
file:///C|/Documents%20and%20Settings/daustin/Desktop/Deposition%20Transcripts/102006jmalcolm.txt

0001
 1   
 2          IN THE UNITED STATES DISTRICT COURT
 3                 DISTRICT OF NEW JERSEY
 4                 Civ. No. 04-3749 (JAP)
 5                  (Consolidated Cases)
 6                  Hon. Joel A. Pisano
 7   
     - - - - - - - - - - - - - - +
 8   
     IN RE ROYAL DUTCH/SHELL     |
 9   
     TRANSPORT SECURITIES        |
10   
     LITIGATION                  |
11   
     - - - - - - - - - - - - - - +
12   
13               Videotaped Deposition of
14                     JOHN MALCOLM
15                    Washington, D.C.
16               Friday, October 20th, 2006
17                       9:49 a.m.
18   
19   
20   
21   
22   
23   Job No. 22-87673
24   Pages 1 - 180
25   Reported by:  Laurie Bangart-Smith
0002
 1   
 2                Videotaped Deposition of
 3                     JOHN MALCOLM
 4   
 5   
 6   Held at the offices of:
 7             LEBOEUF, LAMB, GREENE & MACRAE, LLP
               1875 Connecticut Avenue, Northwest
 8             Suite 1200
               Washington, D.C. 20009

file:///C|/Documents%20and%20Settings/daustin/Desktop/Deposition%20Transcripts/102006jmalcolm.txt (1 of 110)9/18/2007 4:00:04 PM

Case 3:04-cv-00374-JAP-JJH     Document 357-3      Filed 10/10/2007     Page 1 of 138



file:///C|/Documents%20and%20Settings/daustin/Desktop/Deposition%20Transcripts/102006jmalcolm.txt

 9             (202)986-8000
10   
11   
12   
13   
14   
15   
16   
17   
18   
19   
20   
21             Taken pursuant to notice, before Laurie
22   Bangart-Smith, Registered Professional Reporter
23   and Notary Public in and for the District of
24   Columbia.
25   
0003
 1   
 2                 A P P E A R A N C E S
 3   ON BEHALF OF LEAD PLAINTIFF IN THE CLASS:
 4             TIMOTHY MACFALL, ESQUIRE
 5             JEFFREY SILBER, ESQUIRE
 6             BERNSTEIN, LIEBHARD & LIFSHITZ, LLP
 7             10 East 40th Street
 8             New York, New York 10016
 9             Telephone:  (212)779-1414
10   ON BEHALF OF OPTED-OUT PLAINTIFFS:
11             JILL AGRO, ESQUIRE
12             GRANT & EISENHOFER
13             1201 N. Market
14             Wilmington, Deleware 19801
15             Telephone:  (302)622-7081
16   ON BEHALF OF ROYAL DUTCH/SHELL AND THE WITNESS:
17             ANN ASHTON, ESQUIRE
18             LEBOEUF, LAMB, GREENE & MACRAE, LLP
19             1875 Connecticut Avenue, Northwest
20             Suite 1200
21             Washington, D.C. 20009
22             Telephone:  (202)986-8000
23   
24   
25   

file:///C|/Documents%20and%20Settings/daustin/Desktop/Deposition%20Transcripts/102006jmalcolm.txt (2 of 110)9/18/2007 4:00:04 PM

Case 3:04-cv-00374-JAP-JJH     Document 357-3      Filed 10/10/2007     Page 2 of 138



file:///C|/Documents%20and%20Settings/daustin/Desktop/Deposition%20Transcripts/102006jmalcolm.txt

