concern was expressed .that both Brazil and Marine
27 had given rise to a Significant num~r of incidents.

28 Copy of Minute to:none.

29

30
)
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25. PROJECT "EAGLE"

2 The Committee noted that, while the mandate and the contract were both

3 expressed in Euros, the basic deal had been expressed in US Dollars.

4 Accordingly, care needed to be taken on currency conversion.

5 Copy ofMinute to: L Cook.

6

7 26. PENNZOILQUAKERSTATE

8 Paul Skinner reported that it appeared that the FTC would be immoveable on the

9 requirement to dispose of the interest in the EXcel base oils plant. If this proved

10 to be the case, the discussion would focus on establishing a reasonable basis on

11 which this could be achieved. If a satisfactory basis was agreed, the remedy

12 should have relatively little impact on the value of the transaction.

2526M
24
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13 Copy of Minute to: none.

14

15 27. SIN OPEC ]V

16 Paul Skinner reported that the joint venture contract has now been initialled

17 together with side agreements on other key issues such as branding. The next

18 step is to obtain formal government approval of theJVc. The likely timing of the
19 startup is Q4/2002.

20 Copy of Minute to: none.

21

22 . 28. SUDAN

23 Paul Skinner reported that terms have now been agreed with an acceptable local

24 third party for the sale of the up country aviation facilities in Sudan. with effect

25 from the end of July. Thereafter, there will no longer be in any business with the

26 Sudanese military except in Port Sudan (which is outside the conflict zone) where

27 the sale completion awaits the arrival of ISO tank.' Aviation fuel would continue

28 to be supplied to the World Food Progranune at Obeid.

29 Copy of Minute to: none.

) 30
/
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29. POTENTIAL 1'&0 TANKER DRIVERS' DISPlffE

2 Paul Skinner reported that the UK tanker drivers' (who are employees of r&D)
3 had called off their proposed strike at the last moment and a two-year deal, has

4 been agreed between r&D and the TGWU.

5 Copy of Minute to: none.

6

7 30. MOTrv A-DELAWARE CITY

8 Paul Skinner reported that the EPA in the US had filed a gross negligence claim

9 against Motiva following the sulphuric acid tank accident in 2001. The potential

10 scale of any negotiated settlement is thought likely to be approximately US$10

11 mln. There has been extensive media 'speculation suggesting. that Motive's

12 liability could be considerably greater. However, the $10 mln figure is based on
13 initial negotiations with the EPA.

14' Copy of Minute to: none.

15

16 31. TOGO - FATALITY

17 Paul Skinner reported, with regret, six third party fatalities on 11 July when a
18 contractor (Ezonsou) road tanker on its way back to Lome was involved in an
19 accident which appears to have contributed to a second road tanker (contracted
'20 by TFE) colliding with the 'taxi, killing all six occupants of the taxi. The accident
21 is being investigated.

22 Copy of Minute to: P Skinner.

23

24 32. USA-FATALITY

25
26
27

28

29
) 30'.~. ./

Paul Skinner reported, with rli!gret,a third party fatality on 17 July when a Shell

employee's car was hit by a motorcyclist who was not wearing a crash helmet
and was killed as a result of the accident. The accident is being investigated.

Copy of Minute to: P Skinner.

2:526M 25
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33. USA-FATALITY

2 Paul Skinner reported, with regret, a third party fatality on 11 July at a Motiva

3 service station in New Jersey when a third party was pursued onto the service

4 station and shot six times by an assailant. The incident is being investigated.

5 Copy of Minute to: P Skinner.

6

7 34. MALAYSIA - FATALITY

8 Paul Skinner reported, with regret, a third party fatality on 5 July, when a

9 contractor lorry suffered a tyre blowout between Segawat and Juantan causing

10 the driver to lose control and swerve into the path of art oncoming car killing the
11 driver of the motor car and injuring his passenger. The. accident is being
12 investigated.

13 Copy of Minute to:P Skinner.

14

15 35. TURKEY - FATALITY

16 Paul Skinner reported, with regret, a third party fatality when a customer died

17 when using a jet wash at a dealer service station in Ipsala, Although not yet

18 determined, it appears that the customer's death may have been caused by

19 electrocution. The incident is being investigated further.

20 Copy a/Minute to: P Skinner.

21

22 36. BRAZIL - FATALITY

23 Paul Skinner reported, with regret, a contractor fatality which occurred in a bus

24 garage in Osasco operated by Viacao Osasco to. which Commercial Quality

25 Service Systems (CQSS) provided a fuelling, lubrication and vehicle washing

26 service. The victim, employed by CQSS, worked as a supervisor for the vehicle

27 washing operations and was struck by a bus in the garage. The accident is being
28 investigated.

29 Copy of Minute to:P Skinner.

)
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37. PAKISTAN-FATALITY

.2 Paul Skinner reported, with regret, a contract driver fatality on 9 July near

3 Ranipur following a collision with a third patty truck parked on the roadside.

4 The acc~dent is being investigated.

5 Copy of Minute to: P Skinner.

6

7 38. ETHIOPIA - FATALITY

8 Paul Skinner reported, with regret, a contract driver fatality on 10 July when a

9 truck operated by Afrique Transport went off the road and overturned-

10 approximately 400 kms north of Addis Ababa. The accident is being

11 investigated.

12 Copy of Minute to: P Skinner.

13

14 39. UK - FATALITIES

15 . Walter van de Vijver reported, with regret, ~leven staff and contractor fatalities

16 on 17 July when a Bristow helicopter operating On behalf of Shell Expro crashed

17 while flying from the Clipper platform to the Monarch platform, 30 miles off

18 Cromer, Norfolk. All passengers and crew on the helicopter died and 10 bodies

19 have been recovered so far. Although the cause of the accident is not yet known,

·20 it is currently believed that one of the rotor blades may have snapped. The two

21 crew members worked for Bristow, three of the passengers were Shell staff, three

22 worked for Amec, two for Amec sub-contractors and the remaining passenger

23 worked for Oilfield Medical Services.

24 The Committee expressed its sincere appreciation for the excellent response

25 shown by all concerned within. Shell's .UK operations in. very difficult

26 circumstances.

27 . Copy of Minute to: W van de Vijver.

28

29 40. NIGERIA

)
30
31

Walter van de Vijver reported that he had recently been contacted' by

ChevronTexaco to request assistance from Shell's fire-fighters to assist with a fire
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13 42. DYNERGY

14 Malcolm Brinded explained that, given the tumours in the market about the

15 potential collapse of Dynergy, tile Group was urgently managing down its

16 potential exposure and this should be reduced to U5$22 mln by the end of this
17 week.

18 Copy o/Minute to: none.

19
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1 at Chevron'Texacos Escravos Tank Farm which had been hit by lightening.

2 Walter van de Vijver had authorised the provision of assistance.

3 Copy of Minute to:W van de Vijver.

4

5 41. BOLIVIA - FATALITY

6 Malcolm Brinded reported, with regret, a fatality of an employee of Transredes (a

7 non Shell operated joint venture) on 21 July involving a head-on collision

8 between a motorcycle, which was in the wrong lane, and a Transredes vehicle

9 near Sawaipata resulting in the death of the two motorcycle passengers. The
10 accident is being investigated.

11 Copy o/Minute to:M Brinded.

12

20 43. GUANGDONG

21

22
23
24

25
26
27
28

29

30
/ )

31" .

Malcolm Brinded reported that he understood that, as a result of the discussions

between the Australian 'Prime Minister and the Chinese Ambassador to

Australia, Australia had agreed to provide one "friendship" cargo a year of LNG

to Guangdong as a way of finding SOmevalue to offer other than adjusting the

headline price. This amounted to less than 1% of annual cargoes but would not
be confirmed until the. North West Shelf. had been confirmed as a supplier.

Malcolm Brinded anticipated that the final award would probably be to both
.Tangguh and to North West Shelf.

Copy 0/Minute to:M Brinded.

2S26M 2B
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1

2 44. EAST TIMOR

3 . Malcolm Brinded reported that the recent statement by East Timor that it lay
4 claim to a 200 mile territorial waters boundary, was a move which had been

5 expected by Australia and which was still being discussed by it with East Timor.

6 It was viewed as an announcement made for domestic consumption and was

7 thought unlikely to delay the development of Suruise.

8 Copy of Minute to:M Brinded,

9

10 45. NANHAI

11

12
13
14
15
16

17
18

·19

20

21 46.

22
'23
24
25

26

27

Malcolm Brinded queried the extent to which progress with CNOOC on Nanhai

should be linked to receiving help on other substantial projects. The Committee

. felt that linkage should not be made unless the Group was absolutely sure that it

was going ahead with Nanhai, The month leading up to final Conference review,

currently anticipated to be at the end of October 2002,was the period when this
co~ld occur. .The Committee commented that it would clearly be prudent to

obtain as much advantage as possible in exchange for the Group's participation if
it did decide to go forward with Nanhai.

Copy of Minute to:M Brinded,

CHILE - FATALITY

Jeroen van der Veer reported, with regret, a contract driver (FAMASA) fatality

on 12 July caused by a collision between FAMASA truck and an on-coming truck

which appears to have been in the wrong lane. The accident is being
investigated.

Copy of Minute to: J van der Veer.

28 47. DEER PARK

29
30

Jeroen van der Veer reported that a cooling water tower at Deer Park refinery in

Texas had collapsed internally causing significant impairment of operations. At

. 2526M 29
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1 present there was no clear explanation for the implosion of the water tower

2 which he noted was an extremely unusual event.

3 Copy of Minute to: J van der Veer.

4

5 48. MARKETUPOATE

6 Simon Henry entered the meeting. He reported on the day's stock market

7 movements. The Committee requested that he prepare a one-page review of

8 market movements since 9 July when the announcement was made that Royal

9 Dutch was being removed from the S&P 500. This review should set out a

10 .comparison with both ExxottMobil and BP and with the indices. In addition,

11 Simon Henry was requested to prepare a daily report on market movements for

12 the members of the Committee. .

13 Copy of Minute to: J Boynton.

14'

15
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49. NOTES FOR INFORMATION/DISCUSSION

2 The following matters were before the Committee as Notes for Information/
3 .Discussion:

4 ITEMS FOR DISCUSSION

5 Forthcoming Items for CMD and Conference

6 Fletcher Challenge Energy Acquisition Post Investment Review

7 Information Security in Shell

8 Project "Nike"

9 Proposed Oil Products Office - Miami

10 Russia - Oil Value Chain

11 Shell E~pro (UK) Schiehallion Claw Development

12 Shell in the US Review

13 Tolling Agreement Accounting - Update on Development of Standards

14 Towards a New Gasgebouw·

15 Project "Respiration"

16 Corporate Govemance (distributed electronically)

17
18 .ITEMS FOR INFORMATION

19 2002 Interim Dividend and Revised 2002 Share Buyback Proposal

20 Annual HSE Council Meeting

21 Business Control Incidents

22 Corporate Restructuring of Shell Companies in New Zealand

23 Corporate Restructuring of the Shell Resources pic/Enterprise Oil pIc Group
·24 Delisting from S&P 500

25 Group Corporate Restructuring Proposal: Bulgaria, Czech Republic, Poland,

26 Slovakia

27 Project "Eagle" - Update

28 Project "Figo"

29 Project "Puzzle"

30 Project "Spielberg" - Refining IV with ExxonMobil in Victoria, Australia

31 Shell Centre Redevelopment

32 Shell Energy (Australia) Pty Ltd; Group Divestment Proposal: Memorandum to

33 the Board of SPCo
34 Shell Exploration and Production Namibia BV: Withdrawal hom Kudu Licence

35 and Liquidation of the Company

36 Shell Oil Products US

37 Tarim Gas Development

./ )
/
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STRlCTL Y P·ER..C;;ONAL AND CONFIDENTIAL

/ CMD No 2526
22f23 July 2002

EX1'RACT FROM THE l\tlINU'I'.ES OF A MEETING

:OF THE COl.VlMlTIEE OF MANAGING DIRECTORS. . .

13. RESERVES OutLOOK

Lorin Brass entered the meeting He explained that some of the main challenges
ta~g'EP.b, respect of its reserves outlook related to ~eeti.ring extensions of ll<:mce
.periods, finding new material investment opportunities, and in develophlg a wei]

. thOught through sb"ategy on the timing ef booking reserves, For example, in 1996,
it may have been preferable, instead of booking all the reserves at once, to have

:. '.booked these ewer a longer period.

With regard to when reserves could. be booked, it was noted that the SEC was

tightening its requirements in .thisarea It is co~liered. unli.I<ely that p~tentiaI
over-bookings would need to be de-booked in the short-term, but reserves that pre
exposed to p~ect risk or licence expiIy cannot remain on the bcoks ihdefu1iteIy if
little progress is made io convert them to production in a timely manner: I~~

stressed that it is only appropriate- to book reserves incases where a wecific project
· .'has I~,een progressed w technical and- commercial IJIllturity, to· the' ex!-fmt ·that
~g.is reasonably certain ~ be secured. The current intemat process required. , - .
"that any !f!Serves booked had' to be approved by the Group Contro~ aad als<? had
w:pass both an iotemal and extemal audit check. The presenter queried, however.
·'~hether EP could be better at smoal;hing out its ~kmg.profile.

\ ~--.

· The Committee recognised that a ~le ptize fn reserves could be achieved by .
· $Ucces8 in securing "licence extensions withouUncurrlng ~pitaI·expenditUre. A

'majOr ted'lnkal and operati~ exttD.ence effort was already under:way and a new .
bookings S!nItegy needed to ~ devised. and. implemented.. The ~ttee

queried ~ether E1' had sufficient technical expertise in !his area, The Committee
<;onsideryd that EP's oveta1l ~ expertise was Orll vay high quality.but. that
the skills could- still be better utilised. It was also recognised that some booking

· practices had been-too aggressive in the past:
. .

. The COJIUXlittee recOgnised that .EP had been through some major upheavals
·.orgaiusatiOOany in the past eight ye~ It Was ~uded that biEn tntnspareru:y
·needs to be .maintained both on the existing book,ed ~ base! ~ on the

.emerging pbrtfolio.hydmcarboq. resources, ~ a view to identilying areas of both
value oppt;lrtut\ity an~ risk for the QVeJ:a}I perfo~ct! of the EP business.
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Van der Laan, Marian M SlaMGDWV/DIRMB

From: Van der Lean. Marian M SI-MGDWVIDIRMB on behalf of Van De \liver. Walter S~
MGDWV
16 May 2002 12:36
Mega!, Zaharuddin Z SEPI-EPM
Van der Veer, Jeroen J SI-MGDJV; Dubnlckl, Carol C SIEP-EP-HR
OMAN VISIT 8-11th MAY 2002

Sent
To:
ce
Subject:

Oman VIsIt 8'11
May 2OO2.doc (._

Marian v.d. Laan
Sectetaryto Mr. v.d. VljverMGDWV
Shellntematlonal B.V. .
~s1bus 162, 2501 AN Den Haag. Nederland

Tel: +3170Sn 1675 Fax: +3170-3n 2555
Email: marian.m.vandertaan@si.shell.com
Internet: http://www.shell.com
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Oman Visit 8-11th May 2002

Introduction

I visited Oman from 8-11 tb May (last visit was in September 2001). The objectives were to
r:my out an overall ''health cbeck" on the management team and on the overall state of the
business.
The programme included sessions with the individual management team members. the Omani
Staff Committee and Government officials (Minister of Oil & Gas •Minister of National
Economy. Chairman ofPDOlUndersecretaIy of MOO),
Also various briefings on topical issues were included (including watching an on-line bid for
a $ 150 million Gas Plant in Sam Nihaydal) and a talk to all SG3 above staff (some 250)
completed the well-Organized programme,

Overall my patience bas been tested too long with POO and it's management. progress over
the last year (is it not just about delivered production!) has been less than expected, less than
promised and less than could have been possible. Changes will have to be made.

HighIightsllowlights were:
Leadership at the top is very poor and not aligned. There are poor team dynamics and
a lack of forward vision/direction/focus to the organization
Production continues to slide (now some 770,000 bId oil versus 800,000 bid year
average target with fonnally agreed "stretch" of 815,000 bid) with totally unreliable
monthly short-term forecasts

- Credibility ofPDO, and therefore ofSOOI1, is at a very low level. Confidence in
forward action plan and production outlook needs to be achieved by end September
latest (before October Board and prior to Government Budget finalisation in
November),
The situation with PDO obviously will also have a negative impact on OLNG where
difficult negotiations are ongoing (intra-plant price, Train 3, mercury removal)
High level offiustration in the organization (low morale), not just inGovernment and
inmanagement team!
Omanisation talent pipeline below tbe "old guard" is still weak. some emerging talent
at SG 213 but large ta,lent pipeline with less than 5 years experience.
Continued pressure on downward revision of reserves.

+ SAP is a success although there are still many issues at operational level
(maintenance/well engineering) linked to purchasing/stocks/invoice backlogs

+ Top-down drive on "new" procurement business model is demonstrating real impact
+ Good progress on "government gas" related activity (capacity planning for growth,

continned reserves growth)
+ Holistic review of asset portfolio (long-term reservoir management, issues.'

segmentation) finally kicked-off
+ New organization effective 1/5/02 should be more "fit for purpose".
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Company Direction

MD has "seen the tight"last week and is trying to mobilize his leadersbip team (and
simultaneously government!) from the starting point that the "company is in a mess" (quote)
and that forward action should be focused on delivering new production from 1 strategic
focus areas:

- Exploration (shift to near field exploration, near term oil)
• Output from study effort (some 80 man·years ongoing, Shell support up to 50 man-

years)
• Reservoir and well management (focus on productivity enhancement, water injection,

etc.)
- Reduction in drilling costs/timings
- Technology application

EOR project delivery
- New contractor relationships (use their skills/technological capabilities and revise

contracts),

MD claimed his management team was "confused" but on a journey from complacency to
denial to confusion to transforming, i.e, progress is being made!

Although the above themes for production focus may be appropriate it will not deliver the
"goodies" without addressing other activities:

- There is a distinct lack of focus in the organization with too many initiatives and
"hobby horses" that should bekilled off/deferred e.g.:

o Long-termGW related activities (beyond "prudent operatorship")
o Internal activities on power generation (outsourcing potential?)
o CAO expansion in a low-tech world with a need for employment
o Safety drive without focus on line responsibility/accountability
o Culture of meetings/offsite sessions without clear agenda'slprioritisation
o The business model for statfhas to change. Staff currently move around too

quickly (lack of cantinuity and lack of performance tracking) and the need for
specialist skills (including progression/recognitionlbusiness needs) is not wen
communicated, Without this "new ways ofworlcing" PD~ will fail.

o Portfolio review needs to be integrated into the totality oCthe forward action
plan and company direction also as:

• Forward portfolio needs to be risk balanced (no over-reliance on EOR.
continue selected infill driDing and new field hook-Ups. focus on large
assets for reservoir management)

• Big issues such as depletion rates, voidage control, ESP's impact,
management failures and learnings (Yibal "complications", reservoir
pressures too low, lack of well drainage control) should be
incorporated.

o Clarity on resourcing strategy incl, Omanisation and use of contract staff
should be dealt with pro-actively

o . Better alignment is needed (recognizing that PD~ is not a Shell OU) with our
global drive in EP

o Better role definition is needed between the management team, foremost
between MD and DMD
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t. .\...
o A positive culture ~ needed; there is too mnch a blame culture and a looking

backwards mentality top-Oown in the organization. Staffneed to be energized
and need to understand what's in it for them:

• Company direction
• Celebmte successes and recognize role models
• Transition team needs to be strengthened to be more than an

"enthusiastic group of stair' i.c. need to be seen an extension of PDQ
leadership.

• Job satisfaction and pride
o Harwcel and Mukhaizna development promises (each delivering 100.000 bid

by 2(0712008) appear to lack credtbility and robustness, Are these being
managed with the appropriate borsepower and transparency?

Operational Performance

- Given the historical emphasis on creaming for short-term production benefits and
given the generally high uptime, there will be no quick wins on the production side.
Whilst keeping the pressure on the organization, I expect that production will further
slide before recovering. This will be a very difficult message to seU to the Government

~ There appears to be a lack of focus on HSE, foremost in follow through of earlier
improvement drives (STOP programme. vehicle monitoring equipment, accountability
drive). Reporting LTIFIfRCF in two decimllJs is also quite unique!

• More needs to be done on pro-active engagement with Government on "big ticket"
procurement items (strategy engagement, local content, evaluation standards), the "old
way" in PDO will not work anymore

• Exploration is too much focussed on the reserves addition targets (70 mmbo/year, 1
Tcf gas/year) and should be more integrated with the business needs (UTC, production
impact)

- Government Gas Organization appears somewhat slow on action w.r.t mercury
removal solutions; more pressure/focus needed?

- CBP (contpetency based progression) is off to a slow start inpetroleum engineering
• Petroleum study effort can be better integrated with the operationalfnnplementational

phase of well engineering/petroleum engineering in PDQ
- Extreme reliance on ESP's (approx. 45% of production): is the technical justification
as attificiallift method as sound as the commercial one?

- Young Omani talent available but working in a difficult environment (low morale,
many contractor stafI). Large gap between "old guard" and the new generation, very
few inbetween.

• Reserves will continue to be an area for exposure as aggressive bookings in the past
have not translated (yet) in production.

,-----~-
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90vqnment

• M.O.G. (AI-Rubmy)
Friendly discussioo with the Minister. He clearly is UDder a lot of pressure personally
and feels very frustrated with PDO's performance and PDO's management
transparency.
Although recognizing assistance from Shell over the last 9 months, he is quite
naturally (also given his own credibility within the Government) questioning whether
Shell is doing enough, foremost on petroleum engineering side. Also questioning large
efforts ongoing by Shell in other ME countries (who ismore important?) and likes to
portray"PDO in trouble" being a Shell OU. Continued dialogue needed.

- M.O.G. (Shabao)
Somewhat tense discussion with the Undersecretary influenced byMD presentation a
few days earlier.
Itdoes not help that this relationship with the Minister is not very strong (he is 11M
appointeel) but he is a career member of the ministry and feels marginalized by Shell
and tbe PDQ MD.

MoN.E. CMacki)
Warm meeting with the Minister.
He is prepared to wait for thc new numbers in Q3 but still hopes to get 815,000 bid
plus for 2003 with subsequent upwards recovery to 850,000 bid in later years.
He reported that he receives a lot of cballenge 00 Shell performance rather than PDO
performance; he wants government to have increased responsibility on the good and
bad things ofPDO.
Simply bopes that Shell will deliver.
He admitted to increasing "social costs" inOman, needing nearly $1Olbprice
equivalent just to pay government/army employment bills! Obviously bigher oil prices
help to more than compensate for production shortfall in2002.
Some careful expectation management neededl

- Qeneral
It appears that it is becoming politically less acceptable for the "old guard" to be seen
to be too close to Shell.
Given the "open-door' policy of the Government many messages from PDQ reach the
Government, tainted by the low morale in the organization.
Although still good things happen. in POO (exploration successes. low deferments,
procurement, etc.). the impact of not meeting production targets bas had a dramatic
effect on the overall confidence level towards PD~ delivery.

_...~ --~--------- ~
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Management Team PDQ

The following are my summary observations on the management team:

Overall
The team is not cohesive and there are clear personal (unspoken) agenda's and not a11
providing the body language to be behind their MD.
Amazing how long several members were hoping that PD~ was just experiencing a
temporary "bJib" in performance and that a few initiatives would fix it.

onereanshaw
A very capable individual in terms of broad business knowledge, tenacity and work capacity.
It is evident that he attempts to drive improvement initiatives, however:

He has a somewhat negative approach and does not engage well with his team, nor
energizes the organization

- He is prone to "panic management", rapidly changing the direction. not adequately
thinking through the consequences of his actions. Examples are messages to staff,
behaviour at MOG, relationship with DMD (Lamki) and his recent "wake-up call" to
MOG and to his management team

- He is a poor listener. Notwithstanding repeated messages on what needed to be done
for a year, he chose his own approach and speed/scope of action.

He remains very keen to continue in his current role and is re-energized by events over the
last week but the bottomline is that he lacks fundamental leadership characteristics.

LamkiCDMD)
Very impressive trackrecord inPDO and highly respected. He is a proud man and wants to
leave a legacy behind in PDQ. He is struggling accepting that avoidable mistakes were made
in the last 5 years (Omanisation "effectiveness". organizational structure, lack of check and
balance. lack of portfolio/reservoir management studies, drilling "unmanageable" weJJs,
spreading too thin with too many initiatives) but these were somewhat masked by overall
company success form the old modus operandi (infill drilling and new field book-ups to
increase production).
The latter may also explain why by some in the organization he is referred to as ..the Wall".
The relationship with OUereanshaw is difficult

Al-Hinai (Oil Director-North)
Lacks leadership skills and foremost deciveness, which he acknowledges. Has gone through a
difficult period. as he was last year responsible for all operations in Oman, clearJy a role that
was beyond his capabilities.
He feels underappreciated by Shell management. He actual1y handles the situation very well
and indeed should be supported, also given the overall work atmosphere and Omanisation
sbortfalls.

Al-Kharusi CHR}
Not well-motivated and struggling to follow through on actions/changes. Needs a stronger
team below him.
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Ruitenbeek ( TeclmicaI Seryices Director)
On his way out to Brunei.
Although capable, he is far too defensive in his style and takes criticism far too personal and
hence struggles with appropriate breakthrough changes.
Basically the job was beyond his capacity.

Peters (Oil Director-South. fonnerlY Exploration-Director)
Significant challenge in his new role. Motivated to make it a success. Understandably still
naive and his tendency to overcomplicate team dynamics particularly vis-A-vis Omanis.
Overall this job is the test be needs to assess his overall capacity.

Eulderink (to replace Ruitenbcek)
Very encouraging start as Change Director, excellent people skills and pragmatic approach.
Clearly "right man in the right place and at the right time".

A1-Kharusi (FM)
Still somewhat remote from the remainder of the business. Needs stimulation/coaching to be
effective.

Overall organizational ''healthcheek''
From the above it is not too difficult to conclude that PDO does not have a high performing
management team. More would be possible iftbe MD was better capable to understand
individual issues and engage in a more transparent and consistent manner. Some of his
management team were openly challenging the effectiveness of the MD and his credibility
internally and externally.
The strength of the top leadership (SG2+) is also still uncertain.
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Unknown

From:
Sent:
To:
Subject:

Boynton, Judith G SI-FN
22 August 2002 07:25
Van De Vijver, Walter SI-MGDWV
RE: IR - US Field Trip

Walter .. -I called your office this morning to discuss. but Jlearned that you are in Canada. Could you give me a ring when
you have a chance? Iwould like to discuss this topic as well as the next steps in our tR communications project Thanks.
Judy

Judith G. Boynton
Director of Finance and Chief Financial Officer
Shell Centre, London SE1 7NA
Tel: +44 (0)207 934 3003 Fax: +44 (0)207 9347132
Internet Address: judith.boynton@shell.com• ·----Origin~1 Message-----

From: Van De Vijver, Walter SI·MGDWV
Sent: 22 August 2002 05:48
To: Watts, Ph~lp B SI-MGDPW
Ce: Boynton,Judith GSI-FN
Subject: RE: JR - US Field Trip

Phil.

•

Some facts;
I have been working the EP investment case as we need a fundamental re-think on how we portray our EP story. For
initial discussion at Excorn coming monday
and thereafter with IR etc.
I feel strongly that we should stop talking to analysts about things we have not delivered yet lare still low PoS in terms
of implementation. We should leam form FLNG/FONGI
Sunrise/Kudu examples and be cautious about Sakhalin,BrasiI, etc. There are other good things happening on
operational level etc.
I am worried that we are gOing to talk prematurely about SURE as well.
You have seen something that I have not seen yet so difficult to comment but I am interested in getting some good
stories across from a somewhat different perspective.
With aggressive historical proved reserves booking. massive investment in Nigeria with increasing risks,few material
discoveries,ROACE pressures.we just need to be very careful.
Will develop further.
Regards,
Walter

---original Message--
Frum: Watts, PhIlip II SI-MGDPW
Sent: 21 August 2002 18:00
To: Van De Vijver, Walter SI-MGPWV
Cc: Boynton, Judith G SI-FN
SUbjec;t: IR - US Field Trip

Walter,
I just saw a preliminary agenda for this important field trip· the last signifICant event before 03 Results and,
effectively, before the Q4 Results/Strategy Presentation.

The EP piece looks very light. I have asked Judy to discuss it with you so that we have good representation and
interesting EP things to see.

Phil Watts
Chairman of the Committee of Managing Directors
Royat Dutch/SheRGroup of Companies

V00020564
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Shell Centre london SE1 7NA
Tel; +44 (020) 79345556 Fax: +44 (020) 7934 5557
Internet; Phil.walts@shell.com

Incoming maills certified Virus Free.
Checked by AVG anti-virus system (http;llwww.grisoft.com).
Version: 6.0.567 I Virus Database: 358 - Release Date: 24/01/2004
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Unknown

From:
Sent:
To:

Van De Vijver, Walter SI,MGDVVV
02 September 200215:19
Watts, Philip 8 SI.MGDPW; Van der Veer. Jeroen J 'SJ-MGDJV; Skinner. Paul PO 51-
MGDPS; Brinded, Malcolm A SI-MGDM8; Boynton, Judith G SI-FN
EP Delivery

Confidential

Subject:

Sensitivity:

Please find attached a note as input to planned further discussion at CMD this month.

(MD EP (aught In the Box •
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Strictly confidential

To:CMD
Cc. Judy Boynton

EP Delivery

Colleagues,

Holidays provide time for reflection and I would like to engage with you on the dilemma's
facing EP and the uncomfortable situation EP is in with obvious implications for the Group
overall. This is very sensitive material for your eyes only.

)

For some time now we have tried to adhere to a bunch of criteria that can only be managed
successfully for so long:

15% ROACE at $16lbbl and related capital discipline
3% production growth (aai 2000-2005)
3% (underlying) unit costs reduction/annum
> 100% reserves replacement.

Given the external visibility of our issues (lean organic development portfolio funnel, RRR
low, F&D unit costs rising), the market can only be "fooled" if 1) credibility ofthe company
is high, 2) medium and long- term portfolio refreshment is real and/or 3) positive trends can
be shown on key indicators.
Unfortunately we currently have:

Medium-term development portfolio is indeed rather weak (few material
projects in GoM, lack of progress in Caspian, buyers market in Far 'East,
slow opening of the ME, low RIP in US, few material discoveries outside
Nigeria)
Weare struggling on all key criteria
("caught in the box").

Evolving facts

Through a combination of external and internal factors several performance issues have
emerged on our EP portfolio:

False optimism on new resource access in MRH's, foremost ME
False optimism on UK and Oman field declines and apparent inability to'
accurately predict those declines
Lack of material exploration success to feed medium term growth
Shortage of major development projects relative to competition
Slowdown inMRH appetite win/win deals and slowdown in gas demand
growth, which was partly for banked in volume outlook
Deteriorating data processes and reserves management quality'
Lack of internal alignment on aspired pOrtfolio and related focused M&A
activity

VOO030267
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Premature promises to external market (Sakhalin, Brasil DW, FLNG
realise the limit, etc.)

Difficulty in re-starting the "opportunity/investment treadmill" in some
regions

In addition there are ongoing issues with regard to Eli's people processes:
Fragmentation of skills/capabilities base post Group Transfonnation
People processes take time to be re-engineered following loss of
management control in early 90"s

A common feeling that the "right people are not in the right place" to be
adding most value to EP.
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Early Q3 200 I it was realised that a combination of 5% production-growth with 15% ROACE
at $ 14/bbl was not achievable nor sustainable but it was concluded that:

3% production growth was the minimum acceptable by the market (fum
plan had 1.5% growth mostly from Nigeria, but none of the major
competitors had projected growth of less than 3% projected)
15% ROACE from EP at $ 14lbbl could not be abandoned in short-term,
(linked to roadmap story on capital discipline).

Again it was decided not to change return (15% ROACE) or growth (9/01 commitment)
targets following the Enterprise acquisition.

The early draft of the 2003 business plan shows:

- No significant progress on new business development and no discoveries
that will lead to material production in the plan period (2002-2006)
3 % growth is only achievable on the old 2002 base (i.e. pre Enterprise,
using the Shell portfolio only; Enterprise portfolio as expected but
offsetting organic targets)

Having to absorb UK. tax increase (1% hit on ROACE at SI6/bbJ in 2002)
and project overexpenditures on e.g. AOSP and BongalEA
15% ROACE at$16lbbi does not appear to be deliverable in short-term
(from 18% to 15% (post Enterprise) to 13-15% with extra UK tax and
capex growth)
Organic reserves replacement only some 60% average over Plan period
Increased demands on staff for mature asset management.

Is EP underperforming?

Is EP missing something that prevents meeting targets or that demonstrates significant
technical incompetence? .

Over the last year several initiatives have been undertaken to address the identified
weaknesses in EP:

)
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Portfolio

Prioritise NBD activities and use appropriate review tools in the
management process
Progress global M&A capability
Resourcing for Oman challenges and for Nigeria "new way-of.
working"/growth plans
Create NOC relationship plans.

" ".___../

Deliberate moves are being made to "lead'l legacy projects (China E2W,
Sakhalin)

No new business opportunities have been lost to competitors (aside from
project Dolphin in Qatar due to "overbidding" by Oxy)
Strong financial performance continues
Competitive strengths in technology development and application
continues to be demonstrated (e.g. expendables, integrated field studies).
This will also require ammunition on competitive production decline
management. VO0030269

Performance

Re-establish T&OE organization and processes
Implement global project delivery organization
Improve accountability and portfolio in exploration
Establish closer alignment with OU's and Excorn
Re-introduce reserves management process and establish reserves
"hitsquad"
Investigate alternative focus areas for EP investment case
"Hands-on" challenge by CEO on OU performance.

Develop global people processes (big rules. Competence Based
Progression, leadership development, managed open resourcing)
Improve global mindset and communication within EP.

There are early indications that we are making progress:
. Success with Enterprise acquisition

Study/support activity for Oman and Nigeria, which will result in near field
. activity and bottornline deliverables
Several high performing large OU's (SEPCo, Malaysia)
Taskforce on reserves maturation in place
Refreshment of exploration prospect portfolio (GoM lease sales, Nigeria,
Brunei)
Developing relationship with Pemex and Russian oil companies
Global cost FRD prize to be won ($ 500 million) to. reduce underlying unit
Opex!
Operational problems overcome (Shearwater, Brutus, Auger) and good
operational performance (actual vs capacity) in many OU's
T&OE targeting 100 MMboe reserves increase.

At the same time:
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Treatment Requested



·--€ase-3:04-eV-OQ3.74-JA.P-JJt:f________DocLlment 365-4 Filed 10/10/2007 Page 47 of 65

In summary I think we can demonstrate technical competence in EP coupled with
performance delivery but we need to manage the "caught in the box" challenge.

So where do we go from here?

The "quiet revolution" in EP will continue at accelerated pace to ensure no major
opportunities for improvement are foregone whilst taking out no or low-value activities and
processes.

This global drive is framed under the 3 P's of portfolio, performance and people with key
focus areas around:

Pursuing the next stage of global synergy (efficiency and effectiveness)
Implementing simplified accountability models
Moving towards the EP aspired portfolio
Secure license extensions.

The immediate risk that we are facing is on the "negative spiral" of our boxed situation:
. 15% ROACE with 3% production growth unachievable in 2002.2004

timefrarne with original $7-8 billion plan-average investment level
RRR remains below J 00% mainly due to aggressive booking in 1997 _
2000.I

I

I
.1
I

Attached is trying to frame the "caught in a box dilemma" .

Way forward

We need to keep a balanced perspective on the overall performance ofEP and can easily
portray a "the glass is half empty" message.

We are continuing to struggle with portfolio constraints whilst we know we can deliver more
global synergy with bottomline impact

Organic growth will not be adequate and acquisitions and new business development (whilst
"working the tail") 'are needed with obvious strains on short-term ROACE. The value
argument with roadmap-type delivery (and associated transparency) will be crucial.
lam confident EP can live up to the challenge.
Whilst this note is only a "seene-setter" 1will return to CMD later this month with the overall
"EP Delivery" story to get input and support for the way forward.

)
I.' j
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• Project capex overruns
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• UK tax increase
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Unknown

From:
Sent:
To:
Subject:

Van De Vijver, Walter SI-MGDWV
22 October 2002 15:07
Watts, Philip B SI-MGDPW
RE: Weekend Reflections

Sensitivity: Con.fidential

Phil,

Thanks for your note,1 was actually planning a follow-up as well.
I am currently in Oman dealing with another legacy problem and will fly back to London for meetings on thursday.
I will see whether we can than have a brief chat.

I must admit that I become sick and tired about arguing about the hard facts and also can not perform miracles given

•
where we are today. .
If I was interpreting the disclosure requirements literally (Sorbanes-Oxley Act etc) we would have a real problem.

. I remain tolally convinced (happy for challenge anywhere) that everything possible is being done on the various box
parameters.
The next stage of cost take-out is gOing to be a painful exercise of dismantling au's as we know and love them.
Obviously I can divest more relatively high costJlow margin parts of our portfolio but that is not where we all want to go as
a Group.
Happy to have that debate at CMD.

Regards.

•
----OriginalMessage·---
From: Watts, Philip B SJ-MGDPW
sent: 21 October2002 19:44
To: Van De Vijver, Walter SI-MGO'NV
Subject: Weekend Renections
sensitivity: COnfidential

Waiter.
I enjoyed our conversation over dinner last Monday and have reflected over this weekend on the EP part of the Group
Plan.
You have a real challenge but that Is not unusual.

A few paints, if I may. on the "box" in which you talk of being trapped,

1. Costs
• The 3% target is not unreasonable with proper definition and real cost consciousness on the "controllable

operational costs".
• The EP target will lack credibility if it does not have a bottom line Impact.

2. Reserves
• We have a real issue but the Enterprise acquisition allows us to keep to the 100% replacement ratio averaged

over, say, 3 years.

3. Production
• The 3% pa 2000 - 2005 (inclUding A&D) Is credible.
• We will have to finesse the "higher base" stuff.
• I am not contemplating a change in the external promise on the basis of (i) past performance. (li) current

performance, (iii) the purchase of Enterprise (and Orayen) and (iv) the intention to make more upstream purchase
(8) in the foreseeable future (if good enough willing to lose the AAA rating). V00020620
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4. ROACE
I think thai this is the key vulnerability.

• There are 3 questions thai come to my mind
(i) What is the ROACE at reference conditions

(a) for 2003 can il be explained?
(b) for 2004 is it higher and approaching 15% at $16.b?

(ii) EP as an established business needs to be "capable of 15% ROACE at Reference Conditions". What would it
take in

terms of Expex and Capex cuts to get back to 15% and how quickly can this be done in circumstances that
required il?
(iii) Does the increase in 2004 gel the Group back into the 13 . 15% range?

For efficiency, I thought I would put these items in a message since they will for me be the key question on 29/10. If
you are in Shell Centre this week, I would appreciate a brief chat.

•
Phil Watts
Chairman of the Committee of Managing Directors
Royal Dutch/Shell Group of Companies
Shell Centre London SE1 7NA
Tel: +44 (020)7934 5556 Fax: +44 (020) 7934 5557
Internet: Phil.Watts@shell.com

Incoming mail is certified Virus Free.
Checked by AVG anti-virus system (http://www.grisoft.com).
Version: 6.0.567 1Virus Database: 358 • Release Dale: 24/01/2004
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NOTE FOR DISCUSSION

Subject: Review of 2002 and 2003Reserves Replacement

Date; 7111 November 2002

FROM: EPB,EPG

'I'D: ExCom

Excom,

The attached note summarizes the CUXIentoutlook for reserves replacement in 2002 and
2003~ Its objective is to stimulate discussion and management determination of

bookings and debookings that are being contemplated for the 2002 year-end reserves

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

LOrin

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

raised by the recent audit of SEC Proved Reserves.

Brian

) \

EXHIBIT
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Confidential

Note for Discussion

Review of 2002 and 2003 Reserves Replacement

The purpose of this note is to advise Ex.com of the current outlook for proved reserves

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

additions and debookings that are being contemplated for 2002,

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

increases to 1759 million boe ~ 9%1. Significant downward pressure is exerted on these figures
by !.!ecent SNEPCO audit finding that reserveS there may be overstated by 133 million hoe. A

similar volume of Enterprise reserves may also be at risk :mbject to the findings of ongoing

audits (Italy Tempa Rossa and Norway Skarv Area). Consequently the 2002 R1tR could be as ~
low as 29% excluding A&D, or 101% including A&D. Offsetting upward pressure is limited.

Details are provided inAppendix A

These figures compare with an EP plan for 2002 of 56% organic RRR (98% with Strategic
Options, none of which is likely to be delivered this year), The principal reasons for
underperformance are a delay in the maturation of Bonga SW (90 million boe), disappointing
appraisal results in Namibia (125 million boe), PSC / PSV effects inMalaysia, Iran and Oman
GISCO (100 million hoe) and a variety of other unforeseen negative revisions. These have been
offset by the Enterprise acquisition (1140 million boe, subject to audit) and acceleration of

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

by the Group Reserves Auditor, once si<N documentation has been received).

Planned organic proved reserves additions for 2003 are 867 million hoe (56% RRR), this being
heavily reliant on the delivery of Sakhalin, China W2E and Pinedale reserves additions. The total
would rise to 1021 million boe (66%) if currently defined Option projects mature (principally
Qrmen I ao~ Considerable uncertainty applies to these 6gutes and at this stage actual organic
performance could range between 40 and 100% depending mainly on the degree of success in
maturing (and funding) option projects and on the approach taken to the booking of Sakhalin
reserves. Sakhalin offers further flexibility to offset downward pressure on reserves replacement

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

dilution of our interests in the venture.

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

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

FotA confidential
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CnnfirlCflti oJ

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

ate considered to be deliverable during 2002, although several hold potential for 2003 and the

following new items ate being progressed at present:

S~DC licence extensions: Nigerian legislation, supported by precedence, may allow

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

rTax-paid P$Cs: it may be possible to include production and reserves in recognition of tax

l_paid on behalf of Shell by National Oil Companies.

The Potential Reserves Exposure Catalogue has been reviewed and updated (Appendix q. No
debookings are considered to be necessary at this stage. apart from SNEPCO reserves (see

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

reserves associated with waterflood in Bonga and Erha, which consequcndy have been removed
from the inventory. Certain elements of the Enterprise portfolio are potentially at risk and have

been added to the inventory pending ongoing audit.

Proposal

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

reserves growth for 2002.I
I

1
I
I
I

I
I
I
I'

I
I
I
I

. - Possible major de-bookings:

SNEPCO
New Zealand Pohokura
Malaysia PSC effect

Iran PSV effect
Thailand WF projects
Oman (GISCO) PSVeffect

-133 million boe: see separate Note for Information.
-55 million boer technical revision -ce;;-"l ~'I; -...p
-39 million boe: lower cost. lower entitlement

-28 million boe
-27 million boe: uneconomic
-23 million boe

- Possible major bookings:

Kashagan
Angola Block 18 (incremental)

USA Brutus Phase 1

380 million boe: justification inpreparation
45 million boe: audit planned. November 2002

39 million boe: SEPCo internal audit in progress

,+ ~ .\0" ~ ........I,.V l..:. ",k"1A
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CONFIDENTIAl Appendix A

Appendix .A.; 2002Proved Reserves Additions Latest Estimate

u,lesl Estimate, Proved Reserves AddlHone Endo-Seplember 2002
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Appendix B: Reserves Opportunities Catalogue (November 2002)

P.I"oject PID PRAt RRRl Note

ence Extensions:
Nigeria SPDC (m()stly expiring in 2019) 530 35%
Oman PDO (2012) 500 35%
MlIIaysia (various years) 450 30"10
Abu Dhabi (2014) 370 25%

Denmark (2012) 80 5%
Norway (various years) 70 5%
Veneruela (2013) 40 3%
Syria (2009 - 2014) 10 1%
Brunei (2003) 0 0%

Big Tickets and Strategic Options
QUDtl maease, Nigeria 0 0%
Reuin S2khalin consolidated and/or more aggressive booking 600 40%

~CRtaeeoUS 2003 410 25'k
KuwaitOSA 2003 400 25% otganic?'
Iran AUdegan farm-in 2003 110 7% A&D
Russi2.Zapolyarnoye NeocoPllIl1l 2004 760 5()%

Ubf'.Gas (Block 6 dcvt.) 2004 440 30"1<>
II'lUI Bangestan 2004 300 20%
QatarSMDS 2004 300 20% .A&D

:YtJJl'Zllcla LNG " '. 2004 250 15%

Saudi Ambia CVl • 2004 70 5%
~'V

Others r:.v
T&OB: 200 potential additions 100 7% It·

"'\ , Tar-paid PsCs (2003, in ddinicion) >40 >3% II. •", Ranked out of the Base Plan 2002
Nigeria SNEPCO Bongs SW 2003 70 5%

. . < Chin. Changbci Upstream 2003 55 4%

~\11b~ Austmlia Sunrise 2004 34() 20"/.

Options and Strategic Options, 2003
Norway QWlCD UIn!!5 2003? 160 10"/.
Thisde(thkcd} 2003 300 20"/.
Abu Dhabi Whale (risked) 2003 150 10% A&D·
Russia 5a1ym (risked) 2003 60 4% organic?

)
/

I Approximate Proved Reserves Additions, million boe, unrisked.
2 Appto::dmate contribution to Proved Reserves Replacement Ratio in·the ycu of reserves booking,

assuming annual production of 1500 million hoe total for EP, OA basis.
) Ongoing work suggestS that SPDC might be able to claim automatic rights to production beyond

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

" Based on the c:uttendy reported post-licence Expectation Reserves (550 million hoe). Reserves to be
booked when there is certainty' that a deal will occur with no risk of 4eW1c:d negotiati0n5 de-railing it.

S Not under Shell control: negotiation to be condueted exclusively bt Conceisionaires (AP. Moller).
, Reserves already booked assuming that BSP's rights to two 15-year licence extensions will be exercised.

Any reserves upside would be in relation to the negotiation of further extensions beyond the 3O-year
window, but this may be offset by potential equity reduction in the fint two l,5.yeu extensions.

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

8 Bookings should in principle keep pace with "reasonably certain" market development and preferably
with actual LNG sales contract fixtures. <

9 Cash-based Service Agreement with little exposure to oil price. Reserves bookings might not be
possible.

10 Nominally 25 million hoe from waterllood projects. 25 million hoc: from the T&OB Opportunities
Call1logue and 50 million hoe &om V2V reviews. .

11 Under investigation: in some PSCs tn: is paid by the NOC on behalf of contractor (...e. Shell). It may
be possible to claim production and hence reserves in recognition of this.
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CONFIDENTIAL Appendix C

Appendix C: Potential Reserves Exposure Catalogue (November 2002)

Ailset (Ycat booked) Reserve. Comment
min boe

Austrn1i2Gorgon (1997) 560 Booked in 1997 in anticipation of imminent FID, subsequently- deferred indefinitely by the downturn ill Asian «anomies and the

~I\' consequent reduction in demand for LNC;. It is in~table that II

resource of this magnitude will be developed eventua.lly.

SNEPCO It is assumed that).Jl million hoc of potentill1ly overstated reserves

will be debooked at 31.12.2002 (SEC Reserves .Audit
recommendation).

Angola Block 18 (2000) up to 55 Reserves tely on the successful implementation of wa.ttt flood in

Reserves potentially at risk
reservoirs that have limited local supporting irullogues. N~clu$,

estimated provisioruilly to be analogy with thc Girassol field .is invoked. Audit is plann~ before

75% of the CUlttIlt inventory.
the end of 2002.

simiiar bookings by SNEPCO were. considered acceptable durlog a

2002 reserees audir. being supported by atcosivc reference to analogy'
(although p"domina.ntiy. not with local reservoirs),

Norway Onnen Lange 109 ResetVeI have been putiaUy booked ahead ofVAR3 and PID, whiist

(t999, 2000)
it ap~ that then: are issues !h!t could J!reVent It mnce~ De-

booking will be coosidered only when and if it becomes clear that

development definitely will. 1I0t proceed. FID planned in 2003 or

2004.

Eatetprise 136 Certain elements of the portfolio mq not satisfy. minimwn .

requirements lot project maturity (Italy Tempo. Rossa, Norway SkatV

Area, possibly elements of KMOC). Audiu arc in El"QI!tC$s.

Netherlands, Waddenzee 25 Governmenr-enforced motatorium on Waddenzcc drilling, 'due to

(?)
environmental concerns, could ultimately ptcVent development from

proceeding.

Brunei legacy 20 Historical reserves bookings that can DO Jonger .be supported are

(Various)
inventori2ed and IIctivdy managed. It Is espected that the remaining
balance will Ix reduced to zero OVtt the next two or three yean, in
CONultation widl JlJ.tionaJ regulatory authorities.

Total 90S The tom proved reserves balance It 1.1.2002 WIll 19100 MMboe."'.

~

addition, reserves in some ou,would be at risk jf planned produedon rate increases do not materlali%c:.
The aus thu, affected are 5PDC Nigeria and Abu Dhabi. Furthermore, Oman PDQ must sustain current
rod~cdol) rates throughout the remainiog Iifewne of the licence to ensure production of the booked
roved reserves. . .

L-The SEC provides 00 specific guidance on reserves disclosure for "novel" contact structures. Shell
cunendy has four bookings in this category: the Veoezueb service agreement, Inn buy-back contract,
Oman Gisco and the booking.ofNGL reserves in connectio~ with interests in Abu Dlabi GASca.
Note: this inventOry aptures reserves boold.og1 that ate fully justified lit present but which could come
under threat of deboolcing, for example, Wguld the SEC further clarify its rules to imply that mon:_

conservatism should beapplied by Form 20-F relristtants.
e
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ConfidrntiaJ

Note for Information

Changes to Proved Reserves Additions

SNEPCO, Nigeria, November 2002

Proved Reserves Additions, million boe, Shell share

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

Previous I.E (end-Aug) 49 Bonga SW discounted, possible diliy to VAR 3

Current LE 0 Bonga SW deleted, VAR 3 deferred.

All potential E&A gains zeroed.

Proposed end-year position -133 De-bookingpunWUlt to 2002SECReservesAu~

Total impact on EP RRR -16.9% Rc:htive to Plan

None of the activities incorporated in the SNEPCO plan for reserves additions .in 2002 will
materialize during the year. Furthermore, a recent SEC Proved Reserves Audit of SNEPCO
found that proved reserves were overstated by 133 million hoe at 31.12.2001:

(m mln boe SS) 31.12.2001 31,12.2002 2002 Delta
Abo 33.4 28.9 -4.5 Apply Proved Area concept

Bonga Oil!NGL; 366.2 290.4 -75.8 } Proved Are:l,&

Gas: 42.8 16.9 -25.9 } revised recovery factors
Erha 165.9 139.4 -26.5 Erha-3 and Proved Are2 -=- '4.\>~"
Total 608 475 -133

In Bonga, the revisions ate due to the exclusion of reserves in unpenetrated reservoirs \
(the so-called In Field Opportunities, or IFOs), this bong despite an increase in recovery
that is now projected from the proved areas (FOP Revision 5).

The revision in Erha reflects the results of the Erha-3 appraisal well (which removed
significant in-place volumes from the model of the' eastern fault block), and from the

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

The bulk. of these reserves were first booked in 1998 and 1999. Since then, Shell has introduced
a revised interpretation of the SEC roles on the disclosure of proved reserves. This is explained

on the fonowing page.

FOIA Confidential
Treatment Requested

HAG00161391



Case 3:04-cv-00374-JAP-JJH Document 365-4 Filed 10/10/2007 Page 59 of 65

Confidential

Clarification of SEC Rules

I

j
I

I
I
I,
I
I

The SEC/F ASB definition of proved reserves is, and always has been, strictly deterministic,

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

been proved by drilling. This area is limited laterally by reasonable certainty over production
continuity, and hence it generally stops at faults that could be sealing. It is limited vertically by
the limits of hydrocarbons seen in wells, unless contacts outside this range can be inferred from
pressure data. acquired from the hydrocarbon and water legs of the same reservoir. In
undeveloped or immature fields, the reporting of proved reserves for unpenetrated reservoirs is.

not consistent with the SEC rules.

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

describe uncertainty in reserves. Thereafter, until 1998, Shell continued to use its probabilistic

approach, equating the 85% cumulative probability level to the "reasonable certainty" required by
the SEC's rules. nus could lead to the inclusion of reserves from outside the Proved Area,·
insofar as these areas were included in the probabilistic range, Also, in the case of Bonga, it lead
to the inclusion of reserves from reservoirs that had not yet been penetrated (d:le IFOs).

\
!

Shell's probabilistic approach generally resulted in the over-reporting of proved reserves in
immature fields, but this was (more than) offset by der-reporting in mature fie s, In 1998, in
order to correct the latter and curb excessive depreciation charges, Shell guidelines were
changed and brought more into line with the deterministic approach of SEC. Approximately
1,200 million boe proved reserves were added to the inventory 1!a result ') ,..
The Shell guidelines for immature fidds were not finally updated until 2002, spurred by the
issuance in 2000 and 2001 of guidance from the SEC which confirmed that their detetmi.nistic

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

techniques are used.

'J (Work. is ongoing to ~ and establish whether Shell is conservative or otherwise In its approach to
\ the disclosure of proved reserves. compared with competitors..· .

Opportunities will continue to be sought to engage the SEC in dialogue concerning modem
industry practices. The main aim is to encourage the SEC to recognize technologicai advances

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

incurring the appraisal. costs that are required to establish proved reserves according to the SEC's
cunene rules.

I

I

t

tJ
I
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Unknown

From:
Sent:
To:
Subject;

Van der Laan. Marian M SI-MGOWV/DIRMB on behalf of Van De Vijver, Walter SI.MGDWV
15 November 200210:56
Coopman, Frank F SIEP·EPF; Brass. Lorin LL SIEP-EPB
URGENT: 2003 PLAN and Q1 IR

[J
m1113.ZlP

Marian v.d, Laan

•
Secretary to Mr. v.d. Vijver MGDWV
Shellinternalional B.V.
Postbus 162,2501 AN Den Haag, Nederland

Tel; +3170377 1675 Fax; +3170-377 2555
Email: marian.m.vanderlaan@si.shefl.com
Internet: http://www.shell.com

Incoming maills certified Virus Free.
Checked by AVG anti-virus system (ht1p:/I~.grisoft.com).
Version: 6.0.567' Virus Database: 355 ' Release Date: 24/01/2004

•
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2003 PI.AN and 01 IR

1) We finalized our plan submission and could easily leave the impression that
everything is fine:

3% uuoe reduction achieved
ROACE back to 15% by 2006
3% growth (old base and with a bit.ofhelp from strategic options on new
base) delivered
RRR> 100% can be done with license extensions

• The reality is however that we would not have submitted this plan if we
I) were not trying to protect the Group reputation externally (promises made) and
2) could have been honest about past failures (business focus w.r.t. aspired

portfolio, disconnects with reality, poor performance management, reserves
manipulation)

The plan is therefore not a 50150 plan but a real stretch.

On 19
th
November EP Plan presentation I want a simple chart of 50150 vs stretch

parameters which shows:
do-ability problems with cost take-out pace
"watchlist items" on production: Oman, Nigeria, US
.pain to be carried on past reserves bookings and vulnerability to new reserves
bookings (Sakhalin etc.)
prospect portfolio weakness in 2003/2004
low PoS of strategic options
major shift needed in technicaVperformance leadership
breakthrough needed on partnerships
challenge to deliver a sensible $ I bIn CE reduction with minimum
earnings/production loss.

Other relevant points are welcome. Iam also still awaiting the suggested family of new
"watch list items" for 2003.

•
2) On Ql 2003 IR we need clarity now on the key messages (balanced perspective)

that we want to get out for EP. I have not seen any detail and this is becoming
increasingly frustrating:

Group IR presentation will only have a 10 min (!) EP slot:
2002 highlights

EP "back to basics"?
(cost, T&OE, project delivery, capital efficiency,
exploration)
Enterprise delivery
competitive edge?
learnings
(RRR, globalisation need)

VOQ020744

DB 01507
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2003 and beyond expectations
(EP on the move?)

] want ideas now!

What is the new EP story as aligned with the EP investment case? One
page only!

••
J want this done and discussed by first thing Monday morning latest (this issue
will no doubt come up on our 18/11 away-day). For me the passion, urgency and
focus on the forward implementation and delivery is very important also as we do
have tremendous scope for leveraging globalisation and level playing field
operational excellence unlike EM and BP who have already done this .

•

V00020745
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Unknown

From:
Sent;
To:
Cc:
Subject:

Van De Vijver, Waller SI·MGDWV
29 November 2002 14:06
Pay. John JR $IEP·EPB-P
Brass. Latin LL SIEp·EPB; Harper, Malcolm M SIEP-EPB-P
RE: Group Plan questions/reserves

John,

Indeed a difficult judgment call.Thanks for a very informative note.
We will have to get a storyline together not only to close our books but also for explaining to analysts (6 Iebr and end
March) our RRR.Happy to be transparent about it to raise our overall credibility.

One other Question: if we talk 5 year average RRR are we than still OK 1998-2002 and 1999·20037

Regards.
Walter

---Original Message---
From: pay, John JR SIEP-EPB-P
Sent: 22 November 2002 09:47
To: Van De Vijver, Walter Sj-MGDWV
CCl Brass, Lorin LL SJEP-EPB;Harper, Malcolm M SlEP.EPB-P
Subject; RE: Group PlanquestionS/reserves

Walter

)
I'm sure you realize that this is a difficult Question to answer with preclslon. As a best estimate. I think it reasonable
to say our RRR performance over the next 5 years will be depressed by some 25 points as the result (1) of taking
accelerated bookings in the past and (2) of changing our internal reporting guidelines (partly as the result of the SEC
clarification. but also of our own volition).

Iwould characterize the contributions as being:

15,20 points: aggressive booking, of which perhaps 5 points (i.e. 5% RRR) overlap with the 2001 SEC clarification.
5 - 10 points: the legacy effect of changing our booking practices in 1998

The following explains how I came to these figures:

1} What historical bookings did we make that we would consider more carefully today?
At 1.1.2002 we had some 3800 MMboe (aetually 3769) reserves that had been booked pre-FlO. Of these, I think
about 60% can be categorized as definitely not subject to ·'eadersh,p behaviour" at a Group level, whereas the
remaining 40% (1400 MMboe) possibly were. 3600 MMboe is an attention-grabbing figure, and our Soyr average
RRR going forward would be improved by some 50 percentage points if we had left everything until FlO. However,
our performance during the prevlous 5 • 10 years would obviously have been reduced by a similar amount. Also note
that it is not common practice In the Industry to defer all bookings to FlO - only bookings for major projects and
frontier areas. Iam sure (but cannot prove it) that our competitors adopt a similar approach to us for minor projects
and intill type actiViUe_s - tl],ey book when they feel the project is sufficiently defined, which could be well before project
sanction. . .

Therefore I think that the 1400 MMboe is a more reasonable figure to talk about in this context, we booked it
aggressively and had we not done so we might have been able to show a +/- 15 ~20% better RRR for the plan going
forward.

There is more detail on this at the end of this message.

2) By how much would RRR performance be different If we continued to apply the bookings procedure In
force pre-1998?
In 1998/1999 we changed our reporting basis and adopted a deterministic approach for mature fields that we
believe to be consistent with industry practice. This gave us a one-off gain of 1200 MMboe. If we had left our
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practices unchanged. we would have trickled some of this gain in gradually and perhaps registered new bookings
ahead of FID for some of our major upcoming projects (W2E, possibly Kashagan and Sakhalin and a few others).
However, Iwould be very surprised if this would have yielded a total reserves balance higher than the one we have
today - in other words. I do not believe that our old approach would have caused more than 1200 MMboe to have
been added in the years -slnce the new approach was introduced. As a rough estimate, you could say that it would
have taken some 10 years to book the 1200 MMboe that we took as a one-off gain in 1998/1999. so performance
might be depressed on average by 5 - 10% RRR during the period that we now find ourselves in the middle of.

3) What effect has the 2001 SEC Clarification had on our performance?
Following on from (2) above. it was noted at the time that we had corrected our under-reporting of mature fields. but
not addressed our over-reoortlnq of immature fields. The latter was only addressed by the new guidelines introduced
this year. spurred by the SEC Clarification. We see the effects of it in the SNEPCO debooking, which is the biggest
single effect. I see this as partially offsetting the 1998 gain - if we had addressed all of our procedures in one step
instead of taking the good news first and the bad news later. we might have been looking at a net gain of, say, 900 -
1000 MMboe instead of 1200 MMboe. We are taking this hit now and we may see a small depression of RRR
performance over the plan period. However, I do not believe that these effects are very significant - we must be
talking about a few percentage points on the 5-yr average RRR at most - this is a subset of the reserves covered by
(1) above.