0004
 1   
 2   (Appearances continued)
 3   ALSO ON BEHALF OF ROYAL DUTCH/SHELL AND THE
 4   WITNESS:
 5             EARL D. WEED, ESQUIRE
 6             SENIOR LITIGATION COUNSEL
 7             SHELL OIL COMPANY, Litigation Dept.
 8             910 Louisiana, OSP 4836
 9             Houston, Texas 77001
10             Telephone:  (713)241-5195
11   ON BEHALF OF PRICEWATERHOUSECOOPERS:
12             SAVVAS A. FOUKAS, ESQUIRE
13             HUGHES, HUBBARD & REED, LLP
14             One Battery Park Plaza
15             New York, New York 10004-1482
16             Telephone:  (212)837-6086
17   ALSO ON BEHALF OF ROYAL DUTCH/SHELL AND THE
18   WITNESS:
19             COLBY SMITH, ESQUIRE
20             ANDREW E. CRAPOL, ESQUIRE
21             DEBEVOISE & PLIMPTON, LLP
22             555 13th Street, Northwest
23             Washington, D.C. 20004
24             Telephone:  (202)383-8000
25   
0005
 1   
 2   (Appearances continued)
 3   ON BEHALF OF KPMG ACCOUNTANTS N.V.:
 4             NICHOLAS W.C. CORSON, ESQUIRE
 5             HOGAN & HARTSON, LLP
 6             875 Third Avenue
 7             New York, New York 10022
 8             Telephone:  (212)918-3000
 9   ON BEHALF OF JUDITH BOYNTON:
10             REBECCA E. WICKHEM, ESQUIRE
11             FOLEY & LARDNER, LLP
12             777 East Wisconsin Avenue
13             Milwaukee, Wisconsin 53202-5306
14             Telephone:  (414)297-5681
15   ON BEHALF OF SIR PHILIP WATTS:
16             SHARAN E. LIEBERMAN, ESQUIRE

file:///C|/Documents%20and%20Settings/daustin/Desktop/Deposition%20Transcripts/102006jmalcolm.txt (3 of 110)9/18/2007 4:00:04 PM

Case 3:04-cv-00374-JAP-JJH     Document 357-3      Filed 10/10/2007     Page 3 of 138



file:///C|/Documents%20and%20Settings/daustin/Desktop/Deposition%20Transcripts/102006jmalcolm.txt

17             AIMEE D. LATIMER, ESQUIRE
18             MAYER, BROWN, ROWE & MAW, LLP
19             1909 K Street, Northwest
20             Washington, D.C. 20006-1101
21             Telephone:  (202)263-3000
22   Also present:
23             Steven J. Peitler, Investigator
24             Cali Day, Videographer
25             Alastair Hunter, KPMG representative
0006
 1   
 2                  EXAMINATION INDEX
 3                                                 PAGE
 4   EXAMINATION BY MR. MACFALL . . . . . . . . . .   9
 5   
 6   
 7   
 8   
 9   
10                    E X H I B I T S
11              (Attached to the transcript)
12   DEPOSITION EXHIBITS                           PAGE
13   No.  1   Letter from Sultan, 9/10/01            67
14   No.  2   E-mail from Watts, plus attachments   106
15   No.  3   Notes on SIEP/PDO Reserves mtg.       128
16   No.  4   Barendregt's audit report             147
17   No.  5   E-mail chain                          164
18   
19   
20   
21   
22   
23   
24   
25   
0007
 1           JOHN MALCOLM, October 20, 2006
 2                 P R O C E E D I N G S
 3             THE VIDEOGRAPHER:  Here begins Tape
 4   Number 1 in the deposition of John Malcolm, in the
 5   matter of Royal Dutch/Shell Transport Securities
 6   Litigation, in the United States District Court,
 7   District of New Jersey, Case Number 04-374.

file:///C|/Documents%20and%20Settings/daustin/Desktop/Deposition%20Transcripts/102006jmalcolm.txt (4 of 110)9/18/2007 4:00:04 PM

Case 3:04-cv-00374-JAP-JJH     Document 357-3      Filed 10/10/2007     Page 4 of 138



file:///C|/Documents%20and%20Settings/daustin/Desktop/Deposition%20Transcripts/102006jmalcolm.txt