Please let me know if there's more Ican do to clarify these figures.

John Pay
Group Hydrocarbon Resource Coordinator
Shell International Exploration and Production B.V.
Carel van 8ylandtlaan 30, Postbus 663, 2501 CR The Hague, The Netherlands

Tel: +31 (70) 377 7405 Other Tel: +31 (0)65252 1964
Email: john.pay@shell.com
Internet: http://www.shell.com/eandp-en

Detail on 1) above

The total volume of reserves booked pre-FlO at 1.1.2002 was 3769 MMboo. The following major components stand
out:

Nigeria SPDC: 969 MMboe. For many years reserves bookings were influenced considerably by the Reserves
Additions Bonus, This drove us towards early booking of reserves, but at the time this was not considered to be at
odds with practice elsewhere in the Group and nor did it lead to undue concern about compliance with SEC rules.
Indeed. the practice might be seen as a key enabler In helping Nigeria to claim additional OPEC quota share and
consequently SPOC production growth. The problem Is that we overshot a little - we reached a situation in which the
Proved Reserves cannot plausibly be produced within the remaining licence period.

Oman PDO: 313 MMboe. Similar situation to SPDC. PDO revenue was linked to reserves additions. We now have
a situation in which an external production promise has been made 10 the Oman! authorities, with the corresponding
reserves having been booked ahead of development activity identification. Itrust that you are well aware of the
efforts currently ongoing In PDO to build substance into delivery of the prod,:,ctlon promise.

Other Base Projects: 852 MMboe. Bookings which seem to have been made in line with the Shell interpretation of
the rules at the time and Which are difficult to dispute in hindsight. given that they are included in our current Base
Plan. A large number of minor bookings. but with a few large items such as Troll further development (210 MMboe in
total).

Other Option Projects: 191MMboe. BOOkings similar to above but which might now be Questioned on the grounds
that they rank only as Options. Again a large number of small prolsets, the biggest being Bugan (Brunei) - 50
MMboe.

Total so far: 2331 MMboe, 62% of the total. It is probably fair to say that, on balance, none of the above were
the direct result of "leadership behaviour" In the context of your question. although obviously the SPDC and
PDO bookings were part of a clear strategy at the time.

The remaining 38% of the bookings could be questioned with hindsight and some or all of them could be judged as

2
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being influenced by "leadership behaviour". I have not questioned those involved at the time, but I would not be
surprised to find that each was the subject of management determination. All could be defended on the basis of the
Shell interpretation of the SEC rules at the time. but might not be accepted under the revised I clarified interpretation.

Australia: 560 MMboe. Gorgon - the booking was made in the expectation that project would imminently be
sanctioned.

Angola Block 18: 75 MMboe. Booked on the basis of a rather flimsy project definition - now finned up and
subtanlially different to the basis on which first booking was made.

SNEPCO Erha: 166 MMboe· FlO in 2002.

SNEPCO Bonga IFO: 130 MMboe - most to be debooked?

Denmark Sif I Igor I Halfdan Danian Gas: 19 MMboe. I include this because I made the booking myself under the
influence of 'Ieadership behaviour" and felt somewhat uneasy about it (also the larger booking for Halfdan Phase II
Oil development, now post-FID). The project was not well defined and, although there was no doubt that the
resources are there, we did not have rigour in the audit trail to be able to defend against a serious challenge of the
booking. There may be other examples in the 62% above that I have not captured.

Other PrOjects Ranked "Out": 489 MMboe. Bookings that might be seen 'as suspicious and possibly the subject of
"leadership behaviour, on the grounds that the projects concerned do not rank for capital allocation as currenlly
defined. Biggest items are Ormen Lange (109 MMboe). Venezuela further development (91 MMboe), Pohokura (71
MMboe, this figure being revised to only +/-20 MMboe al1.1.2003).

Total: 1439 MMboe, 38% of total.

----Original Message--
From: ven De Vijver, Walter Sl-MGDWV
sent: 21 November 2002 01 :01
To: Pay, John JR SIEP-EPB.P
Cc: Brass, Lorin LL SIEP'EPB; Harper, Malcolm M StEP-EPB-P
Subject: RE: Group Plan questions/reserves

John,

Thanks.

Just to have it all together.
How much of the historic bookings (both aggressive/early) that constrain our proved reserves booking in 2001.
2005,are related to"leadership behaviour' and how much are they related to new SEC rules/scrunily introduced in
early 2001?!
Please clarify soonest to the best of your now vast knowledge of our reserves!
Regards,
Waller

VOOO82177
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Strictly Confidential

Notefol'File

Mannging the EP legacyissu~

.'

Iritroduetio!]

During tho last 1.5 years the technical competence and overall integrity of the EP business
within Shell has been questioned both internally and extemally, most prominently through
lo~ of the production growth tarsel inAugust/September 2001 and duo;J_oa deteriorating
proved reserves replacement ratio. Providing credible explanations for these issues proved
near-tmpossible given the discoDllects between external promiSes/expectations and the reality
of the state of the business.

As the new CEO of the business; which I relish and believe passionately in, this period has
been extremely frustrating and uncomfortable. perhaps even more so with the emergence at:
strie_ter disclosure rules following the various corporate scandals in 2001/2202.

Tbe initial "due diligence"

Significant issues emerged during the initial dlle diliooce phase mid 2001, concurrentJy with
the development of tho 2002 business plan. ~

Obviouslyeare was taken not to jump to conclusions too hastingly whllst also recognising the
human element of rubbishing everything your pre-rlecessor has done (we arc very good at this
within Shelll). AIso: how pessimistic are business plans?:

- Suddenly a·lot of "dirty washings W~ thrown into the. kitchen sink", I was literally
trying not to disappear under water (something to do with previous manegement
style?)

• Past business successes, e.g. build-up of LNG business, growth in North Sea, inOman
and inUS GoM, provided confidence on future ability (reflected also in high PoS for
new entries and finding upsidesI) .

- Several new countries were opening for business and created optimism. In ability to
.establish new~gacYPOsitiODS (e.g. Saudi, Iran).

- Mature field JlDes were Still poorly Wldemood in 1997-1999 given concurrent infill
drilling..and 8gg;rtssfyc implm:nmtaticm of DeW~olOgy (e.g. horizOiitals) .
First globaJisation effort in EP in 19987)999 (Shelil1nregrution, Volume] and 2
business planning process) were a success

/' TrazWormation in95/96 bad left severe matts in EP Doss of functional
'"" stewardshiP/excellence) and would take time to correct and would eventually deliver
I bottome restilts.

-
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A decision was made to safeguard the Group's reputation as good as possible, thereby
"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 ex.iernafpromiSes in Sept 2001 and reality were significant and
created 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 PerformancelPortfoliolPeople 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 reo-focus on core business oftecbnical competence, standards and

performance
• Execute bolt-on acquisitions to fill portfolio gaps with high synergy potential (e.g.

~~e,Ftoc1des.!)raugen)
- Delivery of key new developments (Kashagan, Sakhalin. ete.)
- Focus on Oman, UK andNigeria (avoidable underperformance)
- Develop comprehensive people programme (eXp)
- Move towards new operating model inEP

The: deeper understanding
A full understanding of the gaps between external promises and reality is important to ensure
learning for the future,
Attached provides the overall perspective which emerged after several uncomfortable Excom
sessions.
S~ causes ar_uw ~~9Us also as the Positive external (or even int~!l:I) p~~
would lead toHalse sense o~..secmity and optimism within EP and the .(ftoup whilst in .
l'tlality~ .

• Portfolio weaknesses could only be hidden for so long (constraints on'lCSC1'VC3 growth
and on development opportunitics; real RRR and production ~~_B.~I<S were
not compatible)
Execution wealqJ~~ would emerge from early "hype" on exploration successes, on
tecbnorogy'and On nCWbusiness ereation [e.g, subsequent "disappearance" of
KudUlSunPsCl FLNG, Btasif"slowed" maturing, Iran ncw business).

• Lade of ~ttention on core operational business would backfiro (o.g. UK. Oman.
Nlgeria)' . -

- Staff energyimotivation inEP was not high (following the required business process
appeared sometimes more Important than bottomline de1ivCIY,leadm without proven
tracbecmd, organisation very inward focused),

BottomUne was that both reserves replacement and production growth were inflated:
- .Aggressiv~p~maturc reserves bookings provided ln1pression of.higher growth rate

tbaJl realfsticaUypossiblc .
- BOttOms-up production furecasts (before adding of strategic options) after realistic

risk-downgrading (based on past experience on engineering optimism on project start-
upStjjlatenu-ratc ~ build-ups) only gave 1-2% aai on production growth compared to
3~S%promises, .
,.....,.. _.' ...
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Where next?

The year 2003 provides the opportunity to be transparent about the true state of the business
and to be bumble about some of the failures as well!

Underlying RRR issues. (need more than organic growth, early bookings now leading
to higltunitF&.Q E~~ts.&J:lc) lffi~~ing credibility/competence) .

- Underlying perfonnance issuestmature field declines, new reserves access challenges,
production growth and Nigeria exposure level) (need to be rnbre transparent)

whilst at tho same time;
- Show the robust fundanlcntals

., Legacy assets that competitors "would die for"
• Conservative and longduring $trengths (technology, staff.

geogmpbiclpOlltical diversity of portfolio)
• Competitive factors (staft portfolio, capability ollwea:tiMJlWlts)

• Show improvement areas
• Internal synergylproductivity delivery (new operating model)
• Long-term reserves and ~
• EP delivery machine
• Leadership positions (V3. competition) and scale/materiality

The 2002 Bushiness Plan for 200312004 contains a signi1l,!?M-t.stretch_in order to stay as close
as possible to external C!='mmitments: . '.- '. - . _ _. -. . ..

~ Continue underlying:unit cOstrcduction at 3% aad (5300 mln plus unidentified cost
sa'@gs..banked) _ ._.._.-"

Continue 3% production growth, although "watered down" (capable ?fis.o. direct
promise) (approx. 2()J80 foreca,~~m$.~t:~ SOl50 i.e. 20% chance ofaelivery
probably mJucing furtber when going to 2005 onwards given general decline
~ccttainty and high NIgeria d~de:ncc) _. . -
Recover to 13%+ ROACE in 2004 to get Group ROACH. within range (taking c:redit
for above plus $ 1 bin di~t at year-end and 0.5% ROACH uplift from tax. both
in 200312004) .

- S-year average RRR to remain above 100% (plan only delivers 6O~8()o/oorganically) .

.As a consequence there ~ ~<!.~ety_~ iIi extexnal conun!~~~ ~.a_i:e.~ to
deliver a plan with PoS « $0%. '

Notwithstanding the above, it is current11 p!~.!? pOrlny 8Q 'WI>¢. persp~.ve ,?C the ,
business, supported by a V¢f'/ focused hi&JHii1ergy Improvement drive as set inmotion more
than a year ago.
Commencing an in~81 '\vitch-hUl\t" w!t,!l n~gatiy~ consequences for the Gro'up reputation
and requiring tremendOus en~ lJiifWouJd distnlCt from the improvement dri.ve, is not seen
ttl be pl'OCiuctive nor beneficial for tho Group in these unCertain times. .
For future reference itwas however considered prudent to record the issues and provide the
Q)t1text for the decision as taken.
The coneems around the "caught in the box'; diJemma tInd stretch in ~ EP_~incas plan
have been:flagged "at the highest level in the company, but obviously ''transmitted'' in a
caeful iisbion as not to c:ompromiselundeanin~ the prmoaStCiid.eiShip. The severity IIl1d
magnitude of the EP Jegacy issues may therefore not have been' fully appreciated.
Also, a gc::oc:ralJy excellent pcrfo.onance (operationally and ~caJM.!Tom EP in. 2002
have miSted die issues BOµlcwhat. -

I, ....p

\. .
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J.lEPin the Box"

Understanding the thinking/behaviour that led to ·external promises made
H 1)EP leadership not adeauatelv connected with the iI -'

11- 4 •• a.a,
What we do !
and don't do :
as leaders... -

11EP leedershl!J not adeq ,
face (Includes Excom)IIl~~~~,._~

- ExCom too remote In governance mode
- deep understanding of OU performance not there (ag Oman,
NIgeria)
• optlmlsm on delivery/capabIlity
• many initialives but lost focus on cora busln9S8
d&tlvery/paffomumce (e.g, T&OE)
- no recognition of old VBnew EP marglns/retums Includ'1OgIarg&
focus on MRH to excluslon 01Olher {smaller but more profltable}
opportunities and exploraUon gaps not addressed
• denial on portioDo gaps (e.g. North AmerIc8.)
- Eft not globalised,no global mlndS9\ atound peop1e
• no control on people movement apart from LC opponunlstio
sslectionBlon a what is available basis mostly
• lack of nurturing of r;pecialist taleAt (e.g. Play.making 9Xploreta.
calbOnate reservoir modellers) so lhey bsooms generalists
- various atmi prcgress&9 to senior laval without proven traclt ra<:ord
- resource skillstshortages 3) not adequately addressing dilemma 01growth
• tlistorlcal successes provided false sense of security' va return .(competitors set lower AOAcE hurdle

and were able to mo... )
4) pre-occupfed Internally with 20Q1roadmap .5% growth and 15%AOPCE@$14ibbltJawad
- whilst tne compamlve environment changed drastically around U&
(Including development portfolios} rr=~~====""; ......==_=-'!leaaliili!lI!Iil!l!E!!SIIEE!SiIii:;i;;iiiiii;;;;;;;;;;;;;_iiIiiI!!!II!"IE!I! __

. 5) Moved towards more autonomy In OU's to drive account8blUly
• created fm.gmantetJ processes and ~ and large overtIIad structure
-lack of a global parspec\lv&wIIh stronD~rca and.oV8l'«iIohaBIa on aaa.t l8am:

Why?

2) unchallenged· EP CECcampaign tp make
everything look as 9Ood8S p08Sll::)l~(199912001)
• fear of chaUenge cullUre
- aggraeslveJptematur& res&fV88 bOQklnga (Iop(iown InaIruotJons.)
• technology"1type" (R1US1V) baiera msu!ts
- new country accasa '1lyps. (taM un<lefefesourc:ed). not realised
- explorallon 8\lCCN8e8 pumpe j up (vintage yeatal)
- flawa In uplrad pOrtfOUo (not Ifebaled and not ccmmunlcaled
through.1ot managemEll1l). reading to lack 01focua on HI. and
attempt onwa.
• expecta1IanB talsed prematlJl'Ely (SURE.~ fOf ~ &
Sunrlse.BlaID~,z8po, RIL retUlta)
- bUndspotaln terms of real mpetllhl. position wIhJn She anergy
indUBlly and In t&m1aof podfOHD {NA gas, US~}
- hoplng -rock In the pond" thrOIIgh M&A would aDow new beglMlng
- no -rear for oparatlOrtal pertomance
it

..
~.,•••-•••&•••••••• ~••

.". .
Choices we
makeasa
management
team

Why?.- .

'1_,

:.•••..••...••......•
: Howwe
: predict! react
: to external
events. Is
this related to
Items above?

6) Improving competitors through consoUdatJon
, no consistent vision for EP. or explicit competitlv& "niche" agalnst
lhasa new competitors
- lack of knowledge of "Who we are" and oV9l1y lntemally focussed

1)external factors that slowed down do-ablHty tc
get accesa/dealfiow In MRH countries and
stowed down gas IMnetisation (market growth
reductlon) .

II ij - however, tals& optimism Ignored 1hesB reaIIIIea

II 8) fo1nlng the "dot-com hype- on growth targels
.raU.._,

-- ~-.-~-.-, .- _- . \
-"-- _. ._ ~'~~ ~)

·t ..• _~ ,_J c:

Wh? :-•........ y.......•... :

...: - .
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Unknown
~\
From:
Sent;
To:
Cc:
Subject:

Pay, John JR SIEP·EPB.P
04 December 2002 17 :26
Van De Vijver, Walter SI-MGDVN
Brass, Lorin lL SIEP-EPB
RE: Reserves "clean-up"

The current ouuook for Potential Reserves Exposure is attached.

It would be defensible to leave all bookings intact (refer to comments on each one). with the possible exceotlon of
Enterprise. Audits are still in progress and I intend to put recommenoations forward for management oetermlnatlon once
they are complete.

Removing all items from the attached list would reduce Proved Reserves Additions for 2002 to ca. 750 million boe
(Proved RRR :: 50%. including Enterprise and Kashagan). t 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 million boe in Brunei that rely on extension of supply contracts to BLNG (beyond
2015. I believe). I think it safe to say we have ·reasonable certainty" 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 post-licence
reserves in Abu Dhabi that we had booked in 1987.

1]
Draft PRE

ltalogue end·2002.Z

) John Pay.
Group Hydrocarbon Resource Coordinator
Shell lntemational E)(ploralion and Production B.V.
Carel van Bylandttaan 30, Postbus 663, 2501 CR The Hague. The Netherlands

....~I: +31 (70) 377 7405 Other Tel: +31 (0)652521954
: john.pay@shell.com

Internet: http://www.shell.comleandp-en

-Ot1ginal Message---
From: Van De Vijver. WalterSI-MGDWV
Sent: 04 Oetember 2002 17:13
To: Pay. John JR SJEp·EPB-P
Cc: Brass, Lorin Ll SIEP-EPB
Subjl!ct: Reserves ·clean-up"

John,

We want to improve the integrity of our reserves base and achieve full compliance with SEC reporting requirements_
As a result we are taking "hits" this year on Bonga,Ehra etc.
Based on what we know today,what will we still have left in our books by 11112003 that is considered questionable bythe auditors or that we
Should correct this year?
Obviously we want to link with e)(pecation reserves alse.
I know from an earlier note that you did flag some to the legacies that were being worked out.

Easy to clarify?

TT000477'

V00090634

FOrA COnfidential
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- Gorgon
- Ormen Lange

., - non-contracted LNG?
- Brunei?

Walter van de Viiver
EP CEO and Group Managing Director
Shellintemational B.v.
PO Box 162.2501 AN The Hague. The Netherlands

Tel; '1-3170377 7427 Fax: 2555 Other Tel: '1-3170377 1675
Email: Walter.W.VanDeVijver@si.shell.com
Internet: http://www.shell.com

Incoming mail is t:ertified Virus Free.
Checked by AVG anti-virus system (http://www.grisoftcom).
Version: 6.0.567/ Virus Database: 358 - Release Date: 24/01/2004

2
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"I
I CONFJDENTIAL

Potential fu:servc:s £xposun: uulogue (Dnft end-2::iOl dated 4 December 2::1)

Auel (Yeu booked) Pro""d
mlnboc

l:rp'n I Commenl
mlnboc

lIooKtd III 19~7 III .:>.ntl"?~on of =-:=01 flO.

$ubse~ntly dciernd tn~itn.ltely by tnt de .. ",n:r'O U1

..... ian econcrrues and the cons,,?,,,,,, rcdu,.-con '"
c!em.>.nd lor L'-;G. It .. """"bi. ti-.. : a resouree o! t.hu
nuputude ...ilI be citv.lo~d ,,·cr::u.W\".

785357

(1997)

Ii II .ul~d tho, D3 miliIon bee 0; pot<c.::.li,.

oV<rSu",d proved roserves .. .;u be debeosed >:

jI.lZ":X~ ($EC~erves Audit ",commend.nionl.

Tau! 8~8 1305

~ludinc AOSI'

An~ola Block 18 5; min bee provcd ~lerveJ "'n>:lv.d lrom tht c.w"""

in November 2oo~ (oUo..in, lucc.elSful ",,,rve' .udJ<.

10'1 1&6 I Res.,..... h2vc been p.w.Jly booktd :.head of V.W OlIld
flO, ..-hilst il .p~""thaI Wit .... iu= thaI could
prevent it pl'CICCedinc. I)e.bookint ..ilI be consid ered
only ..hen and if it beoo~ cl.ar !lut development
dcfiMely ...ilI nor proceed, FlD planned in '::003 or ~004.

No ......, Ormtn Lang.

(1999.2:lOO)

En ... rprise u.267 I uruin elemoenu of tho portfolio TZU)" not mufy
minimum "'quift""'mI for project ","run!), (lwy Temp.>
Rmu. No......y Slwv 1Vc.. pouiblr .1.menD of
KMoQ. Audia aft in pro&n:n.

(.. ~d1002)

37 Govemmem·.,uorccd montoriwn on W>dd.:nue
dzi1Iin&. due to ell\-;",nmonu! eoncerns, could clcimmly
plneor dtvelop~nt from pnx.udin,. NAM field codts
MGT.l'<'ES. LWO, \'HZ (Vl-Il'o,'?)

(\Imom)

1
Brunei legacy

[Various]

p.30 Hstarical ~rvu bookinp Wt 0.10 no long" be
supponed :are invuttoriud :and >Ctively rturu&ed. It is
c:Jq:>ec:ltd that the "'maininc balance ...ill be reduced to
Un> over dle next l"Oo>O or duu ~an. in ,onsululion
with ru.tional "'~Iory .uthariti es.

.20

3180019100

Expectation k,erves include post-licence VQI=s.

1.11 additioll, reserves in some OUs might be at risk if planned produet.ion rate inenues do .1101 nutcrUliu.
The OUS most aHmed are SPDe N'.geria and Abu Dh.abi. I'uJtMnnolt:, Oman POO must susWn
currem production mes throughout the n:nu.ining lifetime of tht licence to ensure production of the
booked proved reserves,

The SEC provides DO specifIC guidance 00 reserves disclosure for •DOVer cotUna structures. Shell
curroItly Ius fOIlTbookings in this Qlegol)' amounting to 768 and 993 million bee prov~ and expecutioA
reserves Tespcctively at 31.12.2001. The comracts are: the Vcnezueb service agrtement, Iran buy-back
eolltl'2ct, Oman Gisco aad the booking of NGL reserves in conneCtion with imereru in Abu Dh.abi
GASOJ. .

Note: this inventory capmres proved reserves bookings th2t UI! fuIJy justified at pn:sellt bUt which could

come undcrthrtat of de booking ii, for example, the SECiunher darifICs its rules to implyth.at more
ccaservatism should be applied by Form 2O-F registnnts.

TT000479
) V00090636

FOIA Confidential
Treatment Requested



':_ • 'C'~I. ~
.....#1'.

Case 3 :04-cv-0037 4-JAP-JJ H Document 365-5 Filed 10/10/2007 Page 8 of 60

Presentation Item: Sponsored by MGDWV

24 SEP 200Z
NOTETOCMD

EP - Delivery through Globalisation

Date: 24th September

FROM:MGDWV

TO:CMD

In order to achieve its external promises and effectively compete against it! supennajot
rivals. Shell EP needs to accelesste the globalisation of its business. Building on a suite of
global initiatives started in Q4 2001; Technical & Operational Excellence, Global
ExploHtion and ~ Major Projects and SAP, EP intends to capture further value in the
global business tluough:

• Implementing the recommendations of the Cost FRD carried out in 2002, focuses
on simplified processes and internal synergy consolidation capture;

• Making cbsnges to the current Operating Model to :improve accountability and
enforce standardization of global processes from the top;

• Accelerate actions to upgrade the EP portfolio; and

• Focus on enhancing the EP Investment Case lI.S presented to the extem.al. market.

Although anyone action alone will not improve performance in all the ex:temal metzics,
it is believed that the above will achieve the targeted $500Mln-$800Mln cost sa.vings. and
place Shell EP in a better position to balance maintaining returns from "sttongholds"
with the speed necessary to win new business in an inc.teasingly globalised competitive
environment.

The attached note addresses the current weaknesses, gaps and related forward a.ction and
should be seen in the context of a business that generally is sound and competitive but
cannot forego identified self-help opportunities to maximize forward value and on
leaming OVe1: the last 5 years.

MGDWV

EXHIBIT
iJa.1f._ •../q U;jo~

.J.....1."J18-09-2002

---_______.~
r--FOIA Confidential , lON00520467

Treatment Requested
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NotetoCMD

EP - Delivery through Globalisation

Summaty

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 tndy global. approach, it will
not be able to keep up on key performance mettics let alone outperform the competition.

Moreover, sustained simultaneous deliver:y on aD. four of our key promises (on ROAGE,

Ptoduction, 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 ofPPP (people. Pedormance, Portfolio) actions that are
alresdy underway; T&OE, Major Projects, Global HIt, SAP. Global Exploration.

• Seeking further intemal synergy consolidation benefits ($SOOMlnannual opex
savings as per Cost FRD) by moving to sWldatd global processes through global
deliverability with traDspareo.t top down accountability and linkage with OUa

• Improving the quality of the global portfolio through a structured programme of
swaps and active pursuit of asset and potentially corporate acquisitions.

• Step-cllangc in quality and appropriateness of our IR 8toty - setting and

J;IlanagiDg an extemal agenda to optimise the market impact of OUI:operational
achievements and pedormance improvements.

• Implementing a single global EP Sccnccanl that much better aIigna with the key
performance meuiC8 and that is an iDtegnl part of reward mechanisms across a

mnch broader rauge ofEP staff.

The implementation of these proposals will be a significant challenge for the global EP

business. However, we are convinced that there is no alternative but to deliver on all of

them to obtain the synergies from global operations and impress on the broader stakeholder

community the seriousness of our commitment.

1
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Figure 1
.ReterIe Replacement IflCIUdIng IICqUIf.ltIOnt

.~~ntt{"l
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\..:

Coaiidmllilll

Context

For the supennajors, traditional advantages ofIower costs or bigher profitability need more

:effective giohalleverage . .A.g:Unstsome of the traditional perfosmance metrics, which receive

a lot of external profile, Shell is losing ground against these competitors (figure 1).

:1 ~ I
4

3

2
50

150r. II .'·F-------L

100

o
BP Exxon Shl111 TFE Chevron

Mobil Texaco
BP Exxon Shell

Mobil
TFE Chevron

Texaco

• 1996-98 o 1997-99 • 1998-2000 • 1999-2001 I

To fulfil market expectations, EP
aims to deliver against a suite of
extemal promises. In practice,

given £P's portfolio, these criteria

can orily be met for so long. EP
finds itselfcaught in a box,
sttuggling to deliver on all fronts
:simultaneously (figure 2).

The delivery challenges are

exi:emally visible (portfolio funnel,

production growth, RR.R., F&D unit costs) and even in the short term, EP risks entering a

"negative spiral" by failing to deliver against these challenging external promises. Market
confidence will only be improved with detnonstrably "smart" medium term portfolio

refreshment and/or positive trends on key indicators, We believe this requires

demoDStuhk commitment to running EP as a global business - we can no longer
afford the luxuty and competitive disadvantage of structural and process- inefficiencies
inherent in the current au structure.

FOIA Confidential LONOO520469
Treatment Requested
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Meeting oui PiODideS on Prtditabilityand Glori

The first draft of the 2002 Business Plan (figure 3) confirms our
concems:

• Increasingly rapid decline inmajor producing areas with
diminishing iofill development opportunities;

• Shomge of major new development projectssndlack of
.material exploration success to feed.medium term.. gtowth, 3%

production growth b unlikely to be achieved ol:gllni~y on the
Shell &Entetppse combined portfulio;

• False optimism on the pace and penetration of MRH
opportunities providing the EP "hubs of tlte future";

• Project over-expenditures (e,g. AOSP, Nigeria, USA); and

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

The forward' chaJlenge for EP is both around portfolio refreshment

;md around perfonnance improeement. Work is ongoing to improve
the key metricsin our 2002 Business Plan,

There are increasing concerns around the revitalisaticn of «old and

tired" strongholds that still can and should be delivering more to the
bottom line and the perception exists that the "right people are ruu
in the right place" to be adding most-value to SP.

In 2002, a humber of actions centred on Shell EPs' Performance,

Portfolio and People are being implemented uader the. title ''The
Quiet Revolution" to realise these improvements. These include the
proposed evolution 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 a more global organisation and

global operating model In eady 2002, the launch of major drives has
been specifically designed to harness the expertise of the company's

global people resource, improve perfonnance and high-grade the

portfolio. The focus areas include Technical and Operational

3

Figure 3 EP Plan 2002

Prodiictlon In 2005
(kboeId)
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5.000.
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• Wmning the Big Bets and delivering the Big TIckets. the new business opportunities and

major projects pre-FID that are of global significance to the Shell Group;

Case 3:04-cv-00374-JAP-JJH Document 365-5 Filed 10/10/2007 Page 12 of 60

Excdlence, Major Project DeliVery. appointing a Bead for Global Exploration, and
deyelopment of'global Hk and.M&A. processes.

Progre~s is being made: the Enterprise acquisition WlI5 a truly global M&./\ deal; there is

ongoing refreshment of the exploration prospect portfolio (GoM lease sales, Nigeria,

Brunei); operational problems have been overcome through global leverage of knowledge;

deliberate moves ate being made to take the lead inmajor strategic projects (China E2W.

Sakhalin) and active reIa.tionship management of "new" partners is oagoing,

These, and the ongoing elements of the PPP action plan, are summarised in figµre 4.

Inlate 2002, key areas of E"Com focus are:

• 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 on the specific challenge of operating costs, a Cost FRD in 2002 has
identified potential synergistic savings ofJ500mln and a suite of actions (see Attachment 1
for details).

fOIA Confidential
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One of the specific recomtnenWationS was to rationalise the portfolio to gain operating cost
synergi.~) but this is just one part of a widet suite of actions to rejuvenate the portfolio,

Actions - 2: Further Portfolio Actions 2002-2003

DC!I!piteactiorul being taken on critical aspects of EP portfolio. peeformance an4 people, it is
unlikely that organic growth will be sufficient to compete effecti.vdy over the nttf 5 yea~,

Hence, 6mhtt acquisitioos and targeting o~ nuterW new business oppottuniries will be
necess:uy ~ougb we must be aware that these may negatively impa~ short term ROACE
(particularly at a nonnalised $16/bbl reference price). To improve the portfolio. we plan to:

• Commence a'l>t9gramm.e of swaps and CASh divestments of OUs/assetS that ate
cumntly underpcrfoaning. This will itnprove ROACE, reduce opaating costs, gencnt~,

cash and free up/ re-focus scarce staff resources;

• Develop and implement plans to address assets/OUs which are currently outside the EP
Aspired Portfolio;

• ActiVe. pursuit of aaser and potentially corporate acquisitions, coupled with more
~~give chasing of'l-ew business opportunities (e,g. through leverage of very senior
management with NOe resource holders).

To ensure we realise the full synergies identified in the Cost FRD. and realise these portfolio
actions, EP needs to move to a further level of global efficiency and ~ectiveness. Only by

this can EP achieve the optimisation of retutns from "strongholds", the optimal allocation

of resources, and become sufficiently nimble to win new business opportunities.

Actions - 3: Funher GJobalisation of EP 2002-2003

The ne~ stage in Globalising EP is through sttengthening of key global processes and the
mandate fOJ: their application. In essence this is about enforcing Standardisation from the

top. SIwing best practices, improving Speed of decision-making and Simplifying

otgani$ational and governance structures.

5

Changes to the cunent model have been worked by the EP Excom, and can be characterised

by a revised, globally focused but regiooally di~ttjbuted operating model in place by the end
of2003 (see figute 5).
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Figure 5 Evolving EP Operating Modd

Regional Organisation (x5)

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-technical support ExCom directors.

The model moves ~y from operating units based on national boundaries and on large EP
Centres in The Hague and Houston; instead we will have a smaller number (say 4 to 6 in

total) of trans-national or regional units, global Explos:ation and New Business Development

businesses and a signi6.candy smaller, more govemance-focused EP Centre.

The new Ope2:ating model will introduced in a phased manner> driven by firstly globalising

ptocesses, followed by delivery vehicles (New Business, Functions, Regions) as shown in
figure 6.

6
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"Go lIVe·

• -- -~--- .........~

The Iesdership of EP will be aligned through revised scorecard metrics and wider shar:U:Jgof
the o~ 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
Novemhq.

'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 he more flexibly deployable;

• demonstrate technical and operational excellence in all aspects ofEP business and will be
a low underlying writ operating cost operator, when normalized for portfolio mix.

• benefit from economies of scale and reduced duplication in the provision of technical and

non-technical suppon to core operations and. new development activities;

• achieve even gteater focus and alignment on Exploration and new business development;

7
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• concentrate its portfolio ia liee with the EP Aspired Portfolio;

• make more effective and selective use of the premium Clplltriate resource and t.dtitmtely
will reduce the total numbers ofex.pattiates.

• provide an attractive EVP meeting the aspirations of the demographically changing EP
wotkf'otte whilst satisfying the EP business needs.

• :maintain focus on the importance of loeal stakeholder engagement.
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• have itmuch reduced corporate centre comprising; functional governance: smffand a
~maIlnumbet ot truly global service providers. Other service provision currently centt:illy
supplied will be supplied regionally.

• lines of control will be shortened and better hard-wiring of information flow will be
achieved;

Equally there ate some risks that must be recognised and managed:

• potential fur disruption of core business;

• misalignment oistaff within EP on the objecti:ves of the changes;

• concem amongstJV partners and govemment stakeholders of out motives, and

undermining of their respective interests at the expense of optimising Shell interests

Actio1l8 -4: Regaining Investor (and Employee) Confidence

$i:nce mid 2001. matket confidence in Group perfonnance has been weakened. through

concerns over urtsustainability of" cost cutting. downgrading of volume growth projections,

and effectivenesS of cultu,tal change. More frequent direct comparisons with BP. as. the
altunative British energy stock. and EuonMobiI, as the world's largest supermajor, have

been and remain unfaVO\U'llble. The zelative performance ofEP is crucial to overall market
eonfideace in the Group; hence EP must not only Plalu but also effectively market its step

changes in performance and portfolio improvement (see Attachment 2 - The EP
Investment Case)

8
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Although it is difficult to identify a~tions that will simultaneously imptove BPs position on

all of the key metdes that box us in (sec; figure 7). inaction is not 211 option. We need to

return to the basics of the business, which excels competltively and can credibly explain our

foiW'ard delivery metrics. Ulfunately all actions should be gauged on the basis of impact on

value and, indeed, 'l'SR rather than merdy improvement in one pf four met:tics.

Figure 7: SUinillal)' ofiesues and actions

Radical portroliQ
Actions

..... of~~
~ ... ~~0VIII'f\IM

·UK ... tl'lC ....
·A.OTlON
• ContInuous p<jrlfoUo,uPQ,ode

• Maximise fnt ....""1 synergy

Hence, EP proposes to proceed with:

• Full implementation ofPPP actions that are already underway.
• Rapid implemenratioa ofthe, Cost FRD recommendations, including the evolution of

the Opera'ring Model Changes to the overall high-level model will be effected by Ql
2003 with the complete 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 finned up in a definitive roadmap fat: 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

9
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Unknown

From:
Sent:
To:

Copper. Femke F SI,MGDSEC
18 March 2003 12:19
Watts. Philip B SI·MGDPW; Van der Veer. Jeroen J SI-MGDJV; Skinner, Paul PO SI-
MGDPS; Brinded. Malcolm A SI-MGDMB .
Boynton. Judith G SI-FN; Ruddock; Keith KA SI-DCS; Van De Vijver. Walter SI-MGDWV
Reformatted version visit Oman 15-16 March 2003

Cc:
Subject:

Send on behalf of Walter van de Vijver.

Reformalted version.

Colleagues.

I had an useful two-day visit to Oman with the objective to carry out another "heatthcheck" on PDO and to meet relevant
staff/stakeholders. .
Below is a brief summary of my visit. key highlights:

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 developmenVrecovery plans.
Atmosphere with the variety of government stakeholders remain tense 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-tern'fMmmitment to Oman
by making concessions on retum structure and scale whilst understanding '.hey need Shell's assistance. and need
to progress GTP and license extension discussions. License extension discussions expected to start after
completion of current GTP discussions.

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 annual budgets (more biased towards
contract controls and not aligned with accountability coding for annual budgets?l) and thi$ could become the next
exposure if not dealt with head-on (also links to learr-ling that need to be worked through the various OU's).
Scale of operations is growing, already nave 30 drilling rigs and 15 hoists operating whilst needing to get ready tor
next wave of activity linked to additional water injection to re-build production volumes. The. conventional delivery
model used tor the well engineeringlwell 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 10 tight management on drilling sequences supplemented with continuous demonstration of increased
capital efficiency (incl. $1ft, etc.).This year we need to pro-actively focus on key development plans to justify year-
end reserves bookings.
Waterfiood studies (largely delivered through external support from John Dar1ey's technolOgy organisations) are
progressing to plan but will need to be translated in executing plans with clear focus on prioritised activities
{biased towards North oman and towards extensions rather than new floods initially) and simple implementation
plans with minimal interfaces and maxitnal ownership by the asset teams. Waterfloods should be possible at good
VIR's and low UTC's .
($ 3-5lbbl). .
~veral -big ticket- items are starting to mature (H~rweel cluster in South Oman. Mukhaizna development. Oam
A1am thennal development). we will need to start deciding how well some of these wJll 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 the 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 10 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 govemment to develop their
downstream business locally (aluminum smelters. cracker, etc.) to stimulate employment. Overall MSV left is
some 750 MMbo and 7 T cf of gas (100 %) with staffwork ongoing to better define scope and forward strategy by
ear1y 2004.

1
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Asset integrity is getting more attention (mainly corrosion and sand related) but is stili not adequately coordinated
across the company. Pro-active operational management is needed with Support "systems" to reduce deferments.
Resourcing the business is still very difficult notwithstanding progress made. Better packaging and pre-plannlnq is
needed to get 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 provided for Government Gas (we have service agreement only. -
no production/reserves) given the expansion plans and operational pressures (new train. OLNG 1/2 de-
bottlenecking 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. upside 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 interfaces an-rocnd. Wanted to work with Shell and
was awaiting "instructions" to start license discussions (team to be named soon)
Macki:

o Friendly.discussion _ .
o He carefully "planted" questions around ·outsourcing" some field$lactivities and about our progress on

Mukhaizna (competing offer by Oxy with government). He did not wanled to have the discussion on
license extension notwithstanding references to HM audience by Phil.

o Highly interested in general progress in PDO.
o Extensive friendly discussion about situation in Middle East arid potential implications.
o Very concerned about push back 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 HM 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 wit!
require aclive 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 welt as on oil!

Kind regards.

Fernke Copper
Deputy Secretary to MGDWV

r ShelllnternaUonal BY
Postbus 162.2501 AN Den Haag. Nederland

Tel: +31 (0)70377 2626 Fax: 4400
Email: ~emke.Copper@shell.com
Internet: http://www.shell.com

InCOmingmail is certified Virus Free.
Checked by AVG anti-virus system (http://www.grisoft.com).
Version: 6.0.567 I Virus Database:358 • Release Date: 24/01/2004
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Z 2 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 (MI) 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

'i
j
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Note fot Discussion

Reserves Outlook

This note summarizes 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 Estimate for proved reserves replacement ratio (llRR) in 2003 is as follows:

Proved RRR 2003

Liquids! eft, :Total
Minority

Included

InteUlIl($

Excluded

Total

Total excluding Divestments

0xganic (i.e, excluding Acquisition and DiVC$tment)

81%

99%
38% ; 184% ; 94%

59%

77%

26% : 142% ; 72%

In reviewing the year-end proved reserves disclosures, the market will focus on the
Organic RRR (94%). It is possible that analyst&will ignore the major contribution from
the Sakhalin Minority Interests and so the cdrtesponding figures (72% Organic RRR)
should also be highlighted when describing performance. The breakdown of the L.E.
excluding Minority Interests is illustrated below, with further detail in Appendix A.

min boe
1100

1000 108%

1400

77%'

88%

1200

1000

aoo

$00

400 33%

• Sakhalin minority Int., •• t IIdd. 22% RRR

P"n lE Ll Aoqlli.nlon Range

DOU base • Options iDA&D

In addition, Shell Canada expects to increase proved reserves for the Athabasca Oil Sands

Project by 120 million bbl (93 million bbl excluding Minority Interests). These resource do not

qualify as petroleum reserves under the SEC rules, but their inclusion would add 8% RHR (G%

RRR cx-MI) to the figures listed above.
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Key observations on the 2003 RRR L.E. are:

• Organic RRR in 2001 and 2002was 52% and 50% respectively. The business faces a
severe continuing challenge to meet the target of 100% Organic RRR in 2003,
especiallywhen the effect of the Sakhalin 45%Minority 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% respectively).

• Firm divestments will reduce reserves by some 280 million boe, offset by finn
acquisitions of some 80 million boe (please refer 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 are secured in the remainder of the year -.

Uncertainties in the 2003 Latest Estimate

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

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

±50 min boe Groningen field review:long-term recovery: study in progress.

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

• The Plan included reserves bookings for the China West to East pipeline project.
This has been removed from the L.E. following concerns about progress 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 terms of
reserves is on the water flood theme that has the potential to add significant reserves
in the medium to long-term as the underlying investment opportunities are matured
and funded. The short-term gains that were 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 absorbed into the individual Asset Holders Latest
Estimates as the year progresses.
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Opponunities to Improve 2003 Performance

Appendix B provides the current reserves Opportunities Catalogue. Specificallyfor 2003
the followingmain observations can be made:

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

• A review of SPDC Nigeria proved reserves is ongoing. It appears that a significant
portion of the oil portfolio lacks the necessary level of technical and conunercial

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 effectivelyneutral in the L.E. An upside
exists if the oil debookings could be avoided- work is ongoing to determine the
feasibilityof this (e.g. through the definition of plans to underpin the entire portfolio
within the next one or two years). A reserves audit will take place in August.

• A review of Oman (PDQ) proved reserves is in progress and a reserves audit is
planned for later in the year. It is expected that these reviews will conclude that the
current proved reserves are somewhat aggressive,but any pressure to debook should
be offset by the securing of rights to a licence extension beyond 2012. A t 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
short-term organic opportunities. This yielded only some 60 - 90 million boe that
realistically can be delivered in 2003, mainly through reprioritization of work
schedules to accelerate bookings planned for 2004. These gains are being worked

and are seen as underpinning 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 very few remaining opportunities to increase
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 Salymby half _ see above).
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Potential Reserves Exposure 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 risk. 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 Hydrocarbon"

(LKH) issue that has been raised by the SEC. This issue arose recently as part of the
SEC's enquiry into the industry'S reserves booking practices, which was been in progress
since October 2002. The SEC proposes an interpretation of the LKH rule that is
significantlymore restrictive than is commonly applied in the industry and this alternative
interpretation is currently being challenged by Shell.

Gorgon remains the largest singlepotential exposure (560million boe),

At this stage, no action in relation to entries 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
reflect volumes that will eventually be sold. BP appears to apply the same principle.

Conversely, ExxonMobil and ConocoPhillips. openly include fuel and flare in their
reserves 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 aligwnent 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 respect to the Potential Reserves 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.

2004 2005 2006 2007 2008 2004·2008 ftl.1;j

I!ICapexFirm III Capex Discretionary .E&A Firm o Notlonal

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 discovered).

The fum elements of the plan (i.e. excluding the Notional tranche illustrated above)

deliver approxitnately 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 a.rc:

Project Equity Category Year Proved Reserves Additions

Sakhalin 51% Caper Finn 2004- 2007 1040 million boe

QatatSMDS 70% Discretionary 2005 690

Rockies (Pinedale) 50% Discretionary 2004 - 2008 260

Kashagan 20'Yo Discretionary 2005 190
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Appendb: A: 2003 Proved Reserves Additions Latest Estimate
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Appendix B: Reserves Opportunities Catalogue Ouly 2003)

Project SbeD Equity FlO PRAl RRR2 Note

Licence Extensions (expiry year)

Abu Dhabi ADCO (oil) (2014) 9.S~. 2010 820 55%
Abu Dhabi GASCO (NGL) (2008) 15% 2005 100 7% In Base Case
Venezuela (2013) 100% 2004 400 25%
Denmark (2012) 46% 2005 100 7%
Malaysia (2012+) Various 2012+ 90 6%
Syria (2014) 64% 2004 10 1%
Oman PD~ (2012) 34% 2004 0 0%
Brunei (2003) 50% 2003 0 0%

Big Tickets and Strategic Options
Risked (unisked in parentheses) proved releNe. additions 2003 • 2008

Development

Sakhalin 51%ex-MI 2003 1420 (1420) 95%
Pinedale 50% 2004+ 280 (280) 20%
Salym 50% 2003 270 (270) 20%
Bonga incremental 55% 2004/5 240 (270) 15%
Kashagan 20% 2003/6 190 (190) 10%
Gulf of Mexico Various Various 160 (160) 10%
DoroFLNG 33"1. 2006 139 (350) 10%
Sunrise 27% 2005 127 (300) 9%

Exploration and Appraisal (cut-off at 150 mIn boe risked proved reserves additions potential)
Gulf of Mexico - an 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 Various 2.l3 (1170) 15%
UK Various 200 (880) 15%

New Business / Strategic Options:
SURE 100% 2008 911 (2980) 60%
QatarSMDS 70% 2005 690 (1150) 45%
Russia Heartlands 50% 2003 425 (425) 30% A&D
Iran SMDS 75% 2005 396 (1070) 25%
Russia Zapolyarnoye Neocornian SO% 2005 380 (1090) 25%
Libya all opportunities 30 -1000/0 337 (3390) 20%
Iraq Halfayah fann-in SS% 200S 253 (1010) 15% A&D
Abu Dhabi Whale 14% 2003 2tO (420) 15% A&D
Iran LNG 50% 2004/7 176 (780) 10%
Iraq Bin-Urn! farm-in 20% 2005 146 (580) 10% A&D
KuwaitOSA 50% 2004 103 (410) 7% organic? I
Venezuela LNG 30% 2006 94 (240) 6%

Approximate Proved Reserves Additions, million boe, Shell share

2 Approximate contribution to Proved Reserves Replacement Ratio if all the reserves quoted were
booked in a single year.

) Several opportunities exist to expand and extend current business in Venezuela, with a potential

reserves impact over time of some 2.4 bin boe. The estimate reflected here corresponds approximately
to extension of the existing service agreement beyond 2012.

4 Not under Shell control: negotiation to be conducted exclusively by Concessionaires (A.P. Moller).

S Within -Iicence 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,

6 Reserves already booked assuming that BSP's rights to two IS-year licence extensions will be exercised.
Any reserves upside would be in relation to the negotiation of further extensions beyond the 3D-year

window, but this may be offset by potential equity reduction in the first two IS-year extensions.

1 May not qualify for conventional petroleum reserves disclosure - treat similar to AOSP project.
I Cash-based Service Agreement with little exposure to oil price. Reserves bookings rights need to be

confirmed.
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Appendix C: Potential Reserves Exposure Catalogue Ouly 2003)
Revisions since end-2002 are shown as either sl"tl2el[tbretll!'ft or underlined

u

Asset (Year booked) Proved Exp'n Comment

mIn boe mIn boe

Australia Gorgon 557 785 Booked in 1997 in anticipation of imminent FID,

(1997)
Bubsequendy deferred indefinitely by the downturn in

Asian economies and the consequen t reduction in

demand (or LNG. It is inevitable that a resource of this

magnitude will be developed eventually. ~
&lIbmi:;:;ism adda:sacs "lInO&ked" p£Qved a:Gcw:a 12£1201):
~llmlo ~ ,smsid" ,msing bggkiog dS2YlnlS2tbi& Icxcl
CQ' klWliisll:05O): :.nih illll:mai bl!lincn p1allllillg.

Norway Onnen Lange t09 186 Reserves were partially booked ahead ofVAR3 and FlO,

(1999,2000)
whilst it appealS 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. flO i~ Illaollcd ill Q~2!MU.

Italy Temps Rossa 2S 34 Phase I reserves were retained at 31.12.2002 on the

(acquired 2002, Enterprise)
assumption that the project will reach FID immincndy.

If FID· is not eertain to be taken by end 2004, reserves :

should be debeoked at 31.12.2003. DisS:U&&iSlOSI"
QQgQiog :.nIb Ihe Italian 31.11b!:lIi1iMaDd iL i~ 'lIla:OLb

llic»!cd a~ "tcllain" tbat ElI:! :.rill gs;,I.1[ ill :il!X!1,

Russi.KMOC ~ ~ ,II,s9aelt,leEl eel!!I'IIfI,. !>II) Elall 19 allw" relail. It,de,

(acquired 2002, Enterprise) !l Q
6eaft Pfa~ eEi ItMe ... es RS8e8" .. eftl: 8igaifieRftl .I.",eltls

f.I~ the IQI9E I'ertf'elia life 1I,,1I.,8100a lIe~ Ie Be
ftS.Saftlea ",jlh .pl'",.eEl 11.,.1",,"'.111 "'l)je"IS aftEi "'.,

eo eilfle~J! Ie eellllnefeiali2e. Assets divested during

2OOl.

Netherlands, Waddcnzee 26 37 Government-enforced moratorium On Waddenzee

(Various)
drilling. due to environmental concerns, could ultima!cly

prevent development from proceeding. NAM field codes

MGT, NES, LWO, VHZ (VHN?)

Brunei legacy 20 ca. 30 Historical reserves bookings that can no longer be

(Various)
supported are inventorizcd and actively managed. Jt is

expected that the remaining balance will be reduced to

7.e10 by end-2oo4, in consultation with national regulatory

authorities.

E~QQillg;SE~ EIlSll!iQ: .±.3QQ l! E3p;o:mn; if sec iD~!:I2~'IfltigD Ql LQ~~~I KnQll£II

l:bdm~i!dlQIl a.KH,l is IIstd.

Total 1037 1072

Shell reserves, 31.12.2002 19347 32848 Excluding AOSP
---------- - L.._ . .. __ ... _.

Expectation Reserves include post-licence volumes.

~------"._ ...------., HAG00043397
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In addition, the following threats arc presented by ongoing production consttaints or by tightening of the
SEC rules (or Shell's interpretation thereof):

Assct Proved Exp'n Comment

mlnboc mlnboe

Production con.lraints:

OmanPDO up to 450 Up to half of PDO's within licence proved reserves of

907 mln hoe relies on delivery of major new development
projects to combat decline of production from existing

assets. Securing rights to post-2012 production would

alleviate any potential exposure.

Abu Dhabi up 10117 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 ttp-te-6Q9 Effect e~ gPEiG qotefttptief te licenee eli!';" in 2GBI,

ll.~cd ill JallllilQ! 2llQl' gjf2~bl!: ggbl w li"I1'~
gtcoligg tliatl uod" ~igcQau law

Technical and Commercial Maturity:

Nigs;ria SPDC g.22l! Potrnti!ll~ S:lIipass:ddl.lI: W Iatk 12£alldit trail alld L Q.(

d~QIl~tmt.i!l1l af malllD~: plaD ill pIa,s: tg addc=s
I:lpalU"a ~Dg' 19 ",gmmCOf;cmCDt gf D~ 'SimYi:a
b!lIlkill~ p"b1ij!~ill 2Q!!S.

PSC entitlement; Exposure created by the use of Reference Price ($16/bbl) instead of year-end price ($28.66/bbl).

Any exposure WQ\Ildbe offset partial1y by an increase in «serves 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

Syria 23

Nigeria (SNEPCO) 21

Egypt 17

I
Kazakhstan 10

Philippines 6

Bangladesh 2

Total, PSC 296

"Novel Contracts": foe information only: 110potential exposure, although there may be a rcquitemcnt in future to

disclose separately and / Or clarify the bookings in external disclosures.

Venezuela Risk OSA 222 358
O.nanGISCO 186 186

Iran buy-back 97 97

Brazil Merluza OSA 28 28

Total, Novel Contracts 533 669
_. ._---_. ._-

Expectation Reserves include post-licence volumes.

,.------_._-_._------." HAG00043398
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Note for InIonnatiOD

Group Audit Corilmittee Bneting ODReserves Accoil.nting Guidelines and
. . Pro¢edwes

. Please find Attached the Note for Information on Group Audit Coinminee Briefing oil Reserves
Accounting Guidelines and. Procedures ..

It is the intention to present this to the GAC in October ntxt.

In the mean ~ we will get to the bonom of the "Fuel and Flare'; issue. It appears that RD/ST&i'
are the only companies reducing their proved reserves by approximately 3% to' reflect own use and....,... . .. ,\ it

\.. ' e» ~~.....~~l~r.··(\~7·~f. (t-~~~
\I-fO ~ ..J . .

'. ~~ ..MGDWV, 28/08/2003
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Note for Infotma6bii

Group Audit Committee Briefing on Reserves Accounting Guidelines and
Proc::edures

Ibis note 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) describes the status of correspondence
with the Securities and Exch~ Commission (SEt) on matters rdating to proved
reserves disclosures and (4) discusses areas of potential concern over Shell's (and,
generally, industry's) intetpretation of the SEC iegulations.

-.

The Sarbanes.Oxley Act' of 2002 provides for an increased level ot corporate

accountability for compliance with the applicable.disclosure regulations of the SEC.' In
response to this, it is appropriate that internal procedures covezing aD aspects of the
Group's financial disclosures are reviewed and that measures. are in place for ensuring
continued compliance in·future. Items (1) and ~ particular (2) of this Note describe
measures that ha~e been introduced in relation to proved reserves disclosures. They

enhance the level of corporate control of the reserves accounting process, providing

further assurance to EP and Group' management of compliance with .the applicable

regu1aaons. As such, they ate designed to improve the transparency and consistency of

the Group's external disclosures and to ensure' that procedures are in place to regularly
review compliance in future.

An overview of the current corporate controls on proved reserves accounting 'can be
found in Attachment 1. .

1 Group Reserves Auditor's 2002 Report

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

. Reserves Auditor made' eight recommendations for the improvement of reserves

accounting guidelines and. procedures. All eigbt recommendations have been
accepted by the EP Executive and have been implemented Please refer to'

Attachment 2 for detail, the main points of which may be summarized as follows:

• Reserves bookings for major projects will be linked to Fiaal Investment Decision

(FID) or other public demonstration of commitment to proceed with the project.
In addition the guidelines have been revised to require that, as a minimum, gas

reserves that rely on the creation of access to market (e.g. LNG) must be
underpinned by binding HOlds of Agreement for sales contracts.

• . Regional reserves challenge sessions will be introduced, starting in 2003, with the
objective of endorsing or otherwise challenging material proved reserves changes
that are proposed by the As.selHolders.

FOIA Confidential
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2. Petroleum Resource Volume Guidelines Uld AdmiDisuatioo Procedure:

The internal guidelines for proved reserves reporting are reviewed aIUlualJy to ensure

continuing co~pliance with the: SEC .rcguI2tions. In thc 2003 cdition (EP 2003-1100,

. cUIIendy in drafting)~ thc following key revisions havc bcen made:

• Major projects: trigger for reserves bookings: see (1) above.

• Gas sales contracts: see also (1) above.

. • "New contracts": the criteria for booking reserves in relation to new contract

structures (i.e. those that are Dot traditional tax./ royalty licences or Production

Sharing Contracts) have' been cW:i.fied.The e:bange will bring the guidelines into.
line with actual practice as docwnented in the 1996 Group Audit Review of
ICS~CS disclosUres for Vcnezuela and Oman GISCO. .

• No chan~ to the guidelines have been made in ~e1atioo to matters that are
ew:rently the subject of correspondence 'With the SEC (please refer to (3) below).

The full inventory of docuroents that describe and I or control procedures for proved .
reserves estimation and disclosure is as follows:':

EP 2003~1100 "Pe®lcum Resource .Volume' Guidelines: Resource

Classi6catio6 and Value Realisation": updated ao.liually: 2003

.edition in ~ft for publication in September.

This' dC$cribts the petroleum resource volume classi.6C2tion system and
the rules and guidelines rbal ille to be followed in the estimation of aU .
suchvolumes,including proved reserves. .

EP 2003-1101' "Pc:uolewn' resource volumes submission ttquiremeDts for

inte~ and external reporti~": updated annually: 2003 edition
in dnft fot publication inOctober. . - .'

This describes the maMcr and fOmult in which petroleum resource

volumes, and' in particular changes to said volumes; arc -to be reponed

annwlly by alI.Anel Holden.

EP 2003-1102 . "Guide for the Administration of Proved Reserves and

Produetion :for External Disclosure": updated when required:
2003 edition issued in.July 2003. .

This describes the ·controls that are in place to assure the aecuracy of the
external provc~ reserves disclosures and their compliance with SEC rules.

EP 2003· t 102 is an update to a:similar document that was .first published in 1986 and.
which was revised in 1996. nie .key change that has been incorporated in the 2003
update is the introduction of a "Reserves Committee" to provide furthel assurance on
the quality and integrity of the Group's exteinal proved reserves disclosures.

2
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The Reserves Committee consists of the following peiDwieDt members:

• EP Chief FinailciaI Officer (EPF)

• EP Corporate Support Director (BPS)

• EP Director Shell Technology (EP1).
• EP Hydrocarbon Resource Coordinator (E'pS-P)

• SI Deputy Group Controller (FCG)

In addition, the Group Reserves Auditor attends the Reserves Committee in an
advisory role.

The Reserves Committee reportS to the EP Cbief Executive Officer and the oth,er

mcmben of the EP Executive on all procedural matters coDccming the disclosure of

proved reserves. Itt this context, its duties include, but .ale not limited to:

• To understand, challenge and ulrim.t.tely to authorize on behalf of the .EP Chief
Executive Officer the proved .fe,sctves figures. mat ale disclosed extemaJ1y,
. .

together with any explan.ation thereof that is to be published.

• At least annually, to review intem2l. procedures (asdescribed in EP 2003,1102)
and the Pen-oleum Resource Volum~ Guidelines (EP 2003-1100) with a view to

detemUning the need for r~oD and to direct such revisions where necessuy ..

• To coordinate' relevant correspondence with the United States Securities and .
Excbange Commission onibehalf of the Group Controller. '.

• To maintain an interface With the extcmal'Group Auditors.
. ; .

• To monitor action taken by Regions/A$sl:t Holders or by the EP organization as

a whole in .response to Gr~up Reserves Audit~t recommendations and to inform

the external Group Audito~. accordingly.

~ To a.ssist in the resoiutido' of disa~eemeDts between authorizers of proved

reserves at different levels .in the EP organization.

~.''' •. _ ........ ....,,'. _of.

: .
Furthennore, EP 2003·11 02 provides for the introduction of annual regional reserves

I .

challenges sessions, in which; the material' proposed changes to proved reserves

volumes will be reviewed in. ~d~atlee of .year-end for compliance with the Group'

guidelines.

000118
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.3. SEC Enquiry

In October 2002, the SEC;;began an enquiry into ptactices swrounding the disclosure

·of proved reserves in the Gulf of Mexico.' The enquiry was conducted through

correspondence with individual companies and it appcus. to have encompassed

vinualJy all companies cwaing subsurface assets in the Gulf of Mexico. The initial
, focus was on the booking of proved reserves in the absence of a production flow test..
Correspondence is still ongoing arid, in II total of four rounds to date. the SEC bas

broadened the scope of its eilquiry beyond the Gulf of Mexico and bas introduced
·several additional areas of focUs. The four most important issues are:

(a) Production Flow Test

The icirial focus of the enquiry was 'on the follo~g SEC rule:

"lwtrllO;rs (m tDllJidmd pro",d if lco",,,,jr protiMabiJi!) is 11I/'PoT1ltl~ tith" lIalial protiMail1.11,r.
trJllfU,si", JamUl/ion lilt ."

The SEC indicated its view that a full production flow test is requiIed in order to meet
th~ "conclusive fottnation teSt" criterion. It is understood .that the overwhelming
· response from the industry (mcluding Shell) was to reject this interpretation, citing the
fact tlut eort:; log, pressure and fluid sample data, properly calibrated with reference
· to malogue reservoirs, has been viewed widely as meeting the "conclusive formation

test" criterion for many years now. The SEC appears to have partially accepted this

view: in a recent web bulletin it acknowledged the use of analogue data. although

commenting that the analogue reservoir must be within the same field. 'This is still a

more strict interpretation than!:s applie~ in the industry, where reference is commonly

·.made to similar reservoirs in other nearby fields.

~._ •• b~ (b) Trigger for proved reserves booking

The SEC requested comments on its views concerning the type of criteria that it

expects to see in relation to demonstration of commitment ("reasonable certainty") to

·proceed with II development project. These criteria included:

"tb« tZJ>Ptf}l)(dI1ppli(111io11jo,. tht staill!, of IJ plizgomt .;" , and

for resaves that would be developed by sub-sea tie back.: "tl!iJellcr offlo"'. iillt'tD",/nIaion or

plizrjomt motJjfi~tioll ... ·'

In a previous round of correspondence Shell had already advised the SEC. in broad
terms, of the criteria that are used internally for establishing the existence of

"reasonable certainry" that a development will proceed. These criteria, which are

understood to be broadly comparable with those adopted by other companies in the

indust;rf, arc substantially less stringent than the SEC appears to require .. Shell

responded to the SEC with ·the ~ew th1" "nab a stna illltrprriation W(JIIJd1.0 I1ibJIDntitl/!y

bryond tm intmt oj tbe prolJtd mtrvtJ dlfinirions rrlardin!. 'rraJonabk artain!]". To date DO

further comment OD this issue has been received from the SEC.
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(c) Reserves entitlements for Production Sbarhag Contracts (PSCs).

The SEC expressed its view th'at FAS 191 requires reserves 'entitlement for fSCs to be

disclosed separ.ately (l.e. as a separate line item) from other reserves. After review of

FAS 19, supported by reference to extemaJ legal counsel (Cnvath, Swain and Moore),

Shell's long-standing view was confirmed: FAS 19 does not provide any requirements
for the separate disclosure of reserves that would extendto include PSCs.· !his View
was communicated to the SEC, with no rbponse yet having been recei~ed.

Informal discussion with indusay colleagues su~Sts that (1) the SEC did not

communicate its views to all companies that have PSCsin their portfolios (raising the

unfortunate possibility that the SEC's views are being communicated selectivdy and

not universally to the indusay) and (2) Sheil's interpretation of FAS 19 appears to be

shared by at least two major cQmpc:titors. In addition to the latter point, it is observed
that none of Sbell's major competitors discloses PSC reserves separately,

(d) Lowest Known Hydrocarbon (LKH)

Recently' the SEC has indicat~ 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 a.rc booked .. This view seems to run against the original

FASB definition, which stipulates the ,above condition only "in the absence of

infonnation on fluid contacts". Hence it runs contrary to Shell's (Uld the indusay's) .

established practice ofintcrpreting "infoanation OQ ',fluid contacts" to include indirect

observations such as pressure-depth cross plots and, in some cases, 3D seismic data:

If the SEC were to insist on the adoption of its revised interpretation, an exposure of

some 300 mIn hoe in Shell's. 2002 .proved reserves disclosure would be created,

equating to approximately 1.5% of Shell's total proved reserves. This exposure would

erode over time IlS further drilling and production performance in(omution is

gathered on the subject reservoirs.

As with the PSC issue (see (c) above), 'it appears that the SEC's views on this matter

hive been communicated selectively and not universally to all registrants. It is

understood tha.t 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 correspondence with that company. It is also known that

while cotrespondence 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 'conccrnin~ the SEC's interpretation.

Shell has challenged the SEC's interpretation of the LKH criterion, on the grounds

that it is notin line with either (1) the spirit or intent of the SEC rules, (2) the views. of

the SEC's own staff members, as published previously or (3) long-standing,

established indusay practice. Recently Shell suff visited the SEC of6ces in

, United Staies Financial.hccowltmg SUIldards Board (FASB), Statement of Financial.hcc:oIUlUng
SundAros number 19 (F.AS 19).

LON00010119
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Washington DC with the objective o( reinforcing these points. The SEC expressed

considerable interest m Shell's views (for the pu.q,ose o( learning, .not enforcement)
but did not concede any ground on the inteIJuetacion of its rules.

As (allow-up, Shell is preparing to contribute to an industry-wide: cliaIJengc o( the

SEC's interpretation through such means as consultation between the SEC and the

Society of Petroleum Engineers' (SPE) Reserves Committee (on which Shell has one
member) and through a workshop between the SEC and industry that is organized in
October each year by the Society of Petroleum Evalu:uion Engineers (SPEE).

4. Possible areas of non-comphance with SEC regulatioDS ..

. On several key points the SEC regulations on proved reserves are vague or are not

·explicit, leaving room for int~retation and a consequent risk that some practices

might be deemed to be again'$t the spirit and intent of the regulations if subjected to
. external scrutiny. The problem of intcxpretation is.not unique to Shell- it .is clear that
ml1ly registrants experience similar problems in determining '(1) whether a light to
disclose reserves exists, undet cettain circumS~DCCS, and (2) the basis upon which

reserves should be estimated Evidence for this com,?, from the many inte.tpretive
responses thAt have been provided to industry questions by the SEC suff and from
discussions at the SPEE workshops (see (3) above).

The main areas of potential concern at present are summa.r:i.zedbelow, with the
current potential reserves exposures being listed in Attachment 3:

• Trigger for booking reserves:

See 3(b) above. The move towards booking reserves for major projects at FID

should bring Shell into line with industry practice, altha"ugh some expo~ure will

remain pending FID on projects for which reserves have already been booked.

• Definition of the "proved area":

The extent to which the reservoir has been "proved up" away from well control
is subject to interpretation outside the United States or in any siruation where the .
. concept of a "legal well spacing" docs not apply. Shell's practices ate believed to
be broadly consistent with the rest of industry. See also 3(d) above.

• Production Sharing Contract (Psq entitlement:
Shell reports reserves on the basis of economic entitlement,' as opposed to

working interest share, in line with industry practice and SEC preference.

However, Shell uses its internal oil and gas reference prices in this calculation,
rather than the year-end price preferred by the SEC. At least one m.:ljor
competitor is k:oown to take a similar approach. This practice could be deemed
to overstate reserves at times of high actual oil price, but the effects ate offset by

a corresponding understatement of reserves in ux/royalty concessions -,

Furthermore, unlike some competitors, Shell does not currently include reserves

6
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in some PSCs in rclation [0 we that is paid on its bebili by the Natio~ Oil

Compaay.'.

• NOD~traditiooal CODtra~ts:

Over the last few years Shell has taken intuests in novel contnct structures for

wbich the SEC regulations provide little, if any, direct guidanc~ on how reserves
entitlements should be treated, 10 the interests of infonniog the investor in a
meaningful W_)', honow:i.ng the spial and iateat of the 'SEC regulations, reserves
are calculated and disclosed analo~us to the economic entitlcr:neiu method that

is used for PSCs. Competitors are understood to adopt sim.ila.r approaches.

• Royalties:
Outside the US, the SEC regulations pcanit net production (and reserves) to be

·disclosed inclusivc of royalty "if more approp.ci.ate" than exclusive of "royalty.
This is interpreted to m~· that .royalty talten in kind must be exeluded.. bur
royalty takcn in ash may be included. Practice is believed to be aligned with
competitors, but no hard deWIs of competitor pr.actices·in ge~cral are :oI.\ti.ilable..

• Post-licence entidemcDts:

Shell discloses reserves beyond the current tcan of licences and concessions

when (1) an agreement for extension or renewal is in place or (2) the regulatot}'
authorities have .. melt record of granting renewals or extensions "as a muter of

course" (the lattu' conditio~ b~ ~upported by SEC guidance). In som~ ·eases.

consideration may be given to recognizing' post-licence reserves when the

licensee has a legally enforceable right to extension. or renewal. The recent

problems experienced by BP in booking reserves in Russia may relate to a bck of
"reasonable cenainty" concerning licence eXtension, and the situation for Shell's

intended reserves disclosures in ltussia is cwrently. under review.

Much, if not all, of the potential aposure arising from interpretation of the factolS
, . .

'listed above is offset by Shell's practice of not disclosing reserves in relation to' gas
production that is consumed o~site as fud o~ (incidental) £laripgand venting. Shell's
approach seems to have been based on interpretation of the origin;USEC regulati~ns.
introduced in AccoWlting 5c,xicSRelease:number 257, dated December 1978. This

.. stipulated . the requirement to disclose (1) proved reserves and (2)·production ·"as

'. sold". Shell took the view that the "assold" condition applies both to the production

and reserves figures (the: latter being the sum of the former (or future years). In fact

these two issues seem to be viewed separately by the SEC, and it is expected that

reserves 2..I;edisclosed "as produced", whereas production "as sold" must be disclosed
in addition for comparison. .A review of competitor practices indicates that most

include fuel and (possibly) at least sorae flare gas in their reserves disclosur~s (with the

notable possible exception of :SP). and a further review is in progress to examine the

implications of changing Shell's reporting pr.actice.
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Reserves Accounting: Overview

.A.rI. overview of respoosjbiljties for controlling the annual pro'Ved reserves disclosures is

presented below, in ;a.pprobinate1y the eorrect c:hroo~i~gic:al sequence:

111 conjuDc~ with Group. E.xt~ Auditon,. reviews inlonmbon

submitted by Regions I Asset' Holden, clarifies and c:haIlcnges when
oeeessary. verifies carRet lraD.aiption oC infomutiOD Cor e>ncmal

disdosure by EP Hydrocarbon lWo~ CoordinttOi.

Rrnews infoanatioD to be CXtemally' diadosed, clui6cs ,..d challenge.

where nceGnry, and ultimately eodonea (EPF and EPS. who .150 provide; •

Lener of :Comfon .. to ·the· Group E.xtemaI Auditori ccnifying thaI the

diad05ure~ comply With the appligbie SEC rcgubtions)~.

10 support of this annual process ate the following additional control 'and review

Peeiedic I~dits of Assel Holder reserves. actounting procedures. vcrifyirig

thltl&mC are compliant with Group Guidelines.

Annilal m;ew of Group Guid~es {or cOlltinuing compliance with SEC

'~~tionl:'~d FAsB disci:;';; ;~quiranent~; ~g into 'Ct;O~1 (lilY)

new SEC guidaoce, ·Group Reserves Audit~r recommendations and j"ues

-.' arising from rCCCIIIdiscloswes.·

EP Hydrocarbon Resource . Updates qroup Guidelines where and when necessary in accordance with
Coordinator Reserves C,omminee clircetion. Disseminates sune 10 Assel Holden .

Anet leuQS

Anel Holde: I Region
Reserves Focal Point

Regional CbalI~ prtKClI

Ami Holde{ I Regional
Technical ~CIII

EP Hy<hocubon Resource
Coordioalor

Group RcJetVu Auditor

Resczves Comminee

responsibilities:

Group Reserves Auditor

Reserves Comminee

. Auel Holder I Regional
Technical Managc:rnent

.Asset Holder / Regional

Resezvcs Focal Points

Ptepuc estimates based on Gr:oup Guidt1iDcl (EP 2003.1tOOf

Allim allel ttams in prepazinc estimatea and COIlaICS' iafomutioll lor

submissiQn 10EP Hy~n RelOUlCe Coordinator

Senior le~c:al experts ill Region verify compliance of annual proved

.resd'll~s changes with GlOUp Gl.Iidt1iDcl

Authorize estinutes II baving bcc:a pltpued in aomplianee wilb. Group
Guidelines.

. Colhlcs inloananon lubmined by Regiom I A,ser Holden. c:Wi6es and

challen~ where necessuy. prepares inlOmutioA in eerreet (olmal Cor

cxlemaJ dlKlinure.

.Ensures ~t procedures in place loally (Dr proved reserves estimation arc

in accordance with Group Guidelines.

Disseminsre.Group Guidelines locally. supPon ~.gcmenl in anuring thaI

appropriatc proeedures UI: in place, luppon .sset learns in ptepantioo oC
proved reserves cstimates.

The .fitumciaJ aspects of exteraal reserves disclosures (notably the agreement of

production figures- with disclosed 'sales volumes. and the information used in preparing
the Standardized Measw:e of Discounted Casb Flow) arc: subject to similar approvals by

Asset Holder / Region Finance Management,
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Reserves: 2002 Group R.eserves Auditor Report

'This Dote swmnarizes the actions that have been taken or that arc planned in response to

the reserves accounting recommendations made by the Group Reserves.Auditor in his
report OD the Group's proved reserves disclcsures as at the end of 2002.

In summary, an'· the recommendations of the Group Reserves Auditor have been

accepted and action has been wen.' The specific recommendations arc reproduced

.below, with action summarized in each case.

1. Maintain fht pnsmt IligiJancrrt/.artlin&the wnlilllmi booJei,,& ojP"'llta rtSmltJ IJOlMmtsJVilhj>tHJr

jIlJliji(tJlion, as highlil,hlta in [tlit G"'1IfJ RtmvtJ Allditor's] trp!Jrt and rt,&onMer lIN boo/ei,,!, oj
thm IJOlMmuas appropriate.

Action: The procedure. for administc.ting proved reserves infonnation for external

disclosure has been updated IJ1d is documented in report EP 2003-11 02: "Gllidl f~
th, Administration oj External Di.Jd4Jllrr oj P",,,,a RtltrlltJ and P",tblet;otl' in line with
changes to the EP Proved Reserves Management procedure that wac introduced in

2002 (thc previous update was made in t 996) .. The principal revision haS been to

establish a Reserves Committee which will rcport to. the EP Executive ... It will
oversee the integrity of all aspectS of the external proved reserves disclosures and

the procedures by which they are administered. .

2.

Vigilincc and the. integrity. of reserves bookings will bc tn2intained and ~eI
improved by the establishment of the ResCl'VCSCommitte~ and by actions taken

with respect to other. recommendations (e.g, 2 and 4 below). The EP Hydrocarbon

Resource Co-ordinator ("HRC'') will continue ·to maintain 2. Poteneal Reserves

Exposure Csrslogee, first compiled in 2002, and bring this forward for consideration

by the Reserves Committee at least twice: pet year (in J~ and October~

Consider ~ further lightmint. of tonditiDns under which first-timt boo/einl. oj m'!ior p"'jett rm1'Vts

,all be allo/lltd try Group rtStrlltS &lIitielinu. The prime wndirion should be a ekar pllbut

tommitf1ltn' Iry the G",up thar titvtmpmtnl IlJiUbe IIndrrtflletn. This '&011111 be FID, bllt als« a

Det:l.tiralwlI tif Commtrrittu!J if lhe Jailer is s".iJitiml!J bindi,,!..

.Action: The recommendation is accepted .. The guidelines for the estimation and

reponing of proved reserves are updated annually. The 2003 edition (EP 2003-

1100; "Pel",kllm RtJDum VolMmt Clluulind: Rmlim Classifitatip" and ValMt Realisation")

is cw:rently 'being drafted for publication in September 2003. It will include a

modification oftbe criteria for booking reserves for .aD major projcct~ (not only

."first-time bookings") in line with this recommendation.
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3. MtJi"lai" a"d, if "'"IJary, ;nm4Jt EP ExCllm ~ alttntioll IfJ tm prtJtrJJal;O" oj tIN inlegritJ oj
oU rrmvts boolUlIli ;11 tht li[,hf of the pottntiJzl thrral tmanatinl.jro1ll rtserotJ atJdjt;Dit /mgttJ ill

St:OrtumJs.

Action: The potential threat from scorecard targets is' well undexsfood and was

taken into account when -chsnges: to the EP Proved Reserves Management

.procedure were considered in 2002. As.well as the 'rigilance of the EP Hydrocarbon
Resource Coordimtion function and the attention of EP Ex~cuti~e members to the

figures disclosed, ~er controls have been introduced through the introduction of
regional reserves challenge sessions (see (4) below) and through the establishment of

a Res,crves Committee ,(sec (1) above), The Reserves Committee 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
organization concerning proved reserves estimates, Disputes related to score cud
items would faU·into the latter' category. Please refer to EP 2003-1102 for funhc:r

infoIIDaoon.

4: CMsUJer IJ ti[,hltnill& of tIN fonlrtJi Dn rtserves ehllnl's J,t illlro;mt:in/, rt/,lonlll nitrlltllllldil 1,1JI1I1

. IIIhi&hIJrt 10 umy 0111annllllJ rtltnltl allmis tviih OUI an/hl/IMh ~alJt the power: III.apprtJlJt /
disalJo,u aupmposed rt/tnltl ,han!!l .:

ACtion: Regional reserves challenge sessions are to be introduced commencing in
2003. They will take pace in September or October each year, this timing being
selected on the basis that it is sufficiently ate in 'the year to iillow a meaningful
consideration of the proved reserves thanges for the year, whilst being early' enough. .
to allow such consideration to take pace in advance of discussions with partners, co-
venturers and host govc.mment representatives.

The challenge session in each region will be attended by senior technical

. professionals drawn ,froID the region. They will review material proposed changes

for compliance with the: Petroleum Resource Volume Guidelines and, hence, with .

the SEC rules. ln principle, each session will be attended either by the' EP

Hydrocarbon Resource' Coordinator or the Group Rescrves Auditor and by II

representative of another region (to promote the adoption of common standards

globally): The sessions will ensure an appropriate 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 consideration by EP management, will be reviewed subsequently
by the Reserves Committee (see (1) above). .

For 2003, whilst the EP organization is ~till in a transition phase, it is possible that
challenge sessions will be held in only three of the five regions (EPE, EPA and

EPW), With the other two COmmencingin 2004 (EPM and EPG).
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5. "&-ttIt1l11l1Jt the ifftd of Ilril1/,PSV oilprias illluall oj tnd:JI1lr oilpriers Oil PSC and olhtr
mrrvts bookil1l,s til rr/,II/ar (hi- or tnjtarfy) inttnJllU.

Comment: 'Ibis recommendation stems from the SEC requirement that proved

reserves be evaluated with reference to conditions applicable as at the date of the
estimate, i.e. 31" December each year. ThiS includes product prices. In fatt proved
. reserves ate calculated using the pr~ailiJlg Group reference pilce.

For PSCs, reserves entidement is inversely proportional to 'oil and gas price. whilst in
tax/royalty licences there is a positive (or neutnl) con-elation.. Consequendy the

, effectS of changes in oil and gas price on reserees for these two types of contract
oppose each other. tending to limit the degree to which EP's total proved reserves
figure is' dependent on product price. That being the ease. it is convenient to
evaluate proved reserves at a single set pC reference price conditions that can be

linked readily to assumptions that arc made for the purpose of business planning.
Indeed, it is viewed as hlghly desirable to maintain such a link, since the use of two
different price assumptions, ,and hence two different "proved reserves" estimates,

could lead to confusion and: hence erosion of the integrity of the external proved

reserves disclosures. There' are also logistical reasons related to the process of

estimating reserves which make it highly desirable (and even necessary) to determine
reference oil and gas prices wdl in advance of the end of the year.

.For PSCs the difference between reserves entitlement at the reference price

compared with the year-end price is collected every year' as pan of the reserves
reporting exercise.

,
Capturing reliable and coniprcl:iensive data on the corresponding effects for

tax/royalty licences is signifieandy more difficult and time-consuming. It was last
artempredin .lOtiO: and 1i'1$ 'planned"'t(;;;peat the eXe'rcis~-~. 2003. . Tri~~~ual
frequency appears to strike '" good balante between the effon expended and the

need to periodically check !hat the two effects on reserves ale broadly equal and
opposite.

Only in the event that II material discrepancy arises· between the total reserves

bocikable according to the relercnte price assumption, compared with actual year-
end pricing, would a change tb the cUJ'Teiltreporting practice be considered.

Action: The recommendation will be implemented at three-yearly intervals, the next
to occur when the 3 t .12.2003·t:eservesestimates are filed by the Asset Holders.

.... ,
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6. .£niJlrt thai OUI, in pal1inlit:rr PD~ and SPDC, prrpmr pm}" t(JmptJIit~pmdJIdiDn jore(aItJ

. (bMW II}~m rtlaliJli( i"diwa/ fi'''' jDrtl'llStJ, iHJlhPmried'alld 'ExptcJDJio,,) "t"!(Jnslralin~ lhe
• . & •

rtlaJOTIabk mtai,,!y Ih/JI Pmllt" rt.ftrlJtJ ,a" bt pmtiJlitd lVi/hi" (llmnt lire"" dliratu,nJ. Tbe

'alllllllli jDrtltaJl raltJ 11191114lIot t:i«ttd thOStprtlmud (lJ tbe 13aJt Plall in tht laitsl Bllnnw Plan.
. .

ACtiOD: This maner is being addressed with the companies mentioned., both of

which will be subjected to audit by the Group Reserves A uditor. in 2003. The 2003
edition of the Petroleum' Resource Volume Guidelines (EP 2003-1100) will Stress
,thi~point. .

7. Chal1e,,!/ 0U.s 1JIith n~ard Iq tbnr IlIbmisnorts of utimalu oj amounll by which ProJltd mtml
should me if tbm wen 110 '/Uener dm-aljDII tTJ1IltrainlJ.

Comment Extemal disclosures of proved reserves must respect the' constraints
imposed by licence dura.tioos and therefore the estimates of "post-licence" reserves

do DOtinfluence Shell's'cXte~ ~cl(>5UIes. Nevertheless, this information is of usc

. not only for determining the reward associated with· licence extension or renewal, .

but' also in judging the reas~blenes$ of the ovCIall proved reserves estimate in.
relation to the expectation.reserves estimate. In the 31.12.2002 reserves submission,.

s~~tal OUs .reflected subs~tiaJ changes to thcii- estimates of post-licence reserves
compared with the: .previoas year, prompting this comment from the. Group
Reserves Auditor.

Action: This matter has been addressed with the OUs concerned and, with relatively

minor exception's, the estimates registered. at 31.12.2002 have ~een confirmed as

correctly reflecting the OUs' current views. The 2003 edition of the Petroleum
Resource' Volume Guidelines (EP 2003.1100) will stress the importance of ensUring
acc:uracyin this infonnation aridwill clarify the intention behind capturing the data .'

• 'L ... ""~"~ •••• ''''. • ~,... , '" ~.'. .. "•••

8. I n(Utdt gliidtlintJ with nspec/ ItJ appropriate mtthoiil ofprollttl anti Expef/ation /ortltaJtirtg in the

nix! edition of the Gro"P rrJer'VtJ gllitillilltJ.

Action: The 2003 edition of the Petroleum Resource Volume Guidelines (EP 200.3-

1100) will include appropriate guidance.

I • ..~
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AppcDdix c: POteDtial Relcrvcl Exposure CAtAlogue Quty 2003)

A.ncol (Yeat booked) ~b(od ,Up'.. ccimlli~1
mliI boc: mboboe

Au,tnlia Gorgon 5;7 785 Booked in 1997 in Inticipat:ion of im"';""". FID,

(1997) ,ub!le<juend)' ddmed indefinilel)· by the downlUm in

Asian economics and th~ eOll,cquenl n:dunion in

• dem ... d for u.JG. It is inevitabl .. thaI I resource of thi,
mapitude will be developed evenl\ldly.

Norway Onnen I..angt 109 186 RaeIVcs ""1ft ~y booked ahead of VAR3 ~nd FID,

(1999, 2000) whil" il appcan th". thm art i.iuel thll could prtvcsu il

proceeding, Dc.booking will bt con.idem! only ""hm

and if it becomes d.....·th.. devdopmenl definitely will
nOI proc:«d. FlO is planned in Q4 2003.

Italy Tanp. RoslI lS 34 Phuc 1 resuves w= retained II 31.122002 on the

(Icquircd 2002, Entcrprile) ~'S\lmptiOD lhat Ihe project will _dJ flO immin<ndy.

lr flO is not cmain 10 be liken by end 2004, lUet"¥CO'

.hwld be dcbookcd·.1 31.12:2003. Diseu .. ion. an:

ongoing with the lcalion .ulbcritics Ind it is cumndy
.\'icWod I, ~ceriain" th.. FlO will OCcur in 2IJO.4.

Nclhcd2nds. Waddenue 26 ,)'7 Govcmme,"_forc:cd mOl2tonuM on . Waddcni ..e

(Varioui) drilling. due 10 envirOnmenw wnCCml, could ullilnltcly

prevenl developmenl fmm proc:ceding. NAM field rodeo

MGT, NES, LWO:VHZ (VHN?)

Brunei lepr;y 20 CI.30 HisI~ca1 ,_noes bookings m.1 c:an no longer be

(Various) .. IUppclllcd art invcnlomcd Ind Icrively maJl28Cd. his,
expected 1h.1 the 'rtnuining baIa'''.' will be ,educed 10

zero by end·2004, in tonl.,ltation with notional ngulalQry

aulho.riD".

Pending: SEC M'I11izy tWO 0 bpo.un if SEC inte<prctation of Lowesl Known

Hydrowbon (LKH) is uled.

To.al, .. _.,- 1037 .' 10'72 ~. . ' ..

Sh"U "''''I'Ve., 31.12.2002 193-47 32848 £:.ccludi", Arhaba.". Oil SInd. Proj""t (AOSP)

Expe~tatiOD Reserves include poll.licence volumes.
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ID IddioOD, the foUowing threats Ite prcseslted b)' oogoing production COD$ttainU Or by tigille.ning of the
SEC rules (or SheD', intetprclilititi theri!ol):. ., .

" .'
"".CI P~.,..ec1 Exp'n Commenl

mID * min boe

PrOctuc;lioo eOnOltainl"

OmanPOO up lo4SO UI' 10 half of POO's Within licence proved re"'YCJ of. 907 min boc rdieo on delivery of major new devdopmml
prDjern. 10. combat dedinc of produc;Qon from exi~t:ing

uacU. ~ring righls 10 po$l.20t2 production would

aJJ~le Iny potential expo,ure.
r

Abu Dhabi up 10 117 OPEC quou connnUnL Exposure calcui:llion io 'bued
on the IIJUmption thai leNoI 2002 produc:tion lat. will
eenunue tIuoughQUI thocmaining Iife:tim. of lb. Ii,Cflcc

(102014).

Techaical ... d Commerci.1 M.twity:

Nigeria SPDC c..22O POICIIliaUy exposed d... 10 lack of. ludit trail and I 0,
demon ..... tion of mlnarity: plan iii place tD 16dm.

.. ClIPOSUn:s prio, to recomrnCflcctnc:nt of new rele",a

bookinss. perhaps in 200~.. .
PSC enlitle:mc:nt: Exposure created by the UK of Ildcrenu Pricc (J16/bbl) in$lead of yCU-<:l1~, pric. (J211.66/bbl). i

Any tlIPOSUft woutd be: offset ponialJy by Ill! illCJQK in reservel at higher oil price due ro extension of the: economic '1
lifetim. of 6elds in wlroyalty tOllCeclion~. lndlilion .of tal paid on behalf of SheD by NOCI ,",ollld abo hetp 10 Of(ICI

.nr ""paIUte. _i

Oman Gil(:o 98 .

tnn 43' , I

Malay';' 47
I

Russia (Sakhalin Holding) 2l
Syria 23

I
Nigeria (SN£PCO) 21

Egypt 17
K:~ukhstan 10

'1.. , .• Philippin ..~ .:... .. v ,

. 6

Bangladelh 2 ,

Total, PSC 296

"Novel Conu.l;u": (Of inforIMtion onll" no potential uposur e, aJrho,:,gh there' ma)' be • requirement in future 10

disclo •• seporatd)' and / or darify the bookinj!' in •• ,emal disclosure •. ;

. "maud. Iti.k OSA 222 .m
Omln.G1SCO 186 186

l",n buy.back 9; 97

Btuil Merluu OSA 28· 28 .

Total, Novel Conuacts 53J 669
-- ._-- -----_ .. ----

Expe.:uDon Reserves include post-licence volume s.
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Ewart, Pauline M SI-MGDPW"--'"- '-'~

From:
Sent:
To:
Subject:

/
I
(

Van De V'Jver, Walter SI-MGDWV \
09 November 2003 11 :17 \
Watts. Philip B SI-MGDPW
FW: LKH

Phil.

Reference our ~iscussiori ~day 3/11.p ase find attached the summary on LKH.
The issue of LKH is not just a US issue (perhaps yO\) were' plying something there?). .
I am becoming sick and Aired about lying about the extent 0 ur reserves issues and . '
Ihe downward revisions ~hat heed to be done because 01far too aggressive/optimistic bookings
in the past .aside from t~ embarrassment of having booke reserves prematurely.
Regards,
Walter

--···Origlnal Message--·
'from: Ben, John J SIEP'EPS
Sent: 06 November2003 11:20
To: Van De Vij."er, Walter SI-MGD\W
Ce: . Pay, John JR SIEP-EPS·P; Coopman, Frank F SIEP-EPF
Subject: LXH

lICH 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 j'oin the EPLF tomorrow to help lacilitate the discussion on the acceleration of reserves bookings. He will sil
in theGRoup with the RTDs and EPT to assist in assessing ideas and providing data. .

John.

000002
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Unknown

From:
Sent:
To:
Cc:
Subject:

Coopman, Frank F SIEP-EPF
24 November 2003 06:50
Lau, David ONP SIEP-EPF-GT

. Bouchla. Soull C SIEP-EPS-O
FW: 2003 RRR Review

Importance: High

We need a telcon today, (you • me)

----original Message-
.From: Van De Yijver,Walter SI-MGDWv
Sent: 23 Nwentbei 2003 15:50
. To: Pay, John JR SIEP-EP$-11
Cc:: Bell, John J 5IEP-EPS; Coopman, Frank F SIEP-EPF
Subject: RE: 2003 RRRReview
Importance: High

John,

I want to have a proper EP view before Conference (3/12/03) how we should manage reserves going forward.
Iwould prefer tore-state our 1/1/03 reserves and de-book all remaining 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 •...). . .
This js 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?
Ihave asked Frank to work the disclosure/SEC issues.
I still find it amazing to compare the 99 and the 03 audit write-ups for Nigeria and for Oman.We better categorise the
differences
to have a logical explanation. '.
I trust there are also exposures wrt previously received reserves bonus fees.

Regards.
Walter

-----Original Message--
From: Pay, Jolm JR SIEP-EPS-P
Senti 17 November 200) 1):16
To: Van De Vljver, Walter SI-MGDWY . . .
Cc: . ..Bell, John J SIEP-EPS; Coopman, Frank F SIEP-EPF;Darley, John J SJEP-EPT; Percival, lain lOR S1EP-EPT-oE-HL
. SubJeCt: RE: 2003 RRRReview . .

The latest reports are (pOO only draft at this stage): Both "Unsatisfactory":

« File: SPDC03-Reptdoc (Compressed)>> «File: PD003-Covnt.doc (Compressed) »

The previous ones, both from 1999, are as follows: ·Satisfactory" and "Good" re'spectively, although comments were
made in both cases about the (lack of) audit .trail in sUPP9rt of the disclosed figures:

« File: SPDCovnldoc (Compressed)>> «File: OmnCOvnt.doc (Compressed) »

-

The audits were conducted .with·reference to the' 1998 and 2002 editions of the Petroleum Resource Volume
~uidelines. In 1998 the criteria for project technical and commercial maturity were somewhat more relaxed than

." :riow;. Wher~as now reserves should In principle be post-FlO (major projects) or at least post"VAR-3 (lesser projects).
... ';.r ..,. . . '1"· . . .... '.' . .
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"
"

in 1998 the criteria were as indicated below. Key points Ihat now are subject 10 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 tied more closely to investment decisions. Furthermore, the 1998 gUidelines continued to .
endorse the use of probabilistic (p8S) proved reserves estimates. The emphasis is now on deterministic techniques
which tend to yield lower estimates in immature fields.

1998: Technical and Commercial Maturity

nie classification scheme uses a project's technical and commercial maturity as the primary criteria to distinguish between

reserves and scope for recovery (SFR) .. Resource volumes can be classified as reserves only if the associated project that will

result in production of those volumes is considered to be technically mature and commercially viable. If itcannot, the resource
volumes should be classified as SFR. SFR needs an activity (e.g. exploration appraisal. field trial. gas market development, etc) .

to achieve technic~1 maturity and commercial viability. Secondary technical and commercial distinctions (between.ptoved and

unproved techniques SFR and between commercial and non-commercial SFR) further identify resource volumes at various
stages in the life cycle. . . .

Project BasiS
Technical and commercial maturity 'reflects the status of remaining uncertainties in .the assessment of the optimal development
project and its associated recovery. A project is any proposed or notional modification of the wells, the production facilities

'andloT the production policy, aimed at changing the company's sale~ product forecast. It can also be'a modificatio~ of the
company's share in aventure (purchase/ sales-in-place, unitisation, new terms), The generic 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 replaced by the Expected Monetary Value (or EMV, see Appendix 6).

Technically Mature
For a project to be technically mature, information on the resource volume, including its level of uncertainty, is such that an
optimal project can be defined with aD auditable project development plan, based on a resource and development scenario

description, with drilling/engineering cost estimates. a production forecast and· economics. The plan may be notional.or it may

be an analogy of other projects based on similar resources. However, there should be a reasonable expectation thai a finn

.development plan can be matured with time. Projects do not have to' have a completed development plan.

Commercially Mature
. A commercially mature projectis commercially viable over a sufficiently large portion ofth.e range of possible scenarios that

reflect the remaining resourc~'Uncertainties, The defmitioI1 of what constitutes."a suffiCiently large portion" may vary from case
to ca~e and could for' ex~l~ requir~:ihe pi(;j~t'NPV for thedow ri:~etVts'scenari~ to be positive for appropriate commercial

criteria. It is also likely to incliide an. assessment of the capital exposure in case of project failure due to adverse resource .

realisations, The selected range of scenario's should be documented and auditable,

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

A project is economically viabie 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 shareholders. Projects .

generally have to demonstrate economic viability in order to obtain investment approval. However, economic Viability or formal

project approval is not required tor' a project to be considered commercially mature. Reserves maybe booked before project

approval is sought.

2'
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. PROVED RESERVES PROCESS AUDIT - SPDC (NIGERIA). 18·19 Sept 2003

I have audited the processes underlying the Proved Reserves submissions of SPDC for the year 2002 and the
current measures undertaken by SP[)C to introduce improvements in these process as. 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 Oil+NGL and 85
bIn sm3 01 gas. This represents some 16% 01 total Group share Proved Reserves on an oil-equivalent· basis.
Proved reserves replacement ratios for SPDC over 2002 were -6% for oil+NGL and -55% for gas.

The last previous SEC proved reserves audit for SPDC was carried out in 1999 .. This current audit ;s a partial
audit of reserves reporting processes only (in The Hague), replaCing a full audit. which has been deferred to 2004.
Th'e audit took the form of presentations and detailed discussions about the reserves reporting process with a
small selection of SPDC statt.

•
The audit found that SPDC's portfolio of proved oil reserves estimates appears far less mature than during the
last (1999) reserves audit.- One important reason for1his is that the Group guidelines for Proved reserves have

f', been tightened considerably with respect to the need for properly defin~ FDPs and the passing of either VAA3 or
(\,_~ FID hurdles. It was also found that SPDC's animal proved oij reserves submissions during the years 1999~2002
<::» have been 'managed' as a total sum onlY. without taking heed of the underlying Individual field.estimates, '.

SPDC have realised these shortcomings and have taken steps to set up a fuR 'lnventory of oil project forecasts
and reserves with the ultimate aim of obtaining complete consistency between the reserves data base, Capital
Allocation I Business Plan volumes and end-year reserves submissions. By'end this year It should be possible to
have a good overview of the n:Jaturity 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 portfolio 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 1,12004 will depend on further evaluations to be undertaken by SPDC during .the
remainder of 2003. .

The audit finding is therefore that the present status of SPDC's proved 011 reserves is unsatisfactory. Efforts are
underway to address this s·ituation. Proved ~ reserves at 1.12003 appeared Insufficiently' founded on firm
contracts but this wm now be corrected with the commitment to a fourth and a fifth LNG train.

·It·must be realised that the scope for increasing SPOG proved oN reserves beyOnd present. (inflated) I~vels is
probably limited. The reason Is that many projects will not be required until the next decade. It seems unlikely
that these projects will be matured in the next few years (VAR3 or FID), which means that proved reserves fot
these cannot yet be booked. . .

'. A summary of the fir!dings and observations is included In Attachment 1.
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Attachment 1

PROVED RESERVES PROCESS AUDIT - SPOC, 16c19 Sept 2003

MAIN OBSERVATIONS

1. SPDC's portfolio of proved oil reserves estimates appears far less mature than during the last (1999)
- reserves audit. The two main reasons lor this are:
~ The Group guidelines lor. Proved reserves have been tightened considerably with respect to the need for
properly defined FOPs and the passlngof either VAR3 or FID hurdles,
- SPDC's annual proved oil reserves submissions during the years 1999-2002 have been 'managed'iargely
by keeping the sum of oil and condensate recoveries constant and by presenting declining reserves through
subtracllon 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 thaI realised offtake rates during 1999-2002
remained well below those originally planned (due to OPEC quota's, local community disturbances etc), while
future planned rates (up to a doubling of offtake over a period of some 5-7 years) proved unrealistic due.to
inveslmentlevel restrictions. With the perceived end-oJ-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.

This approach would have amounted to a serious loss of integrity of SPDC's proved reserves submissions .
However, the integrity loss was reduced significantly by the realisation. by SPDC during 2002 that Nigerian law
does provide for a right to extend production licences and that such extensions have been granted Without
any serious hindrances in the past. Thus, any shortfalls in current or future production levels would no longer
have anyeltect on prOducible volumes within-licence. and therefore not on bookable proved reserves.'

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

2. To date, SPDC have maintained three separate sources of proved reserves estimates:
- The annual reserves submissions ('managed' separately, as described above), .
- The AAPA reserves volumes data base, bUilt up from individual reservoir estimates,
- The annual Capital Allocation I Business Plan (,CNBP') submissions, which provide production forecasts
and proved and expectation reserves estimates tor developed fields and future projects.

Consistency betWeen these three sources has been Incomplete at best and, in the case of the annual
reserves' submissions, It was allowed to deteriorate further. SPDC have now realised this and steps have
recently been taken to bring the three in closer alignment, aiming lor full alignment in the course of 2004.
This is strongly supported. . ~ ,

3. The approach taken by SPDC (with assistance by SIEP EPT·OE-VAS) has been to link the Inventories of
CAlBP project data with Individual reservoIr data through ~ large combined spreadsheet. The
reservoir data was obtained directly from the Petroleum Engineering field teams, not from the ARPA, whose
current volumes are seen as less reliable in many cases. . .

This spreadsheet was enhanced by the addition of a set of criteria checks, which give a reflection of the
technIcal maturity of each of the reservoirs plus the maturity of their their development planning and reseries

) estimates. These checks relate e.g. to the appraisal status and general knowledge of the reservoirs, but also
to the passing of development hurdles and to the potential for community disturbances (see Att. 2). These
criteria checks should provide significant inSight into the appropriateness ot SPDC's proved reserves
submissions and they are strongly supported. .

A number of the criteria checks coincide with necessary conditions for booking prov_ed reserves, In. '
accordance with the most recent" (2003) Reserves guidelines. These are highlighted in AU. 2. A first pass run
through the spreadsheet data seemed to Indicate that only 44% of proved developed reserves and not more
.than 7% of proved undeveloped reserves. fulf~ the criteria for proved reserves. It Is Ukely that these
percentages are too low. There are still 8 considerable number 0' 'empty' entries In the spreadsheet and
these should be complf}ted before end year. However, there Is' a strong indication that In particular the
undeveloped proved reserves estimate~ have not kept pace with the Increased requirementS tor booking such
reserves as defined in the recent Group guidelines. The most significant of these Is that the associated
development projects must have passed either VAR3 (for small brownfield projects) or FlO (for new field and
major projects). . .

It is noted that the availability of 30 seismic (one of the spreadsheet criteria) is not strictly a necessary
condition for booking proved reserves. However, it Is unlikely that flelcls without modem seismic will have
passed recent VAA2J3 reviews and/or FlO.

The insertion of two additional criteria would be useful. There should be a check to Indicate whether the .
proved volumes are consistent with 'known' fluld levels (from logs'an'dlor pressures) as lhls Is on~ of the key'
requlreme.nts for proved reserves ('proved area'). In addition, the iIlcluslon of the Intended year of start of

'_'" J
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development would allow a better assessment of the imminence (or otherwise) of the various development
activities. The insertion of both criteria into the spreadsheet is recommended ..

4. The incomplete alignment between CAlBP and Individual field forecasts and plans implies that not all
fields and reservoirs carrying reserves are taken up into the CAlBP, nor are all CAfBP forecasts tied into
specific fields. Both of these 'orphaned' forecasts and reserves are at present included into the spreadsheet.
It is 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 froni the CNBP data). SPDC have
recognised this and are aiming towards full alignment between CNBP and reserves data in the course of
2004. This is fully supported.

•c.-~..

5. There are some obvious redundancies in the spreadsheet's crileria. This provides scope for automatic
checking for consistency of the various entries. Examples are:
, Brown-field developments must have developed reserves I prOduction in the same field,
- New field developments must have no developed reserves and zero production,
- Productivity is always proven if cumulative production is >0, etc.
Use should be made of these redundancies to.enhance the qualify and robustness of the spreadsheet entries.

6. To provide better insight into the maturity of SPDC's proved oil reserves portfolio It Is suggested that, following
complellon and validation of all spreadsheet entries, a distinction Is made into seven categories of proved
011 reserves: .
A Proper proved developed reserves
B Proved developed reserves in reservoirs without properly defined 'proved areas'
C Proper proved undeveloped reserves .
D Reservoirs I projects that are likely to pass VARM=ID In the next 2 years
E Reservoirs I projects that are likely to pass VAR3/FID between 2 and 5 years from now, .
F Reservoirs / projects that are likely to pass VAR3IFID more than 5 years from now,
G Reservoirs / projects that fall into none of the above and hence are completely immature.
It 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 December?), The proved (and expectation) oil reserves. volumes for each of the
cateqories should be reported in a table format similar to that presented in the lower half of Attachment 2~ .

7. With a few exceptions for the more malure 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 trend with field maturity (i.e. with the ratio between cumulative production and expectation
uttimale recovery), this trend is not apparent in the current field data, see.Attachments 3:1-3-4. In particular it
is noted that:
- PIE ratios for developed oil reserves are generally lower than for undeveloped oil reserves (the reverse is
expected) and they do rarely show an increasing trend with field maturity, .
. ~The PIE ratios for undeveloped gas reserves are ciose to 1 in many fields, including some immature ones;
. this cannot give a proper reflection of remaining uncertainties. .
It is suggested ~at plots as presented In Att. 3 are used to verify the appropriateness of proved vs .
expectation estimates. .•

(_ B. During the presentations it was mentioned by SPDC that a large amount of the reservoir/proJect proved oil
reserves showed volumes·.befow 2 MMstb per reservoir (100%).· Their combined volume was said to
amount to some 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-oNita maturity ('scraping the barrel') or to the small size of the many (>3000) reservoirs. The subject
shQuld be addressed during the 2004 Proved Reserves Audit

. 9. SPDC's gas reserves are in principle based on committed VOlumes to date. A g~s 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 allowance _forthe OomGas-East project and a small (notional) allowance of 4 bin sm3 for the
West Africa Gas Pipeline (an volumes Shell share). The latter two projects' volumes have-not been secured
by contract yet and are ~t this stage Ulicertaln. These will be reduced I debooked per 1.1.2004. On the other
.hand, volumes for NLNG trains 4 and 5 have now been secured and these win allow an Increase of.some 54
, bIn sm3 in proved res9rvss,.whlie a modest commitment for the DomGas West project will allow booking of
16 bin sm;3 of gas', The net increase by 1.1.2004 could be some 30 bin sm3 Shell share. The precise .status
of contractual commitments tor all these volumes was not discussed In detail'duling this audit and this should
bel addressed more fully during tht:t2004 audit. .

10. As "for further future· gas reserves volume bookings, there is the POtential problem that future NLNG sales
may be more on a spotmarkel basis rather than a firm' long term gas sales contract. this brings the NLNG
marketing closer to that of a mature 'gas market. similar to land based. markets in.the USA and Europe;' .
Present reserves gUidelines still require firm sales commmnerrts for LNG gas reserv.es VolUmes, 'although gas
volumes into ex~ting (mature) gas markets can be booked without such commitments. IUs suggested that
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the next (Sept 2003) guidelines should be revised in such a manner Ihal 'existing markets' are defined more
precisely and may include mature LNG markets.

11. SPDC's condensate reserves (associated with non-associated gas (NAG) production, have been 'managed'
in conjunotion with the 011 reserves, i.e. their combined volume was made to increase with the annual liquids
production, without a specific link to actual field volumes. This kepi condensatelLNG reserves artificially low
and the link with actual field volumes should be re-establtshed. SPDC condensate reserves should therefore
be based fully on foreseen (and committed) NAG field gas sales and should be administered fully separately
from the oil reserves. .

12. The Nigerian authorities are now vigorously pursuing a 'flares our 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 before the associated
post-200B oil forecasts (and hence reserves) can be accepted as proved. SPDC have rightly included this
criterion into their spreadsheet. Current improved modelling runs (and field gas measurements) indicate that
GOA trends may rise more slowly than originally thought. . In addition, there are continuing delays in the on-
stream dates of new oil projects. There is said to be sufficient NAG capacity in initial years to take up the
shortfaH. .

13. In summary, the way forward for SPDC's ojl, condensate and gas reserves booking per 1.1.2004 is
suggested to be as follows: .
-Proved gas reserves can be booked as per plan, 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

~ '. . administered to their full (provedl) extent, independently from 011 reserves,
,.,.-' - Proved oil reserves are at present overstated and a reduction in 1.1.2004 proved oil reserves will probably

be necessary. The precise value of the reductIon cannot be assessed at this stage as it will depend on
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 probabiy those in category F (long term projects)
will need to be.removed from the proved reserves portfolio. .

14. A fundamentalconslderation is that the Reserves! Production ('RIP') ratio for SPDC's proved reserves
submission per 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, It also .
suggests that the scope for a further increase In SPOC's proved reserves Is rather tenuous. Many of
the presently foreseen developments are not required until well into the next decade, even at a favourable .
upturn in offtake levels (an increase from 0.8 MMbld to 1.4 MMbld In 100% SPDC offtake levels is assumed
by 2009). Also, some projects need to be delayed because they require ullage in presently fully utilised
facifities. This means that Investment decisions (VAR3I4's and FlO's) for these projects are not likelY to be
taken In the near future and hence. that proved reserves for these activities cannot properly be booked at this
stage. ..~

Recommendations

1. Venty and complete all entries in the SPDC reserves! projects 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
- Confinnation 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 toverify and enhanCe the quality and robustness of the
spreadsheet entries. . .

4. The proved and expectation oU reserves volumes for eaCh of the seven suggested (or someWhat modified)
reserves categories should be reporteq In a table fonnat similar to that presented in the lower half of
Attachment 2. . .

. .'

5. SPOC condensate reserves should be based on fOreseen (and commftted). NAG field gas sales and should .
be administered fuUy separateiy. from the 01.1 reserves.

6. Proved oU reserves per 1.1.2004 should·exclude all volumes In category G (fuliy 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 Alt. 3 should be used to verify the appropriateness of proved vs. expectation
estimates. . .

"io~
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8. The Z004 audit should specifically look at
- The status of the maturity of future projects in SPDC's portfolio and the effect that this will haveon
bookable proved reserves, .
- The reason why small «2 MMbl) reservoir- reserves volumes occur in a large majority of cases,
- The precise status of gas contractual sales commitments,
- The reasons ior the low Proved/Expectation reserves ratios in many fields (AIL 3).
These issues are already covered by the general Reserves Audit Terms of Reference, but in the case of
SPDC reserves they require particular attention. .

The (Sept 2003) Group reserves guidelines should be revised in such a manner that 'existing markets' are
defined more precisely and may include mature LNG markets (action: SIEP EPS~P).

9.
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ATIACHMENT 2 - SPDC - SPREADSHEET CRITERIA FOR PROVED OIL RESERVES

Criterion (8S Included In SPOC's Proved Dev'd Proved Undev'd Resvs Commant
Integrated reserves spreadsheet) Resvs

Proy 'Proved Prav Resvr Aesvr Hssvr lm-
nesys area' Resvs OK OK OK mature
OK nolOK OK resvrs

FlO FlO FlO and
<2. yr 2·5yr >S yr projects

3D Seismic ava»able?
owe deflned?
No Proved vo/umfts billow LKH Of X

,.-
+ + + + +

owe from pressures?
Productlvlty proven? + + :I- + :I- +
Property appraised? :l- X + .. + + +

Near I far from existing Infrastructure?
R

Not relevent if viR OK?
AGG plans defined? + .+ :I- :I- :I- :I- Needed fOl' all post-'ftares out'

8 (2008) reserves .
Community disturbance non-crltfcal? + "I- + :I- + +
Facilities not vandalised? + + + + + + m
VAre! passed recently? + + + +.
VAAl passed '(If brown-fIeld)? + a

I AD passed (H new fleld)? :I-

Project executed I elWCUtlng? + :I-

In production now (or shoItIy)? :I- :l- i

VIR I economics OK? + + + :I- Only used for 'Unplanned' at
n present - should be inserted for

all undeveloped reserves!

Volume -c 2 MMstb(100%)? + +' .. + Crude screening only - should be
d replaced by VIA/economics-

- check

Intended yew of project's start of ~2005 2006- ~OlO
execution 2009. 0

CAlBP 'DeVeloped' + + X X X X Prov Dev must be In CAlBP.
r 'Developed'_.

CAlBP 'Saso' X X + + + X Prov Undev must be In 'Base' if
CAlBP :OptiOns' X X + X X + pre-2010, otherwise in 'OptIons'

~AlBP Unplanned? X X X X X X All proved reserves projectS must
be InCAlBP!

:AlBP 'Not known'? X X X X X X All CNBP projects must be
'known'

In Italics Criteria not yet In spreadsheet!
+: Necessary criterion (must be 'Yes')
blank: Not needed
x: Not anowed (must bo 'No')

sPqc Group share.rul reserves volumes (MMstb) as per data base Sept 2003
Proved %of Proved %of Proved %01
Dev'd booked Undev'd booked Total . booked
Resvs' resvs Resv$ . resvs Resvs resvs

In CAlBP, fulfilling proved reserves 377 44% 125 7% 502 20%
requirements . I

In CAlBP, not fulfilling requirements 319 37<'4 1325 79% 1644 65%

In CAlBP, 'Unknown' reservoirs 176 21% 198 12% .376 15%

I Not In CNBP, 'known' reservoirs ('Unplanned) 590 35% 590 23%

Total in data base 674 102% 2238 134% 3112 123%

Tota' actually booked 1.1.2003 854 100% 1670 100% . 2524 100%

Note: 'Unknovm' and 'Ul)pI1lnned' volumeS lTlIly overlap ..,.addition Is fl9I. striCtly valid!
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Attachment 3.1

SPDC • OIL DEVELOPED PROVEDI EXPECTATION RESERVES 1.1.2003
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SEC PROVED RESERVES ApDlT - PDO (OMAN). 25-28 Oct 2003

I have audited the Proved Reserves submissions of Petroleum Development Oman (PDO) Jor:~the.year 2002 and the.
processes that were followed in their preparation. These submissions present theP[)O'rohtribution to tile Group's'
externally reported Proved and Proved Developed Reserves and their associated changes a~rat'31 December,2002 •.

I " '

Total Group share Prov.ed Res~r.ves booked by PDO at tOe ..end .of2002 were 144.mln:m8 oi..oi(; •This represents.
sorn~ 5% of total Group sharepiolfed Reserves on ~noii'::equivalent basis. Proved.reserves-replacement ratio for
PDO over 2002 was -19%. ' .

i
The last previous SEC proved reserves audit for PDQ was carried out in 1999. This current audit verified the PDQ
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 verification 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 c.hanges 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 reporting process with PDQ 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 oeveloped reserves are largely reasonable, but that the proved total
reserves are currently overstated by some 40%. Tbe.reason for this was partly the progressive tightening of Group
reserves guidelines (following SEC guidance), but mote fundamentally that proved reserves had not been reviewed
and reduced in 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. PDO 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 production), but that a properly based portfoli,o 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 nave been set in motion.

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

A.A. Barendregt
-

Attachments 1. 2. 3

RJW00950013,_ .._----_. __ ... _-_ ..""""\

' FOrA Confidential
Treatment Requested



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

Attachment 1

SEC PROVED RESERVES AUDIT - PDO and GISCO 25-28 Oct 2003

MAIN OBSERVATIONS

PDQ are the operator in a land-based concession in the Oman interior. Shareholders in PDO are the Oman
Government (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 and "for re-injection where needed, but the Oman Government has exclusive title to
the exported gas. Hence, no gas reserves are carried 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 entitlement
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 system 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 S4/bI, but these have risen in recent
years and the current outlook is that these may rise further to levels up to $10{bl.

PDQ production levels have climbed gradually from 200 Mb/d in the early 1970's to a plateau of 850 Mb/d in
the late 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 mcreasinq water cuts and, to a lesser extent, increasing GaRs. The first signs of field decline had been .
countered by an aggre~sive ~ri!.'lng ~>mp}liµ!" including ma~y horizontal wells, which has helped to maintain thB;- , ... ,
earlier plateau production level. Decltne, or at least production at lower levels, has-new .been accepted by pDO '-'
(and the shareholders) as· inevitable; although'turther·development options are still1pUfSued vigorotlsly: '... ; 'i,'. ",.'•.:;., .'.>:.'
. At th~ request of tti~9rran Gov~~hment" p.Dbti~v~!Cori,mitted 'a tearp' fr.om·SIER~EBT:to;carryout'a •...,..' ;,' ' '.:, :.
comprehensive revieW bithe STOUPs and reserves 'oftlie PDO operated'fields (the~ST:OJlP and Reserves . :.~-. :: ,:
i3CV,i.e.)ItTeam, prJ~SST).· Thls revieww8S'.in>the,final stapes-of completiondurirJg.~tha·08Udit. Prelimio~ry, .~.;~... .;,;,~
conclusions by the RSSTwere~thalPDO's STOIIP estimates could largely be confirmed and that current - r , ::: • ":';

reserves estimates were generally in line With field performance, with the exception of Yibal, Marmul and Qarn
Alam. Expectation reserves in these fields were concluded to be overstated by some 100 MMstb out of a total
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 (Le. 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.

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 AI 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 (jf recovery have to be applied. Water injection is used most widely, but gas injection under gas-oil
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 Qarn 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
a challenging 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 PDO 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.

1.

2.
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Many of the PDO fields started production before or during the 1970's and production declines are apparent
in a number of them. As mentioned, these declines have been countered by an aggressive drilling campaign,
and this has helped maintain the PD~ plateau production through the 1990's. The many infill wells did not
always yield the additional reserves that were aspired. A striking example is seen in the Yibal field, where a
massive horizontal infill well campaign did raise production. but now shows a decline towards an ultimate
recovery that is not much different from that seen before. see Fig.1. A possible mild arrest of the decline may
be evident from recent measurements. The lesson seems to be that many fields will yield additional
recoverable volumes, but that they need sufficient time. The prevailing reservoir heterogeneities make gas-oil
gravity drainage or induced/spontaneous water imbibition the only realistice option for further recovery. The
associated time frames can hardly be accelerated.

The RSST have identified that lack of reservoir understanding is the single most important bottleneck to
production increases and further oil development maturation. Good reservoir understanding requires a reliable
and representative 3D reservoir model (first static, then dynamic) and the experience in many other operations
in the Group is that the availability of good 3D seismic is key to such modelling. Spectacular results have been
seen in a number of places making e.g. reservoir character or oil fill clearly visible. Many PDO teams claim
that, due to the complex overburden (a number of strong reflective events) and due to the poor acoustic
contrast at reservoir level, little use can be made of the available seismic in reservoir characterisation and 3D
mapping. This opinion seems to be contradicted by experience in the Rima field, where it has been shown that
dedicated re-processing (Cheats and van Gogh filtering) and close cooperation with Exploration Processing can
yield much improved results. This should be pursued further to see whether similar results can be obtained in
other fields.

5. There is mis-alignment between Individual field proved reserves and the corporate PDa submission.
The root cause for this has been that PD~ have historically focused mainly on expectation reserves because
these are the subject of intensive discussions with the Oman Government (and also the basis for reserves
addition bonuses). Proved reserves estimates for individual fields were prepared but these have hardly been
updated and they have now shrunk to unrealistic levels (see 6 below). Because of this, PDO have maintained
corporate Group share proved total reserves as an independent entity, not linked to indrvidual field volumes;
.. ·This approach has not only caused problems with the audit trail but, more seriouslW1t~lIowed the Group .proved
.: reserves estirnate.todrift awayJrom.realistic levels, see;S.·Defow. ' .. ' .' ' :t~:,.:;r'/e.' '::'l'~'":;;",.', ..",';..:.' . ':,:....,,,~,.

i ~....~:'.;-'':..\...!.. :.:...... ) . ,'-. .". 't':; ·'·:'·I·~·; •.....• ,': "" «:», .' ,'-" ., ••••• ·'~'-7 . ~. . . .-. ...; \ .••. :•.• ".(,.

. 6. .Proba.bilistic estimates of SiOIl? and ultimate recoveries have been prepared b:Y:f.'DQprior; to.and in -early , ,~.:: :~.':
," ." stages ot field development :"Recovery·factol' ranges were obtained from prelirriir:H~l(WfeSer\ioifmodelling.·. T~e--;':t' ~'."

probabilIstic parameter ranges tend still to be' based on' early well data only, i .e..no'adjustment has been made:' ,:-~,:,.:
,,-: .,' ;:::., for subsequent- dynamiC- ST011?--and recovery detemiination from-production pertormance-. Hence, me-current ...··:;,: :~,
.• ;; .:.,> j:>r"(>vetf vs expectatlor\ recovery ranges are toOwide forthe current st~ge:of fieht-idev.etopment. The 1999 cv>

reserves audit made the same observation. It is therefore dlseppolntlnqto see that no progress has been
made in this respect.

The conservative nature of the current field proved (PBS) recoveries has been further exposed by progressing
cumulative production from the fields. With proved and expectation ultimate recoveries fixed, the range
between proved and expectation remaining reserves will widen with progressing production. This is cleariy
visible in Figure 2. Cumulative production has already overtaken proved ultimate recovery in some fields. with
the result that these fields now carry negative proved remaining reserves, which is of course impossible.
Examples are Rima, Sayyala, Wafra and Runib.

Group reserves guidelines state cleariy that field / reservoir reserves estimates should be made separately for
developed (no further aCtivity, or NFA) and undeveloped reserves. The .Iatter must be Project based, i.e. they
must be associated with cleariy identified future development activities (wells, facmties). Estimation of total
recoveries based on (largely assumed) recovery factors is archaic and is considered indefensible with the
current state of petroleum engineering technology.

Proved developed reserves should be derived in a deterministic manner, using reservoir model simulations and
production trend extrapolations. Proved undeveloped reserves should be evaluated in the same manner, using
a low case model realisation. This practice should result in proved undeveloped reserves growing towards
expectation levels with progressing field maturity, see Fig. 2.

.,
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4.

7. Expectation developed reserves are generally, and correctly, derived from well and cluster decline analysis
(through Oil Field Manager software) or from reservoir simulation models. The origin of the Group share
proved developed estimate was not clear (poor audit trail, see below), but its volume seems broadly in line with
the expectation NFA forecast. cut off at the end-of-licence in 2014. This is in accordance with Group
guidelines. However, the link between Group share I corporate proved reserves and individual field estimates
should be re-established.

8. There is a serious flaw in the corporate total proved reserVes estimate (and, by implication, in the
undeveloped reserves estimate) in that this estimate was not reviewed when the PDQ oil production started to
. decline rapidly from 2000 onwards. Group share reserves should be producible within the current licence
period (ending in 2014) and the achievement of production of the stated volumes in that time period has rapidly
become unlikely. (-- - -- - _._ .. _- -',
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'; The majority of undeveloped field reserves are associated with Identified projects. However, many of these
are notional or highly notional, while others do not even have a forecast associated with them in the Business
Plan. There are of course more mature projects,' but many of these are recognised as needing further work or
re-work in order to become matured towards the required VAR3 (or FlO) level. Even some projects/volumes
based on FOPs from the late 1990's, which did pass VAR3 earlier, are now seen as out of date because of
subsequent well and fieid performance. The estimate made by PD~ and the SRRT is that 80-90% of the
presently identifiedlundeveloped reserves are yet to pass through the VAR3 stage. This means that these
volumes do not fulfil present Group and SEC guidelines. It is accepted that the latter have tightened over the
last three years (from 'defined' projects to VAR3) and thus further increased the exposure.

The main reason for this regrettable situation is that proper modem static and dynamic modelling has received
insufficient attention in PDO in recent years. Much attention was diverted towards short-term activities to
provide new well proposals. The situation is now being addressed through an urgent and aggressive study
programme.

The Group share total (i.e. undeveloped) reserves booked at 1.1.2003 have thus been seriously overstated. A
preliminary estimate by PDO is that of the 907 MMstb (Group share) booked at 1.1.2003, some 400 MMstb are
exposed as insufficiently mature according to present Group guidelines.

The impact of this overstatement of reserves is somewhat reduced by the fact that discussions between PD~
and the Oman Government towards an extension of the current production licence are currently in progress and
that a Heads of Agreement is expected before the end of 2003. A formal extension agreement could then be
signed during the first half of 2004. This should bring some 300 MMstb (230 MMstb developed, 70 MMstb
undeveloped) into the Group reserves portfolio.