 8   Today's date is October 20th, 2006.  The time is
 9   9:49 a.m.  The video operator today is Cali Day of
10   LegaLink New York.  This deposition is taking
11   place at 1875 Connecticut Avenue, Washington,
12   D.C., 20009.
13             Would counsel please identify themselves
14   and state whom they represent.
15             MR. MACFALL:  Timothy MacFall,
16   Bernstein, Liebhard & Lifshitz, for plaintiffs in
17   the class.
18             MR. SILBER:  Jeffrey Silber, Bernstein,
19   Liebhard & Lifshitz, for plaintiff.
20             MR. PEITLER:  Steven Peitler, Bernstein,
21   Liebhard & Lifshitz, for plaintiff.
22             MS. AGRO:  Jill Agro, General Counsel
23   for opt-out plaintiffs.
24             MR. CRAPOL:  Andrew Crapol, Debevoise &
25   Plimpton.
0008
 1           JOHN MALCOLM, October 20, 2006
 2             MR. WEED:  Earl Weed, in-house with
 3   Shell.
 4             MR. SMITH:  Colby Smith, Debevoise &
 5   Plimpton, representing the Royal Dutch Petroleum
 6   and Shell Transport and Trading and the witness.
 7             MR. CORSON:  Nicholas Corson, Hogan &
 8   Hartson, representing KPMG Accountants, N.V., and
 9   with me today is Alastair Hunter, a representative
10   of KPMG Accountants, N.V.
11             MR. FOUKAS:  Saavas Foukas, Hughes,
12   Hubbard & Reed, for PricewaterhouseCoopers, LLP.
13             MS. LATIMER:  Aimee Latimer, Mayer,
14   Brown, Rowe & Maw, for defendant Sir Philip Watts.
15             MS. LIEBERMAN:  Sharan Lieberman with
16   Mayer, Brown, Rowe & Maw for defendant Sir Philip
17   Watts.
18             MS. WICKHEM:  Rebecca Wickhem of Foley &
19   Lardner, LLP, for Judith Boynton.
20             THE VIDEOGRAPHER:  The court reporter
21   today is Laurie Bangart-Smith.  Would the reporter
22   please swear in the witness.
23   
24   
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25   / / /
0009
 1           JOHN MALCOLM, October 20, 2006
 2                     JOHN MALCOLM,
 3   having been duly sworn, testified as follows:
 4         EXAMINATION BY COUNSEL FOR PLAINTIFFS
 5   BY MR. MACFALL:
 6        Q    Good morning, Mr. Malcolm.
 7        A    Good morning, sir.
 8        Q    We met a few minutes ago.  I'm Tim
 9   MacFall, litigation pending against Shell.  I
10   believe you've had your deposition taken before,
11   because I've seen a transcript, but just to go
12   over some of the ground rules, if you have any
13   questions, please feel free to ask.  If at any
14   point you'd like to take a break or would like to
15   discuss anything with your attorney, please let me
16   know, and I'm sure we can accommodate you.  While
17   the deposition is being video-recorded, it is also
18   being stenographically transcribed, so in order to
19   have a clean and accurate record, it's necessary
20   for you to speak audibly and verbally in response
21   to the questions.
22        A    Thank you, sir.
23        Q    As I indicated before, I believe that
24   you've had your deposition taken before.  Is that
25   correct, sir?
0010
 1           JOHN MALCOLM, October 20, 2006
 2        A    That is correct.  Once.
 3        Q    Was that deposition conducted by the
 4   Securities & Exchange Commission?
 5        A    That is correct.
 6        Q    Separate and apart from that deposition,
 7   have you ever had your deposition taken?
 8        A    No.
 9        Q    Could you please briefly describe for me
10   your educational background, beginning with
11   university.
12        A    Certainly.  I went to University in
13   Edinburgh, Scotland.  The name of the University
14   was the Heriot-Watt University.  That's spelled
15   H-E-R-I-O-T, dash, W-A-T-T.  My first degree was
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16   in electrical and electronic engineering for four
17   years.  That was between 1968 and 1972.  My second
18   degree was a Ph.D. at the same university in
19   process control systems; to be exact, the
20   computer-based control of non-linear systems.
21        Q    Mr. Malcolm, could you also please
22   describe for me very briefly your educational
23   background after you left university.
24        A    Certainly.  My -- I started to work for,
25   in 1975 for ICI, who are Imperial Chemical
0011
 1           JOHN MALCOLM, October 20, 2006
 2   Industries of the U.K.  I worked in Heavy
 3   Chemicals in a range of engineering and operations
 4   positions.  I worked for them between 1975 and
 5   1981.  In 1981 I left ICI and I joined Bahrain