9. It has been noted during the audit that PDQ carry a number of projects with positive expectation reserves but
zero proved reserves. These volumes relate to projects and exploration discoveries, whose development plan
is not yet sufficiently mature to merit the booking of proved reserves. The expectation volumes have been
agreed with the Oman Government and reserves addition- and exploration bonuses have been received for
. them. The Group guidelines state' dearly that expectation reserves can only be booked if the:associated .. -." .
projects fulfil the conditions for proved reserves. If the latter is not the case, the expectatonvolumessnould be "'~,

· ....booked-as SFR. This should be addressed in the forthcoming' suomisslon- " ,.,,;",,:,;,-::·,~i;;'. :'~'.' .' . :. .:-: : ",.:;' ;.;'~

10. The consistency between niserVei;·andiFinance was good. There was full agreement'between the:l.I1-~2bo;krt,,~.io
'" .,':' SUbmissions 'for reserves.end fOT::a",:mJalproducoorrthrough Ceres/F IRST; without any corrections being· <;" .'';' :.~~'i":~lr,~\
·~""required: ., . c' " ~,' ,,'·l·",',:·n.. ,:"' :.. '"." . ',' .. ". -. .';. ' ..",' :';":.';,::;::.>.: . '. , " '.;".~,''''')

.. .: ~,:,'+h~v.6~fi~tI6r· ~(the~~?~f~~if$~,~!~p.rg~~d ~evbi'6p~(f ~iiWpr6V~ total res~~~kbse~;'fbr tid? :~~;~t.~~pl~tiQH~;\;~I
calculations was not.r~!ev<3ntlO the case of PD~, because UOP asset depletion has not been·apphe4i'~ the -: .'
past. The operating agreE!I11entstipulates a 40-30-10-10-10% depreciation profile for all capexand ttiis is .
applied for calculation of the PD~ profit margin and for PDO tax retums. Shell Group accounts returns are
prepared by Shell Oman Trading (SOMANT) and they do not declare any share in the PD~ assets.

PD~ accounts are managed with depreciation through the abovementioned 5-year profile. This is not in
accordance with intemational accounting practices, which require UOP depletion, based on proved total and
proved developed reserves. This has led to qualifications in external auditor reports. which the Oman
Government now want to see removed. Hence, PDO will need to start maintaining proper estimates of
Irxtividual·field proved developed and proved total (i.e. undeveloped) reserves. In view of the current state of
PD~'s proved reserves estimates (both corporate and by field), PD~ have considered it not realistic to start
with the new method of UOP accounting per 1.1 .2004. A start per 1.1 .2005 was seen to be the eariiest possible
as it would be desirable to avoid major swings In individual field reserves and asset values due to the necessary
corrections to be applied during 2004. This view is fully supported.

Following the implementation of the new method of asset accounting, PDO will be required to re-state their
accounts back to 2000. The intention was to do this on the basis of the 1.1.2005 volumes, correcting back only
for annual production. The auditor recommendation is to include annual transfers from undeveloped to
developed volumes (i.e. development activity) as well, since without this correction the earlier proved developed
reserves would become too large. .

11. By way of audit trail, PDO issue an annual ARPR report, which lists full life cycle (i.e. 30·years) recoverable
volumes of oil+condensate (from PD~ facilities) and associated gas. The format of the report seems
somewhat cumbersome (duplicated data and unnecessary data, e.g. depletion rates, high estimates) and it
could benefit from a simplification.

There is no note or report describing the basis or background for the Group share reserves submission. There
is a spreadsheet, but this is not very accessible. Individual field proved reserves in the 1.1.2003 submission are
clearly wrong (e.g. larger than expectation volumes and also larger than full-fteld-life proved reserves). The
submission listed changes in the 'Improved Recovery, 'Extensions and Discoveries', and 'Transfers form
Undeveloped to Developed' categories, but there was no audit trail to link this back in a quantitative manner to
individual fields. The audit trail for PDO's shell share proved reserves is thus extremely poor. Guidelines for a
proper audit trail are published on the EPB-P website ('Planning·/,Reserves'. to be moved to a new EPS website
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in due course) and these should be followed. What is needed is a set of tables as presented In Att.2, with a
brief note describing the source of the constituent data.

It was noted that there seems to be no effective central PDO library and field teams tend to keep project reports
in personal filing cabinets. The RSS'l" reported instances where documents had to be obtained from the
Ministry because no copies could be found within PDO. following the temporary abandonment and re-
assignment of the Fahud field team. This clearly an undesirable situation and corrective measures should be
undertaken.

12. The auditor's suggestion for the way forward is as follows;

- In view of the short period left to end-2003. continue booking the present proved developed and proved total
Group share reserves volumes in the 1.1.2004 submission, correcting only for 2003 production and for transfers
from developed to undeveloped. Total proved reserves replacement ratio should thus be -100%.

~Conclude the production licence extension agreement with the Oman Government during 2004

- Book the proper sum of full life cycle proved developed reserves for all fields and proved undeveloped
reserves for all projects fulfilling Group reserves criteria per 1.1.2005. This would require the maturation of at
least some 200 MMstb of proved project volumes. to obtain a 100% proved reserves replacement ratio over
2004, see Table 1 below. Group share reserves should be a straight 34% of PDO oil reserves.

- It is suggested to invite the Group Reserves Auditor for a consultation visit towards the end of 2004 to verify
with him the status of the of the proved developed and proved undeveloped reserves portfolio.

Group share total proved reserves 1.1.20'03 (MMstb)
2003 Production

. Group share total proved reserves 1.1 .2004 (MMstb)
.. ~ , "",~.~ ! \'" ~;. ':<~~r;-I ;. ,'. .

, :';,' ~,' .G.rqup·sl)are total proved reserves 1.1.20'0'4 (MMstb)
.'. -: " : .' .• . Overstatement 400, MMstb ,,< . ' .", ;.-:,

Transfer from beyond-licence
.". .. ,_,_.,....<" ·1·N~.vntl~'t(jr'ed.~~.6ved r~~e~~s'.: ",~,-'.'

. .. . . ._ <. -, ~O'64 Production ., ..,"'...' .
Grc;>upshare tcital'pr9ved reserves-f. 1.200~ (MMstb)

'. ,.'.. 'fable 1'::,;'Pmg~e~s~~~ '~f:PDOG~bu~ ~haj-~ ~r~~ed reserves du~i~~ 200312'06~4 .'"1;"';,c-' ': ,?:., ~':. ' .: ,
-.'-: \::. - "_ . ,"

907
-87

\. I~i.;-,820

,:,:'!::j~t~:·'!:..~:,·J:-;~\.,':-". i..
..." ':'!~il~)!;d\;~'("·d

:-,. ...
".._

Recommendations

1. Pursue the possible improvements in reservoir characterization and modelling that may be obtained from
dedicated seismic re-processing (cf Rima) ..

.2. .Declare proved developed as equal to expectation developed reserves in fields where there is either a good
simulation history match or where there is a well-defined decline rate extrapolation. New fields and reservoirs
with neither of these should be assigned a conservative (low case) value for proved developed reserves.

3. Prepare proved and expectation estimates of undeveloped reserves by individual project and by field. Proved
estimates should preferably be based on low case simulation mOdel realisations and should be seen to be
growing towards expectation levels with progressing field cumulative production. Projects should be ranked
according to their maturity, e.g. 'firm' (VAR3/FID), 'mature' (documented FOP), 'possible' (VAR2) etc.

·4. Invite the Group Reserves Auditor for a consultation visit towards the end of 20'04 to verify the status of Group
share proved developed and proved undeveloped reserves.

5. In the re-statement of PDQ accounts for years back to 2000, correct the 1.1.2005' volumes back to earlier
years by adding annual production and by subtracting annual transfers. from undeveloped to developed
reserves.

6. Classify projects with expectation reserves but zero proved reserves as SFR in the 1.1.200'4 submission.

7. Improve the audit trail for the Group reserves submission by following the guidelines for on the
EPB/PlanninglReserves website.

8. Consider the installation of a central library where properly indexed copies of reports and meeting notes (e.g.
with the Ministry) can be stored and kept. .

RJW00950017
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Unknown

From:
Sent:
To:
Subject:

Van qe Vijver, Walter SI-MGDW
16 November 200312:16
Boynton, Judith G SI-MGDJB
FW: 2003 RRR Review

Judy.

Some early warning ...

We now have two unsatisfactory reserves audits to deal with (I have not seen the report yet):

Oman 400 MMbo . Shell share "overbooking"
Nigeria 720 MMbo, Shell share reserves without any development plans (should be de-booked)

Both countries have had the following:

- history of aggressive reserves bookings "stirrunated" by reserves fees in our NIAT "contract" (Nigeria stopped in '99
after new MoU) .
- lack of technical staffwork (no quality reserves maturation plans)
- countries not delivering on production promises and hence reserves defered until after license expiry date

All highly embarrassing tor a company that Is supposed 10 be conservative!

Regards.
Walter
----ortgllllll Message--
From: Pay, John JR. SIEP,eP$-P
sent: 1" NCMmIber iOO3 12:09
Ta: Van De VIj\II!f, Walter SI·MGOWV· .
Cc::: BeD, John J SIEP-EPS; Coopman, frank F SIEP·EPFi Darley, John J SlEP-EPT; Percival, lain lOR SIEP·EPT -oe--Hl
Subftct; 2003 RRR. RevIew

Walter,

The material we discussed with John Bell and Frank this momlng Is attached ..

2003 Reserves
2003111'1.llP

.John Pay
Group Hydrocarbon Resource Coordlna~
Shellintemational Exploration and ProduCtIon B.V.
Shell Exploration & Production International Centre
Kessler P8r~ 1, 2288 GS,
PO Box 50, 2280 AS,
RIJSWIJK-ZH,
The Netherlands .

Tal: +31 (70)4472541 Oth.rTal: +31 (0)6 52521964
email: john.pay@shell.ccm
rdlem.t: htlp:lIwww.Shell.comieandp-en EXHIBIT

!..)c ..) "''''1/ U· ' V 4'_J'j- \)
incoming mal Is certified VIrus Free.
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..Gap between Business Plan portfolio and SEC Proved Reserves: 720 million
bbl

.. Portfolio of ca. 1100 million bbl with which gap could be closed over time
..Mix of small and major projects: 'small' insufficient to bridge gap.
• AU long-term., post-pran·pe~od, immature.
• Acceleration cannot be accommodated within plan Capex ceiling

..May require carrying known exposure vs. FlO criterion for several years

E P S 2003 Prov8d RRR Revlew 14 Nov 2003
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.rorn:
~ent:
To:
Cc:
Subject:

Coopman. Frank F SIEP,EPF
02 December 2003 07:54
8ell, John J SIEP-EPS; Bichsel, Matthias M SIEP-EPX; Darley, John J SIEP,EPT
Pay, John JR SIEP-EPS-P
proved reserves

Please Hnd attached our draft note which is now with Walter. No comments as yet.
My functional boss is not happy.

Iri1t
. r!!J

Script fot Walter on
the prove ...

Frank .Coopman .
'Chlef Financial OffIcer for EP

~hellinternational Exploratlon.and Production B.V.
,.,.0 Box 60, 2280 AS Rijswijk ZH. The Netherlands

Tel: +31-70 441 4303 fax: +31 70447 5959
Email: Frank.CoQpman@shel1.com
Internet: http://www.sheH.comleandp-en .
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Script for Walter 011 the proved reserves position

1. Recent (October -November) audit reports and completion of reserves studies
concerning the proved reserves positions as per year end 2002 for SPDC and PD~
Oman. tell us that the 31/12/02 proved reserves for those companies were
overstated by approximately 1.3 bln boe .

.2. Correspondence with the SEC in 2003 (last letter received in September) on the
topic of the LKH issue leaves us with the message from the SEC to de-book the
volumes below the Lowest Known Hydrocarbon logged, These volumes are
estimated to be approximately 300 mln boe, .'

3. The proved reserves bookings as fiJed in the 2002 20P included a number of items
which, while in compliance with our own guidelines at that time, werepossibly at'
odds with the strictest possible interpretation of the SEC guidelines. It was
decided to leave them as, In ag~e~~te, they were regarded as immaterial in
relation to' our total proved reserves posjtion. The largest single position was-
Gorgon (557 min bee). All othe_rs added up to less than 200 mIn boe.

Consistency with previo.l!S Presentations .:

.__ The position described above is consistent with an October presentation to the GAC
and a related NFl to eMD. What is new are the items under point 1 above, which
became known only very recently . .. ~
Mateljality

.....
.~,

With the SPDC and POO Oman volumes, the total volume not in compliance with
SEC guidelines in the proved resefyeS '(iJi~gin the 20P as per 31/12102 has become
significant (2.1 bln boe or 11% of the Group's total proved reserves).. '.
The matcri~ity test is whether the total change in reported reserves would be viewed
by a reasonable investor as baving sigruficantly altered the total investment
information available. Applying that parameter, the' absolute quantity and the
percentage is materia).

If a de-booking or restatement was .coosideIed, the financial i~pact thereof is very .
limited (approximately 40 mIn doll~ .net:tax in 2(03) and not material in Group (or
EP) tenns. This is because virtually all volumes to be adjusted are registered as
proved undeveJ0pe4 reserves - this category only rirely drives DD&A ..
There is no effect on existing or past reserve addition bonus schemes (in Oman and
Nigeria).

... FOIA Confidential
Treatment Requested
RJWOO780061
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If we were to de-book /restate points 1 - 3 above, would we then be in full
compliance with the SEC guidelines?

There is a possible issue around our Kashagan reserves (380 mln boe). Total is being
challenged right now by the SEC to de-book on the grounds of the absence of a "
government approved development plan. _ . " '.. ":.

Doth PDO Oman and SPDC will have to further mature field development plans in
2004 to be fully compliant and avoid further adjustments.

Fuel and Flare .~,
All major competitors include fuel and incidental flare "in.proved gas reserves, with'
the exception ofBP who report on the same "as sold" basis as Shell,

--: ....

Including fuel and flare would result in approximately 300 min boe additional
reserves as 'reported at 31.12.2002. However, implementation is not as .
straightforward as it would at first appear.' Inclusion.offuel and flare requires a
corresponding Opex charge to be made (at fair. market value of the gas consumed),
offset by a revenue entry. Consequently, including fuel and flare in any restatement
of. historically disclosed reserves would also require changes to several financial
·report line items. Whilst feasible, this would be a major undertaking requiring
dedicated study work on the part of every operating company that disclosed
production in recent years. 1.

•

Therefore, it is recommended not to include fuel and flare in the restatement.

Legal Conseguences and Reguired Steps

If and from the time onwards that it is accepted-Ji,~~~owledged by the management
of the issuers (Royal Dutch and STI) that. wheii~pplyitig the SEC rules, the 2002
.proved reserves as reponed in the Form 20-F are materially wrong, the issuers are •
under a legaJ ob,ligation to disclose that information to all investors at the same time
and without delay. Not to disclose it would eonstitute a violatien of US securities law
and the multiple listing requirements. It would also increase any pOtential exposure to
liability within and outside the US. Note that the reserves infonnation also appears in'
the non 2()..P Annual Reports.

Disclosure cannot await the next Form 2O-F 2003 appearing in April 2004. With
respect to the 2002 Form 2O-F there are twg possible approaches to address ~e
previously reponed reserves: (i) a stock exchange release stating the key issues on
reserves mtatemelit followed by a filing of a restated 2002 Form 20-F as soon as
possjble themafter or (U) the same Btoc~ exchange re{ease with the added message
that the changes wi11 be reflected in the 2003 Form 20~F and no filing of a restated
2002 Ponn 2()..F. The preference is for the more robust approach in i) as the SEC is
likely to request tor a restated 2002 Form 2O-F and the reliance by inVe8t0r8 on an
uncorrected 2002 Form 20-F remains an issue.

FOIA ConftdentIsI
Treatment Requested
RJW00780062
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A significant number of additional measures will be required around a restatement of
the 2002 Form 20-F and the previous dissemination of incorrect proved reserves data.
on Group Web sites and in other publications. Sox 302 re-certification, Form 6 K
filing, consultation with external auditors, communication with the SEC, briefing for
analysts etc.

IR issues

The announcement of restating or de-booking the reserves will be a significant
negative IR event. We will point out that we did not lose any significant hydrocarbon
volumes, as this is basically a re-Classification. Our expectation estimate of the total
volume of resources will be largely unaffected. Our own strict rules and governance
triggered this adjustment. The LKH issue remains controversial in the industry (but
rules are rules, etc). The Gorgon development decision is getting closer, as the recent
bi -lateral declaration of intent demonstrated.

Frank Coopman
John Pay

1December 2003

..

FOIA Confldential
Treatmet)t ~~u~t~d
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Van De Vilver, Walter SI-MGDWV

From:
Sent:
To:
Cc:
Subject:

Van De Vijver, Walter SI-MGOWV
02 December 206:3 09:57
Boynton, Judith G SI-MGDJB
Van der Laan, Marian M SI-MGOWV/OIRMB
RE: Reserves

Judith,

I will investigate. Indeed this whole issue is extremely serious and I had concluded from my numerous discussions with
Frank (and your separate discussions)
that Frank knew he was expected to do the staffwork and create options.ie not to COme with a firm recommendation.
Indeed the full consultation needs to happen with all key stakeholders and I was assured by Frank that he knew what
was expected from him.
Earliest I can probably work this is early tomorrow morning.

Regards
Walter

---Original Message--
From: Boynton, Judith G 5I-MGDJB
Sent: 02 December 2003 07:55
To: Van De Vityer, Walter SI-MGOWV
Subject: Reserves

Walter-I have been trying to reach you but I understand that you have been busy with our ongoing deal. Just to
let you know that Frank sent me today a copy of a script he has sent you regarding reserves. Neither the Group
Controller nor I were consulted about the script before it was Written or senl Frank Was out of bounds in
documenting views without full consultation. This is a very serious matter and I would appreciate talking about it at
your earliest convenience. I am in the Hague today X4151. Thanks. Judy

;. Judith G. Boynton '.
Group Managing Director and Chief Financial Officer
Royal Dutch/Shell Group of Companies
Shell Centre, London SE 1 7NA .
Tel: +44 (0)207 934 3003 Fax: +44 (0)207 934 7132
Internet Address: judith.boynlon@shell.com

FOlA CONFIDENTIAL
TREATMENT REQUESTED
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Van De Vijver, Walter SI-MGDWV

From:
Sent:
To:
SUbJect:

Van De VijVer, Wa.~er SI-MGDWV
02 December' 200~ 09:52
Coopman, Frank F SIEP~EPF
RE: reserves

r This is absolute dynamite, not at all what I expected and needs to be destroyed!

We are only at this stage flagging issues and creating options,not making a firm recommendation.
You well know that I have not accepted the latest audit reports and need far more answers
.before coming to a recommendation (given the Group impact this needs formal sign-off by CMD,GAC.etc).
I have been absolute clear on this at numerous Occasions. .

.;

~
Regards,
Walter

--Or1gJna1 Mess;tge--
. From! ,. CooPman, Frank F SlEP-EPf
Sent: 02 tlecen'Iber 200307:12
To: Van De VIfver, WaIu!r Sl-MGOWV
ec: Rose, jennie SI-MGOWV ' .
$ubJec::t: ~

« File: Script for Walter on the proved reserves position.doc (Compressed) »

.Frank Coopman .
Chief Financial Officer for EP
Shellll"ltemational Exploration and Production B.V.
PO Box 60, 2280 Aa Rijswijk ZH, The Netherlands
Tel: +31 704474303 Fax: +~1 704475959
Email: Frank.Coopman@shell.com
Inten:lI~t:http://wWw.shell.comleandp-en

. i

,

)
--:
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From:
Sent:
To:
Cc:
Subject:

van De Vijver, Walter SI,MGDWV
08 December 2003 00:05
Pay, John JR SIEP-EPS-P
Coopman, Frank F SIEP-EPF; Darley. John J SIEP·EPt; Bell, John J SIEP-EPS
RE: Proved Reserves Part 1: DRAFT FOR COMMENT

John.

Many thanks.
My comments on the note:

- I would include the Intemallextemal timeline In the summary.Wrt'lhe table it should flag all large bookings and be
cheCked (later in the text it talks .
about 660 MMboe for SPDC1).The summary should also Clarify the large change in 96 which led 10 > 200 % RRR.This
also applies to the chronological .
summary on page 91 I like to see impact to expectation reserves in summary also (ear1ier we stated that expectauon
reserves would be largely .
unaffected!)
Istil,l feel uncomfortable with the "increased tightening of the SEC guidelines' as if the SEC is the reason we have a

problem today! The reality appears to be with us driving for aggressive reserves bookings as far as we could stretch the
SEC rules! I want this re-worded! It should also be made clear that as of late 2001 there was a (eal drive to top-down
improve integrity of our reserves base, earlier attempts to do so since 2000 wer€; left to lower authority levels whilst
pushing for max. RRR.
Was the FRO now initiated in 1997 or 1998.conflicting retereocest

• why can't we be more clear about why Ihe bookings happened when they happened as we have done before by
breaking it into categories such .
as known aggressive bookings. new SEC interpretation and new operalionallearning? Suggest the text on page 20 and
22 lOOks too much like .', . . .
trying to find the Pll:'s II also consider that the text on page 37 could be improved by bringing in the Clarity what these

. license extension would
actually deliveqautomatic right in SPDC Ie what would otherwise exposure be? and currently ongoing negotiations in
Oman).
Can we move the figure on page 21 into the summary as well? I would guess that only LKH's and PSC's would fall
urider new SEC interpretation
and that perhaps 309 MMboe would fall under new operationalleaming (mainly Oman)?!
When looking at SPOC and PDO Is it really valid to portray that we. only recenUy (top page 23) discovered the problem
in Oman and Nigeria?
I think we knew much earlier and this was reflected in formal assurance letterslaur.lit reports?!
-I personally find the coding under competitor compuance very confusing (page 16/11) ,suggest to simplify it without
codes! ~
- Have we fully worKed the new bookings in case of de-bookings in Oman and Nigt~ria? I was hoping for larger volumes
with the
new waterfloods going for VAR 4 in 2004/05 in Oman and the various T4/51B projects in Nigeria? GOing above 100 %
RRR
in 2004 would be a big priZe! . .
- Assume all PO de-bookings are related to Nigeria. please confirm. :the earfier attachments have disappeared!

(please re-check my questions from this morning.do not think aU are addressed)

'Separately we still need to decide as EP where we want to go wilh this based on the various analyses:

- do you have a recommendation on size of de-bookings and how will we do it. also thinking reputation/lR?
- assume for CMD we also have all data on reserves bonuses in Oman and .Nigeria on achieved track record and
potential exposure .
• assume tor CMD we have the impact on financials and SM data reported
- do we halle a storyiine that is close to -merely reclassification • of proved reserves as;t mainly affectes proved
developed? ..'

-- .__ ._- --'-- -- ------------------------ ---------
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Suggest that we discuss this early In the mCirnlng as I do want to get this issued by noon latest todayl
Thanks, '

Walter
•.. ·.oriIlinai Message--
From: Pay, John JR SIEP-EPS-f' .
Sent: 07 December 2003 22:15
TOI Viln Oe V1jVer, Walter SI-MGDWVi Boynton, judith G Sl·MGDJB; Morrison, TIm TOR SHe
Cc: Coopman, Frank F SIEP,EPF; Daney, JoM J SIEP-eFT; seh. John J SIEP·EPS
Subject: RE: Proved Reserves Part 1: DRAFT FOR COMMENT

... and •Jim" MOrrison· feeling bad, no need to say any more

« File: Proved Reserves Dec 2003 Part 1 v06.doc (Compressed) :»

John Pay
Group Hydrocarbon Resource Coordinator
Shell International ExplOration and Production 6.V.
Shell Exploration & Production International Centre
Kessler Park 1,2288 GS,
PO Box 60. 2280 AB,
RIJSWIJK·ZH,
The Netherlands

Tel: +31 (70) 4472547 Other Tel: +31 (0)65252 1964
Email: john.pay@sheU.com .. . . " ...
Internet http://www.shell.com/eandp-en

---ot1glnal Message---
From: ~V, John JR SIEP·EPS-P
Sent: 07 December 2003 20:46
To: Pay, JOhn lR SteP-Ef>S.P; VIn De V1jVer,Walter SI-MGOWV; Boynton, JUdith G Sl-MG01Bi MOrT1son. Jim R sm'ITOPET
~ Coopman. mnk F SIEP-EPF; Darley, John J SlEJ>'EPT; Bell. John J SIEP-EPS
Subject: RE: Provtd Reserves Part 1: ORAFT FOR COMMENT

Recall Initiated on version sent in error to the wrong John Bell, plus message from John Darley instructing the
recipient to. delete. .

« File: Proved Reserves Dec 2003 Part 1 v06.doc (Compressed)>> .

John Pay
Group Hydrocartlon Resource COordinator
Shell International Exploration and Production BY
Shell Exploration & Production Intemational Centre
Kassler ParK 1, 2288 GS,
PO BOl( 60, 22SU"AB,
RIJSWIJK·ZH.
The Netherlands

Tel: +31 (70) 4472547 Other Tel: +31 (O}6 5252 1964
Email: john.pay@shell.com
Internet: http://www.sheILcomfeandp-en

_·.oT1ginal Message---
From: Pay, John JR SIEP·EPS-P
Sent 07 Oe<:ernber 2003 19:35
To: Van De V1jver, Walter SI-MGDWV; 1Ioyntcn, Judith G SHlGDJ8; Mon1SOO, Jim R Sm·ITOPET
cc: Coopman. Frank f SIEP-EPF; Danev. John 1 SIEP-EPT; tIeIl, John J SHTCG
SubJea: Prolled Reserves Part 1: DRAFT FOR COMMEKT

Please find attached a draft of the proposed CMD paper for comment.

I will bring a paper copy to Judy at the Kurhaus ih"approximately 21:00, but I will not leave it unless it can be

2
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delivered by hand.

« File: Proved Reserves Dec 2003 Part 1 v06.doc (compresseo) »

John Pay
Group Hydrocarbon Resource Coordinator
Shell International Exploration and Production B.V.
Shell Exploration & Production International Centre
Kessler Park 1, 2288 GS,
PO Box 60, 2280 AB.
RIJSWIJK-ZH. .
The Netherlands

Tel: +31 (70) 4472547 Other Tel: +31 (0)652521964
Email: john.pay@shell.com
Internet: http:/twww.shell.com/eandp-en

..
FOlA CONFIDENTIAL
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,
.'

No~toCMD
Oil and Gas Rtsexves
Proved Reserves

.The attached llote piovides an overview of the cuae.ot s.ituatio~.and recent changes with
. . respect to estimates of proved oil and gas reserves, as disclosed in the Supplemeatary

. Information to the Group Financial Statcine.nts. 'The note is ·Submitted.in Pltparation for
tomonows review, The sumrilary of 5 pages provides the tich.aicat pezspective on the
~ relenm developments, Further refinements axeongoing to double-check the
numben and to finalise the vety recent wo.dt in Oinan arui Niaetia.

MGDwv
8th December 2003

FOIA CONFIDENTI.AL .
TREA TMENT REQUESTED YOOOl0442



Case 3:04-cv-00374-JAP-JJH Filed 10/10/2007Document 365-6

Confidential

NotetoCMD

Proved Reserves

L Summary

A combination of receat audit report findings atld the gtadual application of
tighter intemd EP guidelines reflecting sl:l:ict=: interpretation of the SEC- .rules on
reserves bookings sug8eSts that EP is ove:tStating proved reserve volumes .in the
SEC 6ling (20-F) by some 2.1 to 3.6 bin bee. This '\'Vould cle:u:l:y represent a

mateciaJ. change to the Group'$ proved rc::setves position as at end 2002 (19.3 bin
boe). The SEC rule$ and guidance ate open to some degree of inte.tptetatioQ.
This note examines the facts and circumstlUices of the euttent reserves situation.

BtlcJqjround

(

Proved oil and gas reserve.volumes lite filed 1'1.$ Supplemeot2ty Infonnstion in the
Annual Report on Foon 20-F with the S::aC. In addition, they are publisbed in
the 5 y~ Financial and OpemtloOAllnfo.anatioo and in sutnm:uy foon in the
Annual reports of RD and S't&T.

The official text of the guidelines govemiog the public disclosure of oil and gas
reserves was published by the SEC in 1978. ThcSe guidelines r'bo.tIowed from

FASB and the DOE',) remain unclunged. The ctit:t:r.ia relate to the technical and

commercial eonditions under which oil and gas reserves can be considered

proved..lbe fitst extensive, wzitten, public guichnce on t~cal interpretation

of the fotmal.ruks 'Was publisbed on the SEC website in March 2001. The

interpretation provided additional definitioD on the teehnjcal and COmInerci:U

compliance requirements goveming proved reserves, including the acceptable

extent of a proved accumulation and evideaee of commitment to develop the

reserves. Subsequent communication with officers of the SEC has confirmed

the.ir inacaswgly rigotOU$ intapretatioD of the official text, which the), see as
being oecessuy for compliance with proved reserves defioitioos.

The approach to proved reserves reporting in the Group followed two distinct

paths, which have merged into a single approacb fonowing the iategmtioD with
SheU Oil. Historic:illy. as 11 US-based company filing reports with the SEC (and

DOE), SOC (DoW SEPto) closely followed the SEC reserves rules, including

strict investment criteria 00 reserves bookiogs (e.g. FID requited prior to

reserves booking for major projects). Through the 1980s and first half of the

90s, the Shell Intematioaal approach applied and further defined 11 rigorous

methodology for the technical interpretation of hydrocarbon reserves.

Probabilistic modelling techniques were used aed proved reserves were defined at

the low end of the uncertainty range. Tecbaieal maturity and commercial viability

were introduced ItS key criteria, but less consideearioc was given to investment

EPS. EPF. Et>T
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(

commill'net).ts. According to the prenmng Shell guidelines, proved reserves could

be booked before project approval ~ sought,

Another important difl'etence in the SheD Group approach is the recognition.
and applieation, of a noge of reserve values in business plaoniog. While the

proved volumes are .tepott:d as put of the arultW disclosure exercise, intetnal

business plans are genenlly based on the "expectation", or mid·t1U1se nlue of

the teserves unce.rtainty curve.. (This is sometimes equated to proved plus

probable reserves in the industry). An upside, or high-end value (proved plus

probable plus possible) is also used to appteciate possible upside potential in the
development options. Shell uses the te.an "Scope Fot Recovery" to desaibe

hydrocuboo. volwnes associated with projects that ue not yet sufficiendy mature

to be classified is «reserves". The SEC approach recognizes only proved

re5elves (and actwlly prohIbits the publication of:ill non-proved eategozies in
Fonn 20-F).

Following a period of low levels of reserve replenishment in the first balI of the
1990's, eoncems were voiced that the SheIl approach to proved .reserves

definition was overly conservative. Astronger drive to identify and book proved

reserves w~ then promoted across the EP business, resulting in 1996 in

substantial additions dzmng RRR over 200%, m.ainly through revisions but also

with new business (Venezuela, Gisco). In 1997.1998, a LEAP Value Ctea.tioo

. Team assessed the opportunities to "Create Value through. Entrepreceuzial
M:ulAgemeot of Hydroou:boo Resource Volumes". Ddvers for cbange included

allllppreciatioll of inherent ccnservatism (e.g, by comparison with proved
reserves booking of JV partners in certain shued ventures) and a need to

compleEllent techniClll strength 'tVi~ a focus on value. Recommendations

included c:banges to the Petroleum. Resource Volwnc GUidelines, plus a number

of .initiatives to boost entrepreneurship, knowledge sb:u:iog. risk management,

etc. - In filet some lOOO.mIn boe were actually booked as·'revisions' in the period
1998 to 2000, most ootably in Nigeri2 (1998) nod OJIWl (2000). This is

illustD.ted below:

El'S, EPF. E.PT
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Proved RR~ Orgat1ic (extl MD). axel. the effect of Sakhalin MI. Incl. AOSP

0% ,~··.~t···..
1m IBM 1;15 lhi tt" 'M .11Itt ZOllO 2001 2002 21m 21104 ZDO$

LE

(

Since late 2000, and following moves to int,c:pte the Shell Oil and SIEP
guidelines, Group technical and tommeteial requirements for: the disclosure of

proved reserveshave gradually tightened. The October 200" SIEP gu.ide1ine

(presented to the GAC) requites' FID for the bookicg of reserves from a major

project and VAR3 compliance (i,e, approved development concept selection) for:

intermediate sized projects. This is in contrast to, for example, the 1998

guideline, -whic;h specified that while there. &bould be a reasonable expCct:SlbOn

that a fum developmeet plan could be matured ~th time, projects did not

require a completed development pho to .toeet the: proved criteria.

In pamllel with the tightening of the guide1i.aes, measures have also been taken

Since late 200t to ltnprove the technical and professional standards which

undeIpin hydrocarbon field development planni.og - and hence reserve

estimates .. Initiatives to mise perfoa:nS.occ Ilt.rul EP level (formatioo of the

T echniCJLla.cd Operational Excellence unit in 2002, roll-out of a competency

fuunewo.tk for lechokal professionals, plus other measures) have been

complemeeted by specific SIEP reviews in Oman (2002 - 200.3) and Nigcia

(most recentlY 2003) to address questions around the confidence of reserve

estimates and the corresponding development plans. The reviews have

con.fitmed ~e requirement to radic.nlly improve field development plaaniag

capability, and that, in some cases, hydrocarbon reserve estimates were

insufficiently under-pinned with comprehensive study work.

Further to the above initiatives, recent audits by the Group Reserves Auditor

have revealed poor compliance in SPDC and PD~ widi the recent SEC criteria,

and with the updated Group Guidelines. The technical ontwity required to

underpin these volumes is indeed questionable due to lack of focus OD medium

EPS, EPr. EPT Proved Reserves Dee 2003 P;ltt 1 GM!).dex:
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,.

to looge.r-tcnn ptoject dc6nitioJ;l. The most significant impact is geneuD.y felt on
the proved undeveloped reserves volumes, where both tecbnical and commercial

maturity are SOl!lelime!l poody defined.

The evolution of the ChangeS is eaprured in the following cha.tt, together with
some of the main impacts on booked volumes of ploVed reserves:

Internal and External Tlmeliries .

(

2ODO 200 1 2002

.. :' 00 _

_ ..... ,' "v-. ~(AGt),.0. _.....__ .' ~YAA"" ...

':.:' .l. .0...:.,...... -~:7:"• 10 __ .. .... O1R11o __
___ .. ' .IlIo.ir9..-r___ ' lot'"""

'. ':-:\':

The consequences of these audit observations and the recent ebsages to the SheU
guidelines (which are seen to bring the Group in line with SEC definitions), .is

that sig0i.6.cant 'Volumes of proved reserves, which were booked .under existing

Shell guidelines, are no longer compliant with eutteQt Shell guidelines. These

volumes therefore ate not likely to be interpreted by the SEC as compliant,

The realiution of this impact bas prompted I wider-ranging review of proved
reserves compliance with SEC guidelines, with the cwrent situation snmmarized

below. The split between the two o.te&?ries in the table is indicative only at this
St2ge:

\'.
EPS. EPF. E.PT
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Proved reserves -w!Jjcb art! .I.ike1yto be considered as not compuBl)t by the SEC

Country Fldd Noa-compliant reserves as at Reason
31.12.2002 (est. min hoc)
Proved Expectation

A1l5 t:mli:L Gorgon 557 785 No FID ot investment
eommiDntnIS

Nigecia Oeshore (SPDG) 72D ca. 1400 No matw:e plans / plojecD

Oman ElistiLlg fields 234 240 lmm:ltufe pmjecrs, (some)
unproved ledmiques

LKH VatiOU$ a. 300 0 New SEC guidatl~

Psu' Vuious . 291 0 Oil I PI price amunpdon in
alc:ublion of teSelVeS
en tidemeJ\t.

TOTAL 2102 2430

Proved reserves which mig-ht be considered as not compOlU2t by the SEC

Country Field Potentially non-eempliant Reuson
reserves (est, mln boe)

Proved Expectation

NigeriA Ocshore (SPDC) 814 011600 Pl-tul projttts in progm.s
(but 1I0fVARJ-c:omplillnt)

Oman ' :fuisting fields 150 0 To be om",d up inMOIt-

(
teIm (2 yeats)

Kazakhstan Kuhagan 380 500 Government lIlJIy 1101
npprovC! plan,

'technical dcfiAitionof
pwveduea.

Others e.g. Co.rrib. ca.200 270 No lIpproved plllll
Temps Rossa

TOTAL l544 2370

The reserves identified as likely to be not compliant with SEC guidelines

represent 11% of the Gtoup proved reserves (excluding oil sands), while the:

potentially non-compliant volumes would raise: this to 19%. The co.aespondiog
figures for expectation reserves would be 7% and 15% respe~tively.

EP is euttendy in a stage of Il:ansition to the adoption of the new guidelines.

Booking 'of new reserves must follow the clear guidelines on VARJ and FID
criteria, and careful audit and control will need to be exercised to ensure this.

However. it may be expected that a period of time is needed before :ill existing
booked proved reserves are fully compliant with the new requirements. At the

same time, the criteria for retention of reserves as proved volumes require a clear

indication of demonstrable progress to technical and commercial maturity.

It should be noted that most volumes debooked at this time would be expected,

over time (but in most cases, the long-term), to become fully compliant and

bookable o.gain.

EPS. EPf. EP1 Proved Reserves Dc"" 2D()) Put 1 eMD doc
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2. Histoty of Sbdl IntemaI GuiddUles Development

The fonowing diapm is intended to provide an overview of the nnous

signifiC2Qt eveots atld developments that bue 0CC\iJ%ed over time, that have
iafluenced the Group's interpretation of its external reserves disclosute
requitetneots. The detail is explained in section 21 to 2.4 below:

Internal and External Timelines

(

..
c ,

.,...
.'--

B~t':~,~~~(,::~~:.:-,.;::'"'

tOlemai:'- '.'
Guidelines .
• :.', ." ,' 'w_,
, : : 1', • '" :.

." ':;,"

, or PfIl GIl'_""
'>.'--
..:----.;v , a..,;.:~

: ........ .._.. ..
..".......-
w__

. '~',:,

2.1 Developments in SEC Rules and Guidance

1978: the US Financial ACCOUIltiogSti.QdaJ:ds Board (FASB) issued definitions of

proved reserves and related temu; (FAS25). The US Securities and Exclwlge

Commission (SEC) adopted these deficitions in the same Yeat, (eventwilly)
incorporating them into Regulation ~X and advising the industry of the

[equireme~ts fot disclosure tlu:ough AccOUIlllng Series Release number 157
(ASR-257).

'the SEC / FASB definitions and "rules", as embodied in Regulatioo S-X and

FAS19, FAS25 and FAS69, have notcha.oged.. What b.asclanged is that, since

1999, the SEC bas become progressively more vocal 00 the matter. 10 so doing,

it has issued guidance OD the manner in which it expects proved reserves to be
estimAted that imply lI. W greater degree of cigou.r and conservatism th.a.n typically
hIlS been Ilpplied in the pa_>;t, certainly by the GIOUp (and pIobably tlon·US·based
regi$trants) outside the US.

CPS. EPF, EFT 6 Proved ll=-es Dec 2003 PD.tt I CMD doc .
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1982 -1989: Staff Accounting Bulletins ~1l"T6pic 12" issued. Tbeseere
presented by the SEC as representing ... _ in'!'l"'la/ii,lJ IlIIdpmdimjollolJltd ".1.1ht
SEO Divition oj urporate Fi1uJn" mid tht Ojfta of the CbiIj AmJrln/(ml in adminimring
1« diJdoI1lIf TrqWrmenb oJ the FttleralsratriIUJ 1a1Vl." The focus was ~erally on

D.oiJlcial accounting issues.

Until early 19905: "MolJ Dftbt SEC I«hllittJI t'{[OfWIltlll dmin,g late telJtt1'i~r through
tmfr nimlUl WI tlitrdlll J(JminvJ ojI1IiJi41Pllblk OJ[triJlgs (!POJ)!' tv I

1998 - present day: "[There wa~l No ptllo/nmt mgilttl!T"(Jn SEC rtafffnmt [the] tarfy
!tint/itl JlntiJ a britj_ptriqd ill 1998. TIJII) engintm' _ [were] bittd in tar& 1999." IV

Frbm 1999, guidance Oil "rechaical" (1-e. other than .6oaacial accounting) issues

increased via:

• Society of Petroleum Evaluation Engineer (SPEE.) "Forums for US SEC

Reserve Definitions", held annually since October 2000:

o . SE.C Petroleum Engineers meet with industty represectatives for unofficial
rnulJll1leami.ng discussioas

• SEC website publication of Much 31, 2001 including "Definicion of Proved

Reserves"

o Prepared by SEC Petroleum Engineers, It provided the first wrirtea, public
guid:tnte (beyond SEC RegulAtion SoX} on teciuUciU ropic:s sur:h as: da"ra needed
to support reserve estimates: treatment of reserves from uneconomic
production; conclusive fonnlltion test: Lowest Known Hydroc:nrbon (LKH);
improved reooveiy reserves; economic IUicemmties; need for rnukets;
COmmlllnmt to develop; continuity of production; we of numerical reservoir
simulation; probabilistic estimation methods (not Ca.vou.ted)jdetermining
reserves in Production Sh:u:ing Contncts (psG); civil liability of individuals
involved in reserve estimation and reporting.

2002: Satbaoes-Oxley Act

October 2002 - present: The SEC engaged in correspcndenee with many

registrants (primarily operators of US Gulf of Mexico (GoM) assets), including

Shell, requesting infOl:mllrion about proved reserves reporting practices.

2003: A noticeable change (hardening) occurred in the SEC staff position 00

some reserves issues. Fer example, "... in May if 200), tJxy [SEC Petroleum
E.nginecr:&] mall"" tlxi, position IId(Jptfd in 2000 IPbmby 1119l1!,rnd ((JlI.ft certain lU'hl/ica'
i1!formalion in the lStimati4n ojlfJt111(Jir [hydrocazbon-water] trJlltaffJ whm JJI(h dala
("DlI'" be IIJld tu the bam oj a ''«Impel/i''!, case". Tbeir "nm"pori/ion is [that] DOIY~/I bar:

In !his .ectioa 2.1, quotations mllllced "IV'" (''ludepetlCleut View") are ~itributed ro II respected,
indepcodeat technical eoll.~WIC, hued i.o !he US :md well versed in both tiu: SEC rules on proved
rauvcs Ill:Id their pr2clial implClIle1l.l:llioa. Gen~y they :lIe drawn from pcivtte but professioeal
eoxrespondenet! with SbdJ senff.

EPS. EPF, EPT Pro"cod Reserves Dec 200l Put I eMD doc
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daJa, primari& MD IogJ, QJilfonn /be baiis' of .Iotw.Jt R.nDMi hyti~ru. Tbir posW.DIt
wmp"~ ignmli'!formatjqn awilablllhrollJh ltirmk, Jmlllh Imtltiplt jmnaJion prwmr
[me1SiJ:temetJts] tIfId}lnitJ lamp/lIlna &Orr daJa." IV ..

OvemII. the clcai fOCU$of the SEC tecb.aical staff is to protect the (potential)
.invcstor from eXposure to unfair risk that might arise from te&istrants

tnisrepresenting proved IeSUVCS and the value thereof. 10 so dOing. they appear

to .act so as to promote. II. dictionary defiaition of the term "ptoved" and take

exception to any element of proved reserves that might be termed "aspimtionaf' .
in nature, They fUlly m:ogcize that registrant$ plan and 'cxecute their busincsscs'
based on an expectatioil view of the production to be deliVered ftoll) their assets,
but they :u:ecleat thAt this is quite different to the intended Iileaning and
interpremtioll of the SEC and FASB definitions. The SEC staff has expressed

surprise (vemally) that the industry htu Dotlobbied for the disclosure of probable
reserves, in addition to proved reserves (apparently th.is was discouraged by
E'.xxooMobil durin~ consultation due to feus oc"an increased audit butden).l

Under disclosure rules recently introduced by the Canadian authorities.

regiscants there are required to report both proved and probable reserves,

together with any other resource categories that they wish to bring to the

investor's attention .

. The Society of Petroleum Eagiaeers (SPE) bas recently offered to act as an

independent technical consultant to the SEC on .matters relating to reserves

es~tiOD. The SEC's response is awaited.

The indll$tty has <;otQplailled !hut the disclosure of proved resc:rv1:Sslone, ie. 10 the exclusice of all
other resQUSl;ecategode.s, provid~ the investor with litde in$igbl. to the ttue vallie of an cnltrp~. In
iuuing F.AS69, the FASS tteognited this. WhilSt tla ~9pU:lI:ionwas (or Q decbt::ltion of Fair Marlett
Viilue, the. boud concluded thQ,t this would be impr:letioble for IUSOIl$ !hilt included the
confidentiality of '~ucb of the info=tiOIl Uwl would be requited for disclosure. In settling 011
proved reserves, the board was s:l.tis6ed th~t·the 2ppro.cl\ would 3pproximllte Fair ~et Value,
without uctually uchievillg it

EPS. EPF, EPT
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2.2 GroupOuts~deUS

(

Early 19708: The Group's use of probabilistic reserves estimation teehniques for

intemal re~orting and ~gement purposes was established. No extemal
disclosures were required at this Singe.

1979: In eonsidecing DOW to itnplemeot ASR.257, the Group detetl:l).ined that
'For lIN pl/poJr of rrjJbrti:Ilf,pl'Dlltd IfJtnJt.t j(lf" lhe SEC the 8S per anI ~n.fo1l11a inti iJ
tonJitkrrd 'rea;onabl;y certain' wilhin the ~nkxt· 'oj/ht SEC mjlfUmmlJ tmd rholf/d bt lmd
as Tllfb.· This view. 00 cruillengc. of which can be found on record, became the

St:1ndani by which the Gtoup disclosed proved reserves for the next 20 yeal$.

Conc:mry to 'lfi'idcly held belief, both within Shell and outside (e.g. ExxonMo~il),

the Group :lppears neither to hAve southt nor received confumntion from the

SEC that this interpretation wiu acceptable,

S.imil.:tdy, since .ASR.-257 mentioned the ~uirement to disclose proved reserves

in one bIeath and production 00 an "as sold" basis in the next, it was taken as
read du.t both production and reserves must be expressed OD an "as sold" basis

(1e. excluding gas volumes consumed as fuel Or flared). This policy was adopted
apparently without serious challenge and remiins in force today, although it is
o.ow clear that the SEC allows (even expects) reserves to be disclosed 00 a

"wellhead production" basis when the gas could otherwise have commercial

. value. Sbell and BP Me the only msjors that report on a "production available

for sale" basis,

1982 - 1995: Despite' being a clear FAS69 disclosure requirement, the Group

. clewed to file reportsof the-Standardized Measure of Discounted Cash Row

(effectively, the Net Prescot Value of the compa~y's proved reserves). This

iofomlllciotl was included with effect from 1996 as a precautionary measure, to

protect against possible complications in the event of US activities that might
require full compliance with SEC rules (e.g. issuing prospectus). In common

with virtually all major competitors, the infolllllltion is accompanied by text
waming the investor of its limitations as an indicatot o( business value and risk.

1988 - 1999: The eurreat Group Guidelines evolved from two .reports publisbed

in 1988. Requirements for project maturity evolved ~duallY, but generally were

far more lax than is considered necessary today. The following excerpts from the

1998 guidelines are typical.of the guidance given in the period:

"Technical Maturity: For a project to be technically mature, information 00 the
resource volume, including ics level of uneertnincy, is such dlllt an optimnl project
can 'be defined with an :lu&tnble project development plan, based on a resource and
development scenario description, wi~ drilling/engineering cost estima.tes, :1
production· forecast a.nd economics. Thtplan may be nDtiDlfI11 or it nlay be 01/ oniJl4gy oj
(JIbe,p1T1ju:fJ bQ.wi on nmilar ruources. HClIItPtr, tberr Jhc/l/J Ix a rtlllDnoblt cxptrttJliDII tbat a

cPS, EPF, EPT Proved R=rve. Dec 2003 P:ut 1.c.Mo .doc
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firm Jml4pmml p/411 "'II In JRQ/NrrJ wilh /UJJt. Pro;im th f1(lt haw 1# !Milt tZ tlI11lJ11mtl

~nlphfl"

"Cotrunetcia1 Matw:ity: .. Projects geilen1ly have to demol1$tt:lte economic viability
in order to obtain investment RfJproval. HolJl(!tJtf',tl#I1#INU viabi5!J DrjDfflltJi p~jm
tJ/IPrDP4/ iI fJDl rtlJJlinJ jlJ1" II pfPjrd 4) bt lfJl1riJimJ am:mtniiJ/fy mtWlrt. Remm MIZJ be ~k:d
hejm jJro/ed I1J'jJrDDfJ/ if 1000gbf."

1990: Unril1989 proved gas reserres were l;oP5uained, under Grouj? Guidelines.

to volumes that had been committed to contract, ConUIIlS were voiced that this
approach WASconservative compared with competitors, was mOle stringent than

. required by SEC rules and lead to complications in accounting (diffuent 6gw:es
were Used fOE deptecation). The. guidelines were teWted to allow the inclusion

,of volumes that were reasoaably certain to be committable beyond. or in addition
to, the teen of existing sales contracts. As 1\ result. revisions to proved gas
reserves amounted to 2100 nilllion bands of oil-equivalent. contributing 193%

out of a total proved Reserves Replacement Ratio (RRR) for 1990 of 334%, This
does not contribute to the currently perceived exposure.

1996: Following a sustained period of proved reserves decline in the early 19905,

there was eonsiderable pressure, both external and intem.al, to correct

pcrfounaoce Major additions were made in 1996, predominrultly revisions of

reserves in traditional core areas of business but also iDcluding fust bookings for

the Venezueb. zisked service agreement and Oman Gisco.

1997-1998: Followiag DC form the 1996 efforts to identify additional reserves,

eoneems were voiced that the Group's proved ICSetVCS disclosures were

excessively toosenrarive compnred with competitors, that they di~cot
sufficiently reflect maJ:eholder value and that they resulted in accelerated
depteciation charges. A LEAP Value Creation review was conducted, resulting

in the recommendation that the Group abandon its probabilistic technique ill
mv-our of deterministic techniques, particululy fc:>rmature ASsets. This
recommendation was driven m.ainly by the observation that eompetitoes (notably

Exxon in the North Sea) held subsWltinlly higher proved reserves than Shell for

the s:une assets, =in.ly due to the use of "best estimates" of recovery from the

"proved area" of the reservoir, which for mature fields tends to encompass the

entire reservoir.

1998: The 1997 review recommendations were implemented in the Group
Guidelines, induding the advice to book "proved = expectation" developed

reserves for mature fields.

fPS. EPF. EFT 10 Proved ResttvO$ Dec 200l Part 1 CMO dC>1:
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This cottected the Group's uoder.reportiag {~tive to cotDpetito1'$) of :nature
field MServes', but with the benefit of hindsight it left the Group vulnetable to
net oveHcportiJlg of .i.tnmature field reserves, brought abeut, fot essmple, by
registering reserves well in advance of the commitment to develop and including
reserves outside the proved area :IS it would be defined by the SEC.

2000 - present Tec:hoical and co.t:nalercial maturity requirements for reserves

disclosure were gradually tightened!

September 2000: "SUtfWjiti ~ qf II VIIJIt'Ar~ Rm....(VAR) IJIitlJ IIljfWIII tkjinili'll
.Il~rfJ: Jeumi"" i6l1btri!J-"

September 2001: "TbiJ JD,uldrim!J '" VAlU (C~"ap'S,ksJb,J4)" IUld '7btJnr1ftot P»1I1d br WIutItd
ill tbt IIJIIIIIIlI B,tI;lItJJ PhI(' .

April 2002: "F~ T1II!ftIrpf'P}tw ... VA.RJ i1tJJtt lit .,/ "- btm tfJl1IJIm" and "Support I, f.JIII tIMPIfIjrd
{1I1II11btl ntU4nah!Jarl4i1l (t,_f Ibt pro.ftd tmm tht IntrWl1 p11lllftilltprrxuul f}Wpi"".AlIoAIli,,,) Md tM
projtti formJ (/tr ill'rijr'fJ4b!J artDil1l4 fof71l) part if ~ rrinallllnuintlJ plai. ..

October 2003: " _ mmu iIr prindpk should dDIM rrpomtllmlil a /'fDjtd bas />,en nutdiDllrtf (Final
111f1Ulmllll D,&i.siDII: FID). Thil rrqllirflllllll iJ 16 bt vin>td ar mlmrla/Dr)for IIitF' fJI'Ojtdl {(II('*ff tlgifld) -
Por ~ tlntl4plltrllt ,rojtm {t1II~.ffdtjimtl] &PNI/'I Jllm;pn (VARJ) nuut III ka.rt .bavt mil
_"iad." The tequitetnellt to have the project in.duded in the BusiDeu P1ao wu removed lind
repbc:ed by the requitement"$ tim ilS "PtPfilabili!J IIJItSt 111«1tbt Group 'IUtPUlmtttt rri/rriJI' 'MJ.dthA.t
"JnndinJ I!J tbt GfPnp if l'"taIt!tI4b!T cvtai11 fIJ {II proiJitkti·, Thi~change wu rrIlIde to allow (e$ervef for
loog.tuaI projects, ou!$ide th~ B.mness PilIIl window, 10 be ~tered, $ubject tD QdeqwlIe
justiJicnicm of commitment to proceed.

With the i.cttoductioo of the FID criterion for major projects in 2003, the
Group's procedures were considered to be fully consistent in this regard with

competitor practiee and with the SEC's implied requirement to demonstrate

"commitment to develop".

These changes were introduced prospectively: it was understood that the

tightening of the guidelines would introduce exposures on retrospective
bookings, but the (mcit) ilSSUmption was tlut exposures would be retained on the

books pending the matumtion of the projects concerned to compliance with the

updated standards. .
The changes were .initiated prior to, but were spurred Oil by, the SEC's

publication of guidance inMarch 2001 .and by further cla.ti6cation received both

in public and through private eorrespondence since then (see 2.1 above). At this

time, incorporation of the SSC's guidance into the Group Guidelines has

focused pcimarily on the trigger for booking proved reserves. Current

compliance across the full mIlge of SEC rules nod requirements is discussed

further in section 3 below.

10 2001 the SEC POI~ .tlut the pi1lcti~ of ~pOcting the expece:>tiop estimAte of recovety from the
proved Ue:l i5 commonpluce if! the i.o.dwrry. observing that: "Siner Ih. GIu/ihwd .fa ntbmpunt ifImQJror
puilirJt ruiti~11 I~ ~ 1'rJt1"Pt uJintoJu [}JQ,,/d bt I1l11m §'MIff thall tiN 51ufi"-l .f 11 dmraJl. 1Pt m (}11

inl:DJltilllJt:J tbal sboItld Itt reRJlmI"

\
EPS. EPF. EPT 11 Proved R~. Dee 2003 P:>t"I1 CMD dec
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2.3 . Shell in the US: Shell Oil Company (SOC) I SEPCo

As It US-based compaDY and It SEC registrant in its own right, SOC WAS vuy
foeused on SEC reserves rales (eg. only dctmninistic methods were used,

"reserves' me20t proved - no emphasis 00 expectation). Before aligning with
Group Guidelines in 2000, SOC/SEPCo requited FID to book reserees for

major projects. Middle.~ projects could be booked if they met investtDent
criteria (with a anck record of funding such projects), were likely:to be executed
(no legal issues) and were in the approved business plan. Still SOC ~ not at the

"most strict" eod of the intequ::etatioo range. For example, SOC allowed. .
pressure ~dieot data for proved area. water contsets, £OR reserves (without

pilot) in a new field if the Wgct reservoir was similar to a ~oJllll fOl1Dlltion'

where the process hnd been tested, and proved undeveloped reserves for an

entire major (multi~ycar) approved project even if budget funding was poted for

oo1y the first yeu of dtilliog.

Much more strict Wus Amoco (a frequent SOC p:l.ItIler in West Texas), who

would only book project proved undeveloped reserves for those wells funded in
the next yeat even if there was COIporate comm.itment to the entire project (thus
later year well.rese.rves remained in probable until funded), This "striCt"
interpretation tor undeveloped reserves was actually not too unusual (compare

SOC's high historical ratio of undeveloped reserves to total proved with other US

majors), perhaps because the basis for US income true cost depletion was total

proved reserves. thus, while net io.eomewas reduced by very conservative

proved reserves, ash Bow was improved £tom deferred taxes.
Perhaps the: biggest difference between SOC/SEPCo and Group (outside US)

practices 011 proved reserves was oot :IS much in the SOC guidelines but the
tigour in assuring they were properly followed. As noted. SOC was very focused

00 SEC requirements and. typical of US companies, alwnys bad a strO~ audit
process before reporting yCar..end reserves. Not only did this catch tn:1jor

"busts" but also fully emphasized to the staff how important following the
guidelines fe::illy was - every reservoir engineer who reported a major proved

reserves clw:ige bad to "experience" Il detailed audit of their reserves
understanding and of their suppcrting techaieal work. Additionally this a.nd
periodic consulting provided a cleu understanding of guidelines that removed

much of the possibility for individuals 'to (mis-)interpret the rules.

Other contrasts:

• SOC included own use fuel in proved gas reserves IiOtil 2000 - Group

GuideJ.ines on this matter are more conservative than required by the SEC.

• SOC's "proved area" was based on the "one ornet well location" rule, as
supported by the SEC, whereas the Group Guidelines pennit a more

generous, geology-based definition of the proved area.

.• SOC required :I specific well location and development plan to be available

before: proved undeveloped reserves'could be attributed,

!;:PS. E.PF. EPT 12 Proved R~c, Dee 2.O0l P:u-t 1 CMD doc
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2.4 Industry IDte.tpretatiOD of the S£C Rules

Apart £rom the insights SIl.lllllWized in 3.3 below, it is very difficult to know for

sure exactly !low competiwts mterpret the SEC rules. less st:i11how these

intetpretatiollS have changed over time.

SEC.and iodustry (10 gen~ were in agteement in the laid 970s when the

regUlatioDs were wci.tteo. However, siaee then the de\"elopmau and appliation

of new technologies have caused some in industry to move tWaY from the

strictest mtetpretttio~ of SEC rules. provided that these technologies an be

defended as demoostblt:iQg the "reasonable certainty" .that Is the foundation of

proved reserves. By the late 1990s the SEC IUlcs (and 1978 technology) were

quite different £rom industry practice in some areas (e.g. the .requirement for a

production !low test in support of "ec:onomit: ptoducibility" ir1 the US deep.
water GoM). Nevertheless. some in industry wm still vezy strict about following
the SEC ''let= of the law" ~ clearly true of ihose using ~onsullllJlt reserves .

evaluators (typially sinllller ~mpanies) but also some majors (Amoco. see

section 2.4). An. infomW gathecing of major to middle-sized companies h~d in

20<?3 to discuss the "at:W'; SEC position OD Lowest Known Hydrocarbon found

that most allowed the use of pressure gradient data to define the watec coil tact

for proved ..uea, yet the SEC feels that only a well with a log showing the water

contact can determine its location for proved area,

(
EPS. EPF. EPT Proved Rcs.,..."", Dee 2003 I':I.rt I CMD doc
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3. Cw:rent Consistency with SEC Rules

Despite the guidance that bas been issued by the SEC, riuigin for interpteta.tion
exists 00 several aspects of implementing the rules. Thus there are still sev.eral
aspects on which the current Group Guidelines could divetge from the strictest

intuptetntion of the SEC rules and I or guidmce. This is generally due to
(sometimes fundnmental) disagreement with the principles promoted by the SEC
and the belief that investors are more reliably infocned, on IImore cost-effeeeve

basis, when a mote reasonable view i$ taken of the geological sad engineering

.data at hwd. These inteq>rctlltioo diffetences are clearly highlighted in the
Group Guidelines through a tabu1a.r explacadon of the SEC's &cidaoce on each

key point and the preferred Group approach. It1 each case where differences
e.-cist, there are grounds for defending the Group's approach, at leaSt in relatioa
to the spi.cit and intent of the SEC rules.

In this· section. the cunene Group Guidelines are assessed for compliance in
terms of the trigger for reserves booking (3.1) and the volume booked (3.2).

Insights into competitor practice are discussed in section 3.3.