 6   Petroleum Company.  It's a long time ago.  They've
 7   got the initials BAPCO, Bahrain Petroleum Company.
 8   Bahrain is spelled B-A-H-R-A-I-N.  That was a
 9   refining company.  I was engaged in engineering
10   activities, product activities, effectively
11   regenerating one of the oldest refineries in the
12   Gulf.
13             I stayed in BAPCO until December 1983.
14   I then returned to Edinburgh, Scotland.  I was a
15   University Lecturer and Research Fellow at the
16   Heriot-Watt University.  I also had a small
17   consultancy business associated with my time at
18   Heriot-Watt.
19             In 1986, January 1986, I joined Shell.
20   After a short orientation course in February 1986,
21   I went to Petroleum Development Oman, which is a
22   Government joint venture, Government private joint
23   venture that is 60 percent Government, 34 percent
24   Shell, four percent Total and two percent Partex
25   from Portugal.  Partex is P-A-R-T-E-X.
0012
 1           JOHN MALCOLM, October 20, 2006
 2             I stayed -- my first job in PDO was head
 3   of Instrumentation and Process Control.  I held
 4   that job for just about over a year.  I then went
 5   on and was head of Central Engineering, which was
 6   the technical support to Operations on engineering
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 7   projects.  I left PDO around mid-1988, about
 8   July 1988.  I went back to The Hague and I worked
 9   for SIPM, which is the Shell head office in The
10   Hague.  It's an old -- now it's no longer there.
11   It's Shell International Petroleum Maatschapij,
12   and I would find great difficulty spelling
13   "Maatschapij" at this moment in time, but the word
14   is Dutch for "company."  I was in SIPM for about
15   two and a half years.  My first job was within
16   Prospect Engineering, which was effectively
17   evaluating the costing and feasibility of new
18   prospects.
19             My second job, which was the one that
20   took up the majority of time, was within the
21   Standardization Spearhead, which was looking at
22   the standards that would be applied in engineering
23   operations throughout Shell, and it was a review
24   of those standards to try to make them efficient
25   and appropriate and more in line with
0013
 1           JOHN MALCOLM, October 20, 2006
 2   international standards.
 3             In December 1990 I went to Shell ExPro.
 4   E-X-P-R-O.  That is an abbreviation for Shell,
 5   brackets, U.K. Exploration and Production,
 6   Limited, in Aberdeen.  I was a Project Manager
 7   there, running a series of projects up to
 8   February 1995.
 9             In 1995, February of 1995 I returned to
10   SIPM in The Hague.  My first job was as a Business
11   Advisor for Argentina and Canada.  That lasted for
12   a short time, about three or four months.  I was
13   then involved in the Study Team which was looking
14   at how EPT, the Technology Center, and Shell was
15   going to be reconfigured for the future.  I was in
16   that position for something like about 18 months.
17   I then held a position in looking after Management
18   Systems within EPT, and I held that position for
19   about a year.
20             The following year I was a Vice
21   President of our Technology Center, EPT, and I did
22   that until I think January 1998.  In January 1998
23   I took over a role again as a Business Advisor for
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24   our companies in the Far East, in particular
25   Brunei, but also some of the other companies
0014
 1           JOHN MALCOLM, October 20, 2006
 2   associated there, and I held that job until
 3   roundabout 1999, June 1999, June/July 1999.
 4             I then went from The Hague to Damascus
 5   and Syria, and I ran the -- I was General Manager
 6   for the Joint Venture Company between the
 7   Government of Syria, represented by the Syrian
 8   Petroleum Company, Shell, and at that time a
 9   company called Veba of Germany, V-E-B-A.  Their
10   shareholding was later taken over by PetroCanada.
11   I was in -- I did that position up to 2001.  In
12   2001 I also assumed the position of General
13   Manager for Syria Shell Petroleum Development, in
14   addition to my job as General Manager of El Furat
15   Petroleum Company, the joint venture, EFPC.
16   Sorry.  El Furat, F-U-R-A-T, Petroleum Company.
17   "El Furat" is the Arabic word for the "Euphrates"
18   as we know it in English.  And I stayed in Syria