'3.1 Trigger for Booking Proved Reserves

The introduction in 2063 of the FID criterion (or other public demonstration of

commitment) for major projects has addressed, at least prospectively, one of the

. fuuchuneotsl exposUres in the Group's historical practices. Both ExxonMobil

and BP are known to wait for project sanction before disclosing reserves fo~

major projects, an approach that clearly is mote compatible with the SEC's views

as illu$tttl.ted by the following specific guidance (Match 2001):

(

"f!rollOmU JlJlartaillii" 111m at tht lad!. ~ illIIarlw (t.,g. rlrrllltkd Izydrorrubo/1.f),Jlllt(.'Onomi&

prilti and l1ttI1l)nalmtrm Ihilt da nD! thaw aptJJitivt (QIh.fIDW mn r:!J~}nmnf rtJtTJIU from
bring tliuJijilli at provtd __ 111 rlMlopi'l!Jrollfiff mtaJ, the existtna of wrll! wilh r:.formr:liM tnt
'IF iimil"J ~tillditJn 11t9 IIDI be eJlDllJ,h14 tlasrify thou ~imr:lta h.JJfD(4~n IIOhulltl as prowJ

rotr71eJ. IIl1Im 111m' t/mJ(}IIJI)'Qfl fha/Ibm ls rt4JDMbJ. tlrtain!J lhilt I1lHilriul txiJlJ for fbe

I!JtirtKllrilflm and tht:1 till tt()nl11Nil"mtlhod Dj cdnttIillg, lTU.tinA ana """sptJrtin,g Ihtm 14markel
c>dJts Dr if fearible andl; aN!J '" =iiI in 1M lI(1:1rjillH1'!. A timJl1titmmll!J tilt tompal1) 10

timlDP the ntassmy pnxitldioll, trratmrtlf and tral"ptJrlaliM injraJll1ldlfTr iJ ernnli4/l!J lhe

oflrihUliDn Djprollrd IMdnltmpul 1Yll7Wl •. .Affirmaliorr DjlDir eDtrrmitm,nl h1i1Jla/u lINfol71l '!/
signd ,altJ wnlrod. for the prrJliJl(/J; rtq/ltJl for proposa4 14bl/ild fad1iIl"tJ; l;gnld amptoll« Dj

bid proposalJ ..mtmDl oj IIntitrsfanJinl bt!lVttn tb« appropriaJt organi<!,tiDIIJ and l!vmtmelll.J; firm

plan: and rimtfilbltJ· tIIablilhfd,' (lpproffli llurbDri:;_aJiPnfor txpfn.diJllm JQ build fluilifit:Jj
&rPprowdloon tkO/mmls fO.finon&: Ibt ITquirtd ilTjro.slnlrl/l/T;initiation oj (()lIrtmJiDTI oj/Da/ifin;
approved tllWonmtllta/ pmnu/dc._ An illotrlinou!J /!Jnl tk/ay in the n:btdll/( oj dmlopmtllt lIIay

illt,!,dil(l.dollbt lI(ffiatllll4 pnell/de tbe attriblltion ojprofItd mrrru."

EPS. El'F, EM' 14 p,ovcd Reserves Dcc 2003 Put 1 CMD doc
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Less clear are the aiteria appropriate Ear booking proved te$~ in ttlatioo. to
reJa.tiveIy minor projects and / or incremental projects that may be uecuted

beyond the initial phase of field development.. The introduction of the Group's

V ~ criterion was designed to ensure that lesser, but still non-trivial.
developments be subjected to a minimum level of subsuWce understanding and
techtl.i.cal definition in'support of proved reserves attcibution. This is deemed
(mtcaW1y) to be consistent with demoDSttatiog that, in combination with

profiability criteJ:ia, it is reasonably certain that the project will be executed and

that the reserves registered as "proved" ~ indeed be produced.

However. this does not necessarily provide the gwtnntee of project exeeution

that an investor (or the SEC) might require. Consideration might therefore be

given to StxeDgthco.ing the criterion only to allow booking of reserVes for

VAR3-cornpliant projects if accompanied by a clear track record .in the company
concerned that (the great majority of) such projects are indeed executed-

3.2 Proved Reserves Volume Estimation

(,

Peoved Area. In establish4lg the proved area of ~ reservoir (i.e, the area to

which proved reserves mny be attributed), the SEC rules require that continuity

of produc:tive fonnatioa throughout the proved area be established with

"certainty". This is well nigh .i:cnpossible to demonstrate until II. reservoir has

been at least pa.rt:Wly developed and placed on production for a period of time.

10 response to the problems raised by this, SEC guidance, reflecting historical

practice generally in the US, is that the proved area is deemed to comprise one

offset well location £rom each existing penetration (i.e, 11 total of nine well

drainage areas around an elcisting wdI). lb.is !l.tbittaty constraint, which
attributes little Vlllue to geological knowledge and experience. can lead to some

curious (even bizaIre) consequences.

For example, ccasider a partially developed field inwhich sufficient performance
history has been acquired to justify doubling the planned well density through

infill drilli.ag. With regulatory approval for reduced well spacing, the in611 plan

can reduce the "proved ares" around each eJcisting well (by shrinking the size of

the proved, undeveloped locations that offset the e:usting wel.l), causing bookable

proved reserves to be reduced simply as II. consequence of the in611 development

decision. 'Which in fnct is born of II. greater understanding of (and hence cert::lillty

in) reservoir perfonnance than had exis ted in the £irs t place.

WhilSt desc.ribing the SEC's preferred approach, the current Group Guidelines

leave plenty of margin for reserves estimators to assign proved area on a more

geologically sound basis.

This has implications for cost allocation. FASB!l..QdSEC rulf~,require that any

expenditure incurred on drilling wells outside the proved area must be denoted
Exploration Expenditure and accounted for accordingly. Strict application of the

EPS. EPF. EPT 1S
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SEC guidance 00. proved itea would inevitably ta';llie Expex for the G.roup to

increase and development Capo.: to reduce by the same amount, all other tiWlgs
being equal

Analogues: In citing a.Mlogue reservoir performance .in support of improved

recareq reserves, SEC guidance may be taken to imply tha.t such :malogues

should be'reasonably loc:nl (say, the same geologial play). There ~e examples in

the Group 'lllbere the analogies cited are a~ quite remote from, although

geologically simila.r to, the field.in question..

Lowest Known HydtOcatb()D (LKH): Pending resolution of disagreement

with the SEC, or at least a clear public ~ta~ent of the procedure to be adopted,
the Group Guidelines continue to .re8ec:t chat reliable pressure gmdient da.ta may
be used in estnblishi.o.g the vertical extent of bydrocarbon a.c~u1ations and,

hence. for proved reserves attributioll. The cw:rwt SEC view. which emerged

during 2003, is that the proved Uta must be constrained vertically by the limits of
logged bydrocarl>on-bea.ring foanation.

Fuel Gas: The Group excludes gas consumed as fuel and flare from proved

reserves disclosures, whereas the SEC :a.llo'WS(even expects) at least fuel gas to be
included. For coavenieace, competitors may in fact be disclosing the full
wellhead gas production stream in some cases (t..e, iocluding also Bared gas) ..

Inclusion of fuel gas would increase Group proved reserves by a.ppro::cimnte1y
300 million barrels of oil-equivalent (about 1.5%, or a.20% annual RRR benefit if
incorporated as a revision :ather than a restatement). Implementation is under

consideration, but would requite ebangts to finlU1cinlACCOunting practices in the

opentiIlg companies (fuel gas consumption would need to be charged as an

Openti.o.g Cost, resulting in Acouesponding additional revenue item).

Prod~ction Sharing Contracts (PSCs) and other :Scono~c EDridelilent-

based Reserves: Proved reserves entitlements are calculated on the basis of the

Group's Mid-Project SCl'eetU.ogValues (Mid·PSV) of oil and gas pziee, whereas
SEC rules imply that the actual price on the date of the estimate (31 Deeetnber

each year) must be used. When ACtuD.lp.cices are robstantially higher tb3.Q Mid-
PSV, this causes entitlements to be overstated, since under such conditions fewer

entitlement barrels ate required to recover costs iacurred.

Entitlement at 3 I .12.2002 was, in principle, overstated by some 290 mln boe due
to the USe of Mid-PSV, rather than actual yeu ..end price (Brent USi 28.66 per
banel) ..

This effect.is offset pa.rti.aIly by the extension of economic field life in ssx] royalty

situations at high price relative to :Mid,PSV. Further ofuet is provided by the

exclusion of reserves in relation to tax paid on the Group's behalf (usually) by the
National Oil Company parmer in some PSCS. SEC rules allow bookings in

relation to such p ...yments and many competitors include them, as well as raking :I

similru- approach to the Group on price assumptions Thus, while the full ri~ur

EPS, EPF, EPT IC,
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of the SEC rul~ is not fully applied to ea~ contmc:t· and licence. the ovemIl

effect on Gtoup proved RSmes ~sdem.onsUllbly immaterial, whilst there are
cocsidemble logisticd benefitS in terms of being able to estimate. proved reserves
in advance of yeat~d..

Group Gujdelines were updated in 2003 1:0 suggest ~t low cost assumptions be

made for PSCs, which woulct help to ensw:e conservatism in the resulting proved

entidemeQt estimAte...

3.3 Competitor Practices

(

Detailed insights .into cOmpetitor practices is genetslly difficult tb come by,
puticuJaµy :when rtvelation might ask exposure of o.oll-;eompliant pmetice. The
information presented below represents our current imptessiOIUl of competitor' .

practice, coded as follows in relation to compliance with sse rules: .

Mobil! Prior to the mugu Wj'thExxon, Mobil was one of the most publish~ US 'majors
on the subject of reserves and was noted for its suppon of probabilistic methods.
However on closednspeeuol1, this was fot expec:tlltion (proved plus probable) reserves .
- tbey actwally used deteaninistic methods for proved teservci. SEPCo discussions with
Mobil when Act:aWD.$ fust formed con~ed that their basic: reserves interpretations
wea: similn:r to SEPCo's at the time.··

~o<:o: Prior to takeover ~yBP, AIDoco in the ~S Was notably stricter in interpreting
the SEC rules than S~Co (see 24).

Enterprise: Upon acquisition in 2002 it was discovered th:J.t Enterpri$e's. approach to
reserves booking W2S more relaxed than,Shell', (at the time), a factor likdy to be
coiruilOIl among ,mall f mid-sized compa.nies with saneye on potentilll buyen. Having
,aid ~, the techniques .they applied in the us were in line with geneta! US pnctic:e.
Some 10"/0of their pro~ed reserves did not meet 'the Group's requir:~ents for flew
reserves ~kings in tearis of project maturity and consequently they 'Wetcnot booked
by Shell (Nonny Sbtv ~d Iwy Tempa Rossa Phase 2). Furth~ore, much of the
reserves quoted for ·!<MOC (Russia, &gQi.D more th.IUl 10% of the Enterprise total)
appwed to bc'senous!y exposed in temu of commetciality, despite being "supported"
by independent certification. These have since been dJvested to Mmthon, who
subsequently quoted proved reserves of appronmately 1/.3 those reported by EntCiJlose
(Md Sbell) per equity point. Sev~ other projects appe:ued to have been booked far in
advance of project ssanction.

ExxonMobil:
Repo~ "wellhead" gas production as reserves .

.Appears to rigidly enforce proved uea / deterministic methods, backed up by extensive,
well st:lffed lUltlual global audit effort.
Does not book reserves before project sanction (perhaps one or tWo exceprions
historieally). '.

Suspected of "managing" RRR performance by defemng bookings / suppressing'
.revisions in yt:\lS of sU4plus - very predictable and stable R.RR trend - indications that
this is becoming hard to sustain

,
".
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(

.Probably the most rigorous of illmajors across their global portfolio.
BP:
Reports "as sold" gas production as tescrvei

Appeus to .rely heavily on probabilistic tedJtUques - suspected of booking very
aggressively in teans of volume - few matecia} revisions, whereas SEC rules clearly
require that a healthy contribution Ecom a.a.nutl.r:evisions would be expected Internally
rcvision& are SCCQ as "something to be avoided", possibly causing revisions to be

classified as Improved Recovery or E;xtcnsioDS in some cases.
Does not bookRSe.rves before project sanction (practice established based on projett
approvals by UK authorities).

berves (tncluding 1>$0;) ate C$timated based OD. h\lSiness planning reference price. not
yeu-end price.
Iadicl.lions I:h.o.t they m gtadually W'Illdngup to tb.e SEC tequirements for inaetSed
.cigour in proved reservC5 estimation. Considered likely to be at risk under iacreased
SEC scnI;tiny.
Faidy high bookings from esteasions and discoveries in 2001 (mcluding Thundcrhorse)

allowed BP to balance overall bookings .and l1ke negative teVisions in that year (Lake
Matac:aibo). In August 2DOJ BP revised downwu.rds its estirna.te of oil and gas reserves it
e.xpects to book for its Russian TNK-BP joint venture because SEC rules will not allow
booking beyond the end of licence peciods (a well known cons tnint that it is surpcis.iDg
BP did not take into account when otiginaDy quoting its reserves estimates)

Total:
Reports "wellhead" gas production as reserves where there is a g:a.ssales contract in plsee

- otherwise reports no associated gas reserves.
Reserves are believed to be esti¢atCd based on business planning reference pace, not

year-end price (Tota! is much more ezposed to PSCs than Shell).
Indications that they are gtadwilly:Waking up to the SEC requitements for increased

rigour in proved xes~ estimation. Of 1he majoa;, Total on average reports the

highest tate of revWons. liuggesting that theit :approach to .initial booking is conservative,
:although since Improved ReeovCty changes arc mtdy, if ever, reported the Revisions

.Qtegory may be inflated by such changes.

Chevron Texaco:
little insight extcmally perceived lIS being AWcssin On vohune - pos!ill>ly also at risk

&om enhanr,;cd. SEC 6crut:i.by. .

Appears 10 follow year-end pricing on PSG (hrge negative revisions in 1999 quoted as

being due to reduced cost-recovery entidements in Indonesia due to high year·cnd
prius).'

Chevron had internal rules for using seismic: to book proved reserves IID.dbooked

volumes meeting those aiteri.u...
Has a full-time Reserves Audit staff to review proposed bookings at least annually.
There appean to be no attempt to manage R.RR., e.g through bal.ancing high
extensions/discoveries with low revisions. However, revisions generally are at a low

level wi1h,like BP,lmproved Recovery- regularly exceeding revisions (UldiC:lltlollof
aggressive volume bookings).

EPS, EPf, cPT .18 PIOVro Reserves net 2001 P= 1 CMD doc
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4. Potential Reserves ~ures

The following tahll:S sunu::nam~ the:: proved reserves eXposures AS cuttently

identified:

Proved reserves which are l.ik.eJyto be considered as not compliant by the SEC

COWltry Field NOIl-almpllilllt reserves as at Rea.sOQ

31.122002 (est. nUn hoc)
Proved Expectation

Australia Gorgon 557 785 No FID Of itlvestttle:nt
comroitmcnl5

Nigeria Onshore (SPOC) 720 =.1400 No mature pl\t1l.'I pwjeets
Oman Existing Selds 234 240 ImmalUR pw;eas. (SQIIlc)

W1pwved teehi:liques

LKH Various . ca. 300 0 New SEC guid~ee

.PSG Various 291 0 Dill gas pria: IImlmpIiOD in
clcubtion of relerves
entidcrne:nt.

TOTAL 2102 2430

Proved reserves which might be considered tIS not compliant by the SEC

Country field Potea tially tloo--compliaat Reason
reserves (est. mln boe)

( Proved Expectation

Nigeria Onshore (SPDC) 814 ca 1600 PI:uu:/ projects in pwgress
(but Dot VAlU-<;olllplillllt)

Oman Existing fields 150 0 To be fiantd up in shott-
teJ:m (2y=)

IUzakhstlLD KMhAglUl 380 -SOO Government may not
approve plun.

Techniea.l definition of
proved :Ilea.

Oth= e.g. Comb, 1;J..200 270 No approved plm
TempI!. R.o~sa

TOTAL 1544 2370

The reserves identified as likely to be not compliant with SEC guidelines

represent 11% of the Group proved reserves (excluding oil sands), while the

potenti.ally non-compliant volumes would raise this to 19%. The corresponding

figuees for expectation reserves would be 7% lind 15% respectively.

The main exposures were predominantly booked in the period 1997 - 2000.
There follows a description of each (Gorgon. SPDC, Oman, U<H, PSC and

"others"), after an explanation of the historic:tl coatext, The manner inwhich
each would be reclassified, and the prospects for re-booking in future ate
discussed in section 6 below.
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4.1 Group Context