19   until September 2002.
20             In early October, I think it was the 5th
21   or 6th of October 2002, I went to Oman.  I had a
22   familiarization period of about three weeks, and
23   on the 1st of November 2002 I took over my present
24   position, which is Managing Director of Petroleum
25   Development Oman.  It is again, as I said
0015
 1           JOHN MALCOLM, October 20, 2006
 2   originally, a Government private joint venture.
 3   It is predominantly an Omani company.
 4        Q    You described the ownership, just the
 5   various ownership interests in -- I'm going to
 6   refer to it as "PDO" for short.
 7        A    It would save a lot of words today.
 8        Q    Could you please describe for me the
 9   corporate structure organizationally of PDO.
10        A    Yes.  The situation in PDO is that there
11   are two senior positions in PDO.  One is the
12   Managing Director, and the second is a Deputy
13   Managing Director.  We sometimes refer to these as
14   "MD" and "DMD," so if you hear me slipping into
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15   those acronyms, you must forgive me.
16             The management of PDO reports to a Board
17   of Directors, and the Board of Directors of PDO
18   comprises of four public shareholding Directors.
19   Those public shareholders generally come from the
20   Ministry of Finance, the Ministry of National
21   Economy or the Ministry of Oil and Gas.  There are
22   also four private Directors; two for Shell, one
23   for Total, and one for Partex.  And there is also
24   the Chairman of the company, and the Chairman of
25   the company is again a Government Director, and at
0016
 1           JOHN MALCOLM, October 20, 2006
 2   this moment in time the Government Director is
 3   Dr. Rumhy, His Excellency Dr. Rumhy.  "Rumhy" is
 4   spelled R-U-M-H-Y.  And His Excellency Dr. Rumhy
 5   is also the Minister of Oil and Gas.
 6             So the management of PDO report to the
 7   Board of Directors, and any significant investment
 8   proposals and the like are, of course, discussed
 9   by the Board of Directors, but approval is then
10   given by the shareholders, the shareholders being
11   the Government of Oman, Shell, Total and Partex.
12             Today it is slightly different than it
13   was when I arrived.  When I arrived we had eight
14   Directors of the company.  Today we have 12, but
15   we have myself and the Deputy Managing Director,
16   Dr. Abdulla Lomki (phonetic), who is also the
17   Technical Director of the company.  We have
18   another ten Directors covering the functions and
19   the assets of the company, with individual
20   responsibilities.  Today we have -- two thirds of
21   the Directors of the company are Omani.  Eight are
22   Omani, and four, including myself, are
23   ex-patriots.
24             We have two aspects of the company that
25   I think are required for clarification.  One is
0017
 1           JOHN MALCOLM, October 20, 2006
 2   the oil business of the company, and that oil
 3   business is shared 60/34/4/2, as I've said before.
 4   And then we also operate the gas business of the
 5   company on behalf of the Government of Oman, and
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 6   in that we have a separate Gas Board that we
 7   report to that today has no private shareholders
 8   on it.  It is purely a Government Board of
 9   Directors.  And those Directors are actually in
10   the process of change at this moment in time, but
11   they are all Government appointees.
12             And when I speak today, unless I speak
13   otherwise, I will be speaking about the oil
14   business of PDO rather than the gas and condensate
15   business of PDO that we operate on behalf of the
16   Government.  If you require discussion of that,
17   that is also all right, but when you hear my
18   general responses, they are all in the mindset of
19   the oil business in which Shell has a 34 percent
20   interest.
21        Q    I appreciate that.  Thank you.
22             Mr. Malcolm, could you please describe
23   for me generally your duties and responsibilities
24   in your position as Managing Director of PDO.
25        A    First and foremost, I report to the
0018
 1           JOHN MALCOLM, October 20, 2006
 2   Board of Directors.  I have a number of duties
 3   that are set out within what we call the
 4   Concession Agreement.  The Concession Agreement is
 5   an agreement between the Government of Oman and
 6   the private shareholders.  There are a number of
 7   associated documents with that, one of which is
 8   known as the Operating Agreement, and the
 9   Operating Agreement is a key agreement under which
10   PDO operates.
11             We effectively present to our Board of
12   Directors generally in the last quarter of year a
13   Business Plan.  Sometimes this is referred to as
14   "BP" for Business Plan, and the number that
15   follows it is generally the Business Plan for the
16   following year.  So for example, this year we are
17   working on the Business Plan '07, which is to do
18   with 2007 onwards, but it is a five-year plan with
19   detail within that first year.
20             I've also got a duty to propose to the
21   Board as well as delivering the Plan, the changes
22   that need to be made in the organization in order
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23   that we keep the organization -- when I say "the
24   organization," I mean PDO -- alive and a healthy
25   organization, and also the recruitment and
0019
 1           JOHN MALCOLM, October 20, 2006
 2   development of staff such that we have got the
 3   appropriate organizational health within the
 4   organization to deliver our Plans.
 5             The Board takes our Business Plan and,
 6   after a great deal of discussion, endorses that
 7   Business Plan, and generally gives me a capital
 8   limit, an operating limit within which to work for
 9   the following year, though the major investment
10   decisions, of course, require to have shareholder
11   approval, and the major contract approvals also
12   have to have shareholder approval.
13             We have -- to put it in context -- just
14   under 5,000 employees, about 4,900 employees.  If
15   you also include the number of contractors that we
16   have, we have something like, employees and
17   contractors, maybe something in the company of
18   about 20,000 people.  We have over a hundred
19   flowing fields.  We work within a concession area
20   that is just a little bit smaller than the size of
21   England.  We have present something like about six
22   airports in there, many thousands of kilometers of
23   roads, and a pipeline system that runs all the way
24   up the country, and we export all the oil for the
25   country.  We produce 90 odd percent of that oil,
0020
 1           JOHN MALCOLM, October 20, 2006
 2   but we also export the oil for other parties as
 3   well, transport and export.
 4             We have our own electricity generation
 5   system, 132 KV system.  We have our own datacoms,
 6   IT infrastructure within the country.  So it is a
 7   major undertaking between our two major production
 8   centers.  Between Fahud and Marmul is
 9   approximately about 400 miles, so it gives a scale
10   of the geographical aspect.  Also, unlike many
11   countries in the Middle East, our oil comes from a
12   large number of smaller fields, although we have
13   20 of what we call "large fields."  These are
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14   relatively small compared to the giant fields in
15   Saudi Arabia and elsewhere in the region.
16        Q    With respect to the establishments of
17   budgets for PDO, was that set by the PDO Board as
18   opposed to Shell?
19        A    Yes.  Effectively the shareholders
20   provide the cash for PDO, both operating and
21   capital, in proportion to their shareholding, but
22   the budgets for PDO are set once a year.  There
23   are revisions to those budgets, of course, as with
24   any other business, and PDO effectively makes cash
25   calls on its shareholders as it goes through the
0021
 1           JOHN MALCOLM, October 20, 2006
 2   year in order to meet the commitments that we
 3   have.  We hold relatively little money in the bank
 4   compared to as a percentage of our budgets, but we
 5   have a continual cash call mechanism, so we have
 6   continual predictions of how much money is
 7   required on a weekly basis.
 8        Q    You described for me essentially the
 9   reporting structure in your description of PDO
10   within PDO.  Did you report to anybody within
11   Royal Dutch/Shell?
12             MR. SMITH:  In his current position?
13             MR. MACFALL:  In his current position.
14   Thank you.
15             THE WITNESS:  Yeah, first and foremost,
16   my -- in the case of conflict, my loyalties first
17   and foremost are to Petroleum Development Oman.  I
18   am a -- if I can use a very simple phrase, "I am a