the foUo~g chart illustrates the context in which the exposures were created:

~~~"""" """"__R-"""" """""" ~ ~"""""" """"~

,"" ,~ IN) ,.......... 11117 _ ,"" , ... ,., ~ _ "'"" .... _ ..., .... _ ""'" 11101 _

(

During the 19805 the Group underwent II period of sustained proved reserves

growth. with a.n.o.ua1 R.RR genuaIly exceedirtg 100%. This c:ulmitJltted in 1990
with II record in modem rimes of 334% RRR, driven mai.oly by the change to

. proved gas reserves .reportiag (see 2.2).

By contrast, dwing the early 19905 there was II sustained period dw:ing which

new reserves additions consistently .Eiiled to keep pace with production, such that

by the mid-1990s the pressure to correct the situation was sev-ere, both from the

market aDd £rom an internal growth objective. Subst:antW additions (largely
tensions) were made in 1996 and IIheightened level ofRRR performance was

sU$tained througb the next two years, fuelled in part by the implementation of
. the revised "deterministic" Group Guidelines in 1998. However by 1999 and
2000, new reserves lldditioos were becoming progressively hurler to identify,

ushering.in a new period of reserves decline (excluding acquisitions) tha.t the

Group is c:utteo.tty strugguog to break out of.

It was during the period 1997 - 2000 that the bulk of the cw:i:eo.dy identified

exposures were created. Althougb the bookings were made consistent with the

Group Guidelines in force at the time, with hindsight the effect bas been to

accelerate bookings into that period which, under the current guidelines, and
under the current intetpreration of the SEC rules. might more sppropziarely have

been deferred to future r~.
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Proved RRR: Orgal'llc (axel A&D). excl. the effect of Sakhalin MI, Incl. AOSP

1m IBM '"5 Hln 1m 1"' IBM 2000 2001 2002 20U 2004 lOO5
LE

11111 2:000 2001
:00, 2004 2005

In essence, the proved reserves volumes tbt are cuttendy seen as exposed are .in
this situation because of recent guidance from the SEC on two issues:

1. Proved undeveloped reserves need to be covered by a fum commitment to

development (FID. APE, MOU etc) before they Can be booked as proved,

2. Protred reserves cannot be declared for volumes below levels penetrated by
the drill bit (Lowest Known Hydrocarbons. or LKH).

The 6tst item, SEC guidance on which was issued in 2001, bas been followed by

gradual ~ges in the Group reserves gcidelioes since 2000 (see 2.2). The

. second item arose out of coreespondeace with the SEC during 2003.

The exposed volumes in SPDC, PDQ and Gczgon are affected by the first of

these tulings, the LKH volumes by the second

Many of the SPDC and PDO vohunes had been booked during the 19905, at a

time when Gtoup reserves guidelines requited only technical and commercial

(not necessarily economic) maturity of the associated projects. Many projects

bad proper Field Development Plans (FDPs) associated With rhein, e.g. those
prepared by the Nigeria Studies T earn. However, not all projects needed to have

been properly studied and documented. Notional plans, based on analogue

developments in the 5\UIle or neighbouring fields were acceptable and in
accordance with then pmrailirig Group guidel.i.aes, provided thnt there were

identified activities and preliminary economics. The recovery fuctors assoeiated

with such norional plans were often assumed Or inferred by nnalogy.

EPS. EPF. EPT 21 Pt<M'd Resetv"" Dec 2DOl Part 1 CMD doc

FOlA CONFIDENTIAL
TREA TMENT REQUESTED

Page 41 of 65

VOOOI0463



Case 3:04-cv-00374-JAP-JJH Document 365-6 Filed 10/10/2007

8 Dece:lDber 2003 Confideftlbl

(

Aware.ot.tl aDdR~sponl~

Over recent ycu:s, coneems have gmdually been acCtlIDlllatiog amongst reserves

coordination slllff over the status of some proved reserves elements in relation to

the SEC's evolving guidance 00. and the Group's evolving understanding of; the

applicable rules.

Group E.xteaW_ Auditot5 have questioned the retention of Gergen on the books,

and the overstat!ment ofPSC enti~etnents bave been highlighted frequently in
their we.z:ml review of the GJ:0UP's proved reserves statements. At the end of

2002, and possibly in response to a fundamental shift in the extent to wbich
individuals 2nd o~tions fed themselves to be accountable (pUt5\Wlt to

Saxbanes-Oxley), Group Extetn.a.1.Auditon expanded the list of items th2.t they
felt possibly to be non--compliant. feeling that II record of their opinion should be

preserved Do file. Notwith&b\nding this, the Group's argument that the net effect

was il:nmatet:ia.l.in relat:ioa to total Group J:eSCIVesWll$ accepted,

Furthesmore, through the l.inklIge of proved reserves additions to business and

individual pe.rfotmaD.ce score cards, it is possible that situations occurred in

which staff involved with reserves estimation w~e subjected to pressure to

propose proved ICSCtVeschanges that migbt not bave been fully compliant,

Actions to address the perceived problems in SPOC and PD~ weJ;e begun by
freezing the affected reserves at the figures reponed in 1999 and 2000 - no oew

additions were sllowed and the balance was reduced annUally by production.

Beginning in 2002, these coilcettlS Were summarized and brought to rilanagement

attention through the compilation of a Potential Reserves nxposure Catllogue.

which bas been updated typically ~t 6-mo.ath intervals and which bas been
included in relevant notes for infoonation to the EP Executive, OvID and the

Group Audit Committee. All items covered by this Dote have been included on

this list. with the exception of Kishagan.

Actions were taken to address some of the mote obvious entries thAt have

... ppesred on this Catalogue, such as the debooking of significnnt non-compliant

volumes in the Nigeria deep water province (Bongs, Erha: 130 mln bbl) in 2002

and the investigation walk completed in 2002. to assure SPDC's legal rights to

licence exreasioa. Nevertheless. other items OD the catalogue were retained, each

with a justification that was considered plausible and defensible (pending work to

address the exposure through project maturation). Consequently, the view was

taken that the exposures should indeed be highlighted and addressed as II matter

of priority. but that no corrective action was wazranted in the meantime in
relation to exte.maI disclosures.

Further measures to improve the controls around reserves disclosure were

introduced in 2003. A Reserves Committee, comprising senior EP managers and

the Deputy ~roup Controller, was established to oversee procedural matters.
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Rqional Reserees Chall~ sessions were introduced to help assure compliance

of all proposed material teSe1"Vesc:hanges. It is likely that furthet measures will
be t2kea in 2004. the dct:a.ilsoEwhic:h have yet to be defined,

What Ius chmged recently is the completion "of the study and .1udit wo.tk in PD~
and, especially; SPDC. These revealed the full extent of the potential exposures

in these coUntries that previously ha.d been suspected but which until now had

not been thoroughly enumetate4- When combined with the previously known

exposures, this caused the total position in effect to be xecategocized from "oE
eoncern, but seceptsble" to "mat:aial and. potentially, Wamulting co.trective
action".

(

4.2 Gorgon

Goxgoo is a giant gas field oil the offshore Australian NW Shelf inwhich Shell

has 2/7 equity .. &ccooMobilhas 1/7 and operatocChevxoaTexa.co 4/7. The

field .is £iu: removed from existing i.l:Lftastruetu.re and the gas bas II. hu:ge inert
&:action. A matket for the gas is likely to be found in the Pacific rim in the long

tenD, but this is as yet &r from mature. Because of the remote location,

development eccccmics, while .still positive, cause the project to face severe

competition from other projects within (and outside) the Group.

Proved reserves were declated for Gorgon in 1997, in line with then prevailing
Group reserves guidelines. The booking WllS supported by Letters of Intent to

sell liquefied Natual Gas (LNG) into the Asian IXl2.tkct and what was believed

to be imminent project sanction. The booked volume is 557 million bauds of

oil-equivalem, including natw:al gas liquids, tn2king this the second IAIgest single-

field book:in~ in the Group's portfolio lifter Groningen. Following the Asian

economic erisis the lNG sales contracts nevet mat~ed and since then .field

devdopment has struggled to progs:ess, impeded in part by competitor activity in
the region. Cuaent Group reserves guidelines, requiting FIn for IIproject this
size and at least Heads of AgreemeQt for LNG sales contracts, would oot have

allowed this volusne to be bookecl. The boo)ci.Qt was Dlllintained at 1.1.200.3,
,pending a decision on the ~y forward,

The proved reserves booking is clearly exposed to the SEC's guidance on

commitment to develop in "frontier areas", not least due to the lack of a ready

market for the product and excessive delay in b.t:inging the devd.opme.nt project

to Eruition. Progress a.ppeus to be being made towards FID in 2005. with an
option available fOI sales contracts covering a.pproximately hill the reserves.
HOWeVer, this project also represents a substantial Investor Relations issue since

the market does Dot appreciate that reserves bave already been booked and it will
be expectio.g $ubstlUltial reserves additions once FfD and 6.tm sales contracts are

anoounced. Neither of the partners in the field has booked reserves to date.
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4.3 SPDCNigeri2Oil

Current SUtuS

SPOC's proved oil reserves lit 31.12.2002 were 2524 million bmels (min bbl)

Shell share. However, SPDC's Business Plan ''BSI$eProgramme" only covers a

volume of 1804 min bbl and of chis. only 990 min bbl Cuny complies With the
~t Choup Guidelines.

(

SPDC 011 RlServ .. IIIln bbl

1.'-200S 2$24

The 720 min bbl (Shell share) gaP between reserves booked and the base

programme implies thAt no realistic projects have beta identified to cover this,

now highly exposed, volume. vrJ'bik SPDC's total resource base (expectation

reserves and scope) .is very large, additional volumes catl.Dot be accommodated in
the base programme before about 2010 -within cuneo.t constraints, pmic:ularly

funding. Therefore it will not be possible to bridge the 720 m10 bbl gap between
the base programme and the reserves at 1.1.2003 for Dr least several yeus.

A m.:Ijor reserves review that SPDC amed out in the second half of 2003 also

identified thllt a 5ignificant number of projects in the base: programme (together

814 tnlo bbl) did Dot fulfil the recendy tighteoed Group reserves guidelines which

required VAR3 or FlO for compliance -with SEC rules, IlS they are now

understood. AJJ. important reason why these projects WUl! now seen as immarure

was the lack of Associated Gas Gllthering (AGG) plans for the field 1project in
question. With the l£lares-out-by-2006' policy imposed by the Nigerian

Government trus meant that oil production would have: to be sbut in, unless
there was an export or utilisation route for the associated gas. Many projects
were foued to be lacking .6.tmncss of definicion, i.e, they were still a 100g way

from a possible request for funds. Other projects were found to be notional

oo1y, with no study or development plans defined at all. Whilst such projects
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would have been acceptable £Orbooking as proved reserves under pre-2000

Group guidelines, ther we:re now 00 longer in complisace,

The 814 mll1 bbl in the base progaunme that does not fully meet the guidelines

ca.n he broken down as follows:

min bbl

Developed Reserves;

No AGG solution by 1.1..200S
Facilities VlIDdali~cd
Reservoir aposure - AO plnns yct defined
Total

Undeveloped Reserves:

Ongoing studid
Remedial a.ction pl!l-O

No plans yet defined
Tow

TOTAL 814

(

. .
It is unlikely that much of the remaining exposed volumes will be matured during

2004. Some 86 mln bbl is associated with developed reserves that bave no AGG

solution in the base programme beyond 1.12008 (the target dare for

.implementing the ".flares out" policy). As such this volume will probably be

removed from aese year's programme. Some 19 mln bbl also lies in fields which
have vandalised 5\'u:£ac:efacilities (wcluding the Northem Swamp). There are 96

mlo bbl of.undeveloped reserves and 18 Jn1n bbl of developed reserves with
various reservoir. AGG and project exposures for which Sttn plans have Dot yet
been defined. Some of this will be addressed by the asset tdUDS in 2004, but the
volume that ClUl be matured by end 2004:.is uncertain Ilt thiS stage.

As indicated ~VC, studies are ongoing to mature 1SOmlo bbl of the exposed

volume. These are in the Gbaran/Ubie (75), Oguta (J 4) rod Ughelli (60) nodes.

Ghanm/Ubie is a IDlljor integrated NAG/oil/ AG project tha:t will supply both
NLNG Trains 4/5 and 6. It has taken VAR3 and is due the take VAR4 in mid-

2004. The exposure related to this volume is therefore relatively low and there is
a lUgb degree of confidence that it will be fully mature by end 2004. The other

studies ll[e at a lower stage of maturity by comparison nod there is more
uneertninty about the viability of AGG facilities. As such, there is a relatively low

level of confidence that these will be fully mature by end 2004.

A ttrDedinI aetion plan has also been initiD.ted which wi!! mge! n further 446 mln
bbl of the exposed volume. This consists of 18 field studies and will take an
estimated 42 man,years of effort Much of the work will have to be c:.au::iedout

in Nigeria, but will be supported by external EP staff The: plan aims to complete

\,
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c

8oo/. of thi5 wod: by end 2004, but this is a stretch target with SO% bei.og a mote .
realistic SO/50 estimate (!.e. 220 mln bbl.reserves estitnated to be matwed by end

20(4). The studies will also I1ddres,s about 140 ml.o bbl that are Dot cuuently"
covered by the base plan, but which ate in the same fields to be studied
(principally Nembe Creek, 5not:ll Barbara and Soku). However, it is willkdy that

sigDi&a.ot additional vo}µxnes would be mature by end 2004 and it is also
questionable whether the related de-velopmeot projects t:ltl. be accommodated
within the base p.l:opmme.

Based Oil the above assessment, there is It high level of confidence that the "fully

mature" volume will increase from 990 to about 1300 rnl.o. bbl by end 2004. This
a.ssumes that Gb3.!ll.D./Ubie takes FID and 50% of the remedial action plan is
c:atried out. The volume would in~e to about 1450 m1n bbl if 80% of the

ongoing studies and remedial ac~oll plan could be completed by end year.
However, this is considered It stretch target.

In all, there is little doubt that there are significant ~il resource volumes within

SPDC's licence areas and that these provide B solid base for sustainable .

production within the company. Explczation drilling continues to make JDlI.tecial

additions to SPDC's aliendy large portfolio of discovered oil resources. The

mnin issue is bow tOuch of the discovered volume can be booked as proved

reserves. Under the G.roup·s cuttent undersraadiag of the SEC rules, it is
questionable how much of the current SPDC oil bookings, beyond the 990 mln
bbl of "fully mature" reserves, could withstand external sCrutiny, should the need

arise. This view was supported by a review of the cw::rent status and maturity of

SPDC's proved reserves by the Group Reserves J\uditor in September 2003.

This in no way [educes the longer teon potential and is only a reflection of the

volume that can be coosidered fully technically and conunetcinJ!y mature at a

given time.

Histodcal Reserves Boo~D'$

SPOC's reserves steadily increased during the 1990s:

• There was a signi5cnnt step-up in produc:ti?o rate from 19B9 to 1991 and increased

reserves were therefore required to be able to $ust2in production levels in the JOI'Ig
teen.

• SPDC was gearing up for fi.)rtber growth. although this was repeatedly frustrated,
principally by funding constraints, community disrurb~ces a.nd polhieal ins[llbility .

• ' A Reserves Additiotl Bonus W1\S provided under the 1991 Memorandum of

Underst2Dding (MOU), which encouraged the JV operators to increase their reserves

basI:.

As shown below. there was a fairly stable reserves [0 production (RIP) ratio of

1a yeus from the early 1980's thtough to 1993. However, this ratio started to

increase from 1994 onwards, partly owing to a decline in actual production rates.
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A sUable proved resen'es addition (some 580 m10 bbl ail SheIl share) "\VaS booked

by SPDC in 1998, £oIlo'WiDg a major review of the portfolio of projectll and of

:reserVoir blocks with negative resuves (conservative proved volumes now

overtaken by cumulative production). Approximately half of the addition was
also attributable to revised Group reserves guidelines whiCh stated that. in line
with industty pmc:tice, pl:OVedreserves should equal (or be close to) expectation
reBetVe5 inmature 6elds, of which SPDC bas many.

A "moratorium" was introduced on further reserves additions in 1999 owing to
concerns about the ability of the business to deliver the stated proved reserves in
view of further delays to production growth. Declared proved reserves were

Irulintained independently ever the period 2000-20(B, not linked to any sum of

individual projects or fields. There wu also concern ~t it would not be

possible to accommodate additional volUlllcs prior to licence expiry in 2019·
However, detailed investigations in 2002 showed that reserve's do not need to be
constrained by licence e..'q)iry as the GovetJlment bas an obligation to renew

licences (so long as COQtractual commitments b.o~e been met) and there is already

an established track-record of JV licence renewals. While this removed the

signifiCllllt exposure regarding proved reserves volumes beyond end-of licence, it

still did not resolve the disconnect between iodividual projects and toW proved
reserves ..

( 3~Q ~

2500

SPDC OIL and NGL RESERVES min bbl Shell ShaN!

1500

1000

soo

D~~~~~~~~~~~~~~~~~~-~-~~
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(

Future Outlook

A1Jy SPDC oil tese.t'VC$. that are de-booked Ilt this stage would be reclassified as

Scope for Recover}' (SFR). The de-booldag would also trigger a reclassification
of expectation tCSI!lVCS to SFR 4. .

The following charts show a prOjeetion of future reserves bookUi'g&assuming
that Sl de-booking is made of 1224 mJn bbl, down to 1300 mi1l bbL The de-,

booking would reduce the RIP &om the current level of some 32 years down to
less than 12 yeus -low by comparison with the potential p.r::izeassociated with

SPDC's resource base. but more in lice with the average for the Group as Il

whole. At this stuting Jevel it will be essential to establish and maintAin a
reserves replacement ntio in excess of 100%.

It las been assumed dat a volume equivalent to the 814 mla bbl exposed in the
cuuent base progwmne can be matured over the, next three yeatS (2004-2006).
It would be impractial to mature Sl larger amount, as these 'Volumes are needed
. simply to underpin the base progmmme and chis is a.1ready constrained by factors

such as funding. No reserves additions would be made in 2004 as study efforts
in this yeaL would be nimed at clearing the .310 mJn bbl exposure that would

remain under this de-beoklag usumptioo.

Additional reserves booking after 2006 would be mainly associated with latge

integrated oil and gas projects such as Oguta or Otumaza, The projections are

based on maturing 200 mln bbla yeu.

The projections suggest thll.t it would be impractical to ineresse the RIP ratio

back to hisroricallevels wider 'the cw:retit ioterputatiOIl of the SEC guidelines.

However, this does not change the uDderlying fundameotnls of the programme,

and only iadicstes that some of the later activity in the programme 'Will not meet
the more stringent current reserves criteria until such time that the required level
·of project de£inition has been achieved . .

SPOC, expectation le$UVt!$ at .H.122002 sreod at some 49 bin bb! SbcU Sb2l'c. Howevu, under
=t guidelines II reservoir sbould not ~ ~"tpectlltion ~C$ unlcs.s italso cuIies II. proved
volu.cne A Luge nlllDbcr of p~rtilllly apprllised 6eld. aDd uo.appr:lised discoveeies would be
rechlssi6ed on this basis,

(
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Further reserves bookings are expected for gas. A net booking of ZOOmln boe is
expected in 2003 associated with NING Trains 4/5 and Train 1~3production

beyond 2019, (offset by:l reduction in domestic g:ts volumes). A further 150 mln
boe is expected in 2004 associated with Train 6 and the re-rating of Trains 1-3
and 140 mIn boe is expected in 2005 associated with the gas supply to Afam nod

WAGP.
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OtberImp.cts

• SPDC eunendy bas an outsts.nding Reserves Additions Bonus (RAB) claim
for US$385 mln. The President bas recetldy requested a negotiated

settlement be achieved by end 2003. SPDC are seeking between 30 and 50%

of the £un amoWlt. The claims sre based on e.~t:lltioo technially

.recoverable volumes, .rather than SEC pro'Ved reserves •

• ' While in principle a cIe.bookiDg of SEC proved teserves should not impact
0.0 MB. chis is likely to undermine the cuaent .resolution process. o.r would
jeopardite relations if a settlt:met1t were agreed just ahead of Il de-booking.
This would put US$ll 5 to 170 mIn at risk. .

(

• There could be other .rcputatiOtW impacts as .the Govetnment reports
. coesolidated.reserees figures to OPEC as a key input in quota discussions.
&s SPDC constitutes about 50% at wu.! COWlt:ry reserves, all extenUl
disc:losute indicating that estimates have been oveescated could negatively

impllct the Govemment's posicion.

• The Govemtneat has receody presented a new policy and ptognmme for the .

industry called "Sttuctures for S';1Staiaable Growth 2003-2007". This was
developed by the new GMD of NNPC, Puasho Kupolukua, while

Presidential Adviser. It [eco~ a potential shortfall on reserves targets

1.Qdlinks this in part to mula-nationals sitting on large tracts of undeveloped
acre:age. A de-booking could therefore increase the risk thllt SPDC is forced

to relinquisb dOl:fil:lnt licence areas.

In view of these (actors it is recommended that, if ani deboolcing of proved

xeservCS.ln spot is made. it should not be identi5ed publicly with Nigeti:t.

Public statements should be cOnfined to the 20·F geograpbic lLCe:leoecemed

, .C'Eastem Hemisphere, Other). notiLlg that further details are confidential in
view of bost COUDtry sensitivities.

i
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4.4 PD~ (Oman)

C~tStStU$

Some 234 • 386 mIn bbI (Shell share) proved reserves are exposed .relative the

cw:rcnt Shell Guidelines due.to lack of project maturity and I or proof of
ixnproved recovery concept.

, A STOIIP and R.esetVes Review was completed inDecember 2003, which

. concluded that Expecta.tion reserves art exposed by some 240 mln bbl (Shell
share) due to lAck of supporting development plans, the problem being

(potentinlly) encetbated for proved reserves due the iailucoce o(licence expiry
in2012 IUld the conservatism required for proved reserves volume estimation.

The medium-teen studies plan should ensure that the bulk of the exposure is
addressed by 2008. Furthezmcre, progress is being tnade toWatds ensuring the
Group's continued ps..cticiparion in PD~ operations post ..2012. which would
yield substantial additional proved reserves entitlements. However. lit this rime it
is unlikely that the full Group share proved reserves (907mln bbl st 31.12.2002)
would withstand external sc:tutiny.

Historical Reserve« Booking»

(
~ ~

011RestlW$, minion bbt. Shell char.- ~
,~t-------~------------------

1010•• ' ,_'l1li""'.,. ,..."•. ,._,", .. ,l1li""',. ,._' .. '..._IIID'_
In the late 19905 PD~ had a portfolio of proved reserves projects of varying

maturity, most or gil of which were in compliance with the then prevailing Group

gUidelines. Submitted Group shate proved reserves were the sum of individual

field proved reserves, as they should be. These individual field proved reserves

were rather low in comparison with expectation (proved + probable) within
licence reserves, particulady when account was taken of their fields' maturity (the

avenge nco was only 68% at the end of 1999). The reason for this was that
P1?O (and me Oman Government) have historically had interest only in
expectation reserves (the basis fOJ: reserves addition bonuses), with the result that
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FOIA CONFlDENTIAL
TREA TMENT REQUESTED

Page 51 of 65

V00010473



._ ". ,··-8ase-B:04-cv-003-74-JAP-JJH Document-365-6 Filed 10/10/-2087 -. Paqe -5-2·of-65- _ ..

(
I
\

8~2003

(

proved field reserves were hardly updated from their initial, low values. This was

highlighted in the 1999 reserves audit.

PD~ were strongly advised by StEP in 2000 (PUlSU:u1t to .the revision of Gropp
reserves gwdclines in 1998) to correct the low ptov,~d.exp~ctati~n reserves rstic.

... • ~" I."

Individual field proved 'Volumes had still not been addressed, but PD~ Were

adviSed to ~e an upwud.com:~on to pLOVed IesetVes,'bas~d ~~~' .
continUAtion of the thea prevailing 850Mbld plateau '~t eight yeus, followed by
a Iei.ative1y steep (200/0)decline. With hindsight, and the r~sults of the 2003
Levlew, it might }uve been more ~pprop.t:iate to corr~t th~ ~.~ti~~ es~~ .

down rather than the proved estU:nUe upwards. Neverthd~s:at th~time the
undeistanding was thAt this revised proved volume would become W1detpinned

by proper [e~assessaients of proved reserves and ptOved'fofCtasts.iii individual

fields, but, due to the attention required by serious productiondecline problems

shordy thereafter (see below), this did not happen. At the 'end of 2002, the
remaining RIP ratio for proved reserves was close to the "rcitiAiairig lifetime of

the licence (10 yesitS), implying that cua:ent peodueticn'rstes niust be'"sustained
thrcugbour dat period, and be underpinned by projects thai:' fully comply with

SEC rules, for the proved re5CLVe5 statement to be maintaiJiCd '-As such. the
proved reserves estimate is now seen as Uli.rciliStic, both by PD~ 'aiid by its
shareholders, . .' • .

. Faced with the serious production decline trends.iii a:number of fields, PDO'

colllIilitted to the comprehensive review of tHeir STOIIP and rese&~ estimates

. (mentioned previously) by lUi integrared sb.idy:tkam staffed n;osdy by SIEP-EPT.
'This study team latgdy con6mied th'e in-pIacc'voIUmes c:sriied by PDO hut

recognised, with PD~, that reserves iIi $I liwfibet of fields (most nota.bly Yibal
and Marmul) were somewhat ovetStatM '-The study also highlighted ·that a

~cant number of future deV6opfiient'pfojects, tugeting the e.--cpeciAtioa and
PNved undeveloped reserves, wete' imtnAtUte to very im.t:nifute irid that only a
small fraction (some 20%) of these ptojects OU:riedreserves that woUld'fulfil the
latest (2003) Group reserves guidelines." ..-'; P 'C •

oiht:r Impacts
,,' . . "",~'..~1

• PD~ Reserves Additions Bonuses (RABs) ate enlUllr:ed with reference to an.
.••• 11: ~ . ~ "l'''l I~I '. :

espectlltion. not prov~d., estimllte of feeoveq. InVic,,",of the 2003 review finding
that expectation tesmes tnAy be ovditnted;'ihe'b;~e'ofR.AB ~ebau:s is under

': discussion with the OtMn.i authoncies"arid Qgi:~'e~t in principle exists to phase any
such rebates over a period of time, tied to ~di\ridUaJ field studies.' Nevc:!theless, this
..IlllItteris e....c:t:reme)ysen!.itive,lIlld the $ubjc:cr,of.,o_nEidcn.~ ocgo.tiatio_':I{

Consequeody it is reccmmended thit, if any dc:bookii'lg of proved ttsei:Vii in PDQ is
made, it should not be idCDri6ed publicly with Oman. 'Public statements should be
confined to the 20-F geographic area concerned (''E:lStc:m HemisphererOther"), noting
that further details arc confidentW in vjew of host cotmay. sensitivities. )

\ ..
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4.5 Lowest :Known Hydroau:bon (LKH)

In 2003 the SEC advised the Group thJ:ougb correspcndeace that its

i.atetprctstion of the SEC LKH rule W25 such that DO proved reserves may be
ntt:abuted to my pan ora reservcir that is deeper than the lowest point at which
(Ptoduc:tive) hydroCarbons have been penetrated (subsequently revised verbally
to "logged'') until pc:ao.r::mance history is ~vaihblein support of II. higher volume..

This ~ WIS repeated veroally at the October 2003 SPEE forum on the, . .

application of the SEC roles. Whilst the SEC's vie\VS are by now widely known
in the industry, there has to date been DOformal Doti..6~tion of this advice to the

industry in genual.

· The SEC's logic appeaa to stem from its recent atte.tnpt to insist tbt' a

production £low test t1nist be eoaducted, to dtJilonstmte ecoDomic productivity,

before proved reserves could be assigned. This was rejected by the iadustry on

the grounds that adequate tock and fluid cbtil acquisition, coupled with lliWo~,
has been demonstrated over many years to provide sufficiendy reliable estimates

of productivity. The SEC reasons that, since such techniques requite the

measw::ement of rock and fluid p.roperries, it is not consistent to attribute proved

reserves to volumes of rock that have DOtbeen penetrated and logged

· The Group objects to this intuptctntion Oil the grounds that it prohibits the use

of industry-standard teebniques for establishi:og, with reasonable certllinty, the

, l~cion of fluid contacts in the reservoir, Such techniques include the use of

pressure gtadient dataand, pnrti~y as employed OD the US Gul£ of Mexico,

· the careful analysis of 3D seismic attnbUtes. SEPCo bas developed clearly

auditable, reliable procedures for the latter, not least in response to the-

observation that many opeD.tor$ in the GoM appear to use similar techniques in

- support both of field development planning aDd proved reserves attnbutioo.

These techniques were presented to the SEC sl2f£ by SEPCo in.a face-to-face
meeting inAugust 2003, but despite £indiag meat .in the techniques the SEC

responded (111 writing) that it had not been persuaded of their applicability for

proved reserves attribution.

The Group also objects to the mwer in which the SEC bas provided this .
advice, given that DO cleat public: s~tement has been published and that Shell

app= to bIIve been singled out among the majors. No major competitors

lI.pp= to have received sinlllru: advice, despite being in correspondence with the

SEC, and several have admined privately that they would cury exposures to it

Be that as it may. IS things stand, the Group is in possession of what constitutes

wtitteo advice IhAt the SEC does not support proved reserves attribution on this

· basis 10 the GoM and, by inference, worldwide. The volume of exposed reserves

is provision.ally estimated to be 260 million barrels of oil-equivalent, lllthougb

· further cWincatioo is being obtained vU the 2003 yeat-end reserves reporting
exercise.
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4.6 Production Sharing Cottttacts (PSCs)

Proved reserves entitlement as disclosed it 31.122002 are, in p~dple, exposed

by some 290 Iilln hoe due to the use oflltfid·PSV. rathu than actual year-end
price (l3rettt USf 28.66 pc:! burel), in their calculation (see also 3.2 above, in

which offsets to this exposure are also explained).

4.7 Other EXposures

(

Kasb~o-an

Reserves for the giant Kashagan field (Kazakhstan) of 380 mln bbl were booked
in 2002 on the strength of Declaration of COllllXle.rcWicr (JUlle 2002). A plan for
the 6tst phase of development (or 'Experimental Ptog:m.mme') was submitted in

December 2002. Howevez, the DOC has not yet been accepted by the
authorities. pending ~c:Solution of some outstanding Iicence issues.

On further review in i003, in the light of ever tightening guidance £rom the SEC

(verbally), this booking can be deemed at risk on three counts:

~) it appears that the duntion of the production phase of the PSC may have
been misunderstood. causing 35 mln bbl of the booked reserves to fall

outside the likely licence period.

(11) the proved area may be challengeable in teems of its extent given the rather
sparse, Clln'ently avaiJable well coverage (the five wells drilled to date on

Kashagao East ate 7 - 12 km apart). With a.planned a.verage development

well spaciag of some 1.4 Ian. it is possible that only 90 ktnl out of the 400

km2 target development area could qu:illfy as being contained in the eueeent
proved area under the snictest application of the SEC rules. causiog some

270 m1n bbl to be exposed in this manner, The proved area ~ oz:igimUy

. assigned on the basis that the (n:latively) nearby, and geologica.lly similar,

Teagiz field llro-oides compelling analogue evidence of the continuity of

productive foImabon over the luge distances concerned.

(tit) Given the stalling of progress towards plan approval, the entire bookiog

could be called into question with respect to the SEC's recent verbal guidance

that no non·ttiviaI government approvals should be outstandicg in relation to

proved reserves disclosures, as well us with reference to previous guidance

that undue delay may call into question the right to book reserves.

One of the other partnets in the field (Total) is believed to have booked a si.mil.ar

volume of proved reserves to Shell and this is understood to be the subjeet of

ongoing challenge by the SEC on grounds (ll) and (.tit) above. With the exercising

in ;Z003 of pre-emption rights to BG's former share of the field. Shell would

register an 80 mln bbl increase in proved reserves if the booking were retained at

31.12200.3.

. ~'..
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Misce1JllDeous

Proved reseri'es inNAM's Waddeozee fields (25 M'Mboc) lie potentWly
oven;t2ted on techo.icaJ grounds and are exposed to a ddlIi.ag and development
morstoziurn by the Netherlands govetwnent until it can be demonstrated 'with
cettainty' (and publicly accepted) that there will be 00 damage to this ecologically
sensitive area, This proof will be challenging to give and even more chnllenging

to become accepted However, public and govemment opinion are evolving and

there are those tlut bold the view that these. fields will, with time, become
developed. The. Group's explcration and pre-development costs for these Iields

were written down in 2000~ These volumes do nee meet the cw:rent Group

reserves guidelines. not the SSC definitions,

In It:al:y. the (ex-Entetprise) Tempa Rossa field Phase Idevdopmeat (proved

reserves some 25 mln boe) was still poody defined and faced signio.cant

commercial c:ha1le.age at end 2002. The reserves were reuioed on condition that

they would be debooked ifFID bad not been taken in 2003 and 'Was not likely to
be taken in ~004 either. Cw::retlt assurance from the Asset Holder is that project

sanction is 'imminent'.

(.

In the (ex-Enterprise) Cotao gas field in Ireland (50 MMboe) there is the issue

that the building petmit fot the onshore gas processing plant bas been rejected by
the authorities during 2003 without further right of appeal. Although an

altemati9"e site is now being proposed, this rejection means a serious set-back to

Comb field development. This is against the latest SEC requirements.
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S. Status

5.1 Audit Stunmaries

PD~

1995: Proved Developed reserves appeued too high, while Proved undeveloped

reservcs were negative! Methodology suggested ill previous audit report bad not

been followed. Audit trail showed expectation volumes only, not proved,

1999: lndividl121 field proved volumes were too ccasersative, Proved developed

did not properly reflect end-of-licence in 2012 and Was too high, proved
undeveloped reserves Were too low, their sum (l.c. total reserves) seeming largely

reasonable, Audit trail was good. Audit opinion: good.

2003: Proved developed reserves wac reasonable, Proved total volumes lad

beea kept unchanged in spite of recent downturns in production forecast to end-

of-licence in 2012. In Ilddition, awge share of proved undeveloped reserves was

based on projects !:Mt did not meet the current test of maturity in the revised
guidelines. Audit tr.ill had deteriorated. Audit opinion: unsatisfactory.

SPDC

(
1993: Procedures to estimate proved developed reserves wete in line with Group
standards. Enhancements were seen in procedures for estimating total

(probabilistic) reserves. Audit nail was good. Audit opio.ion: 'very satisfactory'.

1997: Differenee in probabilistic procedures for proved developed reserves

between East and West, both Deeded to be improved (too mechanical, DO

realistic low and high cases). Audit tta.il was poor, needing n repeat audit.in 1999.
Audit opinion: <quite satismctory'.

1999: Audit trail was (still) poor. Assumed long-term proved reserves forecast to

end-of-licence in 2019 required Il doubling of production rate. Proved reserves

esposed if this should not materialize, Audit opinion: satisfactory.

2003: Audit addressed reserves estimation procedures only (not the resultant

velumes, which. were under review at the tim.e). A significant portion of proved

reserves was based on immature projects that did not fulfil present (tigbtel'led)
Group guidelines. Status of I.l,2003 proved reserves: unsatisfactory:

"

Group Reserves Auditor Comment

Both SPDC aad PD~ Were affected by thetigbteaing of project maturity

requirements in the Group Guidelines that bas occurred in recent years (see 22).
InPDQ this seems to have been caused by the extreme focus on shon-tam

.development opportuniries ('keep the rigs busy to keep the oil tate up'), to the
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detriment of de6nin.g longer term pro;etl$ that would rectuire Qlore .intensive
study worle (e.g, improved reco'P'ety aild some EOR}. Quite a number of th~e
projects ate also mther tenuous in nature (e.g: EOR) II.Qdnot an o_f them may be
realized.

As for SPbC, the reason fOJ:the ad bfloogex·tcan project definition is less
clear. .SPOC', pto1'ed undevelo~i:I reserves over annual production acio is quite
bigh (some 22 yca;, in 2(02), wbitb implies that many of the constit'lle~lt projects
would not l1~ed to be tnlLtUredUntil much later in this decade, Although the oil is
quite likely to be there, thete tiDJply WV5 00 need yet to Address these proi~ in
detail.

These problems would perhaps have been z:riamgeable if both comp:ul.ies had
kept their house in oedee and kept a fully auditnble link between individual field
and project volumes and their booked colpoate proved reserves and Business

Plans. However, from 1999 eawaeds both companies WCIe heed With oil

prOduction declining or remaining well below plan {6eid decliJle in PDO,
externally itnposed stagnation ioSPDq. With the end-of-licence approaching

. (2012 inPDO, 2019 ia SPDC) this meant that both companies should have

reduced their proved reserves entitlements within licence accordingly s. The

reaIit:y is that they didn't. Both companies chose to reduce their booked proved

oil reserves by annual production ooly,"meruling that quite unrealistic upturns in
production were required to produce the stated volumes before the end-of-

licente. Business Plan volumes (expectstica) were changed more 0.1: less

appropriately. but individual field estimates became neglected. .

As for the reasons fot this reluctance to £ace,.teal.ity on the proved reserves front

- it is possible that scorecards could have had something to do with it. There is

also the issue of the sigcincant reserves addition bonuses that both companies

have received from the authorities Over the yean. However, these were in
relation to full-life expectatioll reserves, not Group" cntidettl.c:nt proved reserves.

SOme of these expectation volutn~ (particUlady in PDO) should be (hnve been). .

classed as SAt anY'\'ay.

The result was that hooked corporate proved reserves bad started to live theie

own life andtbat the litik Vlith both CA/BP volumes and. the iadividuel fields' .

volumes was lost. It is possible that the decision to maintain the a.rti6cia1 proved

reserves bookiags was not tnketl very consciously, at least aot I!.t the highest

levels. However, .the lack of sound bousekeeping [i,e. not linking cotporatc
reserves to iadividual fields and projects) points to a neglect of proper

:e.pg.p coinment bad flulOmanc: licence extension nOI been :1swred (or .SPDC, such th21 te$trvt&

bookings would bavt:.eollliDU~ to be eenstrained by upiry in 2019, the prite :luociat ed with ~l;CQce
e..."1e.IUion would be some 200·.300 il1hI bbl oil, :I, evalu:ued i.o. 2003. For 1>00, depending prtciJtly
how mud. or !be =nt inventory would be debooked, the prize of licence extension beyond 2012
would be in the twge 285 ~ 480 I'nln bbl..
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p.rocedlues and this must have aept.in during the ~t [out yca%S: I.a the case ot
PDO there is the fuitbu considtCltioD that proved reserves 'neve!: received much

focus anyway - the goven1ment was bah:Uy interested (this has n~w changed) and

prom reserves were not needed for PDQ or G.roup accounts.. .

The SPDe end-of-licence ptoblem wu resolved at a stroke when SPDC realised

.in 2002 that they had hlld the right.tO extend the licence.in 2019 all al~)Dgand that
post-2019 volumes could therefore' Wa be booked u Group entid~cnt .

reserves. This stillleft them with the problem of the l:u:ge amount of ill-defined

future project reserves .

.The PDQ end-of-licence issue has been addressed actively by POD and it looks
now likely that an agreement on an extension post-2012 will be reached eady in
2004. However, due to the sbo.tt-tetm development focus in ~t yeaxs, PDQ
are still faced with a luge volume of reser.V~ for which they do not have Ii
realistically de?ned pla.rt.. Even a ilUmbet of projects that WeL~ ~i:eo as mature in
1999 are now seen as ne_eding further wo.tk, in view of adV"erSefield peLfor:manee.

In addition, PD~ hAV"e allowed a serious slackening of their 'ARPR reserves

process discipline to cteep m .over the last four years. This gave them
coa.sideoably JOWeL scores on the subjects of techaical and co.m.tni:rc:ia.lDiilturity
and audit trails in the last audit, .

( Both companies ate now bringing their house in order, i.e, they ate aiming to
. achieve full alignment between individu:!.l fields, projects and plans in the course

of 2004 (ttying to do this euliex- is probably Dot realistic because of the

mammoth amount of wotk that is needed (or It prope.t j,oV"eotomation and

study). The unsatis&ccory audit scores rtlated therefore orily CO the status oftbe

.1.1.2003 proved reserves (which ismy b.tief as aµditor), lUld much less to the

efforts that have been spent since thi.t time..

.Finally, as a·general [~ roaiataining centriilly enforced discipliDe in'reserves

est:ination and reporting is extremely important We have secil in SPDC and

PD~ what kind of damage a slackening in this .[cspeet can cause. It is possible

that the two companies left the enforcement to too junior levels, much reducing

its effectiveness. A similar slackening was seen in Expro during the end~2002 ex-

Enterprise reserves audit. The audit report then commented on the adverse

cb:.nges seen in their processes since the '.good' audit score from 2001.

!
. !
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S.2 Outstanding Work

SPDC: Phase. 2 of the ongoing Resouece Maturation study was completed Oil

November 142003, resulting in the cooclus.ions presented in this document.
The Ilext phase, which involves detailed pWming of the studies effort required to

address project maturity in the shott tt:an, is in progress. As mentioned

previously, some 18 individual field studi~ • .requiring 42 DllLn-ye:us of effort. arc
plsnned for 2004 itl order to undetpia some 310 min bbl of exposed cuc:ent

proved reserves. Maturatioll of the remaining business pJaa exposure (814 mIn
bbl in tow. including the 310 min bbl to be matured in 2(04) will proceed
through 2005 and 2006. Ooly from that point on'Wuds (and perhaps sign.ific-.nntiy

later: still) would it be feasible to !l5sume' that signi£cuat inroads could be made

into the 720 min bbl gap between the current base programme and actu.:ll proved

reserves bookiogs at 31.12..2002

PDQ; The STOllP and Reserves Review' Team reported out in December 2003

and follow-up is now in planning by PDQ. The existing studies plan should

CDSUJ:ethllt much of the euttently identified exposure will be addressed by the

ead (!f 2008. However, this implies that, without a significant write-down of

proved reserves now, substanti.a.l exposures would need to be curled over se'leeU

years pending completion of this work.
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6. Reclassification

This section snmmaD2es bow the affected volumes would be reclassified in the
over2l1 Group petroleum. resource volume classification system, whicb. is
snmmarhed below together with a representation of the "cascade" by which

volumes mature from one category to the next:

~ It...~ .... ...•.._
-"'"'_1IIai
--1M- -. -I!' 7,,.

I

(.

Elcplora

DIscovery (explol'1ltlon)

Und~d~ , Appraisal/ Development planntng
~mI~

SFR _~ .~evelopment.

t ~~'\~I ,,~~...........,.1; IIY_
I
" 1

Acquire and Divest

At issue ate the extemally disclosed proved reserves. As indicated above, \lOy

debooking of proved reserves is likely to have a correspending impact on

expectation reserves, since the system essentially requires the same criteria of

project Illllturity to apply to all reserves categories. For many of the e;'q>osutes

under discussion, the correspondiag expecution reserves would be reclassified as

Scope For Recovery (SFR) if proved reserves can no longer be justified.

\.
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There tIe two exceptions to this: the l..KH exposure would be ad.dIessed simply
as a reduction of the applicabJe proved reserves volume in order to COtrlply \Vith
the new SEC guidance, There would be 110 effect on e.'q)cctlltion reserves.
Similarly. for PSCs. addressing the year-end priciOg exposure would simply affect

the ~timated volume of proved reserves entitiemcQt: expectation reserves (for

inte.mal tcpotting purposes) would remain unehao~ and would continuc to be

based on a Mid-PSV pdcing ass~ptioD.

NODc of the resav~ in question ate at this snge considered likely to be deleted

com.pletely from the Group's total petroleum resource base (115 would be the
case, for exitnple, if all hope of ever developing Gorgon would be abandoned).

Thus. volumes might now be "debooked" would a.etually simply he reclassified to

a less matme category in the overall system. only to be re-booked as rcsente$ I.t I.

funue dab: when the requisite P.rojcct IlllltuDty has been attained. For most of

the volumes under discussion, this "re-maturatioo" is unlikely to occur in the
short-term,

(

In the following tables, the effect of debooking the two trsnches of proved

reserves in question (see section 4) is illustrated in terms of the impact 00
Reserves Replacement Rano (RRR). The cczrespondiag (NB: estimated) effect

on expectation reserves is shown - these volumes would be posted as a positive

reclassification to SFR. The estimated volemes that would re-tnature to the

proved reserves category in 2004 sad 2005 arc also shown, together with the
corresp6ndiog dfeet on plan RRlt .

For context, the total Group resource distcibun6n at 31.122002 was as follows:

'robl initWly iD pl~CI:(diKovered): 230,100 miI1ionhoe
of which. o:smmted to be recDvuable: 88,8)0 (u1timlut ~very)
ofwhicb, moai.Qing 10 be produced: 57,790 (31,04Oprod\lted to date)

of which. &pel;I2Don Reaervu; J2,850 (24,940 discovetcd SFR.)
of which. producible withln 6== 24,280 (8,570 posr.liccn~)

of which, Proved Reservcr. 19,350 (4,390 pn>bable re$ClVtI)
ofwbic:h, developed; 8,870 (10,480 undeveloped)

In ~dditioo there is some 24,000 mln hoe of Undiscovered SFR:

As well as the potential benefits to 2004 RRR of .Ie-booking reserves (indicated in

the table below), additional R.RR benefit would be derived from including fuel
and flare (soll:le 300 m10 hoe, providing a ca 20% once off boost to RRR). If

PSCteporting were changed to ye:u-end pricing, rather than Mid.PSV. a modest

further ga1n:would be derived from including mx-entitlement reserves in tax-paid

PS(.s. Futthermore, the application of year-ead pricing to tax/royalty

concessions would add in the order of 100 mln boe through the e.."tCDSioDof
economic field life (at current prices).

(
EPS, E.PF, E.f7T 41 Proved Rese!"c$ Dee 2003 Port I CMD doc
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(
8 December 2003 CoDfidc:utial

Proved .tC$et1'U which are JUWy to be co~idered .. Dot compliant by the SEC

mIA boe 2003. Debookiog Proved Rebooking

Proved Exp'u 2004 2.005 Comment

Gotgon . -557 -785 0 430 1 tmin, uruiske.d

Nigeria #1 .720 0-1400 0 0 To mllrmc ovc:r the long tettn

Oman #1 -234 .240 480' 0 To milWe over the loug rum

llebooking: Licence =teDSion.

l.KH -300 0 0 0 R.e-boOlting$offset by LKH
'o:posuie5' in lSlUriled, pb.nncd
bookiogs

PSCS -291 0 50 50 Re-bookillgl It U5S24/bbl (2004)
USi20/bbl (2005) (1IttUals will
depend on Ewute price)

TOTAL -2102 -2430 530 480

Mec:t.ou Total EP Reserves (at =d-2oo2):

EPtona' . 19148 32a49 E:wudes oil W1ds
.. 1

EP Adjusted 17246 30419

Efi'ec:t all RRR:

LEI PhD 80"/. 66% 176% 0tg:uUc, ex,MI. ex-oll $ADds
Effect ·l%~. ,1~. 37% 33%

I
Adjusted -66% 103% 209"/.

( Proved reserves wbi~ might be considered 11.$ not t:Ompliantby the SEC I

mln boe 2003 Deboold.ng Proved kbookiog !

Pmvtd Exp'p .' 2004 2005 Goaunent

.Nigeria #2 ·814 0-1600 3tO 2SO B:ue propmme m~tur.ltion

. Om:m #2. -150 0 ·125 50 Rdlooking - inc:teIDeti tal to
Om2l1 #1 above -.imp:aa of
higher initial debooking)

~b2t= ,380 -500 100 0 Rc-booking limited to SEC
Ploved uea (+BG pre,emplion)

Others -200 ·210 2S 25 Notional projeCt m.ulltlIaon

_ Subtotal -1$44 -2170 310 325

FUm -2102 -2430 530 480 From IJIble sbove

TOTAL -3646 -4793 840 805

effect 011 Tow EP Resetves (at e.od·2(02):

EP rOIa] 19348 32849 Excludes oil sands

EP adjusled 15702 280S6

EffeCt On lUtR:

u:. / Plan BOo;. 66% 176% Otpnic., ex-Ml, ex-oil $tlnd$
Effect -2S3'Yo -)33% 58% 56%

Adjusted '-173% U4% 232%

(
EPS. EPF. EI"T 42 Proved ~.,. o« 2001 Po.n I CMD.doc
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No. 2573

CO'MMlTIEE Of MANAGING DIRECTORS

MlNUIES OF THE MEETING HELD IN THE HAGUE

ON MONDAY, 8 AND TUESDAY, 9 DECEMBER 2.003

Present PB Watts
J van der Veer
W van de Vijver (Items 6-21 inclusive only)

M A Brinded (Items 6-21 inclusive only)

JG Boynton
R IRouts (Items 6-21 inclusive only)

RMFox Secretary

. 1. MINUTES

The Minutes of CMD Meeting No. 2572 were approved, as amended,

2. ANNUAL REI'ORTS

Jyati. MUlISiff and Michiel Srandjes entered the meeting. Adrian Loader, Mary

Jo Jacobi and Yvonne van Sprang joined by videoconference,

The Annual Report covers and size were agreed. On the Remuneration

Reports the Committee commented that REMeO had a large number .of
comments on the drafts and that more work needed to be done on these pages.

The intention was that for the Royal Dutch Remuneration Report,. there would
be a general statement regarding remuneration but on the specific figures only'

Royal Dutch Directors would be referred to. The same approach would apply

to the Shell Transport and Trading Remuneration Report.

TT 000112
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It was agreed that the Chairman of REMCQ, Mr loudon. would sign the
Remuneration Report for Shell Transport and Trading and tor Royal Dutl;h.

Turning to the governance chapters, the Committee stated that for Shell

Transport and Trading, the focus of the Report .should be on the UK position

including the Combined Code with reference to Nl, and the US. The same

principle should apply in respect of the Royal Dutch Report with focus on

Tabaksblat with reference to the position in the other 2 countries. In both cases
the piece on the US would. be common, As fax as possible, the detailed matters
relating to the Combined Code and Tabaksblat should be moved to the back of
the Report and in NL it was possible to move some items to the Shell websi~.

The same approach would be used in the Sununary Reports.

It was agreed that the Chairman would sign the covering note for Shell

Transport and Tradlng as Chairman of Shell Transport and Trading and

Osa.innan of the Committee of Managing Directors. For Royal Dutch, Mr van
der V~ would sign the covering note as President of Royal Dutch and Vice

Chairman of the Cotruni.ttee of Managing Directors.

Turning to the Sununary Reports. the COmmittee stated that there should be

two versions of the message from the President of Royal Dutch and the

Chairman of Shell Transport and Trading,

It was confirmed that the plain English society would be n~vlewing the

wording of the documents, Further detailed comments were made on file draft
pages and it was thought that the message from the Chief Financial Officer

could be deleted to avoid potential overlap.

The tnatter would be referred back to the full meeting of the Committee on 13

January ensuring that all of the non- financial issues were already cleared by
the business CEOs prior to the Committee meeting.

CarY o!Minuf£ to: A Loader, ] Munsiff. M Brandjes.

3. INVESTMENT DEOSION GUIDE

Tim Morrison and Beat Hess entered the meeting.

2573M
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It \Vl\S explained that the Group Capital Budget Manual needed updating and
that the development of the draft Investment Decision Guide had been

sponsored by the Fmanc:ia.I Controller. The Committee raised the issue of

whether, in relation to asset proposals, such as leases. there should be a
maximum term of 15.years. In this context, the Comxnittee commented that it

needed 'to be made clear which items should be addressed in the Investment
Decision Guide and which items would be dealt with in the CP Guidelines. It .

was agreed that this point would be taken back to the businesses for

consideration. The question of the explicit support of the Director of Finance

was discussed IU)d the Couunittee stated how important it was for sufficient

connection ttl be made with the Director of Finance and senior finance people

In the decision maldng process. It was explained that the proposed change

which required the input of the Finartce Director concerned third party

financing requirements exceeding $500 mIn. In that case, the Committee stated

that it was important that there was consultation in good time with the Director
of Finance in the preparation of any such proposal.

Copy of Minute to: J Boynton, BHess.

4. SARBANES-OXLEY ACT SECfION 404 COMPLIANCE

Tun Morrison explained that the Sarbanes-Oxley Act, Section 404 dealt witb

intem.al controls On financial. reporting and that the Group F:inancia1 Controls

Framework was to be reviewed in the light of this legislation. He added that

the period for comment on the draft Regulations ended in November 2003 and

Shell had made representations as had 183 other organisations. The main
. areas on which Shell commented were the very low.materiality levels and the

definition of materiality. MrMorrison explained that the external auditors had

been briefed and were aware of !:he work being done by Shell in !his regard.
He explained that it was necessary for those working on the Sarbanes-Oxlay

Section 404 project to have access to the business Chief Financial Officers. He

added that assistance would be obtained from those inShell Canada who were

addressing this subject one year ahead. The Committee commented that it was

very important that adequate commitment of resources was given to this
project and Tim Morrison explained that a dedicated project manager from

SEPCO had been appointed to work full- time On the Financial Controls

Handbook He added that the scope of the work was not, however. fully clear

because of the likelihood of change to the draft Regulations. More clarity on

2573M
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the Regulations would be available in February 2004 and the Finance
Leadership Team would then undertake a review. The matter would return to

the Committee in Mardi 2QO.l The Committee emphasised that it was clear
that these requirements must be addressed in a timely manner.

Opy ofMinu~ to: 1Boynton.

5. IMPLEMENtATION OF INTERNATIONAL Acr.oUNTrNG
~YID~ .

Tim Morrison presented a paper on the implementation of the rnt:emational

Accotmting Standuds and said that the standards to be implen'l.ented were still

being developed by. the International Accounting Standards Board. The first

phase of the Groups' imple:z:nentation programme had been to analyse the
differences between the lAS standards and the current set of Group Finandal

Accounting policies. This phase had now been completed based on the lAS

Standards published at the end of September 20.03. .In the next phase the

detailed impact on the businesses was to be analysed and the necessary
changes to be drafted and agreed. This phase would run up to the end of

March 2004 at which point the finalised lAS Standards should be available. It

was essential that adequate resources were dedicated to this work and it was

explained that the accounting research group had been strengthened and that

the question of leadership of the project would be referred to the Committee
when the matter was brought back before it in 2004.

Ccpy Of Minute to: J Boynton.

6. FUNCTlONAl/BUSINESS PROCESS REVIEWS

.Hugh Mitchcll, Arjen Dorland, Guy Cowan. Mike Rose, Gustavo Guimaraes,

Bruce Culpepper and John Hofmeister entered the meeting.'

Hugh Mitdlell introduced the Functional/Business Process Reviews item by

explairdng that separate papers would be presented on the Group ERP

strategy, finance futures and HR futures. This would be followed by a

description of integration issues and conclusions. TT 000115
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Arjen Dorland presented the paper on the Group ERP strategy. He eXplained
that there were over 220 ERP $ystems in the Group and the Group ERP vision

was needed. to help realise further standardisation in Shell's businesses, to
reduce costs, to enable shared service centres, to improve maoagement

information and to rationalise the IT portfolio .. Mr Dorland explained that ERP

rationalisation could not be justified on IT cost reduction only. SAP enabled

business benefits were the key driver and there were economic cases yet to be
developed. IT investment may need to be redirected. The optimal Group ERP

vision was for minixnutn business models and maximum commOnality which

would drive further consolidation. There were 10 business models and 4

service and support models in existence. The aspiration was to combine the

multiple business models into 3 to 4 ERP systems namely upstream.

downstream.. utilities and services: .There would be three separate ERPs for

HR Master Data and Group Reporting. These plans would be examined in the
ITBC, the FLT and. EXCOMS during 2004. The CollUllittee agreed that

sbnplification of the ERPs driven by the business models was the correct step

and commented that flexibility of the systems was also important to cope with
acquisitions and divestments. There should be maximisation of commonality

and consolidation. The Committee supported the fact that there was a SAP

centric approach. The existing roll-outs inCH, EP and HR would be continued
and there would 'be common benefits trading across the Group. So far as the

common benefits tracking was concerned the Committee added that this was
one element which should be addressed by Hugh Mitchell in the overall view.
'There would be a number of items to be considered at the end of Ql/.2004 and

these included the OP Streamline SAP business case, .the ERP sltategy for

, Utilities business, the ERP strategy for services and any synergies which could

be {Qund between these items. It was agreed that the posidonmg of Trading in
the downstream and lor utilities model needed clarification and that Finance'

systems architecture was additional to the business ERPs. At the end of

Q1/2004 the optimal approach on the Master Data would need to be reviewed.

Finally it 'WaS agreed that the approach on the way forward for JVs and further

convergence opportunities for Oi and Trading would be reviewed later. The

COmmittee thanked the team working on the Group ERP strategy for the

clarity and pro£essionaIisIn of the work produced.

Guy Cowan gave a presentation on the Finance Futures Review. He explained

that this was a joint FN and HR recommendation on Shared Services Centre

locations, The focus had been on the cost of the locations and the processes to

be transferred there. Guy Cowan explained that the transfer of suitable

processes to Shared Service Centres could lead to some 2,400 full- time
employees being located there. The three existing Shared Service Centres were

TT 0007·16
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inGuatemala. Scotland and Malaysia and there were 700 people working theie.

The two new Shared Service Centres were proposed to be located in Poland
and the Philippines. A total of 1,700 FIE's jobs would migrate to the Shared
Services locations. A comparison between the Philippines, India and Malaysia

was explained and the European location review had considered Krakow.

Poland. Lodz, Poland and the Czech :republic.

Consideration was then given to the various processes which could migrate to

the Shared Service Centres • their phasing and the number of FTEs CWTently
eto.ployed in such processes. It was explained that the data had been gathered
with regard to 7 processes in the first t:ra.nche but that data in relation to the
other processes was not yet complete. The Committee queried whether in the
initial phase there was a common approach across the businesses. It was
important that reassurance was given that there would be a common end state.

The Committee required clarity by the end of Q1/04 on Which processes

should be transferred to the Shared Service Centres. In terms of cost savings it
was noted that a significant area was in wage arbitrage. Payback would be
achieved in 2006 following payments in respect of redundancies, retention
bonuses and start- up costs. The Conunittee queried whether the redundancy
figure was included in the Plan and it was confirmed tha.t this was the case.
.Risks foreseen .related to communication to staff, reputation and business

principles issues. So far as operational control was concerned it was very

important to manage any potential control failures during the migration stages.
It was vital that there was business continuity together with ownership and

cotrunitment from the businesses. The' timetable for implementation was

reviewed and it was explained that by the end of Q1/2004 there would be a
detailed pIan {or the project which would include governance issues, The time

for GSSE start up was planned for July 2004. The Co:rrunittee commented that
it was unportant to ensure that the Advisory 'Boardincluded an individual who
was not a Finance person and suggeSted that someone from one. of the

businesses would be appropriate. The Committee also suggested that the
Malaysian Country Chair should be involved to ensure that learning from the

existing Shared Service Centre there was captured. The COmmittee endorsed

the recommendations on the Global Shared Service Units and supported the
locations and configurations. It was explained that consultants had reviewed

the possibility 0( obtaining labour arbitrage if th~e were a Shared Service

Centre inNorth America but this was not found to be a viable option. The

plan was to transfer the existing SSCs to the new organisation by 1July 2004. A
Management Team of some 10 people would be created and the governance

structure would be established by the end of January 2004. The Committee

supported the continued work On the Common Mastel Data and commented

TT000717
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that it was necessary to synchronize this work with Streamline. The Committee
supported the cOt\Qnued wark on the ERP Road Map and Finance systems
architecture which would be brought back to it at the end of Q1/2004. The

Committee complemented the team on the great progress which had been

made on this very significant issue.

John Hofmeister explained that for the first time in~ all HR data had.been
captured. He saiq that there were 120,.989staff receiving a full HR service With
an additional 13,479 receiving a partial service. Benchmarl<ing exercises
suggested that Shell was well below the median part:icclarly in Northern
.Europe but added that many of the Global Businesses were supported from

this Region. Mr Hofmeister explained that it was necessary to establish which
HR activities could be delivered through a Shared Service Centte. He explained

that the OP and EP businesses would be working together during Ql/2004 to

find the right formula and that this would then become the Group's standard

for $. It was proposed that there would be Shared Service Centres based in
Eastern Europe and in Asia. He explained that HR costs totalling $4SO million
per year at the end of 2002should reduce to less than $300 million per year by
2008. The savings would be achieved by measures includi:ng standardization,

the setting up of the Shared Service Centres and the labour arbitrage associated

with that In addition he explained that the new HR operating model

contained a significant element of self-service. Looking at the. new HR
operating model John Hofmeister commented that it had been decided that it

was still necessary to retain general HR advisers within the businesses but that
other :rm matters "Would be handled at different tier levels ranging from self-

service to expert centres. The Committee stated that it was important that this
step was taken at the right time while recognising that Shell had an unusual

population, being truly international It should not be assumed that the end

state of one HR person for one hundred individuals was correct and the

Committee' expressed some concern regarding the element of self-service

contained in the model. It was agreed that the matter would be retwned to

the Committee at the end of January 2004 with a view to considering which
processes would be standardised. By the end of Ql/2004 further work would
be done on the whole plan including detail on the employee portal and Shell

People. The matter would be brought back again to the Committee at that

time. Finally. in June 2004, the whole project would return to the. COlllInittee

'with a complete business case. The Committee supported this process and a

full time team of 8 ·10 people would be working on it

Hugh Mitchell commented on the overall review process and said that there

had been improved focus. Pending work included the Group net benefits

2S73M TT 000718
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matrix which was still incomplete and detailed figures on the iJnpact on
people. He added that there was still a significant potential {or double

counting but noted that the ERP work was an enabler. The Committee

requested a comparison with the other major oil companies. reviewing what
had been done with regard to processes. Mr Mitchell went on to explain the
. .
priocioo for pursuing added value noting the importance of the Group ERP
strategy, that opportunity was found in, the locations and configuration of the .

Shared Service Centres and tha~ risk was identified in respect of people ,
reputation and the zea1isatian of net benefits. On the people side Hugh
Mitdlell explained that there were a number of change management
consultants being utilised. and the Committee requested this particular tssue be
returned to it in Joinuary 2004. At that lime there should be an awareness 01
how much change management was cunently being carried out by consultants
in the Group and whether there was a Group model for doing the work in

house as an alternative Next steps were to report back. to the Committee once
OP Streamline and the ERP business cases had been developed and the,Service
Centres implementation phasing and timeline was established. Double
counting risks would be itemised. A coordinated process would be introduced

on people communication. The Committee· said that it was important that

there was co-ordination over an the different reviews and that an overview
paper (ultimately for Conference) was the right approach. In particular the

completion of the Group net benefits matrix .was important together with
«Instant review of the "rules", opportunities and risks, . In addition by the
end of January 2004 it was necessary for there to be a one page draft statement
for Shell staff and for the external world. The Committee expressed their
thanks to the review teams and praised their alignment and co-ordination.

Copy Of Minute to: H Mitchell. Extract on Group ERP to A Dorland.
Extract on Finance Futures to 'GCowan.. Extract on HR to JHameister

7. CORALSTRATEGYUPOATE

Mark Hanafin and Aim Pickard entered the meeting. They gave a presentation
on Shell Trading Gas and Power inNorth America explaining that the business
environment was challenging but opportunities were emerging. In Power it
was explained that reserves margins were peaking, deregulation was slowing

and spark spreads Were Iow. For gas there was a tightening of demand ...rith

continued price volatility and LNG set to fill the gap. On the legal and

,
, ,
I
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regulatory front challenges continued but progress was being made. The core
commercial strategy for STGP related to customerS, opportunity, resources and

execution. US $lDO million NIAT should be generated in 2004 (excluding.
tolls). Looking at customers, the commercial strategy included growth in
profitable customer segments across the company and the development of

marketing plans for each segment Opportunities included selectively

acquiring pottfolio and enhancing contracts and providing access for LNG to

North American markets. InaLidition, production and execution of an effective

lobbying plan was beginning to have an effect In ten:ns of resources it was
important to tt\axhnise return on risk capital to hold costs at the 2003 level and
to optiIIlise portfolio options on tolls while continuing to invest in upgrading
skills.' For execution, important factors were marketing and trading' in GP
r-egionaDy and co-ordinating by segment across North America Impcrtanr for

tolling was operational excellence and portfolio options. The priority drivers

were .first.. value preservation then cash generation and CE reduction. Mark
Hanafin went on to exp1ain the alignment in North America where in ·LNG

there had been movement from unclear accountability to a single interface with

SItS, transparency and tight integration and !he same approach was being

taken in respect of Inte.rGen. The Committee commented that this
improvement in alignment and cooperation was very important and Mark

Hanafin explained that the new organisation would be in place by the middle
of 2004. The organisation would comprise a new management tea.m where the

trading culture was still very ,strong but there was the ability to deal wilh·~

customer base required to feed trading activities. Turning to Power, the
CorrurIittee asked about strategy and. it was explained that the strategy for the

Power business included a range of possibilities including trading blocks of

power or a fixed shape of product 'The aim was to test providing power on a

full customer requirements basis to see whether the increased sales justified the

costs involved, The Committee complemented the team on the quality of the
materials .

Copy oj Minute to: M Brinded, M Warwick.

8. CONTRACTING AND PROCUREMENT (eP) IN SaELl

Kees Linse entered the meeting. He explained that on-line bidding had

produced value since 2001 with over 4,500 bids taking place with average

sayings of 15%. Advantages were that on-line bidding disciplined the tender
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process, provided increased transparency as well as delivering savings. The
way in whidl. savings were measured was by comparison to the last ~nl:ract

entered into. The Committee queried why more on-line bidding was not
carried out and Kees Linse explained that it was necessary to educate suppliers
and Shell people in this process and that there was some degree of push- back
in Shell. Inaddition there was some supply resistance if the bidding related to
a special market.. The focus of CP activity was on savings and value

improvement leading to sustained competitive advantage ensuring full

business collaboration. Itwas also important that there was proximity to the
internal customer. Mr Linse gave an overview of the talent in O'noting that
the talent pipeline needed improvement and that there were a number of
individuals without headroom causing a $i.g:nificant block in the system.. Key
CP challenges related to systems, behiviours and processes and these items
was beingworked on and it was important to build on experience and leaming
from elsewhere including from acquisitions. Kees Linse explained that on the
people side, over the next 3 to 4 years, it was important that the right people
were recruited into the CP organisation who could be trained at the Supply
Chain Academy. As for delivery, it was agreed that the matter would be
returned to the Committee with a full update at the end of Q2/04 with delivery
of the new processes targeted for Q3/04- 2005.

Copy of Minute to:W Vande Vijver

9. GAZPROM ALLlANCE- STATUS AND WAYFORWARD

Michael O'Callaghan, Lorin Brass. Martin Bachmann entered the meeting.
They gave the background and status of the Cazprom discussions and noted

that current developments in Russia re-enforced the Gazprom position. Wider

discussions with Gazprom had been established encompassing the possibility
of European pipeline gas swaps and possible Atlantic LNG interests in

particular Schtokman. There had been agreement on certain elements relating

to Zapo-N/Sakhalin II but an impasse had been reached over the Gazprom

aspired sharehclding in Sakhalin Il, The Gazprorn position was that they

aspired to 25% whereas Shell's aspiration was for 5-10%. It was thought that

there was a perceived "window of opportunity" to reach' agreement in the
coming 2-3months. The possible deals which could be done were outlined .In
Atlantic LNG a deal on Shtokman would provide Gazprom with LNG
expertise and in respect of North American Regas, Gazprom could achieve

TT 000721
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market access and Shell would gain value chain alignment. Looking at the

proposed Shell position Michael O'Callaghan explained that the first step

would be in approxima.tely 2006 at the time of Zapo-N FID when there could

be an acquisition of 50% of Zapo-N by Shell fot up to 10% in Sakhalin n. A
second step in approximately 2009-2012 could be a swap of up to 10% of

Sakhalin n for equivalent value assets whim could include Shtokman or

additional reserves. This second step would be sub;ect to Trains 1 and 2 start-
up with project finance completion. Sakhalin n Train 2 being fully sold and FID
on Train 3. Another important issue was the MiMi participaticm in any

dilution to Gazprom which was recognised as being challenging.

Consideration was given to the possible ways in which MiMi could be

involved in the two steps noting that a fallback position would be that the first
step was one taken by Shell alone with a commianent from MiMi to parlicipate
in the second step. MiMi had been informed tha~ talks were taking place and

this would be followed by detailed discussions if Gazprom appeared to be

interested in the proposal Tripartite discussions could be an eventual aim.
The ColXUXlitteequeried how much confidence there was in Cazprom's ability

to deliver in the upstream, :Michael O'Callaghan explained that this was a

difficult issue and was one of the reasons why it was necessary to have a high

level meeting with Gazprom, The Committee commented that Sakhalin was

less sensitive to hydrocarbon prices compared to Zapo. It was also added that

timing was very important because' of the fact that Zapo would be later than
Sakhalin.. It was important that this was addressed in the negotiations. The

Comxrri.ttee su~rted the proposed way forward for a discussion with
. Gazprom on the Shell proposal on the 11 Dea:mber followed by a top level

meeting in January or February 2004 with detailed discussions with: Gazprom

and MiMi thereafter. The hope would be for a signattue on the updated

<illiance agreements in Ql or Q2 2004..

Copy of Minu te to: none.

10. PROJECT ROCKFORD

Tim Morrison and Beat Hess entered the meeting. It was explained. that

internal fact finding work was being carried out on this issue and the internal

legal review was being progressed. This involved careful consideration of all

the documents paying particular attention to disclosure obligations. The

Chairman stressed the importance of full disclosure and transparency of the

TT 000722
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facts and thorough legal analysis. Urgent attention was required as time was

of.the essence. A programme of future meetings was agreed.

Copy ofMinutt to: none.

11. ENTERPRISE REVIEW

Lorin B~s and Paul Welford entered the meeting.

Key issues in the end 2003 assessment of the Enterprise' acquisition included

integration, synergies, production. base value, exploration and
options/ upsides. Using a traffic light system' the only item which was not

green was production. ~th an amber light which represented the fact that
production was 50 kboej d lower than the pre-deal estimate over the Plan

period but higher thereafter. Synergies were substantially in excess of the post
deal commitment with a $356 mln run rate by the end of 2003 and 355 min
"cumulative" by the end of 2003. On value the pre- deal assumptions h~d been

confirmed. The hydrocarbon resource base was very solid with a total resource

estimate at 31 December 2003 of 2.2 bln boe. Production was lower in the
short-tenn but growth was at 5% per annum. NlBlAT was in line with

estimates carried out at the end of 2002 noting the extreme sensitivity to the oil
price, CutrUi1a.tive cash flow from operations at the end of 2003 was good and

it was commented that Shell had benefited from additional cash because of the

oil price. A review then took place of the options and upsides noting that they

were maturing but were. maintained at pre-deal levels. Particular attention was

paid to the UK options and upsides which were ·being matured to base value,

to the progress on Phase 1 of the Oair Field and the Pierce WI upside. It was

explained that with regard to the maturation of options and upsides in value in
Italy, the total value potential exceeded the pre-deal figure. Key external

messages with. regard to the Enterprise acquisition were that integration was

complete and synergies were on course to deliver $375 mln by Qlj2004.

Overall value delivery was ahead of pre-deal estimates and over $2.1 bIn in

cash from operations ~d been generated since the purchase. The portfolio had I .
now been thoroughly evaluated and was a good fit but had been updated

through the divestments of KMOC and North Sea assets. On the projects the

Bijupira-Salema was currently producing 50 kboeJ d in Brazil. The Pierce water
injection projection was in execution phase for start up in late 2004 and Gail

Phase 1 was on schedule. Itwas important to note that these good results were

TT 000723
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not just: because of oil high oil price. This acquisition provided Shell with benefit
on the upside. It was confirmed that for the announcement on 5 February it

would be stated that the Enterprise deal was complete and had been absorbed

into Shell's normal. business. It was further ahead in delivery of synergies than

had previously been thought possible at the time of acquisition and even
though there had been disappointment in respect of the plaMing permission

on the Como Field, Shell wasstill was positive regarding this project

Copy of Minute to:Wvan de Vijver_

12. or ACQUISmONS OVERVIEW

Leslie van de Walle. Lynn E1senh.ans. David ~et and Ron Blakely entered the

meeting.

Leslie van de Walle gave an overview of the position with regard to the DBA

acquisition. He explained that the key approval assumptions had all been
exceeded with the exception of exC:hange rate issues. For refinery and retail

margins it was estimated that there would be upsides in2004. In terms of

market share SheD now had 20% of the fourth biggest retail market in the

world with BP having 22%. Volume was growing and it was anticipated that

the market share would be 22% in 2005-2006 and Mr Van de Walle added that

V-Power was contributing considerably to this increase in volume. It was
noted that this was a successful acquisition which had been seamlessly

integrated into Shell. Of particular note was the cohesion and focus of !he

German tea:rI\ which was outstanding, Itwas anticipated that ROACE would

be 22% in 2003 but somewhat less in 2004 because of.a pensions issue. "The VIR

was currently at 0.7 .although it was hoped that when the full PIR was carried
out it would be found to be closer to 1.0.. It was hoped that the NPV would be

$1.2hln. In terms of the external message DEA was a successful acquisition for

Shell with all promises exceeded. It provided a strong growth platform for

Shell to be a large player in Europe's biggest market It was confirmed that the

integration of this company was fully complete

Lynn ·Elsenhans gave a presentation on the Texaco acquisition and explained

that key actions following the acquisition of the Texaco assets had been

completed .. The premise for synergies was $400 mln and to date $605 mln had
been delivered. Progress with rebtanding Texaco sites to Shell was on track

TT 000724
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and the US was aligned with the global OP structure. However, there were a
number of areas where progress had not been as good including refinery

reliability where there had been 7.5%unplanned downtime in the year-to-date,
2003 with a plan of 4% in 2004. In addition transportation revenue and

earnings growth was lower as was retail volume. There was an increase in
employee costs in particular pension funding and post retirement benefits.

Looking at the 2003 .figure for SOPUS ROACE normalised to reference

conditions, the 2003 approval figure was 12..5%but the latest estimate fOr'2003

was much lower taking account of the Project Mission write down of $180 :mln.

The figure for 2004 Plan was 10.2% ROACE. Lynn Elsenhans explained that
this figure of 10.2% was challenging but hopefully still achievable. The way

forward was to continue retail momentum and to accelerate refining reliability

ini.tiatives while continuing to aggressively address costs, The transportation

portfolio needed to be reviewed together with the stluctw:ai cost iss~es. A
continued reduction in costs together with delivery of the divestment

programme commitment was important Finally the talent base in the
organisation required refreshment. Suggested external messages were that the

US continued to make progress to leach the 12% ROACE target. Aggressive

actions were being pursued with additional cost reductions, work force
reductions, base oil plant closures (which were now completed) and the closure

of Bakersfield Refinery announced in the Q4 2003. The overall view was that
Shell was confident that the USwould deliver improvements. The Committee
commented that it was important to make clear the contrast between the Plan

and the shortfall and to list the achievements and the actions taken. It should
also be stated that 2003 was the best year ever for Shell in the United States (

before the Bakersfield Refinery charge). A further point of note was that the
initial cash outlay for the Texaco assets would be recovered. in five years. The
main message was that this acquisition gav-e Shell a strategic position in the US

market. A lot of work. had been done since the acquisition and some difficult

actions taken including, for example, the announcement of the closure of the

Bakersfield Refinery. There were problems which had to be acknowledged but

further aggressive. actions were planned.

David Pirret gave an overview of the position fcllowing the acquisition of

Pennzoil Quaker State. The acquisition synergies were on track with a plan for

2004 of US $187 million. Also on track were workforce reductions, earnings

targets and cash flow. Areas with ongoing issues included the US Lubes

business in respect of incremental earnings and ROACE. Comments made to

analysts on 26 March 2002 had been that there would be earnings of 5250

million for US Lubes and the plan for 2004 was now US$117 million. At the

same time the statement relating to US Lubes ROACE was that it would be 9-

.rr 000725
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10% in 2004 whereas the Plan for 2004 was 7.1% (9.7% when normalised for

base oil reference conditions and allocated costs/capital eatployed~. Looking

at the US Lubes 2004 NIBIA T it was explained that the March 2002 view was

$262 mlnwith a $265 million in the Plan for 2004.

David Pirret went on to explain that it was now clear that this business could

add real value to the Group outside the US and it was planned that some of the

cost base could be taken out when the business became a Global one. It was

acknowledged that this deal had been finalised fairly recently but that on the 5

February 2004 it would be stated that the acquisition of PQS had 'provided
Shell with a strategic position in the US lor a global lubricants orgaIlisation.

Theil! had been delivery of synergies, the integration of the work force and ~e
Excel sale had been achieved. Also worth mentioning was 1he proPosed Jiffy
Lubes deal in Orlna. ' .

The Committee commented that it was Important that the learning from 1he

acquisitions described was utilised. It was vital that for future divestments

there was a designated centralised group with appropriate internal and

external expertise.

Copy of Minute to: R Routs.

13. MANDATE TO NEGOTIATE QATAR LNG PROJECf

\

Malcohn Brinded gave an update on the position' on the Qatar ~ Project.

The Committee commented that the proposed VIR target of 0.25 for an

integrated project was relatively low but Malcolm Brinded explained that it

was being proposed as acceptable because of the strategic importance of Qatar

LNG and the significant upsides at higher gas and oil prices (at Henry Hub US

$4/MMl3tu an integrated VIR of 0.40 was achieved).

Copy of Minute to: none.
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14. HAZIRA

Malcolm Brinded reported that Shell had "shaken hands" with Total on the

proposed deal which it was hoped would dose by 31 December 2003.

Copy of Minute to: none.

15. BAJA

Malcolm Brirufed reported that negotiations with Sernpra on the SOi50 deal
had collapsed but later reopened. The outstanding issue concerned. the

negotiation of the Capacity Agreement which was needed by Shell for its fall
bad: position. Efforts were continuing to try to resolve the issue. On the

potential 100% deal, Malcolm Brinded reported that he was concerned that

there could be other companies mterested and that Shell could not afford to

waste much time if it were interested inpursuing this deal.

Copy of Minll.k to: none.

16. BENGAL

WaIter van de Vijver reported that he had spoken to Eugene Shvidler. The

focus for Sibneft was currently the issue of the. possible demerger from Yukos

and that there would be a meeting held in this regard on 16 December. SibneR

was still content to complete the deal with Shell but·it was clear that it was (

necessary £OJ there to be joint lU\TIO\U\Cementwhich was not possible at the

present time.

O:rpy of Minute to: none.

(

17. OMAN - FATALfIY

Walter van de Vijver reported, with regret, the death of a third party near

Marmul Airstrip on '2J November 2003. The third party vehicle was

TT000727
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162573M

FOIA Confidential
Treatment Requested



Case 3:04-cv-00374-JAP-JJH Filed 10/10/2007 Page 14 of 61

17

FOIA COnfidential
"Treatment Requested

Document 365-7

MOST CONFIDENTIAL

overtaking a second vehicle and collided with a POO contractor truck. The

third party vehicle had 6 people on board, 2 wed at the scene and 4 were

injured (one of whom being critical). The matter was being investigated..

Copy of Minute to:W van de Vijver.

18. NIGERIA - INCIDENT

Walter van de Vijver reported that on 26 November 2003 at the Cawtho:me

Owmel Houseboat.a Naval Officer who was attempting to cross a pontoon
slipped. and fell overboard. The Naval Officer was still :missing.

Copy of Minute to: W van de Vijver.

·19. PAKISTAN-FATALIl1ES

Rob Routs reported, with regret, the death of two staff at a Shell retail dealer

owned and operated site and Bahria, Pakistan. The fatalities occurred

followhtg an explosion on 3 December 2003. The incident was being
investigated.

Copy of Minute to: R Routs.

20. DOW LmGATION

jeroen van der Veer reported that there had been an approach to settle in the'

Dow litigation. A legal team was working on the matter with input from the

business and a review of the case should be finalised by the end of 2003.

Copy ofMimlte to: none.
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21. NOTES FOR INFORMATIONjOISCUSSION

The fonowing matters were before the CoIJUl'littee as Notes for Infonnation!

Discussion:

ITEMS FOR DISCUSSION

Forthco.tning Items for CMD and Conference

2003 GTOUp and Business Appraisal

Divestment of Sh~ Share in Rosetta Concession (PrOject Macallan)

Geelong HDS Cost Overrun - Request for Additional Funds

Mandate to Negotiate: Qatar LNG Project

ITEMS FOR INfORMATION

Brunei Shell Petroleum (BSP) - 2003 License Extension

EP: Divestment of Thai Shell E&P (I'SEP)

Project "Velvet"

Relationships with FenceIine Communities

Status EP·Divestments 2004

n000729
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100485664: .FW:Rockford Co-ordination Team Page] of 1

CC:

Watts, Philip B SI-MGDPW
Loader, Adrian A SI-PX; Hess, Beat W SI-LG; Frasier, Curtis R SI-LSEP; Darley, John J
SIEP-EPT; Boynton, Judith G SI-MGDJB; Morrison, Tim TDR SI-FC; Jacobi, Mary Jo SI-
PXX
Van der Veer, Jeroen J SI-MGDJV; Van De Vijver, Walter SI-MGDWV; Brinded,
Malcolm A SI-MGDMB; Boynton, Judith G SI-MGDJB; Routs, Rob J SI-MGDRR

From:
To:

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

2004-02-02 09:42:44.000
2004-02-0209:42:45.000
FW: Rockford Co-ordination Team
Er..Qje(tl~MrLQ19 Ch~r1_YIJ~Q.PJ

Our first meeting is at 1530 hrs. today (24th Floor Boardroom). I will kick off this first one and Adrian will chair
thereafter. Attendance of yourself or alternate is essential - actually, obligatory!

We will keep it to within 30 - 45 minutes.

Thanks.

Phil

-----Original Message-----
From: Watts, Philip B SI-MGDPW
Sent: 29 January 2004 16:45
To: Van der Veer, Jeroen J SI-MGDJV; Van De Vijver, Walter SI-MGDWV; Brinded, Malcolm A SI-MGDMB;
Boynton, Judith G SI-MGDJB; Routs, Rob J SI-MGDRR
Cc: Loader, Adrian A SI-PX
Subject: Rockford Co-ordination Team
Sensitivity: Confidential

Further to Adrian's message of 28-1, please find attached note on which I would appreciate your urgent comments

The first meeting of the team will be on Monday next week at 15:30 hrs.

Phil

Sir Philip Watts
Chairman of the Committee of Managing Directors
Royal Dutch/Shell Group of Companies
Shell Centre London SE 1 7NA
Tel: +44 (020) 7934 5556 Fax: +44 (020) 7934 5557
Internet: Phil.Watts@shell.com

EXHIBIT
II...-_ n d c"-./ L/:; 1./ /f'.
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Unknown

From:
Sent:
To:
Cc:

Van De Vijver, Walter SI-MGDWV
02 February 2004 13:19
Watts. Philip B Sl-MGDPW
Loader, Adrian A Sl-PX; Van der Veer, Jeroen J Sl-MGOJV; Brinded, Malcolm A SI-MGDMB;
Boynton. Judith G SI-MGDJ8; Routs, Rob J SI-MGDRR; Hess, Beat W SI-LG
RE: Rockford Co-ordination TeamSubject:

Sensitivity: Confidential

Phil,

f note that no change has been made based on my comments,at least had expected a discussion at CMD before this was
issued.
In order to "contain" the overaR senior management on this within EP .Curtis will act as alternate to John if he is somehow
unable to attend.
John is getting dedicated resources underneath him to manage this activity.

Regards.
Waltet

,---()rjginal M~·
From:
Sent
To:
Co::

Watts, Philip B SI-HGOPW
02 ~ 2004 lO:<tS
V~.,De VIjver, Walter SI-MGOWV
loader. Adrian II SI-PX; Van der Veer, Jeroen J SI·MGOJV; Blinded, Malollm A Sl-MGDMB; Boynton. Judith G SI-MGDJ8; Routs,

Rob J Sl-HGOAA; Hess, Beat W SI-LG .
RE: R.oc:kford co-ordinatioll Team
Confidential

Subject;
SensItMty:

Walter,
Thanks. Who is the alternate to John Daney?

You will see my message this morning about kicking off the ftrst meeting this afternoon.

Phil

---Original Message--
from: Van De Vijver, Walter SI-MGOWV
Sent: 30 January 2004 05:39
To: Watts, PhilIp B SI-MGOPW; Van der Veer, Jeroen J SI-MGOlV; 8rinded, MatooIm II SJ-MGDMB; ~, Judith G SI-MGDlB; Routs,

RooJSJ~ .
Cc: Loader, Adrial A Sl·px; Hess, Beat W Sl-tG
Subjea: Rf: RodIford Co-ordination Team
Sensitivity: COnfidential

Phil,

I thought the idea was to delegate day,to-day management to a group of very senior and capable leaders in our
organisation below CMD and hence was very supportive ot an overall coordination effort by Adrian Loader with
weekly updates to the CMD.
Obviously the leaders in the variovs areas would consult with the relevant CMD member as considered relevant
at any lime. .
The proposal put forward still has several CMD members on the actual team and I would advise against that to
ensure adequate delegation.balance and ownership.
John Darley will continue in the lead EP role..At the EP Exec today we will consider additional support to him and
a possible alternate similar to the Beat/Curtis construct.
It may also be appropriate to check the fmal construct and modus operandi of the Rockford coordination team
with our new extemal defense counsel.

Thanks,
Walter

BRINDED 0119
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--original ~
Frorn: Wal:t$, Philip fI SI-MGOPW
Sent: 29 January 20M 17;" 5
To: Van (Ier- Veer, Jeroen J SI-MGON; Van De Vijver, Walter SI-MGOWV; Blinded, Malcolm A SI-MG0M8; Boynton,. Judith G SI-MGO)B;

Routoi, Rob J $l-MGDRR
ce loader, Adrian A Sl-PX
Subject: Rockford Co-onIination Team
Sensitivity: Confidential

Further to Adrian's message of 28-1, please find attached note on which Iwould appreciate your urgent
comments

The first meeting of the team will be on Monday next week at 15:30 hrs.

« File: Project team Org Chart v7.ppt (Compressed)>>

Phil

Sir Philip Watts
Chairman of the Committee of Managing Directors
Royal Dutch/SheD Group of Companies
Shen Centre London SE1 7NA
Tel: +44 (020) 7934 5556 FalC +44 (020) 79~ 5557
Internet Phil.Watts@shell.com

BRINDED 0120
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Van De Vilver, Walter SlwMGDWV

From:
Sent:
To:
Subject:

Van De Vijver, Walter SI·MGDWV
28 December 2003 21:48
Coopman, Frank F SIEP-EPF; Darley, John J SIEP-EPT
RE: Rockford

Frank/John,

Useful document,thanks.

A few comments that need to be incorporated:· ~1
• are we sure that SEC has never challenged anything on our reserves until ~?
- shouldn't we add that we had the uncomfortable PD/PUO ratio in SPOC and the automatic
linkage between expectation and proved updates through the probabilistic method until 98/99.
-little text on what has happened since 2001 on internal strengthening of technical
discipline and T&OE focused initiatives plus the major drive to understand
the portfolio in Oman and Nigeria .
• consistency with business plan not just for commitment but also to close the loop between
business plan long term production outlook and ARPR.
- SEC first issued guidance for review on web In 2000 (not just in 312001)

We still need to come to a landing on our 10/03 Shell guidelines:

- Given the fact that we will have to go to stricter SEC compliance (ie keeping the high ground when dealing with the
SEC .
without having to be become defensive or perceived "smart ass" as we know better},what is the remaining logic to
have
our own guidelines rather than to clarify the SEC rules to our staff?! I understand this is a very sensitive issue but we
need to come clean on this one.

Regards,
Walter

----Original Message---
From: Coopman, Frank F SIEP-EPF
Sent: 28 December 2003 12:33
To: Darley, Joim J SIEP-EPT; Van De Vljver, Walter SI-MGDWV
Subject: RE: ROCkford

Walter,John,

I re-.edited the "Full Story line" .which Is attached.

It is still a draft with room for improvement ( too long?).
We may need a shorter version for the GAC (what has changed since Oktober?)
Controlleaming will be done this evening.
I am available later this aftemoon ( after 16.00 hrs) If you wish to meel
Monday is reserved for preparation for Tuesday.

«File: Storyline-Full.ppt (Compressed) »

---origInal Message--
From: Darley, John J SJEP-EPT
Sent: 27 December 200319:38
'to: Van OeVljver, Walter SI-MGDWVi Coopman. ffank F SIEP-EPF
SUbject: RE: Rockford

Walter.

I have the first draft of the data sheets - will review this evening I tomorrow am

Win draft the CMD notes- ditto.

1 --FOIA C~nfid~~tial---'
Treatment Requested
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Will let you have a package by mid-day Sunday, and am available for further work Sunday evening I Monday
am , in order to submit to Beat by th noon Monday deadline

give me a call if necessary

john

----Original Message----
From: Van De Vljver, Walter Sl-MGOWV
sent: 27 December 2003 15:23
To: Darley, John) SIEP-EPT;Coopman, Frank F SIEP-EPF
Subject) Rockford
Importance: High

John/Frank,

When can Iexpect to receive the following for review:

~Controlleamlng (work by Frank/Anton)
- Individual data sheets (in Tim's format) on the various exposure areas
~Draft CMD notes (summary section/attachment)

Hope you had some time for relaxation I

Regards,
Walter

Walter van de Vijver
EP CEO and Group Managing Director
Shell International av
PO Box 162. 2501 AN The Hague, The Netherlands

Tel: +3170377 7427 Fax: 2555 Other Tel: +31703771675
Email: Walter.W.VanOeVijver@sLshell.com
Internet: http://www.shell.com
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Summary
. SEC interpretation and clarification of FASB rules (2000-2001)
belatedly and gradually implemented in Group guidelines

- exceptions: PSC's , LKH J one well offset rule and Gorgon

• Aggressive drive for additional proved reserves (1997-2000)
under originally 'vague' Group guidelines has led to 'exposed'
undeveloped volumes under current guidelines and SEC rules,
requiring de-booking

,\ ~
~\'-"/

• Lapse of discipline in the application of PE basic skill sets in the
OU's when filing proved reserves returns.
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• Since 1973 the Group has applied its own' internal guidelines for
'proven' (and expectation) reserves estimation
- Based initially on probabilistic procedures for all fields
- Different from petroleum industry which used 'deterministic' methods
- In 1998 amended to deterministic estimation for mature fields

• In 1979 (SEC's ASR-257) the Group declared that its internal 'proven'
estimates were equivalent to SEC 'proved' reserves

SEC/FASS 'proved' reserves definitions were sufficiently flexible to make
this proposition largely valid

- Exceptions (e.g. 'proved area', PSCs) recognised but not seen as material
- Nature of Group's guidelines was known in industry (via SPE)
- Group 'proved' reserves were never challenged by SEC until 2002/3,.....-.--- ......
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• Loss of proved reserves discipline and audit trails in SPDC (.1998-
2003) and PD~ (2000-2002) now require major de-bookings
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• In 1998 the Group revised their Reserves Guidelines for mature
fields .
- Proved developed reserves should be close or equal to expectation
- Proved undeveloped reserves should be based on deterministic
(not probabilistic) evaluations

- Net result is a significant increase in Group proved developed
reserves (+900 MMboe over 1998-99)

- Proved undeveloped reserves remained largely unchanged

• Guidelines Changes were part of a significant drive towards
increasing proved reserves during 1997-2000
- Proved reserves targets in score cards resulted in e.g. aggressive
attempts at booking additional reserves (e.g. Gisco, Angola,
SNEPCO)
Pressure on staff to obtain a proved reserves replacement ratio
(RRR) of 100% (particularly in 2000).
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•
~SPDC: ~O"- H- . .

- Additional proved reserves booked b/sPDC (+1000 MMbJ in 1998-99)
relied on aggressive assumption of1f~~blingof production (to 2 MMb/d)
before licence expiry in 2019
Proved liquids reserves were 'frozen', not de-booked, when aspired
production increases did not materialise

- This 'freezing' detached the SPDC corporate proved reserves from
individual field proved reserves, thereby removing the audit trail

PD~:
- Aggressive additional reserves booking in 2000, reflecting the then

prevailing view of a continued plateau production at 850 Mb/d (in hindsight
too optimistic) . .

- Proved liquids reserves were 'frozen', not de-booked, when severe
production decline set in during 2001

- As in SPDC, this 'freezing' detached the PD~ corporate proved reserves
from individual field proved reserves, thereby removing the audit trai.
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• sac applies SEC rules consistently. WaUSA more relaxed.

• SPDC and PDQ Oman hunting for Reserve Addition Bonuses in the
Nineties. :T-.........._ ';_ -f".t- ..e-, ~....."t;. ("'J. ~ ',--ol_}c ,- ..~ ~-.....

" ....~ ~".... [f~\.II ..,< L _r- J.)

• Focus on Expectation rather than Proved reserves. <

• Lack of quality technical work,
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• Optimistic production forecasts.
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• Top down pressure to book reserves.

• Compliance audits only once every four years.
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• "Risky" FRO and 98 guidelines.
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Full Storyline (4)
i:...J "",; J ~ 0)" • .

_. ~__~SEG_[ssued 'G.uida~ce' in 2()()1, claHtYi~; their (re- )interpretation
of existing SEC/FASB rules

No recognition of significant technology progress since 1979 (e.g.
wireline testing, seismic, simulation)

- Significantly stricter interpretation of rules in several areas:
• Wireline formation tests not seen as sufficient proof of producibiHty
• Requires absolute proof of producibility in large sparsely appraised
fields ('proven area', 'continuity of product jon')

• Requires project 'commitment' (DOC, AFE, FlO, etc) before proved
undeveloped reserves can be booked

• This Guidance was followed by correspondence between SEC
and Shell during 2002-2003 expressing even stricter views:
- 'No proved reserves below LKH under any circumstances'
(arguably not in agreement with 2001 Guidance)
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Full Storyline (5)
• Group reserves guidelines were updated only gradually after 2001

- .....--~. -Severe dlscontinuityof staff in ReservesCoordination durin'g'200 1~2002t-
making 2001 a 'lost' year
Tighter guidelines issued in early 2003

- "Project commitmenf' now interpreted as FDPNAR3/FID for
small/medium/large project

• Full magnitude of exposure of Group proved reserves to stricter SEC
interpretations did not become apparent until November 2003
- Some exposures identified earlier and flagged in 'Exposure Register'

(Excom informed)
De-booking held pending (also to avoid reducing RRR!)
Reserves audits and follow-up work in SPDC, PD~ in late 2003 showed
significant exposure vav maturity of future development projects (lack of
progress towards FDPNAR3/FID)
Yearend 2002 position in line with SEC rules based on the information
available at that time.

- Total of exposed Group proved reserves Volumes now seen as untenable
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SEC Milestones (1)

'1978 -I 'FASB 'issue deffnitions Of'p'roved 'Re-serVes' (FAS-25);
SEC issue 'Regulation S-X' (identical to FASB definitions)
and ASR-257 - disclosure of 'proved' reserves

SEC/FASS definitions address subsurface uncertainties only

1980- No challenge of Group proved reserves submissions by
1999 SEC

SEC focus mostly on Initial Public Offerings

1999 ! SEC take interest in proved reserves matters
Hire two petroleum engineers

. Enquiry letter to Shell- replied throuqhface-to-face
discussion

2000 ! First of annual SPEE Reserves Evaluation Meetings
Contacts and challenges between SEC and Industry staff
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SEC issue 'Guidance' on 'Regulation S-X' proved reserves ~
definitions §;

"'0

First published in 2000, for comments by industry ~
I

Perceptible 'tightening' of SEC interpretation of FASB
definitions
First-time insistence on 'commitment' to develop (e.g. FlO)
before undeveloped reserves can be booked (,Regulation S-
XJ only mentions 'reasonable certainty' of reserves)

2001

SEC Milestones (2)
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2002

2002

Start of series of letters between SEC and Group
Ultimately ending in statement that SEC do not accept proved
reserves below lowest hydrocarbons seen in wells ('LKH')

Similar correspondence between SEC and other industry
majors on varying topics - details not known
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Group Reserves Milestones (1)
1973 Group introduce probabilistic reserves estimation

. --_.--Address-es subsurface uncertainties -only (r.e-:-no projecf .
"_-_#

. -- _ ......

uncertainties)
'Proven' = 85% confidence level ('P85')

1979 Group adopt ASR-257
'P8S' = 'Proved' ('Reasonably certain, within context of SEC
requirements')
This view endured unchallenged, either internally or by SEC;

1993 Group reserves guidelines require 'project' definition of
undeveloped reserves

I

'Projects'to be based on identified activities, with robust
Ieconomics
I

'Projects' can be notional or analogues, with timing not
specified (or even certain) I
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Group Reserves Milestones (2)
_ ----,

1998 I Group proved reserves made closer I equal to expectation

2000-
2003

2003 I Group guidelines now seen as SEC compliant, except for:
LKH; PSC price assumptions; Sparsely appraised fields (e.g.
Kashagan); Improved recovery in frontier areas (e.g.
Sakhalin), offset by:
Gas Fuel & Flare; PSC royalty & Tax; (too rigorous) VAR3
requirement in Group guidelines (?)

reserves
Group reserves in mature fields seen to be below those
carried by competitors (e.g. Exxon)

Group guidelines gradually 'tightened' wrt project maturity
needed for (proved) reserves booking:

No restrictions before 2000
Now requires FIDN AR3/FDP for Large/Medium/Small
projects

In response to SEC guidance 2001
Also in response to over-aggressive booking attempts by OUs

·1

o
!l)
CJ)

CD
W
(:)
-+:>.
I

o
<----1-..__.,.. -. 0

oco
-...,J
-+:>.
I

'--»
"U
I

'--
'--
I

ooo
c
3
CD
:J-co
0)
(]1
I

-...,J

......
o...._......
o
i\3
o
o
-...,J

"U
!l)
co
CD
co
I\)

o-0)......



SEC Rules - Considerations
• Present SEC interpretation is seen as unduly conservative:

._._-fgnores'wide-spreadindustry' Practice~ (e~g·.'p~~ssur~infor~ati;~b~I~';-' - .
LKH)

- Ignores' advances in industry technology (seismic, simulation, laboratory
techniques)
• Does not accept pressure/seismic evidence in LKH situations
• Seems to prefer antiquated recovery factor correlations over modern detailed
simulation models

Restrains proved reserves to levels that are considerably below those
needed I used for investment decisions
Will require the industry to spend more pre-development funds:
• Unnecessary appraisal wells (where e.g, seismic can provide sufficient
information)

• Pilot water injection in frontier areas (where laboratory tests can yield most or all
of the information)

Cannot be seen as in the best interest of the investment public

Insistence on projectcommitment will affect long-term proved reserves
in some Group areas (e.g. Nigeria)
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Group Proved Reserves vs SEC
• Original Group probabilistic reserves estimates, compar~d_witb .. __... _ ~- -.--~. - -_~_ •• , ,H ~ _ _,. • __ •

SEC 'Regulation S-X' tended to be:
Less conservative (and more realistic!) in immature I unappraised I
undeveloped fields and reservoirs,

- More conservative (but less realistic) in mature fields I reservoirs
with considerable cumulative production

• The 1998 Group reserves changes addressed and corrected the
second of these imbalances, but not the first'

• The p.erceived non-compliance with SEC's interpretation of
'Regulation S-X' relates almost exclusively to the first of these
. imbalances (undeveloped fields and reservoirs)
- Immaturities I uncertainties in projects are now a major hurdle, not
captured in previous reserves estimates



Proved Reserves - Group vs Industry
• Awareness / concern over SEC 'Regulation S-X' has

- .. '-'traditiona'II}i"been low in"the'-G'roupsub-s-urlace community-
outside USA

• SOC/SEPCo have traditionally followed their own guidelines
- Adhering to American industry practice, based on SEC/FASB
.definitions

- Strict annual audit procedures since major de-booking in 1986
Traditional insistence on plan maturity (FDP for brownfield, FID for
frontier projects) now seen as compliant with SEC requirement of
'commitment'

• US Consultant firms (GCA, D&M, M&L, Ryder-Scott, etc) tend to
focus on subsurface uncertainties only (c.f. Sakhalin)
- Do not verify status of project maturity I commitment
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• Group Reserves Guidelines were the only proved reserves
----." --_.-.: .. _- . "standard disserninated'ln the-Group-·----- - . _._ --..- . . - ..----..
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• Group Guidelines have always been based on the Group's
interpretation of'Regulation S-X'
- Some exceptions known but considered immaterial:

• PSC price assumptions
• Large sparsely appraised fields (hardly any in portfolio before Russian
fields were added)

• Improved recovery in frontier areas (Group VOl approach considered
overriding)

- Discrepancies recognised with SEC 2001 Guidance
• Addressed through adaptation of Guidelines in 2002,2003
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Reserves audits were carried out with reference to Group
guidelines
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Group Reserves Audits

• Traditional Reserves Audit duration and frequency (2-5 days, once
per 4 years) are now seen as too low:
- Audits addressed in first instance reserves estimation I collation procedures

• Basic technical flaws at au level;

Reference to detail by way of example (depending on size and complexity
of company)
Consistency with Business Plan not really verified (now important for
showing 'commitment') .,.__,_c.-_I" /- ..) ..........c. ~~ .rt..L........, ~ t-l~"" ~

Major swings in au procedures can and do happen within a short time span
(usually related to strength of au reserves coordinator)

• Our T&OE drive started in qtr 1 2002 is "refreshing" the overall
competence and compliance technical integrity of reserves
maturation processes.
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Confidential

Note for Information

lR Plan for 2002

A comprehensive lR Plan would include:

]. Key Messages

2. Target Audiences

3. A well thought through delivery mechanism, and

4. Linkage to and reinforcement by other corporate communications efforts
both internally and externally

lR has developed a proposal for the first three elements of a 2002 Plan based on the
December Group strategy reviews and feedback from other IR events throughout 2001.
Input was also received from an US investor perception study conducted in Q3 2001 and
advisors, Fergus Macleod and Pillsbury.

A summary of the proposed key messages and plograuune contents is attached for CMD
review and .input. It is intended that the examples illustrating key messages be updated
quarterly, or more frequently based on significant events. The programme timetable
would also be reviewed and updated quarterly to incorporate decisions on discretionary
events.

If the general direction is supported, IR will work with PX to integrate the messages and
approach with other internal and exte.mai communications. A complete Group
Reputation package is scheduled for review by CMD in February.

Phil Watts
9 January 2002
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Key IR messages: beginning 2002

Context re investor concerns, .. Your stock declined 19.1 % in 2001 (US) and was the worst
performer in the energy sector - what arc you going to do differently in 2002'1 Why should I own
Shell vs others?

h rob fitabir dd' h th,..--.------------=- --- --._-.- _. - . - -~ - ---- - - .. .. _ - - ---- ----- _-_-_._ -- -
Messages -- Examples

Theme - continuing to deliver
Tough roadmap goals achieved Cost savings $5.0 bln, 14%ROACE at $14lbbl _~
Embedded capital discipline, portfolio All capital projects cost of capital at.$l0 Brent .. .40% of
management, cost leadership Chemicals disposed ... Tejas gas pipelines sold ... EP unit opex

Returns discipline maintained
and UFDC leaders in external surveys
EP -- 18% at reference conditions for 2002l03 ... established
businesses capable of delivering 15% at reference conditions ...

-- Group in range 13-15%, towards top of range in next 2 years
Balance sheet and cash generation Cash and unused borrowing capacity over $20 bln ... desired
resilient gearing between 20-30%
Dividends and buyback policies >$5,0 bln dividends per year, dividends in line with
maintained inflation ... $4 bIn in share buybacks in 2001 .. .50% more cash

to shareholders 2001-2005 compared with 2000 --
Thepte ,- building on firm r()\lnda.!~~_~ .
Clear strategic direction Growth - but only at stated return rates .. .long-term projects

limited to 10-20% of capital investment. .. portfolio
segmentation completed ... highlighted $7 bln for special
attention ... application of competitive edge (customer focus,
technology, brand, reach, reputation, people, sustainable
development) to create value

Shift portfolio toEP and GP Move to > than 50% of the portfolio
Investing about $12 bIn through the cycle $7.5 ill EP ... $2.8 inOP ... $O.8 inGP ... $O.8 in

Chemicals ... $0.3 innew businesses ... growth in capital

- employed around 5% p.a,
3% hydrocarbon growth Have achieved 4% 1998 to 2001... exploration success in 2001

added 1.5 bin bbls resources ... Focused on deepwater, Nigeria
and major resource holders

Oil Products earnings growth US or to be a $1 billion business ... retail earnings growth 4%
p.a.... 30 US cents per barrel across global refining network

6% LNO contracted sales growth 3 expansions currently underway in Nigeria, Australia and
Malaysia ... green field site in Sakhalin ... securing access at
Cove Point and Elba Island ... import terminals at Altamira in
Mexico, Hazira in India ... short term volumes secured from
Australia and Oman ... four new LNG ships between 2003-05

Investing in new il)co~e streams From new businesses like Shell Capital, Internet Works,
Renewables - up to $300m impact (loss) p.a. on P&L ... also
potentially from Global solutions, 011.., EP tech ventures etc.

Theme -- committed to targets .~~-
Group ROACE at 13-15% at reference EP - 18% 2002-2003 ... OP - return to 15% by 2004 ... Chemical
conditions - 15% at mid-cycle
Cost improvements totalling around $500 Unit cost 10 reduce 3% p.a. for next 2 years in main businesses,
mln p.a. progress reported twice per year ... $400 mIn from US OP by

2004 ... Euro 250m from Basell by 2oo3 ... $150m from DBA
$7 bIn of assets identified for priority Forestry for sale ... BaselJ improvements being
attention _implemented...Tejas pipelines sold to Kinder Morgan-_---

... in an uncertain environment we are committed to deliver good returns, and are well placed to
take advantage of opportunities that may arise ...

FOIA Confidential I LON00940597
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IR Programme 2002

9 January 2002
This proposal is based on feedback [rom various IR events du.r::ing2001 and the results of an 'IR
perception study' conducted amongst US investors during Q3. 'The developing needs of the various
disclosure regimes are also considered. It contains several proposed changes to· the programme of
recent years, and is presented for CMD input.

Each of the various clements of the communications strategy is considered separately. The
underlying shift in emphasis is from major set piece presentations to face to face time direct with
investors. This reflects market feedback and two current trends

• Increasing specialisation and knowledge of the major buyside analysts, and the move in Europe
towards an equity culture, both create potential advantage from direct to investor
communications

• Perceived 'bang for the buck' from presentations to sell side analysts is limited if the news is not
new. However, sell side influence over buy side remains strong in the UK..

It should be recognised that .the communications programme is not independent of events as the
year progresses, and several elements of the plOgramme need to he responsive to this. In particular,
specific transactions, where material to the Group, will need to be well positioned and coordinated
with the rest of the programme.

All events will be scheduled, coordinated and attended by IR staff using resources listed in
Artachmcnr L TIle overall objective of the programme is to ensure that the parent companies' share
prices fully reflect the intrinsic value of the Group.

Group & Business Strategy Presentations

Objective: Regular update of strategy, targets, performance and key success factors in the business,
emphasis on profitability, performance delivery, value creation, competitive position.

Recent practice: 2 business strategy presentations (in 2001 Q2 Che.tn.icalsI Renewables, Q3 EP)
and one Group strategy presentation (December). Presentations broadcast to website and fund
managers live on video, repeated in New York. Stock exchange and press releases made. AD
material, with the exception of the webcast, is made available on the website for an indefinite period.

2002 proposal

Reduce the number of set piece presentations to at most two a year, a business presentation and the
Group strategy presentation. Each presentation given in two locations. The timing of the
presentations will be flexible and dependent on when appropriate content is available. Video web
cast only the Group presentation, with audiocast for business presentation. Businesses that are 'due'
for exposure are OP and G&P, and if the news flow is sufficient we could safely combine. Timing
could be June or September. T.a;igger(s)would be progress in delivering synergies from OF deals, or
major transactions in either business (acquisitions, divestments, new Greenfield announcements).
One alternative for OP would be to combine presentation with a US field trip for analysts. If there is
no major news from either business, presentations would be deferred.

For the Group Strategy presentation the recommendation is to either move from December to
November, as was the case until the late 1990s or to Marchi April after year end presentations. See
Attachment 2 for options and rationale.

LON00940598
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Industry Conference representation

Objective: Representation in industry events, using the opportunity to get simple Group messages
to a wide audience for relatively low effort. Also useful to give market exposure to senior managers
below CMD, and to provide valued support to supportive brokers.

Recent Practice: Regular but ad hoc presentations on request from major brokers. Topics are
usually rebtively specialist rather than general Group themes, Audiences usually consist of fund
managers or buy side analysts with a specific interest in the energy sector. Presenters vary from MD,
through business CROs to members of Excoms, depending on event profile and subject. Usually
simultaneously offer a number of one on one meetings to conference delegates. In 2001 we
presented Deutsche Bank (NY), NAPIA (Singapore), CSFB (London), UBS Wacburg (Trinidad) and
Euronext (paris), but chose not to present at Merrill Lynch, Lehman and US retail conferences.

2002 proposal;

Continue as before, selective approach to maximise relevant exposure. Recommend maximum of 6
events, no more than 3 with hills. Already received some requests and compiling a likely
programme.

Quarterly reporting

Objective: Accurate representation and explanation of actual reported results against both prior
performance and externally stated targets. Also a primary means of communicating information to
sell side analysts for modelling and valuation pllrposes.

Recent Practice: Q1 and Q3, analyst tclecons with web audio cast, bosted by Fl, occasional
appearances by CFO. Q2 and Q4 analyst presentations in London only, hosted by MD or CFO.
Press conferences with presentations are held ill London and The Hague in both Q2 and Q4.

2002 proposal

Q'l, Q2, Q3 quarterly telecons hosted by FI with live audio wcbcast and synchronised slides where
appropriate) occasional appearances by CFO as requited. CPO to present live the full year results to
analysts in February, London & web audiocast with synchronised slides only. Other set piece
presentations only if there is a major news item or issue.

Continue with Q2, Q4 press conferences, material from IR but meetings owned by PX.

The external reporting dates will remain unchanged during 2002 although internal processes will be
developed to allow accelerated reporting (by 1 week) from Q1 2003. BP is definitely intending to
accelerate during 2002, so Shell will he the last of the UK / US majors to report, although still ahead
of TFE and other Europeans.

No pro-active move to an additional quarterly Trading statement.

Direct interface meetings with fund managers

Objective: Two way interface with the decision makers in the investment community - to
communicate the important elements of Group messages to them, and hear their questions and
concems about the Group's performance and prospects.

LON00940599
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Recent Practice:

• Traditional roadshows by MDs or eFO (Celtic 2 days, Europe 5 days, US East & West coast 5
days) one on ones and lunch presentations. Covers maybe 50-60 meetings. UK Ireland & US
arranged by lR, Europe coverage based primarily on broker arranged meetings.

• Targeted one on ones to follow up presentations or events. MD / eFO plus IR representative.
London & UK market covered through 1-2 days per main event. Top 15 US covered through IR
toms or immediate presentation follow up. Netherlands 1 day follow up to events. Approx. 50
meetings, 10 days MD / CFO plus IR representative.

• Regular, albeit ad hoc, presentations by IR team to broker sales force or client groups, maybe 5
times I yeu, and 1-1 meetings with 'lesser' fund managers. Currently primarily IIUK activity.

• Investor ad hoc visits to IR offices, at investor request.

Limited 'prospecting'.

A list of the largest US and UK shareholders and the last contact dates ate provided in Attachments
3 and 4 for: reference.

2002 proposal

More targeted & structured approach to investor base. Target:

• Top 5 investors in UK, US, EU, meet twice a year preferably at least once with Chairman or
President RD. Ibis covers an estimated 12-13% of total stock.

• Next 45 or so in each market, meet at least 80% o( the active funds (ie. not index trackers) once
per year. MD or CFO. This covets a further estimated 25%+ of total stock, could be higher.
NB In US and UK, these investors all hold over $100m of stock each.

• Next 50 Or so in each market, meet or include at least 80% of active investors in lR tour
presentations at least once a year. IR representatives to handle. A further 5-10% of stock.

• 1R team to visit or present to at least 10 (potentially significant) fund managers per year in UK
and US who currently either do not hold stock or are clearly underweight in the Group relative
to the sector or index, Few significant funds hold no Group stock, but active research is
required to identify best prospects.

• Based on specific third party market survey, identify best prospective shareholders in Continental
Europe and target

• Use tOUlSand sales force presentations to support this targeting. NB MD or CFO presentations
to sales forces arc well received and we offer to supportive brokers.

Above is aspirational and needs further work to target discretionary investors rather than those who
are index trackers, and to identify genuine prospects.

This would require an estimated 40 days commitment to IR 'face to face' time from MDs and CFO,
including some presentations to Groups. Suggested split would be 8-10 days for Chairman,
President RD and CFO, 5 days (or other MDs.

Note the development of disclosure rules particularly ill the US needs continual review to ensure
content and style of these meetings remains appropriate.

LON00940600
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Sell side analyst contact communications

Recent Practice: Set piece presentations including quarterly reporting, telephone follow up of all
news items, broker meetings / lunches

Regular informal contact with IR team, and occasional contact with senior management through
brokers lunches or events. Brokers lunches are primarily targeted at the buyside guests and arc
arranged with supportive sell side brokers.

Care always required regarding disclosure rules.

2002 proposal

No changes.

Use of the IR website communications

Objective: To provide an easy to access and timely source of relevant information to Group
shareholders and the interested investment community, and to follow best practice with the
disclosure requirements of different stock exchanges, providing immediate dissemination of all share
price sensitive information on the Group.

Recent Practice: Web site maintained in English aimed at institutional investors. Limited Dutch
language site maintained, aimed primarily at retail investors. No share price tracking or other retail
investor tools. Site is highly regarded by the target audience, although lacks some basic functionality
e.g. email alerts and a working search function.

2002 proposal

Upgrade current site to cover some basic functionality including email alerts, including capture of
information about users in order to provide an on line tailored communications service. Heavily
dependent upon the new technical platform, which is the responsibility of Shell Internet Works.

No move to a. retail investor focused site until further research carried out.

Internal communications

Objective: To ensure all staff have access to recent market information and total shareholder
return, and that drivers of performance are communicated on a regular basis to various levels of
management.

Recent Practice: Minimal effort. Ad hoc production of market information reports as requested
by senior management. Provision of analysts' reports on request for training or internal purposes.

2002 proposal

Provide regularly updated data on share price, market drivers, TSR. 'The method of. distribution will
be electronic (possibly Livelink or Intranet site) with regularly updated data on share price, market
drivers, TSR. Augment with occasional communications by IR staff at selected events .e.g. Finance
Conference or training events.

LON00940601
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Miscellaneous

Recent Practice:

Support for M&A transactions that are significant at a Group level, approximately $1 billion plus.
Support can be material in terms of IR resources requited.

Occasional (biennial) meetings with 'socially responsible' investment community. Note regular
requests received to update individual fuods or interest groups in this area.

Field trip for analysts to a major Shell location, once every two yeats

Annual meetings (x4) with Dutch retail investors.

2002 proposal

Hold an SRI investor seminar in early April to coincide w.ith the release of the 2002 Shell report.
Joint effort with PX.

No field trip budgeted for 2002 as 2001 included a planned trip. 'Ibis was cancelled as a result of the
September 11 incidents, and a mini trip may be considered for 2002 depending on events. Budget
for a full trip is $lS0-200k.

Dutch retail meetings to continue as normal.

Emerging communication channels also inc.lude Financial TV (CNBC, Bloombergs TV etc.) and web
based interviews as offered in the UK by amongst others Cantos. These should be considered on a
cost benefit basis as the year progresses, based on feedback from investors.

Attachment 5 provides a timing overview for all proposed 2002IR events. If the proposal is
accepted in general terms, specific dates and meetings will be set where appropriate.

LON00940602
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Attachment 1

IR Resources
London The Hague New York

Staff

Head of Group IR

IR Manager UK & Ireland

IR Support position (JG3/4)

IR Support position (JGS/6)

Management assistant

In addition Fergus Macleod is retained on contract as an adviser for presentations and transaction
communications. Fergus's services ale available to other parts of the Group and if requested arc
expected to be recovered from the requesting department.

IR Manager - Europe IR Manager - US

IR Support position (JG3/4) Management assistant

Management assistant

Budget

The budget for IR activities is not clearly delineated, as in the Netherlands is it is part of the Royal
Dutch office budget and in the US it is part of the Shell Oil communications budget.

In the UK the sterling budget for 2002 is:

Staff £0.7 million

Other £1.0 million

JUS equivalent is $2.4 million. Other covers the majority of the overall budget for presentations and
communications, including maintenance of the website.

lON00940603
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Attachment 2

Group strategy presentation

For the past 3 years this has been held in London and New York during the 3"l week of December,
effectively the last working week before the Christmas break. This has led to both lower audiences
and less follow up research coverage than is obtained by some competitors and makes immediate
follow up from 1-1 meetings with media or investors more difficult. On return to work in January,
from a news perspective, the story has gone cold.

The December timing has been driven by the desire to link the presentation to the Group 111an that
is approved by Conference and is communicated to the senior management in the December GLM.
In part this is due to concerns that if the Plan is known internally, it should - for disclosure reasons -
be communicated externally as soon as possible.

In practice competitors spread their meetings tluough the year and do not stick to specific dates.
Recently Exxon have presented strategy in April, BP in June or Febtuaty and TFE and British Gas in
September. Sometimes it is linked to quarterly reporting, sometimes not. Recently competitor dates
have often been linked to timing of major mergers _. e.g. ChevronTexaco in November.

It is recommended to change the presentation date in 2002 to the last week in November (giving
timetable space for appropriate follow up communications) or alternatively to move it to the Spring.
The pros and cons of these approaches are listed below. In any case, the meeting date will be
determined and communicated as late as possible prior to the intended events to assure appropriate
content.

Timing

Late November 2002

Pros

Oust) linked to Plan

Between quarter ends, preparation
possible .

Limited competition for news

Good timing for follow up

Merge with full year results

Additional preparation time from
Plan

February 2003 (link to
fun year reporting)

Follow up would cover results and
strategy

April 2003 Additional preparation time

Clearly a separate exercise from
Plan and actual results

Follow up easier, but would be
duplicate with year end

FOIA Confidential I
Treatment Requested J

Cons

Plan approval process would need
to be considered. Acceleration
could be difficult

limited possible comment on
current yeal: results

Difficult to separate year end and
sb:ategy messages, so both may be
diluted.

Gap from Plan could create
disclosure issues

Preparation a challenge as many
relevant staff involved inyeat end
work

Close to AGM (mid May) and Ql
reporting (cady May)

Large time gap from Plan,
disclosure issues

Likely to be more competitors
presenting in this period

lON00940604
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It should be noted that the disclosure issue could be addressed with a separate pre Christmas press
and or stock exchange release covering limited details of the Plan that are of interest to investors.
Specifically this is the capital investment progtanunc and any updates to existing targets or
frameworks such as cost reporting or share buybacks. In the absence of material changes a simple
release on investment levels would likely suffice.
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l~argest UK Shareholders (S1'1') Attachment 4

Holding % Issue Who When
M & G Investment Management 291,323,740 2.96% MGOPS 28109/2001
Legal & General Investment Mgt 289,496,468 2.95% MGDWV 26109/2001
Morley Fund Management 258,177 ,504 2.63% MGDPW 12102/2001
Scottish Widows Investment Part'shp 239,691,170 2.44% SMGH 29/06/2001
Merrill Lynch Inv Managers 233,895,495 2.38% MGOPS 24/09/2001

Barclays Global Investors 225,867,075 2.30% MGDMS 08/08/2000
Standard Life Investments LId 205,117,051 2.09% MGOPS 24/09/2001
AXA Investment Managers UK 172,970,513 1.76% MGOPW 1210212001
Schroder Investment Management Ltd 162.021,863 1.65% MGOWV 28/09/2001
Henderson Investors 161,632,992 1.64% SMGH 12102/2001
Deutsche Asset Mgt Ltd· 157,915,840 1.61% MGDWV 28109/2001
Zurich Scudder Investments 145,397,575 1.48% MGDPW 1210212001
Clerical Medical Investment Group 141,905,877 1.44% MGOJV 06/06/2001
HSBC Asset Management Europe Ltd 116,007,666 1.18% MGOJV 06/08/2001
Aegon Asset Management 110,964,791 1.13% SMGH 29/06/2001
Gartmore Investment Management 108,564,069 1.10% MGOPS 08110/2001
Co-operative Insurance Society Ltd 99,626,922 . 1.01%

Hermes Pension Management LId 95,947,571 0.98% MGOPS 15/08/2000
Royal & Sun Alliance Investment Mgt 86,126,395 0.88% MGOJV 06/08/2001
Gerrard Limited 85,193,685 0.87%
Friends Ivory & Sime pic 81.358,008 0.83%
Dresdner ReM Global Investors (UK) 74,607,120 0.76%
1I0yds Private Banking 74,351,120 0.76%
JP Morgan Fleming Asset Mgt 66.215,992 0.67%
UBS Asset Management 62,250,163 0.63%
Britannic Asset Managemont 57,921,567 0.59%
Fidelity Investments Ltd 57,316,616 0.58%
Rathbone Investment Management 57,303,839 0.58%
Newton Investment Management LId 57,197,055 0.58%
Universities Superannuation Scheme 57,171,633 0.58%
State Street Global Advisors 51,907,928 0.53%
OeU\sche Bank AG 50,874,057 0.52%
Goldman Sachs Asset Management 49,321,929 0.50%
FJobeco Inti Asset Managers 47,570,375 0.46%
Shell Pensions Management Ltd 46,870,327 0.48%
Oeka Deutsche Kapitalanlage GmbH 43,738,963 0.45%
Cazenove Fund Management Ltd 42,628,106 0.43%
NFU Mutual & Avon Insurance Group 40,657,955 0.41%
Aenon Fund Management 32,298,192 0.33%
BA Pensions Investment Management 31,900,440 0.32%
Bank of Ireland Asset Mgt Ltd 31,426,083 0.32%
British Petroleum Pension Fund 31,024,080 0.32%
SLC Asset Management 29,475,363 0.30%
Quilter Inveslment Management 29,407,911 0.30%
SIS SEGAlntersetile AG 29;004,916 0.30%
Royal London Asset Management Ltd 27.078,380 0.28%
Unibank Investment Management 26,771,435 0.27%
Brewin Dolphin Securities Ltd 26,009,036 0.26'''10
Scottish Mutual Port1olio Managers 25,478,029 0.26%
Aberdeen Asset Management 25,268,740 0.26%
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From:
To:

Henry, Simon S SI-FI
Frank Coopman; Gary Steel; Guy Outen; Ken Dean; Neil Gaskell; Patrick
Ellingsworth; Peter Hillman; Ronald Blakely; Rosemarie Mecca; Tim Morrison;
Veronica Carter
Boynton, Judith G SI-FNCC:

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

2002-08-30 17:45:01.000
2002-08-30 17:45:04.000
CMD Note
CMllenh.9I}Q.e.!l1Etot_§tCltu~QJQ_9Q2.Q_9Q

As discussed today, please find attached the note that went to CMD yesterday detailing work done in
enhancing the IR activity this year. Thanks for the feedback today which quite correctly highlighted that all of
this effort has limited effect if the story content, and style of delivery, are not equally robust. Each of these is
also acknowledged and will be worked on, the former as part of the planning process and the latter through
development training and constant feedback.

Any other feedback on reflection would also be very welcome, Simon

Simon Henry
Head of Group Investor Relations
Shell International Limited
P.O. Box 662, London SE1 7NE, United Kingdom

Tel: +442079343855 Other Tel: +447799034799
Email: simon.henry@shell.com
Internet: http://www.shell.com
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Note for Information

Investor Relations Programme Enhancement: Status update

In the light of 02 results reporting and recent press coverage it is timely to update CMD on the
status of the IR enhancement programme that was first discussed with CMD in January this
year.

The attached Note covers progress to date and also highlights items either still in progress or
where further action will be required as we seek to achieve best practice in the area of investor
communications.

Ongoing input to our enhancement programme includes

• Lessons learned from the 02 results process and subsequent external reactions. (A
joint paper from FNJPX will address this in a focussed note for CMD on 10 September)

• Recommendations from the best practice audit carried out by Finsbury as part of the
original programme

• Feedback from the investment community while following up the Financial Times articles

Philip Watts

August 29th 2002

Page 1
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Note for Information

Investor Relations Programme Enhancement: Status update

This note includes an overview of the status of the key action items in the IR programme
enhancement process originally presented to C MD in January. Improvements have been
reflected in the IR programme and have also been integrated with the financial media
communications programme and PXX activities.

Several action items are still in progress and other issues have now risen in priority as events
have developed.

Key events in the year affecting the IR programme have been the new strategic direction
announced in December 2001, the acquisitions of Pennzoil and Enterprise in March and April,
the deletion of Royal Dutch from the S&P 500 index in July and the general malaise in world
stock markets driven at least in part by generic concerns about Corporate Governance.

Financial press coverage during the year has also played a part in the communications process,
and the response to recent articles is covered in Appendix 1. The IR programme over the next
6-8 months is summarised in Appendix 2.

This paper does not address the content of the messages to investors and financial media,
although underpinning the communications process has been a drive to improve the clarity,
simplicity and consistency of the investment case.

Context

The original proposal for the 2002 IR programme involved a strategic shift of emphasis away
from 'fixed' presentations to groups of 'sell side' (research) analysts towards a more targeted
programme of meetings direct with institutional investors in the three markets covered (UK, USA
and Continental Europe).

This change in focus reflected both developments in the analytical resource within investing
institutions and general market concerns about the independence and effectiveness of research
analysts in making recommendations to fund managers.

Based on feedback received from investors and a perception study carried out in the US in late
2001, and in order to deliver direct communications more effectively, a series of potential
improvement areas were identified in February. This led to an agreed action programme
covering IR resources, improved market intelligence and awareness, focused marketing, better
preparation processes and a third party review of Group communications compared with best
practice. Message content and market expectations of the Group's performance were also
considered.

All improvements have been coordinated with the PXX media team, and Group external
communications activities are now integrated as a plan with potential newswort hy events.

With the majority of the first wave of improvements either completed or in progress, a second
wave of potential improvements is in the process of development. Some of this potential was
anticipated in the original review, and some is a result of feedback and events during the year,
including the deletion of Royal Dutch from the S&P500 index.

Page 2
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Completed actions

Market intelligence and awareness

A regular programme of market intelligence gathering has been actioned. This includes weekly
and monthly market reports. monthly IR management information and improved feedback
gathering following investor meetings. Quarterly surveys of transactions by UK investors are
being carried out and a first ever survey of European investors in Royal Dutch was completed.
together enabling better targeting of current and potential investors. Phil Watts and Judy
Boynton also meet quarterly with a leading sell side analyst to receive unfiltered feedback from
the market.

In addition, following the S&P500 index change a more detailed six month shareholder
surveillance programme was set up giving specific detail on buyers and sellers on a shorter time
period. This information will be used in targeting the upcoming communication programme.

Leading research analysts have addressed senior staff at Business Week. at the Senior
Finance Conference, as part of the INSEAD Executive Leadership Development programme
and at a series of Finance management development seminars.

Senior management commitment

Feedback and research identified a consistent perception among both investors and financial
journalists that senior executives in Shell gave lower priority to proactive investor and media
communication than competitors and other similar large public companies. There was also a
perception that IR was not integrated into the normal business information and decision
processes.

The Chairman and CMD have notably increased priority given to both planning and executing
the IR programme. Requests for and reaction to feedback from the market have both been
significant. In addition, IR has been more directly involved in the Group process for planning,
results appraisal and M&A transactions.

Meeting preparation processes

Improvements relating to 1-1 and small group meetings have included advance identification of
key investor issues, preparation and use of specific presentation material, consistent key
messages and use of brokers to improve preparation efficiency and investor feedback.

Targeted meetings

Based on potential to invest new money and identify new investors, Continental Europe was
identified for 2002 as the most promising market. The investor survey identified Germany, the
Netherlands and Switzerland as the most important current markets, and France, Italy and
Scandinavia as markets with increasing potential. All markets have been visited since
November 2001 and further activity is planned for November 2002.

The Pennzoil and Enterprise acquisitions were used as an opportunity to visit all top investors
who requested meetings. and a concerted series of roadshows were carried out over a six week
period.

In total 65 of the top 90 or so investors have met a member of CMD or the CFO in the 5 months
between February and June 2002, several having met management more than once. In
addition a higher number of second tier investors have also met management, with specific
prospecting of potential investors carried out in both Continental Europe and the US. Direct
contact with investors in 2002 to date has been approximately double the level of recent years.

This increased activity has received the most positive feedback from investors of all changes
made. Many investors, while following up the August press articles, mentioned increased
frequency of contact.

Page 3
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Market expectat ions

Performance expectations are driven by a combination of a clear strategy and targets. and a
good (external market) understanding of the relationships between performance drivers
(environment and operational parameters) and earnings. Improvements have been made in the
communication of actual results to the market (acknowledged in Q2 2002) and in the Group's
internal quarterly estimate process. However, more remains to be done in this area.

Results and announcement management

Together with PXX several improvements have been introduced into the formal announcement
process including joint proactive briefings of wire services and journalists, use of specialist web
service providers for video interviews and increased transparency of materials provided to
journalists and investor s.

Remaining investor concerns here focus on meeting market expectations and the quality of the
live question and answer sessions.

Investor and Financial media relationship development

An analyst field trip to the US and Canada is planned for early October. Other opportunities for
informal engagement between investors and senior management have been actioned, and a
more proactive series of meetings with targeted journalists has also been carried out.

Actions in progress

Resources

Two improvement areas for resources were identified.

A relative shortage in direct resource working in IR - including those working in the businesses
indirectly contributing to IR activities - was apparent from best practice comparisons and the
peak workloads experienced around events such as the acquisitions. One additional analytical
support member has been hired in the IR group in the Netherlands. However. two other
mandated IR staff additions have not yet been filled. In the UK, two fulltime high calibre finance
staff are currently reviewing quarterly internal reporting and communications preparation
processes. It is anticipated that one incremental individual will be moved into a permanent IR
position by the end of September. We currently have 20+ qualified candidates for the additional
US IR position. Interviewing and selection is planned by the end of September.

Additional resources covering IR related activities in both PXS (analytical resource in competitor
intelligence) and EP (analytical resource reporting to EP CFO doing EP IR analysis) has been
or is being recruited. The majority of additional resources in IR, PXS and EP are being applied
to improving the timeliness of analysis and the internal information flows and/or in enabling
increased direct contact with investors.

The second key area was the structured development of a small cadre of senior executives in
addition to CMD / CFO who will carry out regular communications activities with investors and
financial media. CMD / CFO plus approx imately 20 executives will undergo a programme of
education on communicating with investors, the operation of capital markets and the specifics of
investing in the oil and gas sector. The objective is to augment CMD meetings with major
investors with a focused programme of more specific meetings with business executives,
targeting both major investors with special interests and 'second tier' investors in target markets.
CMD and CFO have already been scheduled with a leading communications consultant in the
US. Bids to provide the development programme to the broader set of executives have been
received and are currently under evaluation with Shell Learning. A paper detailing the
recommended supplier and programme will be provided to CMD in the near future.
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Best Practice review

Finsbury, a financial communications consultant firm, were engaged in April to carry out a
review of best practice in communications with the investment and financial media communities.
to compare Group practice and to develop improvement recommendations. Initial feedback was
received in late May, and the geographical scope was expanded for the final report back. This
is currently in progress and recommendations are reflected below.

The report identifies that in many areas the Group is already achieving best practice, although
historical impressions persist and some of the more obvious remaining weakness areas are
limiting the recognition that this receives. A more detailed report and recommendations will be
reported to CM 0 within the third quarter.

Further potential improvement areas

Several areas of activity remain for improvement. These have been identified from investor
feedback, the Finsbury best practice review and from lessons learned from results reporting in
2002. Following analysis of potential benefits and costs, specific actions will be developed from
the following list, forming part of the 2003 IR and PXX programmes.

Investor targeting

For 2002 Continental Europe was targeted as a key market opportunity. However, slower than
expected progress on pension reform in Germany, France and Italy, together with falling equity
markets have led to lower than expected growth in funds invested. In addition the S&P500
change has led to over 150 million New York shares being transferred back to Amsterdam as
US index funds sold down their positions. The US institutional market, both defending existing
positions and identifying new potential holders, ha s therefore moved back ahead of Europe as a
priority. Further support for this view comes from both the perception study and informal
feedback that indicates the Group has never effectively established a clear and well understood
investment case in the broader US investment community.

The post S&P decision shareholder surveillance mentioned above will help to develop both a
short term response and the 2003 meeting programme, but it is expected that US activity will
increase at both CMD / CFO level and for the new cadre and the IR team.

In addition, two potentially large markets remain relatively untapped, US retail investors and
Japan. Together these two markets offer potential to replace the US index investors lost
recently (approximately $10 billion), but both will require a sustained marketing effort over 2-3
years to establish a significant presence. The new US IR resource is specifically required to
address both the US retail and medium size institutional markets.

The UK is and will remain a key market that has the most influence on pricing, but compared
with the US and Europe the investor community is smaller, more concentrated and well known.

Transparency and diectosure, including market expec tations

Investors attach a premium to limited uncertainty. Unexpected events create volatility in
investment funds, and reduce the value associated with a specific investment. Recent
developments in markets have increased sensitivity to disappointing news and there are various
moves to encourage companies to improve disclosure and transparency of information. For the
Group, notwithstanding the FT articles on tolling agreements, this has focused on expectations
for quarterly results.

Market expectations are driven by how well the drivers of performance are understood, and how
visible they are for any given reporting period. Understanding is driven by a combination of
regular information (quarterly and annual), presentations and general contact between investors
and the company. Visibility is driven both by transparent market indicators (e.g. oil and gas
prices, market margins) and timely communication of company specific factors (e.g. production,
new projects, turnarounds). Direct comparisons with the peer group show that the Group as a
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whole gives less information than some others about its businesses, and is potentially missing
opportunities to positively differentiate performance in Oil Products and Gas and Power.

IR and the businesses will review the key documents currently produced (press releases,
quarterly results announcement, annual report and five year statistics, 20F SEC return), making
recommendations to CMD before end 2002. The intention would be to make any agreed
changes from 01 2003 onwards.

Internal processes

Initial feedback from the current review of internal quarterly processes has identified
improvement opportunities that would lead to a more consistent and earlier aggregation of
market relevant information. 032002 is targeted as an early opportunity to harvest the low
hanging fruit here (e.g. reducing duplication of effort. taking some tasks out of the critical path),
with 04 2002 as the target for significant improvements in both efficiency and effectiveness of
the final outcome. Process improvements will be required in any case to action the planned
acceleration of quarterly results reporting from 01 2003.

Investor and media relationship development

One finding from both the best practice review and the July and August 2002 press coverage
was that well regarded companies regularly invest management time and effort in relationship
building, helping to create a stock of goodwill in both investment and media communities. This
goodwill provides a buffer against articles such as those on tolling agreements and
communications style.

Compared with some direct competitors and other large cap companies in the major markets,
the Group has traditionally been less active in this area, although progress is being made (see
earlier comments). Overall we are still seen as reactive and insular, with the impression still
lingering that we communicate only when we have to. Changing this impression will require
sustained activity over time.

PXX and IR have been requested to prepare a proposal to improve this activity by end 03.

Briefing materials

During 2002 a new format of briefing material for executives has been jointly developed
between PX and IR. This format was developed and used for the acquisitions and AGMs, but
needs to be structured further within each of the businesses, ensuring that the most up to date
and relevant material is available as required at short notice. Consistency of message across
different communication formats is a critical success factor and will assume higher profile as the
number of executives interfacing with the market increases.

Website and other communications materials

There is increasing ev idence that investors are using websites and other non traditional
information sources to influence investment decisions, both www.shell.com and service
providers specific to the investment community. The Group IR website is well regarded by
analysts and institutional investors, however, further work is required to identify where the best
returns on investment in this area can be obtained.

Recent press coverage

There is no substitute for delivery of results to enhance the market's view of the Group.
However, style and tone can be important, especially if results are seen as disappointing. As a
consequence IR and PXX took the recent FT articles very seriously. Over 50 investors were
called on the day of the article, the results of these discussions are summarised in Appendix 1.
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Summary

A rigorous plan for upgrading the Group's IR and PXX efforts was begun in January of 2002,
and the agreed improvement programme is being delivered on schedule. The plan has been
augmented based on feedback from investors, feedback from the Finsbury best practices audit
and lessons learned from quarterly reporting.

There are significant actions planned for the remainder of 2002 and 2003 to improve our
communications efforts further.
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Appendix 1: Summary of follow up to August 2002 FT articles on communication style
On the day the article appeared IR called over 50 investors and analysts, and successfully spoke with
around 25 directly in the three investor markets (UK, US, Continental Europe). The purpose was to
assess reaction to the FT articles, to obtain their views on the current communication process and to
solicit current concerns about the business that they feel are not being addressed. The number of
responses was less than half the contacts targeted. as a result of a significant number of individuals being
on leave particularly in the UK and US. Feedback was also obtained from two brokers (UBS Warburg
and Merrill Lynch) and Finsbury.

Some further reactive follow up is expected, but proactive contact will cease to avoid prolonging the
lifecycle of the issue. A summary of consistent comments in each area follows.

Reaction to the article

• limited disagreement with the general comments on style. but wide agreement that the content of
the article was not newsworthy and was less important or relevant than the prominence given

• concerns during 2001 recognised. but subsequent improvements in communication
acknowledged. Also recognition that the 2001 issues were SUbstantive business issues and not
just about communication

• main concern is perceived evasiveness in answering questions i.e. a substance issue; there were
few comments on style

• no change or impact on the fundamental value of the company. in fact surprise that the FT
wasted the time and effort on an article with limited substance

• the article had been made overly personal. Investors commented that the FT had 'fished' in their
queries for a more damaging line, which had not been supported by responses given; the FT had
chosen not to include some positive feedback given to them

• there were differences of opinion as to whether the opinions expressed were UK specific or
broader; a few perceived the US investment community to have similar or greater concerns, but
European investors did not seem to see the article as a significant issue

Communication process

• no substantiated problems with access to senior management or responsiveness of IR, in fact
steady improvement noted

• content of presentations and materials good, Q&As the primary issue

• many comments about results guidance for the market. Many believe a Trading Statement would
be beneficial, as fund managers who do not follow the company closely are averse to volatility
and uncertainty is what they remember first. However, several people discouraged such
guidance, suggesting a better understanding of underlying drivers and increased transparency
would be just as useful

• process (number and type of meetings) seen as similar to BP, but multiple comments about the
'Browne' effect and the difficulty of competing head on with someone currently seen as unable to
do wrong

Outstanding business issues

• Strategic direction remains unclear to some: "where is the company going?"

• capital allocation, both in terms of returns (Enterprise) and between businesses (OP acquisitions)

• transparency around future projects, production and reserve replacement

• confidence in delivery of OP benefits in the US

The overall tenor of discussions was positive with several investors confirming they had recently
increased their weighting in the Group and a general impression that we are currently good value.
Increased transparency of reporting in 02 was appreciated but "dlsappolntrnent" was a common
comment on the actual performance.
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Appendix 2 Overview of programme to May 2003

The following outline IR programme is proposed for the next several months.

Date Event type Comments

Sept 2002 US West coast. Follow up mid year results
Broker lunches Market analysis to target specific segments of US

market post S&P500 changes

Oct 2002 Analyst field trip Take up to 50 analysts to Houston and Athabasca to
review the progress on OP US delivery and the
potential for non conventional resource development.

Oct 302002 03 results Telecon

Nov I Dec 2002 1-1 roadshows Target a further 10 days with major investors 1-1,
UK, Scotland, Europe (Germany. Scandinavia). US
East coast.

IR team to target 2nd tier in Europe and N America.

December Proposal Propose programme for marketing to US Retail and
Japanese investors, based on prospectivity

Feb 62003 Presentation; 2002 Results presentation and update on delivery against
(repeat on 10th in results and strategy strategy.
NY) update

Feb 7m lOtn, 11tn 1-1 roads haws 1-1 Meetings with selected major investors to follow
up strategy update

01 2003 (& 02) Conferences, Conference season
broker lunches Continue EU targeted marketing

Late March I Business strategy If appropriate, hold EP / GP business strategy
April 2003 presentation presentation to analysts / major investors

April 30 2003 01 2003 results Telecon

May 2003 1-1 roads haws 1~1 Meetings with selected major investors to follow
up strategy update. 01 results and EP/GP
presentation

_. __ ...__ .. - ~.---_- ..- ..~L.._. ____ .. _ ... ___ .. ______ ... ___ •. _________ ._
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1

Walter van de Vijver
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Videotaped Deposition of

2

3

4 I Held at the offices of:

5 I AKIN GUMP STRAUSS HAUER & FELD LLP

6 I 1333 New Hampshire Avenue, Northwest

7 I Washington, D.C. 20036-1564

8 I (202)202-887-4000

9

20 I Taken pursuant to notice, before Paula

21 I G. Sat kin, Registered Professional Reporter

22 I And Notary Public in and for the District of

23 I Columbia.

24

25

j
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Page 456

A P PEA RAN C E S

3 ION BEHALF OF LEAD PLAINTIFF IN THE CLASS:

4 I JEFFREY HABER, ESQUIRE

5 I ALLEN HOBBS, ESQUIRE

6 I BERNSTEIN, LIEBHARD & LIFSHITZ, LLP

7 I 10 East 40th Street

8 I New York, New York 10016

9

10

Telephone: (212)779-1414

11 ION BEHALF OF THE WITNESS:

12 I JOHN M. DOWD, ESQUIRE

13 I JEFFREY M. KING, ESQUIRE
)
/14 I CHRISTOPHER T. SCHULTEN, ESQUIRE

15 I ROBERT H. HOTZ, JR., ESQUIRE

16 I AKIN GUMP STRAUSS HAUER & FELD LLP

17 I 1333 New Hampshire Avenue, N.W.

18 I Washington, D.C. 20036-1564

19 I (202) 887-4000
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1 I ON BEHALF OF ROYAL DUTCH/ SHELL:
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2 I RALPH C. FERRARA, ESQUIRE

3 I LEBOEUF, LAMB, GREENE & MACRAE, LLP

4 I 1875 Connecticut Avenue, Northwest

5 I Suite 1200

6 I Washington, D.C. 20009

7

8

Telephone: (202)986-8000

9 I ON BEHALF OF PRICEWATERHOUSECOOPERS:

10 I DEREK ADLER, ESQUIRE

11 I HUGHES, HUBBARD & REED, LLP

12 I One Battery Park Plaza

13 I New York, New York 10004-1482

14

15

Telephone: (212)837-6086

16 I ON BEHALF OF KPMG ACCOUNTANTS N.V. :

17 I NICHOLAS W,C. CORSON, ESQUIRE

18 I HOGAN & HARTSON, LLP

19 I 875 Third Avenue

20 I New York, New York 10022
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ON BEHALF OF JUDITH BOYNTON:

NANCY SENNETT, ESQUIRE

DANIEL CORDIS, ESQUIRE

FOLEY & LARDNER, LLP

777 East Wisconsin Avenue

Milwaukee, Wisconsin 53202-5306

Telephone: (414)271-2400

ON BEHALF OF SIR PHILIP WATTS:

JOSEPH I, GOLDSTEIN, ESQUIRE

ADRIAEN M. MORSE, JR., ESQUIRE

THOMAS J. HERSHENSON, ESQUIRE

MAYER, BROWN, ROWE & MAW, LLP

1909 K Street, Northwest

Washington, D.C. 20006-1101

Telephone: (202)263-3000

ALSO ON BEHALF OF ROYAL DUTCH/SHELL:

EARL D. WEED, ESQUIRE

SENIOR LITIGATION COUNSEL

SHELL OIL COMPANY, Litigation Dept.

910 Louisiana, OSP 4836

Houston, Texas 77001

Telephone: (713)241-5195
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1 I ALSO ON BEHALF OF SHELL:
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2 I JONATHAN R. TUTTLE, ESQUIRE

3 I DAVID C. WARE, ESQUIRE

4 I DEBEVOISE & PLIMPTON, LLP

5 I 555 13th Street, Northwest

6 I Washington, D.C. 20004

7

8

Telephone: (202)383-8000

9 I ON BEHALF OF OPTED-OUT PLAINTIFFS:

10 I CHRISTINE MACKINTOSH, ESQUIRE

11 I GRANT & EISENHOFER

12 I 1201 N. Market

13 I Wilmington, Delaware 19801
)
14

15

Telephone: (302)622-7081

16 I Also present:

17 I Cali Day, Videographer
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1

A. Good morning.

Page 461

WALTER VAN DE VIJVER

2 PROCEEDINGS

3

4 THE VIDEOGRAPHER: Here begins

5 I tape number one, Volume III, in the deposition

6 I of Walter van de Vijver, in the matter of Royal

7 I Dutch/Shell Transport Securities Litigation, in

8 I the United States District Court, District of

9 I New Jersey.

10 I Today' s date is February 2nd,

11 I 2007. The time is 9:39 a.m.

12 I I would like to remind the witness

13 I he is still sworn in from yesterday.

14 I Whereupon--

15 I WALTER VAN DE VIJVER

16 I a witness, called for examination, having

17 I previously been duly sworn, was examined and

18 I testified further as follows:

19

20

21

22

EXAMINATION BY COUNSEL FOR

PLAINTIFFS -- RESUMED

23 I BY MR. HABER:

24

25
)

Q. Good morning, Mr. Van de Vijver,
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WALTER VAN DE VIJVER

Q. I want to start today just with a

follow-up from a document that we talked about

yesterday. So if you could pullout Exhibit 32?

A. Yes.

Q, Now, yesterday you testified that

with regard to the e-mail from John Pay with the

attachment of the Barendregt reports that was

the first time you~had received those

unsatisfactory reports; correct?

A. Yes.

Q, If you look at the dates

between -- you can turn to Exhibits 33 and 34.

If you look at the dates of the

notes. One, the SPDC audit is dated

September 30 and the other PDO audit report

is -- the draft note is dated November 3. And

you received these audit reports on November 17?

A. Yes.

Q. Did you ever ask your staff why

there was a delay in getting you these reports?

A. No, I didn't. But, of course, you

also have to see it, I guess in the context that

on the Oman one I just had visited Oman so I

knew. I think that was the weekend before I
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WALTER VAN DE VIJVER

went to Oman and I knew there was an

unsatisfactory audit and I used my visit to Oman

to actually sit down with people in Oman, not

about audit report, but about the results of the

city work.

And in the case of Nigeria I knew

that work was ongoing on trying to get to grips

with the numbers. I think it was mentioned one

Page 463

of the -- somewhere the end of October it was

mentioned that EP ExCom, that they were working

with Anton Barendregt and other people on the

numbers in Nigeria.

So I felt reasonably up-to-date,

but indeed I hadn't seen the actual reports

until I received them on the 17th of November.

Q. In your answer you said while you

were in Oman you would learn that Mr. Barendregt

had given the unsatisfactory report to PDO. How

is it that you learned that?

A. I had some briefing notes for my

visit to Oman, And normally when I would visit

places staff would prepare visit notes and there

was a reference to that extent in my prereading

material that I would read in the plane going up
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WALTER VAN DE VIJVER

to Oman.

Q. You can put those aside now.

A. I assume there's a visit note on

the Oman visit, by the way.

Q. Okay.

(Van de Vijver Exhibit Number 36

was marked for identification.)

BY MR. HABER:

Q. Mr. Van de Vijver, I'm handing you

what we just marked as van de Vijver Exhibit 35.

MR. DOWD: No. I think we already

have a 35, It should be 36,

MR. HABER: You're right. It

should be 36.

BY MR. HABER:

Q. Now I'm handing you what's just

been marked as van de Vijver 36. It's an e-mail

with an attachment. The e-mail is from Frank

Coopman, it is dated December 2, 2003. It's

sent to John Bell, Matthias Bichsel, and John

Darley with a cc to John Pay, The subject line

is proved reserves. The attachment is called

script for Walter on the proved reserves

position. The Bates number is RJW00780060
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WALTER VAN DE VIJVER

through RJW00780063.

Have you seen this document

before?

A. Well, not this particular e-mail.

The attachment I've seen, but not this

particular cover e-mail.

Q. Okay. The atta.chment is what I

would like to talk to you about.

A. Sure.

Q. What is your understanding of what

this document called the script for Walter is?

A. As we discussed yesterday, I asked

Frank Coopman after I had seen the audit report

for Oman. And as you also saw on the e-mail we

looked at yesterday to get me the necessary

material to go to CMD and Conference on our

reserves position.

By that time personally, at least,

having come to the conclusion that there were

going to be major debookings, but of course the

right people need to get involved in the

process.

I had a meeting with Frank Coopman

on it just before I went for travels again. I
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WALTER VAN DE VIJVER

think it was the 27th of November, where he also

advised me he would go and talk to Judy Boynton

the next day.

Then I left to Russia where that

was involving a business transaction in Moscow.

I got a call when I was in Moscow

from Frank telling me he was sending me a note

to look at. And he also said he would mail it

at my home address, thinking that I ~ould arrive

home that night, but events changed and I ended

up, we're now talking December 1st, very late in

the evening actually traveling from Moscow back

to London.

I'm just trying to give you a

little bit of context.

Q. And the document that you were

referring to when you said yesterday, is that

Exhibit 32 where you instructed Mr. Coopman to

take some action?

A. 32, right?

Q, Yes,

A. Yes. So I arrived very late in

that evening in London in the apartment, company

apartment I had there. And early in the morning
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I got a phone call from Frank advising me that

Judy was very unhappy with the document.

I then decided that rather than go

directly to my meeting in Weybridge, that

southwest of London, that I would quickly hop

into the office in London and to actually go in

my e-mail and look at the document.

During my movement to the London

office I also got a call from Judy Boynton,

where she expressed extreme unhappiness about

what Frank had done and that it needed to be

taken off the table. And to the best of my

recollection she used the word, destroyed.

Either after -- I also got a call

from my advisor assistant Nicola Dahlin, who

mentioned that Judy was desperately looking for

me.

So anyway, so I moved to the

office, clearly with the feedback from Judy

still ringing in my ears, and not knowing

exactly what Frank had done or not done.

So I quickly scanned at the

documeht and indeed was shocked, given that it

was in my perspective a very conclusive document
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and I considered the work, first of all not

complete yet because we were still working the

numbers.

For instance, in the script I

think it still allowed Gorgon to be carried

going forward.

And, also, I recognized that

ultimately this is not my decision, I can't do

this, this needs to involve Group Finance, Group

Audit Committee, External Audit, et cetera,

before we would be able to have something so

conclusive that needs to be announced to the

market with immediate effect.

Sorry for a bit long-winded story,

but I just wanted to get --

Q. First of all, do you know who

Mr. Coopman had distributed the script to?

A, To me and Judy Boynton, as far as

I know, knew at that time. Clearly I see here

that it was sent to some others as well.

Q. Did you ever talk to Phil Watts

about the script?

A. No.

Q. And as far as you know he didn't
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Q. Had you asked -- in Exhibit 32, if
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2 I receive a copy of it?

A. Clearly, that's up to the group

4 I CFO to do that.

5 Q. Do you have an understanding as to

6 I why the document was titled "script"?

7 No. I guess script may beA.

8 I briefing note, whatever choice of words.

9 Q. Do you know if Mr. Coopman

10 I prepared this document in preparation for a

11 I meeting that was upcoming in the CMD?

12 A. Yes. I mean relative to the

13 I original schedule we talked about it was the 2nd

14 I of December was CMD meeting and 3rd of December

15 I was a regular Conference meeting.

16 I Now, unfortunately because of my

17 I issues with this Russian transaction I did not

18 I make it to the CMD meeting on the 2nd of

19 I December that was in The Hague. I was in

20 I London, obviously, advised my colleagues I

21 I couldn't attend, but that was the context.

22 Q, Were you planning on attending the

23 I Conference?

24

25
)

A. Yes.
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A. The script advocates a debooking.
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2 I you look at the first sentence of your e~mail to

3 I Mr. Pay you say, "I want to have a proper EP

4 I view before Conference."

5 I Is your understanding in looking

6 I at Exhibit 32 that this document was prepared in

7 I connection with the meeting on December 3, 2003?

A. Yes.

9 Q. Now, in your answer you said when

10 I you looked at the document you were shocked.

11 I I think you said you were

12 I surprised at how conclusive it was.

,13 I Why were you surprised?
)
14 A. Well, in the sense that the

15 I numbers were still being worked. I mean we

16 I still at that time didn't have the numbers and

17 I the whole idea was also to look at all the other

18 I exposures, not just linking it to Nigeria and

19 lOman and LKH, but also whatever else now with

20 I the new understanding we had about

21 I interpretation of the SEC rules would become

22 I noncompliant,

23 Q. Is it fair to say that the script

24 I is advocating a restatement or debooking?

25
)
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I would have to read it where it says revision

or restatement.

Q. I see the document on the first

page refers to debooking or restatement?

A. Okay.

Q. Now you also mentioned that you

had spoken with Ms, Boynton about the script.

Other than what you testified to do you recall

anything else that the two of you had discussed?

A. On that particular day?

Q, Yes.

A. No.

Q. Did you discuss the fact that the

reserves were exposed to such an extent that a

debooking appeared to be necessary?

MR. MORSE: Object to the form.

BY MR. HABER:

Q. You can answer.

A. I think the note speaks for

itself,

Q. Now, in your answer you also said

that the decision to debook or restate was one

that you needed Group Finance and Group Audit.

Why is that?
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MR. TUTTLE: Objection to the

characterization of the testimony.

THE WITNESS: I think anything

that is to do with external disclosure and is a

material event for the group, in my

understanding had to go to the fora.

I cannot, in my role cannot make

any decision on external disclosures.

BY MR. HABER:

Q. Now, is there a distinction

between a decision to debook reserves and a

decision to debook reserves that requires

external announcement?

A. Anything that has to do with an

impact on the reputation of the group or is a

clear material event is something that needs to

go through the bodies we just talked about.

Q. When Shell had debooked the

reserves at the end of 2002 in Bonga did that

debooking receive the approval of the Group

Audit Committee?

MR. TUTTLE: Objection.

THE WITNESS: I cannot answer that

question as I'm not involved in the process.
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The only thing I know is that for

the -- before the group reserves auditor issues

his final report it involves not only people

from EP, but it involves the external auditors

and it involves the central controller function

on the finance in London.

BY MR. HABER:

Q. Do you know if the central

controller function was involved with the

decision to debook the reserves in Bonga at the

end of 2002?

MR, WARE: Object to form and

foundation.

THE WITNESS: The only thing I

know, they approved Anton Barendregt's notes

that incorporated that change. I don't know

what discussions or challenge TOOK place at that

point in time.

BY MR. HABER:

Q. When you say "they," who are you

referring to?

A. The people I just mentioned, The

EP people, external auditors, and the rep's from

the controller function in London, the deputy
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group controller I know was involved in it, I

don't know who else.

Q. Does the size of a debooking

matter with regard to external communication?

MR. TUTTLE: Objection to the

extent it calls for a legal conclusion.

BY MR. HABER:

Q. You can answer.

A. I think generally just as it is

with financial results there is a level of

materiality.

I'm not a finance person, but I

think finance has rules around materiality and

that must apply to reserves as well.

Q. When Shell made external

communications, say its quarterly reports, did

Shell seek legal counsel?

A. I don't know.

Q. Were you ever involved in meetings

concerning quarterly announcements where legal

counsel had to pass on the propriety of the

announcement?

A. No~ Only in Project Rockford,

later, I was aware that legal counsel was

Page 474 I
,<
@~

MERRILL LEGAL SOLUTIONS
(800) 325-3376 www.MerrillCorp.com



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25
( )i

Case 3:04-cv-00374-JAP-JJH Document 440-3 Filed 10/15/2007 Page 8 of 21

WALTER VAN DE VIJVER

involved, but before that, no.

Q. I'm talking about before?

A. Yeah. Just to clarify.

Q. When you spoke with Ms. Boynton

what did you say to her?

A. That I would go to the office and

look at the memo because, clearly, I hadn't seen

it.

(Van der Vijver Exhibit Number 37

was marked for identification.)

BY MR. HABER:

Q. I'm handing you, Mr. Van de

Vijver, what we've just marked as van de Vijver

Exhibit 37. It's a one-page document with two

e-mails. The last e-mail is from you to

Ms. Boynton, it's dated December 2, 2003, with a

copy to your secretary, Marian van der Laan.

The subject line reads reserves. The Bates

number is VOOOI0837.

Have you seen this document before

today?

A. Yes.

Q. Did you write this e-mail?

A. Yes. This is one of the two rush
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.13 I assured by Frank that he knew what was expected
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15 I Who are all the key stakeholders

16 I you're referring to?

18 I It's external auditors. It's group legal.

19 I Don't forget that I based that

20 I understanding on the fact that Frank had been

21 I group controller himself.

23 I says that you had numerous discussions with

24 I Mr. Coopman, And the sentence that we just read

25 I into the record you say, "I was assured by Frank
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2 I e-mails I wrote before disappearing out of the

3 I office.

Q. Did you write this e-mail after

5 I you spoke with Ms. Boynton or before?

6 A. After.

7 Q. Now, I just want you to look at

8 I the sentence that begins, "Indeed, the full

9 I consultation needs to happen with all key

Q . And it continues. "And I was

A. That's particularly Group Finance.

Q. Now, the beginning of your e-mail
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that he knew what was expected from him."

What did you mean by that?

A. That he knew who he needed to get

involved and what the scope was of what he was

working.

Q. And he knew it because of, as this

document says, numerous discussions you had had

with him?

A. He knew that I expected to get a

proper write-up of the whole issue and I also

knew from him that he was going to talk to Judy

Boynton. So from that I assumed that the right

people were talking to each other.

Q. And at this point in time when you

wrote this e-mail to Ms. Boynton had you spoken

with Mr. Coopman about the script?

A. No, but I arranged thereafter, I

fired off two e-mails and then I arranged with

talking to -- when I then went in the car to

.Weybridge I arranged with my secretary to get

all people in the office early morning, next

morning at 7:30, all the people in E&P that had

anything to do with it to get properly prepared

for the next possible opportunity and getting a
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A. Because, as I mentioned earlier,
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2 I full picture.

Q. Was that the first time you had

4 I spoken with Mr. Coopman following the

5 distribution of the script?

6 A. As I recollect, yes.

7 Q. If you look at Ms. Boynton's

8 I e-mail to you, the third sentence of her e-mail,

9 I which is also dated December 2, 2003, she says,

10 I "neither the group controller nor I were

11 I consulted about the script before it was written

12 I or sent."

13 I Did you have an understanding that

14 I the group controller and Ms. Boynton needed to

15 I be consulted on the work that Mr, Coopman was

16 I instructed to do by you?

17

18

MR. TUTTLE: Objection to form.

THEWITNESS: Yes.

19 I BY MR. HABER:

20

21

Q. And why is that?

22 I anything to do with an issue like that that

23 I involves reserves, the group reserves auditor is

24 I all part of that same fora that ultimately needs

.25 I to make the decisions and the recommendations.
}.
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Q. She goes on to say, "Frank was out

Page 479

of bounds in documenting views without full

consultation."

Did you agree with her in that

assessment?

A. Well, I was not sure because I did

not know what had happened from her relaying her

message to me. It was clear that she felt that

it hadn't been done. And when I looked at the

script from Coopman it was a script that to me

read we had to go out to the market tomorrow.

So there was somewhere a disconnect.

(Van de Vijver Exhibit Number 38

was marked for identification.)

BY MR, HABER:

Q. Mr. Van de Vijver, I just handed

you what's been marked as van de Vijver

Exhibit 38, It's a one-page document with two

e-mails. The last e-mail is from you to

Mr. Coopman, it's dated December 2, 2003. The

Bates number is VOOOI0836.

Have you seen these e-mails before

today?

A. Yes.
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A, Yeah. Well, based other than the
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2 Q. If you look at the second e-mail,

3 I which is the bottom e-mail, is this your

4 I recollection of how Mr. Coopman sent you these

5 I script, bye-mail?

6 A. Yes,

7 Q. And that was also on December 2,

8 I 2003? That 1 s what it says here; correct?

9 A. Yes.

Q. Now, the e-mail that you sent to

11 I Mr. Coopman of December 2nd, was this the second

12 I e-mail that you said you sent that day?

13 A. Yes. There was one to Judy

14 I Boynton and one to Frank.

15 Q. Okay. Now, the second paragraph,

16 I the first sentence you say, "We are only at this

17 I stage flagging issues and creating options, not

18 I making a firm recommendation."

19 I Did you write this in response to

20 I what you had said a few moments ago, that Frank

21 I seemed to be making a conclusion about whether

22 I to debook or restate?

23

24 I feedback I was getting from Judy Boynton, who

25 I was the group CFO. I felt that Frank had gone
)
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14 I of course, rules when it comes to external

15 I disclosure. External disclosure decisions

16 I cannot be made by me. Ultimately external

17 I disclosure decisions are in the combination of

18 I the chairman, the vice chairman and the group

19 I CFO.

21 I authority or outside the protocol to advise

22 I someone of a problem, for instance?
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2 I outside his authority, which also meant I would

3 I have gone outside my authority.

4 I And, clearly, having seen the note

5 I that was very conclusive, I wanted to make sure

6 I that the proper process was being -- was being

7 I followed.

Q. Now, when you said you would be

9 I going outside your authority, is there a

A. Yes, There are obviously manuals

Q. Could you go outside your

MR. TUTTLE: Objection to form,

vague.

THEWITNESS: Yes, but I --
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probably I could, but I felt that I should just

be working the normal structure, the normal

process, I think that was the perfect logical

way of doing it and that is what I had been

doing the last couple of years and that's what I

was still doing, bringing up the issues and

working them as hard as I could to get the

reality of the business up in the organization.

BY MR, HABER:

Q. Now, in the second sentence you

say, "You well know that I have not accepted the

latest audit reports."

What did you mean by that?

A. That I hadn't accepted the Oman

report, which recorrunendedthat it was okay to

keep it another year on the books.

And that on Nigeria I was still

uncertain about what the final number should be

because also the Nigeria audit report did not

make a clear recommendation for debooking.

Q. When you say you well know that,

is that as a consequence of discussions that you

had with him?

A. Yes, That's what I referred to
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2 I earlier when I received those audit reports on

3 I the 17th of November. I immediately walked into

4 I the office of Frank Coopman and expressed my

5 I discomfort with those audit reports.

Q. When you walked into Mr, Coopman's

7 I office was anyone else present?

8 A. Not that I recollect.

9 Q. What did Mr. Coopman say in

A. That he was going to work it

himself.

Q, What did you understand him to

A. That as part of the reserves --

Q. And was that satisfactory to you?

A. Yes, I had confidence in Frank
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Now, the Reserves Committee, I

3 I know you mentioned that it was created under

2 Q.

Yeah.

Who was on this Reserves

I cannot be totally sure anymore,

9 I but I think it was John Darley was a member,

4 I your tenure?

5 A.

10 I Frank Coopman was a member. The group deputy

6 Q.

11 I controller in Judy Boynton's organization was a

7 I Committee?

8 A.

12 I member and maybe a few others, but we would have

13 I to look at the documentation.

14 Q. Do you recall if any technical

15 I people were members of this committee?

16 A, Well, John Darley was my technical

17 I director, so he was one of the members for sure.

18 Q.

19 I engineer?

20

21

A.

Q.

22 I Committee?

23

24

A.

Is John Darley a reservoir

Yes.

Was there a chair of the Reserves

That was Frank Coopman.

Do you know how it was decided

,25 I that Mr. Coopman would be the Chair of the
I
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Reserves Committee?

A. No, not in detail, but knowing

Frank he felt that he was the right man to do

that.

Q. Now, in your prior answer you said

when you received the audit reports, referring

to PD~ and SPDC, on November 17th you said I

immediately walked into the office of Frank

Coopman.

Where in relation to your office

was Mr. Coopman's office?

A. This was in a new office that we

were just moved into a new office in Rijswijk

and there Frank Coopman's office, for all the

right reasons, was just next to my office,

Q. Were your offices separated by a

Conference room?

A. No.

Q. Did you often have discussions

with Mr. Coopman that were unscheduled?

A. Yes.

Q, And during these unscheduled

discussions did any of these discussions include

the reserves exposures issues that we've been
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11 I mentioned before that's the time when I made the

12 I comment about to Frank that I really doubted the

13 I judgment of Anton Barendregt with his conclusion

14 I on the Oman audit. And I had just found this

15 I because I had just come back from Oman.

17 I when you commented about your lack of confidence

18 I in Mr. Barendregt' s judgment?

20 I characterization of the testimony.

22 I earlier, he was going to investigate himself.

23 I BY MR, HABER:
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Well, that's all the things that
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2 I talking about over the last two days?

MR. TUTTLE: Objection to form.

4 THE WITNESS: I cannot recollect

5 I the details.

6 I BY MR. HABER:

7 Q. When you walked into Mr. Coopman's

8 I office to discuss the audit reports how long did

9 I the two of you discuss it?

A. Oh, very briefly. I think I

Q. Did Mr. Coopman have any response

MR. TUTTLE: Objection to the

THE WITNESS: No. As I mentioned

Q, Do you know if he did investigate?

A.
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happened in the following weeks or months.

Q. Following that conversation did

Mr. Coopman ever come back with a response about

your opinion of Mr. Barendregt?

A. No, but he did agree with bringing

in Rod Sidle from the United States to help the

whole process of establishing what the real

compliance numbers were.

Q. Who is Rod Sidle?

A. Rod Sidle was a senior reservoir

engineer in the United States who was the

reserves coordinator for SEPCO for the US

organization.

Q. Did you know Mr. Sidle while you

were In the United States?

A. Yes. I actually had met him for

the very first time when I was based in

Bakersfield.

Q. Do you recall what Mr. Sidle was

doing while you were in Bakersfield?

A, Yeah. At that time he had a

general management job. It was an interesting

phenomena in Shell oil where people could decide

themselves to do a ladder system where they
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could decide to either go up a technical ladder

or to go up a general ladder. And he was at

that stage in Bakersfield he had a general

manager's job and then he later moved back to

technical discipline again. He was a very good

reservoir engineer.

Q. Now, in your answer, prior answer,

you say that you said that Mr. Coopman did agree

with bringing in Rod Sidle from the United

States to help. Whose idea was it to bring in

Mr. Sidle?

A. My idea.

Q. And what was the reason that you

gave to Mr, Coopman for wanting to bring

Mr. Sidle into the process?

A. Because he had a very high

reputation in the technical community and I knew

him from being deeply involved in the reserves

in the United States and therefore being

familiar with SEC rules.

Q. Were you ever advised that people

within EP had consulted with him from time to

time over the years?

MR. TUTTLE: Objection,
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foundation.

THE WITNESS: No, but that would

be very logical.

BY MR. HABER:

Q. Now, again, looking again at

Exhibit 38. The sentence that we were talking

about, "you well know that." Are you with me?

A. Yes.

Q. If you continue, and I'm going to

pick up where it says and, "and need far more

answers before coming to a recommendation (given

the group impact this needs formal signoff by

CMD, GAC, et cetera)."

Now you had mentioned the Group

Audit Committee earlier and Group Finance?

A. Yes.

Q. Did you understand also when you

wrote this that the CMD also needed to approve

any debooking or restatement?

MR. TUTTLE: Objection to the

form, mischaracterization of prior testimony.

THE WITNESS: Anything that

involves external disclosures also needs to be

approved by the CMD.
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BY MR. HABER:

Q. So I just want to be clear. So

it's not the debooking in and of itself, it's

the debooking that may require an external

disclosure that would need the approval of these

various bodies?

A. Yes. Yes. It's a materiality

issue that we discussed earlier.

Q. Okay. The last sentence you say,

"I've been absolute clear on this at numerous

occasions,"

Were you expressing frustration

with Mr. Coopman?

A. Frank and I ever now and then had

a few disagreements relating to his "Frank the

tank" approach that sometimes he would get a

little bit unbalanced and not involve all the

.right people in the decision-making. And I

thought I had made it clear, for instance, on

the meeting the 27th of November that he needed

to talk to Judy Boynton and needed to involve

all the right people.

And at least at that stage,

without knowing any of the detail of what he had
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done or not had done, the Judy Boynton story

clearly said that he had not done it.

Q. Now, if you look at the first

sentence of your e-mail you say, "This is

absolute dynamite, not at all what I expected,

and needs to be destroyed!"

Were you in directing Mr. Coopman

to destroy the document?

A. No. That's obviously not very

good use of words. I never wanted anyone to

destroy anything.

What I meant to say is that the

work was incomplete and it needed to be

improved.

And that's what I said happened

the following morning as soon as I got back when

we sat together with the whole team and we

exactly planned out who was going to do what and

how we were going to get a quality note prepared

for the CMD the following week.

Q. Do you know if Mr. Coopman removed

the -- withdrawn.

Do you know if Mr. Coopman in fact

destroyed his copy of the script?
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A. No, he did not.

Q. When you say this is absolute

dynamite, what did you mean?

A. This sort of refers back to the

communication with Boynton about something that

is so material and so significant you get a note

that sort of says press the button and we go

outside to the market, which would be beyond my

authority. That's what I meant by dynamite,

Q. Okay. Now you said that the next

day, December 3rd, you had a meeting?

A, Yes.

Q. Who attended the meeting?

A, That was a meeting in my office

that was attended by Frank Coopman, Curtis

Frasier, John Darley. I don't know the whole

list of names.

I know that Nicola Gordon made

minutes of that meeting and distributed it

because it was the allocation of who was going

to do what piece of the note to the CMD. There

was going to be a technical part and there was

going to be a part that would deal with the

legal and financial side of that note.
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Q. Was that the only purpose of the

meeting?

A. Yes. The purpose was to get

quality notes with all the right facts and data

to deliver to the CMD as quickly as possible.

Q. Did -- was the discussion largely

technical?

A. Well, it was technical but it

identified that there needed to be a technical

piece to the note, that there needed to be a

financial legal part to the note,

Q, Who was responsible for the

financial part of the note?

MR. TUTTLE: Objection,

mischaracterization of prior testimony.

THE WITNESS: Frank Coopman.

MR. FERRARA: Sorry. I think

while some of the room may find the objections

to be small barriers on the way to progress, we

really need to get the objections on the record

before the answer comes up. You're welcome to

continue to answer to the questions, but let's

get the objection on and not have it interrupted

so it's on the record, please.

MERRILL LEGAL SOLUTIONS
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Q. Whywas there a need to draft a
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1 I WALTER VAN DE VIJVER

2 I BY MR. HABER:

Q. Now, in your answer before you

4 I said in response to my question of whether the

5 I discussion was largely technical you said it was

6 I technical, but it was identified that there

7 I needed to be a technical piece to the note, that

8 I there needed to be a financial, legal part to

9 I the note,

10 I Did you understand financial,

11 I legal part to be separate parts?

12

13

) 14

15

16

A. Yes.

Q. So the financial part was the

responsibility of Mr. Coopman?

A. Yes.

Q. Whowas responsible for the legal

17 I part?

18 A. He would do that jointly with

19 I Curtis Frasier, who had a dotted reporting line

20 I into himself, as well as to me.

21 Q. When you say "he" are you

22 I referring to Mr. Coopman?

23

24

A. Yes, sorry.

25 I note?
)
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A. To get all the facts on the table.

1

2

3 I I mean this is part of the process I had been

4 I following for a long time with my hunch and

5 I instinct that things were not right and

6 I ultimately you need to get the facts on the

7 I table to make a fact-based decision on what to

10

11

12

13

14

15

8 I do.

9 Q. And this note was to be presented

to the CMD?

A. Yes.

Q, Was there a particular scheduled

meeting of the CMD that you were planning this

note to be presented at?

A. The following week, the 9th of

16 I December.

17 Q, I believe a few moments ago you

18 I said there was a meeting of the Conference on

19 I December 3rd?

20

21

A. Yes.

Q. Did you have this meeting before

22 I or after the meeting with the Conference?

23 A. Before, because I mentioned it was

24 I very early in the morning, 7:30 in the morning,

25
)

Q. Where did the Conference meet that
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day?

A. In The Hague.

Q. Was there any discussion in the

Conference meeting about the reserves issues?

A. No.

Page 496

Q. Do you recall if Ms. Boynton was

in attendance at the Conference meeting?

A. Yes.

Q. Do you recall having any

discussions with Ms, Boynton at the Conference

meeting about the script for Walter?

A. No,

Q. Did you have any discussions with

Ms. Boynton that day about the actions that were

decided would be taken in the meeting earlier in

the day?

A. No, I briefly met her the

following day in London on the 4th of December

where she advised me that there had been a

discussion at CMD in my absence and that it was

decided that for the CMD the coming week I would

only be responsible for writing the technical

piece and that she would look after the

financial, legal piece.
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Q. How did you react to that?

A. Surprised. But for me the only

thing was important to get it on the agenda. I

didn't really care how it was being done as long

as it would get on the agenda.

Q. When you say surprised, why were

you surprised?

A. I was surprised because I had

hoped by that time she would have talked to

Frank Coopman and there would be clarity on how

the work was going to be distributed.

Q. Did she explain to you why she was

going to be taking the lead on the financial

side?

A. No. She just mentioned that the

discussion had taken place at CMD the day before

and that was the recommendation and she was

going to -- after I briefly talked to her she

said she would issue a little note to clarify

that particular decision.

Q. Did you ever look at the minutes

of that CMD meeting to see what was discussed?

A. No, not that I recollect.

Q, Did you talk with Mr. Coopman

Page 497 I

MERRILL LEGAL SOLUTIONS
(800) 325-3376 www.MerrillCorp.com



1

2

3

4

5

6

7

8

9

10

11

12

13

}
.- .' 14

15

16

17

18

19

20

21

22

23

24

25
)
;

Case 3:04-cv-00374-JAP-JJH Document 440-4 Filed 10/15/2007 Page 11 of 36

WALTER VAN DE VIJVER

about the decision that she gave -- that she

conveyed to you?

A. Yes. I mentioned it to him and

left the organization to figure out to get the

note, the quality note that at least we would do

together. And I assumed Coopman would work with

the staff and the staff in Judy's organization.

Q. What was Mr. Coopman's response?

A. He was, as you would expect from a

character like that, he was not very happy.

Q. What did he say?

A. He thought he was capable of doing

that, leading that piece and sharing it with

whoever relevant in the organization.

Q. Did you get the feeling he viewed

it as a challenge to his abilities?

A. No, not directly, but he was a bit

sensitive individual generally when these type

of things happened.

Q. Did you view the decision as a

challenge to Mr. Coopman's abilities?

A. A little bit, but I accepted -- I

had the organizational structure and authority.

I mean, at the end of the day Judy Boynton was
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more senior than Frank Coopman.

Q. Did you view it as a challenge to

you?

A. No, but maybe a little inclination

of a bit of mistrust whether I would be able to

do it all myself but, fair enough, she is the

CFO.

Q. I believe earlier you said this

meeting occurred in London. Why was it in

London?

A. I really don't know. I must have

had other engagements in London. I cannot

recollect.

Q. Did she ask to meet with you?

A, Yes, but I don't recollect how

that sort of happened, Maybe some e-mails. I

don't know.

(Van der Vijver Exhibit Number 39

was marked for identification,)

BY MR. HABER:

Q. We've just marked as Exhibit 39 an

e-mail string, three pages, the last of which is

from Mr. Van de Vijver. It's dated December 8,

2003 and it's to John Pay with a cc to Frank
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1

Q. And if you look at the second
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2 I Coopman, John Darley, John Bell. The subject

3 I line reads: Proved reserves part 1: Draft for

4 I comment. The Bates number is VOOOI0881 through

5 I VOOOI0883.

6 I Have you seen these e-mails before

7 I today?

8 A. Yes,

9 Q. If you could just generally tell

10 I us the context in which these e-mails were

11 I written?

12 A. This was trying to get the note

13 I for CMD prepared that we talked about earlier
l
'14 I and, obviously, there was a lot of work so there

15 I was a lot of backward and forward going to get

16 I the document done. And you see here part of

17 the see the final top e-mail is some comments

18 I that I had on the draft of that particular CMD

19 I paper, very depressing, somewhere around

20 I midnight when I looked at the note and gave some

21 I comments before it was finalized for

22 I distribution that same day.

23

24 I page, the last e-mail, the one on the bottom

25 I from Mr. Pay to you, Ms. Boynton, Tim Morrison,
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with a cc to Frank Coopman, John Darley, and

John Bell, it's dated December 7, 2003?

A. Uh-huh.

Q. It appears as if this is the first

circulation of the draft note; is that correct?

A. Yes. That may be correct, yes,

Q. Do you recall if there was a prior

circulation?

A. I do not recollect.

Q. Okay. If you look about a third

of the way from the top in that first

paragraph --

A. Sure.

Q. where you write, "I still feel

Page 501

uncomfortable." Do you see that?

A. Yes.

Q. The sentence reads, "I still feel

uncomfortable with the "increased tightening of

the SEC guidelines" as if the SEC is the reason

we have a problem today!" Why did you feel

uncomfortable with that?

A. This was part of my learning where

I had the feeling that there was too much

emphasis put to relate a lot of the issues we
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found to this clarification on the SEC rules

that came out somewhere in 2000 or 2001.

I recall also sending a note to

Rod Sidle to ask for his advice to try to

understanding was it basically the problem that

the Shell guidelines were wrong and had been

long wrong, we now sort of had the benefit of

hindsight for a long time, or was it indeed this

clarification in 2001 that caused it.

Is that answer clear? It may be a

little bit long-winded.

Q. And what did Mr, Sidle say in

response?

A. He said that he agreed with me,

that he did not believe the clarification was as

such the issue, it was the issue that Shell for

many years had done the incorrect, incomplete

interpretation of the strict SEC rules, because

the rules hadn't changed, There was a

clarification on the rules, but the rules for

the SEC had been like they were since 1976, if

I'm correct.

Q. The -- does the second sentence,

"The reality appears to be with us driving for

Page 5021
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Q. Were you comfortable with the

changes that had been made in the note?

A. Personally, no, but I accepted the

higher authority in the company to make those

changes.

Q. Now, you said the note changes

were made in the technical contents of the note?

A. No changes.

Q. No changes, right. So what parts

of the note were there changes in?

A. Changes that watered down the

conclusive nature of my note, which originally

stated that reserves were noncompliant.

There was a table and one of those

tables said the following reserves are

noncompliant,

And it got changed to are likely

to be considered as not compliant.

Q. Why were you uncomfortable with

that change?

A. Well, this is a personal

perspective. I mean, I thought these reserves

were noncompliant. I'm not the expert, I fully

recognized that, and that's the way it is.

Page 5131
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Q. Did you ever communicate your

3 I feelings about the changes to anyone?

4

5

A. I do not recollect.

Q. Now, do you know if the note was

6 I submitted in the same format to the other

7 I members of the CMD, that is electronically?

8

9

A. Yes.

Q. And I believe you said that there

10 I was a meeting of the CMD. Was there a meeting

\;
e 14

11

12

13

on the same date, December 8th, or was there a

two-day meeting?

A. No, There was a -- as I said, it

was two days of CMD activities. The first day

15 I was sort of an off-site type of day and the 9th

16 I of December was the formal -- on the Tuesday,

17 I the CMD meeting,

18 Q. And that would be Tuesday,

19 I December 9th?

25

)
._/

20

21

22

23

24

A, Yes.

Page 514

Q. Before we get to the meeting I

want to talk about a couple of things in the

note itself.

If you turn to page 4.

If you look at the --
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A. The box.

Q. the box. Thank you.

4 I In terms of bookings, and it shows

5 I the time line and there's -- there's a booking,

6 I and I understand it is hard to read, but I

7 I believe the one I'm looking at has to do with

8 I PDOand it says 00, which I take to mean the

9 I year 2000. PDObooks, and it looks like

10 I 358 million BOE. Do you see that?

11

12

A. Yes.

Q. During the time that your staff

13 I was preparing this note and you were reviewing

14 I the note had you seen any audit trail that

15 I supported that booking?

16

17

A. No, not at that time.

Q. Did you ever ask anyone on your

18 I staff if they had seen an audit trail that

19 I supported that booking?

20 A. Yes. And during this period,

21 I December, January -- so December 2003,

22 I January 2004, I did get some documentation that

23 I involved a letter from the Minister of Oil and

24 I Gas that referred to that particular booking.

25
)

Q. Did you ever talk to Mr. Brass
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about the booking?

A. Not during my time at Shell.

MR. DOWD: That wasn't the

question. That wasn't the question.

Did you ever talk to Brass about

it? Answer the question.

THE WITNESS: Yes. Yes.

BY MR. HABER:

Q. And when did you speak to

Mr. Brass about it?

A. In -- somewhere in the second half

of March 2004 when I had -- at the time I had

left Shell, but I was visited during the weekend

by all The Hague based EP ExCom members.

Q. And what did Mr. Brass and you

talk about?

A. Brass, through the sort of chatter

we were having at that time, which you can

imagine was quite an emotional get together with

lots of beer, and Brass mentioned to me a

reference to a handshake.

Q. What did he say about a handshake?

A. It was a handshake from Phil Watts

to Remco Aalbers.
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Q. What was the significance of the

handshake?

A. That related to the booking on

Oman in early 2000.

Q, And is that the booking that's

reflected in the chart?

A. Yes.

Q. For the record, who is Remco

Aalbers?

A. Remco Aalbers was in the same job

that John Pay did later. So he was a group

reserves coordinator at that time.

Q, Did Mr. Brass say from whom he had

learned of this handshake?

A. No, I think as soon as Lorin

mentioned that he felt embarrassed and didn't

give me any further detail.

Q. Did you ask Mr, Darley about this

handshake deal?

A. No.

Q. Did you ever ask Mr. Pay about

this handshake deal?

A, Not that I recollect, no.

Q. Did you ever talk to Remco Aalbers
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WALTER VAN DE VIJVER

about this handshake deal?

A. No.

Q. Had you ever spoken to Remco

Aalbers?

A. I think I met him once in NAM

during one of my site visits, no, I'm sorry,

that's the Dutch operating company in the

Netherlands in Assen. I don't have any

recollection what -- he was doing a technical

job there. I don't really know.

Q, If you could turn the page to page

5 of the document or 447, the Bates number. If

you can look at the top of the chart it says,

proved reserves which are likely to be

considered as noncompliant by the SEC.

Is that the language that you were

referring to earlier that had been revised or

which is now the revised version of the note?

A. Yes,

Q. Now, if you can turn to page 24 of

the note, underneath the box?

A. Uh-huh.

Q. It says, "the 720 million barrels

(Shell share) gap between reserves booked and
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the base program implies that no realistic

projects have been identified to cover this now

highly exposed volume."

Was this figure a figure that was

reached as a result of the study that David

Kluesner was working on?

A, Yes.

Q. And if you look at the next

paragraph it says that "major reserves review

that SPD carried out in the second half of 2003

also identified that a significant number of

projects in the base program (together

814 million barrels) did not fulfill the

recently tightened group reserves guidelines

which required VAR 3 or FlO for compliance with

SEC rules as they are now understood."

The major reserves review that's

referred there, is that also a reference to the

Kluesner work?

A. Yes.

Q. If you can turn to page 30. The

heading says, Other Impacts, and then there are

four bullet points with text in a box.

Do you recall if what's on page 30
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in the Bates number that ends 472 was in your

note that you submitted to the CMD?

A. I cannot recollect.

Q. And if you look at the next page,

32, that ends Bates number 474, again, under

other impacts there's a bullet point and then

text in a box,

Do you recall if this text was ln

your note as originally submitted?

A. No. The only thing I recollect is

that I obviously visited Oman and Nigeria in

early 2004 to tell them what the story was.

There was a lot of discussion at CMD during

January and December about the depth and extent

of the external disclosure, given some of the

sensitivities on countries where we were

operating.

Q. Now, at the meeting of the CMD was

there a discussion about the note?

A, Yes, It is a note to CMD, so that

means there was time allocated for the note at

the meeting,

(Van de Vijver Exhibit Number "41

was marked for identification.)

Page 520

MERRILL LEGAL SOLUTIONS
(800) 325-3376 www.MerrillCorp.com



1

2

3

4

5

6

7

8

9

10

11

12

13

_) 14

15

16

17

18

19

20

21

22

23

24

25
" ),

i

Case 3:04-cv-00374-JAP-JJH Document 440-4 Filed 10/15/2007 Page 24 of 36

WALTER VAN DE VIJVER

BY MR. HABER:

Q. What we've marked as van de Vijver

Exhibit 41 is a mUlti-page document, 18 pages to

be exact. It says, Committee and Managing

Directors, Minutes of the Meeting Held in The

Hague on Monday 8 and Tuesday 9 December 2003.

There are two Bate ranges the

first one is V00090869 through V00090886.

The second is TT000712 through

TT000729.

Mr, Van de Vijver, have you seen

this document before?

A. Yes.

Q. Is this a copy of the minutes of

the meeting that you were just talking about?

A. Yes.

Q. The indicator in the upper

left-hand corner, the number. It says number

2573?

A. Uh-huh.

Q. What is that number?

A, Every CMD meeting gets a number,

so that means that was in terms of the company

that was meeting 2,573.
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Q. Do you know if by taking a look at

this this is the final version of the minutes?

A. The structure of it doesn't say

draft anymore, implies that this is the final

version.

Q. During the discussion of the note

how would you describe the mood of the meeting?

A. Very tense.

Q. Why is that?

A. Clearly it was in a very difficult

session in terms of questions were being asked.

Follow-up meetings were being planned. I mean

this was the first of a whole sequence of

meetings over the weeks thereafter where we

would come back to the same issue again and

again,

Q. And was this the official start of

Rockford?

A. Yes. This was the first meeting

of the formal launch of Rockford.

Q. How did the project get its name?

A. I don't know. That's always a

mystique.

Q, Do you recall if Mr. Watts had
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said anything during this portion of the meeting

concerning Project Rockford?

A. Well, he chaired the meeting so

clearly he would have said things, but I do not

recollect any of the details.

Q. Now, if you look on the first

page --

A. Uh-huh.

Q. -- of the document it shows the

people who were present?

A. Uh-huh,

Q. Now, for you it shows for item 6

through 21 inclusive only. Does that indicate

that you were not in attendance for items 1

through 5?

A, Yes, that's correct.

Q, And the same is true with regard

to Mr. Brinded?

A. Yes. There was at this time there

had been a system introduced where some of the

agenda items would involve only Watts, van der

Veer, and Boynton.

Q. Why would those agenda items only

involve those three individuals?
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A. That was something that was

3 I discussed in CMD, I think somewhere in 2002

4 I where the sort of more routine sort of items

5 I would not require the whole of the CMDto be

6 I present and was agreed that the other members

7 I obviously would be copied on the material and

8 I the minutes but would not attend that part of

9 I the meeting.

10 Q. Now, at this time was Ms. Boynton

11 I a member of the CMD?

13

)
..' 14

12

15

A. Yes,

Q. And I see a new name, R.J. Routs,

Who is R.J, Routs?

A. Rob Routs took over as group

16 I managing director from Paul Skinner who retired

17 I a couple of months earlier and he was

18 I responsible for the oil products business, the

19 I downstream business.

20 Q. When Mr. Routs succeeded

21 I Mr. Skinner did you have any private

22 I communications with him about the reserves

23 I issues?

24 A, Before it would come to CMD? No.

Q, If you look at the minutes on page
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12. The second to last sentence says, "Urgent

attention was required as time was of the

essence."

Do you recall a discussion on this

topic?

A. No, but I do recollect that a plan

was put forward about follow-up meetings.

Q, Did anyone at the meeting say that

time was of the essence?

A. I do not recollect.

Q. What was the program of future

meetings that you have a recollection of?

A. There were at least weekly

meetings on this -- on Project Rockford, but I

wouLd have to look at details in terms of the

exact dates.

Q, Okay. Now, as I recall, on the

first -- on the first day of our proceedings I

had asked you a question about the structure of

Project Rockford,

How do you -- what is your

recollection of how that structure worked? And

in particular I'm just trying to get an

organizational structure?
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A. Yes. Over time a formal structure

was put in place. Project Rockford was led by

Phil Watts with the assistance of Adrian Loader,

And I at that time recommended as the focal

point for EP, John Darley.

So there was a structure that

involved Legal, Group Finance, and I remember

commenting on when that structure was proposed.

Q. And when you recommended John

Darley for EP focal point he was to report to

whom?

A. In his role he would report to

Phil Watts.

(Van de Vijver Exhibit Numbers 42

and 43 were marked for identification.)

MR. HABER: I'm marking two

exhibits, Exhibit 42 and an Exhibit 43.

While the witness has an

opportunity to look at these documents I will

identify them for the record.

Exhibit 42 is a two-page document,

the first page has two e-mails on them, the last

of which is from Philip Watts, to Adrian Loader,

Beat Hess, Curtis Frasier, John Darley, Judith
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Boynton, Tim Morrison, and Mary Jo Jacobi.

There's a cc to Jeroen van der Veer, Mr. Van de

Vijver, Malcolm Brinded, Judith Boynton, and Rob

Routs. It was sent on February 2nd, 2004.

Page 527

The -- that is the last. The subject line reads

Rockford Coordination Team. There's an

attachment, project team org chart, version 71.

It is a document that was produced from the

native drives that were produced to us, so there

is no Bates number. The summation.documentation

number in the upper left-hand corner is

100485664: Forward Rockford Coordination Team.

And I will note for the record

there's a footer on the bottom of the first page

and that came from our printer because that's

just way it prints. It's a default, so it's not

part of the document.

Exhibit 43 is a series of e-mails,

the last of which is from Mr. Van de Vijver,

dated February 2nd, 2004. It's sent to Philip

Watts with a cc to Adrian Loader, Jeroen van der

Veer, Malcolm Brinded, Judith Boynton, Rob

Routs, and Beat Hess. There are two Bates

ranges. The first is V00370504 through
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V00370505. The second range is BRINDED 0119

through BRINDED 0120.

BY MR. HABER:

Q. Now, Mr. Van de Vijver, In your

1!

Page 5281
~
i~

If

answer before we marked these documents you said

over time a formal structure took place.

Looking at Exhibit 42, is this the structure

you're referring to?

A. Yes.

Q. And if you look at Exhibit 42 at

Mr. Watts' e-mail of January 29, 2004, it

appears that there was a first team meeting of

this group of people that was to begin in

February,

What team meeting do you

understand him referring to?

A. The team meeting, the project team

as depicted in this chart.

Q. Okay. Do you recall attending

that meeting?

A. No. I was not invited.

Q. And why weren't you invited, if

you know?

A. As per the organizational
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structure I was not on that list, but I felt

totally comfortable with Curtis Frasier and John

Darley being there.

Q. And why was that?

A. I had recommended those names as

members to the team from the E&P side.

Q. Now, if you look at Exhibit 43,

your e-mail of January 30, 2004, you write to

Mr. Watts, van der Veer, Brinded, Ms. Boynton,

and Mr, Routs, and I'm looking at the first

sentence, "I thought the idea was to delegate

day-to-day management to a group of very senior

and capable leaders in our organization below

CMD and, hence, was very supportive of an

overall coordination of an effort by Adrian

Loader with weekly updates to CMD."

Two sentences later you continue.

"The proposal put forward still

has several CMD members on the actual team and I

would advise against that to ensure adequate

delegation, balance, and ownership."

Did you get any response from

Mr. Watts to this e-mail?

A. The response you see on the same
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page.

Q. If you look at his e-mail does it

appear as he's responding to your criticism of

the organization?

MR. TUTTLE: Object to form.

THE WITNESS: No.

BY MR. HABER:

Q. When you say in your e-mail of

January 30, 2004, "to ensure adequate

delegation, balance, and ownership," what

message were you trying to convey to the

recipients of this e-mail?

A. I was trying to convey just that I

was comfortable with putting forward John Darley

and Curtis Frasier that I felt it important that

there was the right distance also to avoid any

perception of conflict of interest on a very

sensitive issue.

Q. You wrote again to Mr. Watts,

again, a cc to a number of people who are

recipients on these e-mails, "I note that no

change has been made based on my comments. At

least had expected a discussion at CMD before

this was issued,"

~
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Why were you expecting a

discussion at CMD on the issue?

A. Well, I expect that if I would

make comments to my colleagues that at least

there would be a response.

Q. Did you ever have a response from

Mr. Watts?

A. No.

Q. Did you ever get a response from

Ms. Boynton?

A. No.

Q. Did any other member of the CMD

respond to your comments?

A. No, not that I recollect.

Q. And throughout Project Rockford

the organizational structure of Rockford

remained as depicted in the org chart that's

attached to Exhibit 42?

MR. MORSE: Objection to form.

THE WITNESS: Yes.

BY MR. HABER:

Q. Now, in the second sentence in the

e-mail of February 2nd that you sent to

Mr. Watts you said, "In order to 'contain' the
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overall senior management on this within EP."

What did you mean by putting the

word contain into quotes?

A. That I wanted to make sure we had

a clear focal point accountability in E&P. And

John Darley had convinced me that he was able to

take the task and he would utilize Curtis

whenever he was not available, so I was

perfectly happy with them working together as

they felt comfortable,

MR. HABER: We have to change the

tape, so if you can just hang around probably

two or three minutes we can try and get this

done,

MR. DOWD: Thank you.

THE VIDEOGRAPHER: This marks the

end of tape one in Volume III of Mr. Van de

Vijver. We are going off the record. The time

is 11:50 a.m.

(A brief recess was taken,)

THE VIDEOGRAPHER: This marks the

beginning of tape two, Volume III in the

deposition of Mr. Van de Vijver. We are back on

the record. The time is 11:56 a.m .
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BY MR. HABER:

Q. Mr. Van de Vijver, if you could

just look at the org chart on Exhibit 42 for one

second. The top of the organization says PX and

then Watts/Loader. Do you see that?

A. Yes.

Q. What is PX?

A. PX is a reference indicator of

Adrian Loader,

Q. What does that stand for?

A. Group planning and public affairs,

if I'm correct.

Q. So the organization chart shows

that everyone underneath Mr, Watts and

Mr. Loader report up to them and then they are

the focal point that reports to the CMD?

A. Uh-huh.

Q. I'm sorry. You have to verbalize

an answer?

A, Yes, Yes.

Q. Okay. Do you know if Anton

Barendregt had ever commented on the note for --

the note to the CMD that was submitted on

December 8th?
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A. I don't know. As you recall from

looking at the document themselves there were

many contributors to the document. It says on

the bottom EPS, EPT, and EPF. So that is the

planning group, the technology group, and the

finance group. So I wouldn't know who the

individuals were that contributed.

(Van de Vijver Exhibit Number 44

was marked for identification.)

BY MR. HABER:

Q. I just handed the witness what

we've marked as van de Vijver Exhibit 44, it's a

mUlti-page document. A series of e-mails with

an attachment called Storyline.

The last e-mail is from Mr, Van de

Vijver, it's dated December 28, 2003 to Frank

Coopman, John Darley. Subject line reads:

Rockford. The attachment, as I said, says

Storyline-Full P6werPoint. The Bates range is

HAG00205769 through HAG00205786.

Mr, Van de Vijver, have you seen

this document before today?

A. Yes.

Q. And if you could take a look at
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the storyline there's handwriting on this

document. Do you recognize this handwriting?

A. Yeah, that's mine.

Q. Can you explain to us what a

storyline is and especially in this context?

A. If I recollect this correctly it

was part of preparing the material to take to

the Group Audit Committee and CMD, of course.

Q. And was there to be a presentation

called storyline that was to be made to the CMD

and Group Audit Committee?

A. Well, storyline is sort of

typical, short of Shell speak. That's when

people prepare for making a presentation.

Q. Do you know if this document was

ever finalized?

A. Presentations were made in the

end, but I don't know how much it contained of

this particular material.

Q. If you look in the first page of

the summary on page 771, what does the

handwritten note in the upper right-hand corner

say?

A. "What to do with 10/03 Shell
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A. Rockford continued for quite a
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2 I guidelines." That means what to do with the

3 I Shell guidelines that were issued in

4 I October 2003, very recently.

5 Q. Why were you asking that question?

6 A, Well, I think it comes back here

7 I with me now having been present in quite a few

8 I of the meetings with my teams, et cetera, I'm

9 I basically asking the question do we really need

10 I to have Shell guidelines.

11 Q, Did anyone ever respond to that

12 I question?

13 A. I cannot be sure, but I think John

14 I Darley did respond to that.

15 Q. Do you recall what Mr. Darley had

16 I said?

17 A. That he agreed with my thinking,

18 I but I cannot be sure. I think that sort of

19 I evolved over time,

20 Q. Over time, you mean over the time

21 I of Rockford?

22

23

A. Yes.

Q. How long -- how long did Rockford

24 I last?
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long time, all the way until I left the company,

because it also involved not just coordinating

of whatever work needed to be done to get to a

final conclusion on the numbers and the

disclosures to the market, but also as it

related to communication with the SEC.

Q. And you were fired from your

position in the company in March of 2004?

A. Yes.

Q. I believe on Wednesday when we

talked about what had happened you had said that

it was unexpected; correct?

A. A total utter shock.

Q. Had anyone ever communicated to

you prior to the time that you were told you

were going to be let go that you should be

worried about your position?

A, I was personally very worried

about my position prior to my first interview

with Davis Polk.

Q. And when was that interview?

A. That was -- the interview I think

was on the 10th of February 2004.

Q. Did you ever communicate your

.
Page 537
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Q. Was this at his home?
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1 I WALTERVANDE VIJVER

2 I concern about your position to anyone?

A. Yes. What happened was that

4 I during the weekend I got a phone call from

5 I Curtis Frasier advising me that I needed to have

6 I a lawyer because quote unquote as Curtis said,

7 I" Phil and Judy are out to poison you."

8 Q. And that's what caused you concern

9 I about your position?

A, Yes. Immediately when it happened

11 I I went to visit the former group chairman of

12 I Shell, Lo van Wachem, and expressed my deep

'. 13 I unrest with having to have a personal lawyer and
)

14 I the process the company was getting into.

15

16

Q. And what did he say to you?

A. He considered it totally

17 I inappropriate that that would happen in the

18 I company and he told me to calm down.

19 Q. When you say that you went to him

20 I immediately after the call from Mr. Frasier, do

21 I you recall when this meeting occurred?

22 A. During the weekend, so on a

23 I Sunday. So on a Sunday I went to visit

24 I Mr. Wachem.

25
( )
\,-_../
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A. Yes.

Q. Do you recall how long that

meeting lasted?

A. About half an hour. This was of

course not a planned visit but he lives very

close to me.

Q. After the meeting did you feel

reassured ?

A. No, not yet, because I was also

advised that I had to be in London, I think it

was on the 10th of February for this interview,

and I had to actually cancel a planned visit

that I had during the day to Egypt at the very

last minute.

Q. When Mr. Frasier had called you

where were you?

A, At home.

Q. Was there an analyst presentation

in the United States at or about that time

that --

A, I had just come back from the

analyst presentation.

Q. Okay. So prior to these

discussions and the communication with
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Mr. Frasier had you spoken to anyone else about

concerns you were feeling about the security of

your position?

A. No, but I did mention to Jeroen

Page 540

van der Veer a couple of times that I felt

uncomfortable with the atmosphere at CMD and I

also asked him at numerous occasions whether it

would not be appropriate for me to meet Aad

Jacobs.

Q. You say that you met with Mr. Van

der Veer a couple of times. Do you recall what

times?

MR. TUTTLE: Objection to the

characterization of the testimony.

THE WITNESS: This was all after

the 8th of December or the 9th of December 2003

when Project Rockford started,

BY MR. HABER:

Q. Okay. So in your prior answer you

said I did mention to Jeroen van der Veer a

couple of times that I felt uncomfortable with

the atmosphere at CMD.

Do you recall what times in

particular? I'm looking for dates?
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A. Yeah. My memory is very good, but

trying to remember exact dates, I can't. I

can't. I'm sorry.

Q. Did you ever speak to Mr. Van der

Veer before you were fired?

A. Yes. Actually, the Friday before

I was fired Jeroen van der Veer wanted to see me

when I was just about to go off to Oman for my

visit. And Jeroen was talking a bit around

about way, but the final question from him was

whether I would have any difficulty reporting to

him as the chairman of CMD, because it was

likely that Watts would not stay.

Q. What did you say?

A. I said, yes, I said this issue

for me was never anything personal about Watts.

I would throw in my own glasses if that was what

it was about, I said I wanted to run EP and

that was all,

MR. DOWD: Excuse me. Is it yes

you would have difficulty reporting to him?

THE WITNESS: No. No. I'm sorry.

I didn't answer the question correctly,

MR. DOWD: Can we go over that

1
Page 541 d
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again, Jeff?

BY MR. HABER:

Q. The question I asked was did you

ever speak to Mr. Van der Veer before you were

fired?

A. The answer lS yes.

Q. And then I asked what did you say

and -- I should say before that your response

you said, actually, the Friday before I was

fired Jeroen van der Veer wanted to see me when

I was just about to go off to Oman for my visit

and Jeroen was talking a bit around about way,

but the final question from him was whether I

would have any difficulty reporting to him as

the chairman of CMD, because it was likely that

Watts would not stay,

Then I asked what did you say?

A. I said no.

Q. Did you ever communicate to him

your concern about the security of your position

during that meeting?

A. Not that meeting we just talked

Page 542

about Friday, no.

Q. Yes.

MERRILL LEGAL SOLUTIONS
(800) 325-3376 www.MerrillCorp.com



1

2

3

4

5

6

7

8

9

10

11

12

13
)
14

15

16

17

18

19

20

21

22

23

24

25
(

...•_./

Case 3:04-cv-00374-JAP-JJH Document 440-5 Filed 10/15/2007 Page 11 of 37

WALTER VAN DE VIJVER

A. But I had talked about the

security of my position after that first

interview by Davis Polk, which I considered

totally hostile and unjustified.

Q. And why did you feel that way?

A. Because I was confronted with

three e-mails that were -- the famous destroy

e-mail, The sick and tired e-mail. I think the

third e-mail was fooling the market. Those were

the three e-mails I was confronted with in a

very hostile manner, and I left the meeting

wondering what was going on. And after that

meeting I called Jeroen van der Veer. I then

next day I visited Jeroen van der Veer and I

also talked to Hennie de Ruiter and I talked to

Marteen van den Bergh, and they all calmed me

down and told me my position was not at stake.

Q, Can we go back to the storyline

for a couple of minutes. If you can turn to

page 775?

A. Yes,

Q. Can you decipher what your

handwritten notes note says on the second bullet

point?
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A. "Increase expectation reserves

lead to immediate increase in proved reserves

[probabilistic method]."

Q. And the handwritten notes on the

bottom?

A. "Weakened OU governance and asset

based organizations in OUs," meaning operating

units.

Q. Taking the first handwritten note,

why did you put that note on this document?

A, That was a clarification of my

understanding what had happened, because the

reserve addition bonuses in both those countries

were linked to expectation reserves.

Q. And the last bullet note that you

added, why did you put that in there?

A, Well, this is sort of the

recurring theme of my tenure, that I felt

operating units were not adequately managed and

that there had been a fragmentation in a lot of

the organizations, what was called an asset

based organization, leading to the central

technical and professional excellence eroding.

Q, If you can just turn back to page

Page 544
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A. Because what I meant to say there
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WALTERVANDE VIJVER

2 1773. The very bottom. The dash mark that says,

3 I "pressure on staff to obtain approved reserves

4 I replacement ratio (RRR of 100 percent)

5 I particularly in 2000."

6 I Who did you understand to be

7 I exerting pressure on the staff to obtain a

8 I proved reserves replacement ratio of

9 I 100 percent?

A. The EP leadership team at that

11 I time.

12 Q. And that would include Philip

13 I Watts?
1
.I

14

15

A. Yes.

Q. If you would turn to the last page

16 I there's some more of your handwriting. Under

17 I the bullet point, basic technical flaws at OU

18 I level. The middle subpoint there's some

19 I handwriting?

20 A. "And consistency check between

21 I reserves and long-term forecasts."

22

23

Q. Why did you insert that?

24 I that obviously business plans focus on

25 I production. And as you produce you reduce your
!
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Page 5461

reserves. And what we found in our analysis in,

I recall in Oman, for instance, there was no

ability to tie back the production forecast to

individual assets and their individual reserves.

It's a quality issue of the overall business

performance. I
I

Q. And if you look at the bottom of

the page you add two bullet points, What's the

first one?

A, "Oman Nigeria support efforts

2002, 2003."

Q, And the last one?

A. "New operating model strengthens

technical function,"

I think as we recalled earlier if

you don't to the technical work the reserve

audit can do all.he can do, but he doesn't have

the quality.

Q. If you can turn to Exhibit 1,

which is your letter dated March 22, 2004. If

you can turn to page 3 again. You say that in

the paragraph that begins in November 2003, I

want you to focus at the bottom of that

paragraph now.
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You say, "My efforts to effect

full disclosure were continually challenged,

even up until the day before the analyst

presentations in early February 2004."

How were your efforts to effect

full disclosure challenged?

A. It was an extreme battle to

finalize the presentation to the analysts in

2004. Where I was very keen to give as much

regional breakdown of where the exposures had

now materialized the debookings were taking

place and also wanted to put it in a historic

context about when these bookings were first

made.

Even at the end -- at the

presentation I made to Conference as sort of

final draft version of the analyst presentation

there was quite a hostile environment because I

wanted to flag, for instance, that on -- during

that analyst presentation that if you make a

change in proved reserves, if you take the

terminology correctly, if you take away proved

reserves then the probable reserves can also not

exist because of this part of a buildup. I

Page 5471
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1 WALTER VAN DE VIJVER

Page 5481~
t

i2 wanted to flag that as a result of the proved

3 reserves there would also be an impact on the

4 I probable reserves. I'm getting a little bit

5 I technical, but that's just way it is.

6 I Forgetting about it it is not

7 I about challenging the total technical resource

8 I thing, this is all about classification.

9 Q. Who was challenging your efforts

A. This whole process was a very

whoever was close to investor relations.

Q. Would that include Ms. Boynton?

A. Yes.

Q. Would that include Simon Henry?

A. Yes.

Q, Would that include Tim Morrison?

A, I cannot be sure.

Q, Other than the people I

A. Yes.

Q. How was the investor relations

effect full disclosure?
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I mean, and understandably so, it

Page 549

WALTERVANDEVIJVER

2 A. There were many cycles to finalize

3 I the presentation. Originally just after an

4 I announcement was made it would be the intention

5 I that there would just be a group presentation, a

6 I group presentation meaning a presentation that

7 I would be done by Phil Watts and Judy Boynton.

8 I And then subsequently it was decided that there

9 I would be a dedicated EP presentation that I

10 I would do where I would provide the EP details of

11 I the reserves recategori zation.

12 t There were a lot of discussions,

13 I as you could see, also in the early note to the

14 I CMDabout whether we were using the word Brunei,

15 I yes or no, Oman yes or no, all about providing

16 I the detail and also the historical context about

17 I when some of these bookings were made, which in

18 I the end is a business process.

19 Q. Well, in this letter were you

20 I trying to convey what was happening was more

21 I than just business process?

22

23

A. There was a lot of pressure at

that time,

24 I was a difficult subj ect, but it -- it did·

,25 I require extreme efforts from my side to
I
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ultimately get what I wanted to get out to the

market.

Q. Can you think of any specific

examples of where Ms. Watts had thrown a

roadblock, for instance, in your efforts to make

this disclosure?

MR. TUTTLE: You mean Mr. Watts?

BY MR. HABER:

Q. I'm sorry, Mr. Watts. My

apologies.

A. I recollect there was a lot of

resistance initially to show a plot that

indicated when the original bookings were made

and some of the debookings or recategorizations

we were posing at that time.

Q. What was Mr. Watts' position?

A. I think the position, and

ultimately he is the boss, that there were still

ongoing discussions also with the SEC at that

time around restatements and revisions and many

other communications, so there was a tension on

what could be shown and what could not be shown.

Q, Can you think of any other

examples?
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A. No. I mean during the whole

process there was a lot of challenge before we

finalized our numbers on what should be in, what

should be out. Are there offsets, yes or no, et

cetera.

Q. Can you think of any examples

involving Ms. Boynton where she erected

roadblocks to your efforts to make full

disclosure?

MR. TUTTLE: Objection to form.

MS. SENNETT: Objection to the

form of the question.

THE WITNESS: No, not specific,

because it was always difficult to know who

provided the feedback because it was funneled

through the IR organization. So I would not be

able to personalize where some of these comments

would come from,

BY MR, HABER:

Q. During your tenure as a member of

the CMD do you recall any presentations on IR

program for the particular year or for the

upcoming year?

A. Yes. That would come up on a
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WALTER VAN DE VIJVER

regular basis to the CMD.

Q. And do you have an understanding

as to why that would corne up on a regular basis?

A. The understanding was that that

was one of the things CMD members will do and

there would be a discussion on who would be

doing what type of presentations or meetings.

(Van de Vijver Exhibit Number 45

was marked for identification.)

BY MR. HABER:

Q. We've marked as van de Vijver

Exhibit 45 a document which is a Note For

Information, IR plan for 2002. The cover page

says CMD January 15, 2002, IR plan for 2002.

Its Bates number is LON00940595 through

LON00940608,

Have you seen this document before

today?

A. Yes.

Q, And did you receive it in the

manner in which you testified earlier about it

being submitted and then circulated

electronically?

A. You would always receive wherever

MERRILL LEGAL SOLUTIONS
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Page 553

2 I you were a hard copy of the pre reading for a

3 I follow-up CMD meeting.

)
14

4

5

6

7

8

9

10

11

12

13

15

16

Q. If you look at the first page that

is with writing on page 596 it -- underneath the

four items listed it says, "IR has developed a

proposal for the first three elements of a 2002

plan based on the December group strategy

reviews and feedback from other IR events

throughout 2001."

It then goes on to say, "Input was

also received from a U.S. investor perception

study conducted in Q3 2001 and advisors Fergus

McCloud and Finsbury." Do you see that?

A. Yes.

Q. What U.S. investor perception

17 I study is being referred to here?

18

19

A, I cannot recollect.

Q. Do you remember any discussion

20 I about such a study?

21 A. No. Is it covered further? I

22 I don't recollect.

25
)

'-..----1

23

24

Q, Who was Fergus McCloud?

A. Fergus McCloud was a former well

respected analyst. I'm not so sure from what --
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which bank anymore, but who was hired by Steve

Hodge to assist in the preparation of analyst

presentations. If I'm fully correct then today

he is still head of IR at BP.

Q. So at the time he was also at BP?

A. No. No. He was in between jobs.

Q. So he served as a consultant?

A. Yes.

Q. The other person mentioned is

Finsbury. Do you know who that is?

A. Not totally sure, but I think they

are sort of consultancy that helps with

presentation and skills and formatting, also a

consultancy.

Q. If you turn to page 3 of the

document which has the Bates number 600 at the

end. If you take a look at the bullet points,

the proposal is proposing targeting investor

relation activities, and the first bullet point

says, "top five investors in U.K., U.S., E.U."

Why were the top investors in the U.S. being

targeted?

A. I don't know. I assume they were

the largest shareholders in the group.

Page 5541
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2 Q. Did the CMD discuss the U.S.

3 market at all?

4 A. The CMD as a body had a global

5 I responsibility, so that would include the United

6 I States.

7 Q. I'm referring -- let me be a

8 I little more specific. I'm referring with regard

9 I to investor relations activities?

A. Yes. In a similar vein as

11 I investor relations acti vity in Europe or

12 I anywhere else.

13 Q. Do you know if this proposal

14 I that's reflected in Exhibit 45 was approved by

15 I the CMD?

16 A. I do not recollect, You would

17 I have to look at the minutes.

18 Q. So that would be reflected in the

19 I minutes?

20 A. Yes, If there is no comment in

21 I the minutes then it means it's supported,

22

23

24

Q. Supported meaning approved?

A. Yes.

(Van de Vijver Exhibit Number 46
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BY MR. HABER:

Q. I've handed the witness what we've

marked as Exhibit 46, It's an e-mail from Simon

Henry to Frank Coopman and a number of other

people with a cc to Judith Boynton, dated

August 30, 2002. The subject line reads: Note.

And the attachment is a Note For Information,

Investor Relations Program Enhancement Status

Update.

I will note that this was produced

in native format on the native drive that was

produced to us and as with one of the other

documents, I would also note there is a footer

that came from our printer that is not part of

the document. Again, this is just way the

default on the printer is set. I'm sorry, it's

already been redacted,

Have you seen this document before

today?

A. No, not that I recollect, but it

does show a note, at least in draft form for

something that went to CMD, the attachment, but

I don't see the e-mail, the e-mail note.

Q. Do you recall having a discussion
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at the CMD in or about the end of August in 2002

where investor relations program was discussed?

A. No.

MR. HABER: At this time then we

have nothing further.

MR. DOWD: 30 minutes all right?

MR. FERRARA: I think there may be

the need to ask some additional questions, so

perhaps 45 minutes would give everybody the

opportunity to kind of collect their thoughts

and prepare for that.

MR. DOWD: All right. 45 minutes.

THE VIDEOGRAPHER: We're going off

the record, The time is 12:37 p,m.

(Whereupon, at 12:37 p.m., a lunch

recess was taken.)
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WALTER VAN DE VIJVER

AFTERNOON SESSION

(1:26 p.m.)

THE VIDEOGRAPHER: We're back on

the record. The time is 1:26 p.m.

EXAMINATION BY COUNSEL FOR ROYAL DUTCH/SHELL

BY MR. FERRARA:

Q. Mr. Van der Veer, first I want to

thank you --

A. Van de Vijver is the name.

Q. Sorry. Van de Vijver. Well, my

client is Mr. Van der Veer so I sometimes get

them confused. I may call you Walter if you

permit that on the record?

A. Sure.

Q. First I want to thank you for

appearing here for the past two-and-a-half days.

I understand that these are difficult sessions

and not one that folks who are not lawyers are

used to dealing with, and we appreciate it.

We also appreciate that you have

agreed to continue to be available for discovery

in these proceedings as if you were still a
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party to them.

We also appreciate that you have

agreed to become or be available at a trial of

this case in the event that a trial occurs. And

in light of those things the questions that I

have to ask you at this point are limited.

First, I just want to be clear

that while you've been very articulate in the

course of these two-and-a-half days, English is

not your first language; is it?

A. That's true.

Q. So I'm going to ask you a series

of questions where I'm going to use a word that

has appeared, unfortunately, in some of these

documents is word is lie or lying.

A. Uh-huh.

Q. Now, for purposes of having this

record be as clear as my ability to make it, I

would like to have an understanding that when I

use that word in these questions I'm referring

to two things:

First, a misstatement of fact,

that would be a lie,

Second, a half truth. And by that

Page 559 ~
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I mean an omission to state a fact that is

necessary to be stated in order to make what has

been stated not appear misleading.

So when I ask about a lie I'm

incorporating a misstatement or a half truth.

Is that an agreeable definition

for lie for purpose of my question?

MR. HABER: Objection to form,

calls for a legal conclusion,

BY MR. FERRARA:

Q. Sorry. Do you understand what I

mean by lying if I use that term?

A. I understand what lying means, but

I find your definition rather complex.

Q, Then let's -- let me make sure

it's clear. I'm talking about misstatements and

half truths. Is that clear to you?

A. Yes.

Q. Okay. So if I say lying and I ask

you a question about lying it will include in

your answer a misstatement or a half truth?

MR. HABER: Objection to form.

MR. DOWD: I object, Let's just

let his answers speak for themselves.
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1

Perhaps you could share with me,

Page 561

WALTER VAN DE VIJVER

2 THE WITNESS: I really don't get

3 lit. Can you please ask your questions?

4 I BY MR. FERRARA:

5 Q. I think this is important, so

6 I perhaps we should spend

7 MR. DOWD: You may, but I don't

8 I think he should forecast what his answer is

9 I going to include until you ask the question.

MR. FERRARA: Sorry,

MR. DOWD: I don't think that's

12 I fair and I object to it and I'm not going to let

13 I him answer that kind of question.

14 MR. FERRARA: You're welcome to

15 I object to it.

16 MR. DOWD: I will. And I will

17 I also tell him whether he can answer or not.

18 I We're not going to, you know

19 MR. FERRARA: Sorry, Why don't

20 I you complete your objection. Have you completed

21 I your objection?

22 MR. DOWD: Yes.

23 I BY MR. FERRARA:

24 Q.

25 I Walter, what you understand a lie to be?
)
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A. A lie is not telling the truth

or -- I think that's as short as I can be.

Q. Okay. We'll accept that for

purposes of my question. You testified earlier

in the course of your examination that your

memory is good. Do you recall that?

A. Yes.

Q. And your memory is good; is it

not?

A. Yes.

Q. I would like you to focus if you

would on the period of time when you were chief

executive officer of E&P, which I believe you

said was approximately June of '01 until March

of '04; correct?

A. Yes.

Q. And I would particularly like you

to focus on the period June '01 to what we have

defined to be the beginning of Project Rockford,

that period of time, Is that understood?

A. That for me is November 2003;

correct?

Q. That's fine. So we'll be focusing

on the period June of 2001 to November of 2003

Page 562
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in all of my questions; is that understood?

A. Yes.

Q. Okay. During that period, Walter,

5 I do you ever have a recollection of lying to EP

6 I ExCom, the CMD, or Conference with respect to

7 I any business plan that was submitted by the E&P

8 I organization for their consideration?

9

10

A. No.

Q. Do you ever recall during that

11 I period of time lying about a business plan in

12 I any session that you attended where there was

13 I present either a Shell investor, securities

14 I analyst, or a member of the financial press?

15

16

A. No.

Q. We talked in Exhibit 20 about what

17 I has been euphemistically called "caught in the

18 I box parameters;" do you recall that?

19

20

A. Yes.

Q. And do you recall what those

21 I caught in the box parameters are?

22

23

A. Yes.

Q. Have you ever lied to an investor,

24 I a securities analyst or member of the financial

. 25 I press about Shell's estimate of a 15 percent
)
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ROACE return during your tenure as CEO of E&P?

A. No.

Q. So any time when you address the

subject of ROACE in the context of a meeting

where an investor and analyst or member of the

financial press was present you told the truth?

A. Yes.

Q. With respect to the second

parameter of the so-called caught in the box

metaphor, and here I'm referring to the

production growth rate, in any session where

there was present an investor of Shell, a

securities analyst or a member of the financial

press, did you ever lie about Shell's projected

3 percent production growth rate?

MR. HABER: Objection.

MR. DOWD: Just answer the

question.

THE WITNESS: No,

BY MR. FERRARA:

Q. At any time when you advised an

investor, securities analyst, or a member of the

financial press that Shell's production growth

rate was 3 percent were you telling the truth?
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A. Yes.

Q. With respect to what we've been

calling RRR or reserve replacement ratio, each

and every time that you can recall -- no.

Withdraw that.

Each and every time that you spoke

to an investor in Shell, a securities analyst,

or a member of the financial press where you

articulated what Shell's reserve replacement

ratio was, were you telling the truth?

A. Yes,

Q. Did you ever lie in any of those

fora about what the reserve replacement ratio

was?

MR. HABER: Objection.

THE WITNESS: No.

BY MR. FERRARA:

Q. Thank you. We talked over the

past three days about proved reserves; do you

recall that?

A, Yes.

Q. And did you ever advise the CMD,

EP ExCom or Conference that any reserved

previously reported by Shell as proved should be
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debooked that wasn't debooked?

A. No.

Q. So in each and every instance that

you can recall recommending that a resource,

whether it be proved or expectation, should be

debooked it was?

A. I did not make personally those

recommendations,

Q. To the extent that a

recommendation was made by you to debook a

reserve, to your knowledge it was done though?

A. Yes.

Q. Are you aware of any

recommendation made to CMD or Conference to

debook a reserve that wasn't debooked during the

period June of '01 through November of '03?

MR. HABER: Objection.

THE WITNESS: No, but just to

clarify again, I did not personally make those

recommendations,

BY MR. FERRARA:

Q. I understand.

During the time when you were

chief executive officer of EP ExCom did you
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believe that Shell's reporting of proved

reserves was consistent and compliant with

Shell's proved reserves Shell's guideline for

Page 567

reporting proved reserves?

A. Yes, until November 2003.

Q. Did you believe during that same

period of time that Shell's guidelines were in

all material respects consistent with the SEC

guidelines, to the extent you knew what the SEC

guidelines were?

A. Yes.

MR. HABER: Objection.

BY MR. FERRARA:

Q. Did anyone ever tell you while you

were chief executive officer of Shell that Shell

was materially out of compliance with SEC proved

reserve reporting guidelines?

A. No.

Q. We've talked a good deal over the

past two-and-a-half days about exposure catalogs

and exposure lists; do you recall that

testimony?

A. Yes.

Q. With respect to those exposure
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15 I the past three days?
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Page 568 ~

I
~i

~

2 lists that were created during your tenure, and

3 I understand they took different form, was there

4 I ever an instance when you advised EP ExCom, CMD,

5 I or Conference that any of the exposures listed

6 I on that catalog should be debooked and they were

7 I not?

8 A. No. I merely kept challenging my

9 I staff to get the best most accurate numbers.

Q. We've talked throughout the course

A. Yes,

Q. And you recall that on two or

A, Yes.

Q, Did you ever tell a lie to CMD,

media because of the pressure you received to
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lie?

MR. HABER: Objection to form.

THE WITNESS: No.

MR. FERRARA: If you would like to

tell me what the objection to the form is I'll

straighten it out, Is it a compound question?

MR. HABER: Yes.

MR. DOWD: He answered it. Let's

move on.

MR. FERRARA: No, no. I want to

make sure. I will go through them one at a time

if you would like.

MR. HABER: Ask him if the answer

was no to all of those.

BY MR. FERRARA:

Q. Was the answer no to each of

those, that is you did not lie with respect to

each of those?

A. Yes.

Q. Walter, did you ever make a

recommendation with respect to the operations or

business of E&P to ExCom, the CMD, or Conference

that you personally did not believe in, that you

personally did not believe was the correct
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MR, FERRARA: I want to thank you
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1 I WALTER VAN DE VIJVER

2 I recommenda tion?

A. No.

4 Q. So each and every time you

5 I recommended a course of action with respect to

6 I the operations or prospects of this company you

7 I believed that it was in the best interest of

8 I Shell to do it in the way that you were

9 I recommending it?

A. Yes.

Q. Did you ever submit a business

plan to ExCom, CMD, or Conference that you did

not think was real?

A. No, but I would always give the

15 I context of the stretch or not that would be in

16 I that plan,

17 Q. I understand.

18 I During your tenure as CEO of E&P

19 I did anyone inside or outside Shell ever ask you

20 I to lie to a Shell investor, member of the

21 I securities analyst community, or a member of the

22 I financial media?

23

24

A. No.

)5 I for responding to those questions. I don't have
,_j
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any further questions at this time, but I would

like to hear if there are other questions that I

might want to come back to seek clarification

on, but I'm done.

MR. GOLDSTEIN: I would like to

suggest we just take a break. I think I can

shorten it.

MR. DOWD: What do you want to do,

Joe?

MR. GOLDSTEIN: I want to go off

the record for a minute because I think based on

the questions Ralph asked I can shorten it.

THE VIDEOGRAPHER: We are going

off the record. The time is 1:43 p.m.

(A brief recess was taken.)

THE VIDEOGRAPHER: We are back on

the record, The time is 1:59 p.rn,

MR. FERRARA: We have no further

questions.

MR, GOLDSTEIN: No further

questions.

MS. SENNETT: I would just like to

confirm in light of the agreements that

Mr. Ferrara outlined at the beginning of his
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13 I side we're done, I want to thank you very much,
J

15 I last two-and-a-half days. We wish you a good

16 I trip back.

18 I end of the deposition of Mr. Van de Vijver. The

19 I total number of tapes used today was two. We're

20 I going off the record. The time is 2:00 p.m.

21 I (Whereupon, at 2:00 p i m. , the

22 I deposition was conc Luded . )
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~
2 I questioning that based on your representation

3 I that you will continue to cooperate in further

4 proceedings we will not ask any questions on

5 behalf of Judy Boynton today, either.

6 MR. GOLDSTEIN: I would like to

7 I add the same representations.

8 MR. DOWD: We don't have to

9 I cooperate with you, we'll cooperate with Shell.

MR, HABER: Again from plaintiffs'

Mr. Van de Vijver, for sitting through these

THE VIDEOGRAPHER: This marks the
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ACKNOWLEDGMENT OF DEPONENT

I do hereby acknowledge that I have

read and examined the foregoing pages of the

transcript of my deposition and that:

(Check appropriate box) :

) the same is a true, correct and

complete transcription of the answers given by

me to the questions therein recorded.

) except for the changes noted in

the attached errata sheet, the same is a true,

correct and complete transcription of the

answers given by me to the questions therein

recorded.
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CERTIFICATE OF NOTARY PUBLIC

I, Paula G. Satkin, the officer before whom

the foregoing proceedings were taken, do hereby

certify that the witness whose testimony appears

in the ,foregoing proceeding was duly sworn by

me; that the testimony of said witness was taken

by me in stenotype and thereafter reduced to

typewriting under my direction; that said

proceedings is a true record of the testimony

given by said witrtess; that I am neither counsel

for, related to, nor employed by any of the

parties to the action in which these proceedings

were taken; and, further, that I am not a

relative or employee of any attorney or counsel

employed by .the parties hereto, nor financially

or otherwise interested in the Dutcome of the

action.

My commission expires October 31, 2010.

PAULA G. SATKIN

Notary Public in and for the

District of Columbia
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