19   Shell man" trying to do my best for PDO.  In case
20   of conflict either with the Government or with
21   Shell or with Partex or with Total with any of the
22   shareholders, I am continually trying to do the
23   best for PDO.  I have a dotted line type reporting
24   relationship to the Regional Business Director in
25   Dubai, a gentleman known as Raoul Restucci, but in
0022
 1           JOHN MALCOLM, October 20, 2006
 2   all cases, although we take advice from Shell on
 3   say certain technical matters and the like, where
 4   there is any conflict in any way, I then must
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 5   always represent PDO before any aspects of Shell.
 6             And if you look at any minutes of
 7   meetings or anything from board meetings, you will
 8   see that both myself and the Deputy Managing
 9   Director, and the Deputy Managing Director is a
10   Government appointee, whereas effectively I am one
11   of the list of candidates that Shell proposes to
12   be Managing Director, and the Government selects
13   from that list, which is always a minimum of two
14   on the list.  I -- my first and foremost, my duty
15   must always be to PDO.
16   BY MR. MACFALL:
17        Q    Is your tenure as Managing Director of
18   PDO subject to periodic approval by the Government
19   of Oman?
20        A    I, I think, I think that is a very nice
21   way of putting it, sir.  It's -- of course, I am
22   like the Managing Director of any company; if I
23   lose the support and trust of my Board of
24   Directors, then it would become impossible for me
25   to do my job.  So effectively the Board of
0023
 1           JOHN MALCOLM, October 20, 2006
 2   Directors approves my nomination as MD.  My
 3   understanding is that I will remain in the job --
 4   the job is nominally for four years, but in the
 5   past people have stayed less than four years and
 6   people have stayed more than four years.  I have
 7   been in it four years, and I haven't heard
 8   anything as yet if I'm staying or otherwise, but
 9   generally I think as long as the Government
10   shareholder and the private shareholders both have
11   faith in the Managing Director, then he stays
12   there until there is a point where Shell would
13   propose that another Managing Director would take
14   his place.  Of course, if that trust was lost,
15   then the Managing Director, I have no doubt, would
16   leave fairly quickly.
17        Q    And I think I know the answer to this,
18   but just so I'm perfectly clear, your salary is
19   actually paid by Shell, correct?
20        A    No.
21        Q    I'm sorry.  I misunderstood.
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22        A    What happens both for myself and for all
23   Shell ex-patriots within PDO is that we are
24   rewarded on a system that is known as EBAS,
25   Ex-patriot Basic Administration System, if I've
0024
 1           JOHN MALCOLM, October 20, 2006
 2   got the four-letter acronym correct, Ex-patriot
 3   Basic Administration System, and this tries to
 4   find an equitable and efficient way in order to
 5   make sure that people of different nationalities
 6   have got the incentive to work overseas, but that
 7   they -- that that relative incentive is
 8   maintained.
 9             So effectively we follow the Shell EBAS
10   system.  For those employees who we have who are
11   direct hire to PDO, we split them on a system that
12   looks very similar to EBAS and some who are paid
13   in local terms, depending on what their skills are
14   and depending on how long they're going to be
15   there for.  So effectively my salary remuneration
16   is advised PDO, but my salary is actually paid by
17   PDO, and -- but to be perfectly clear, there is
18   advice given from Shell to PDO as to what my
19   salary should be, and so there is a link.  The
20   salary is paid by PDO, but there is advice given
21   by Shell to PDO as to what my salary should be.
22        Q    Thanks very much for cleaning that up.
23             Mr. Malcolm, are you familiar with the
24   term "proved reserves"?
25        A    I am familiar with the term "proved
0025
 1           JOHN MALCOLM, October 20, 2006
 2   reserves."
 3        Q    Could you explain for me your current
 4   understanding of that term.
 5        A    Yes, certainly.  My current
 6   understanding of that term is that proved reserves
 7   are all about reasonable certainty, and there are
 8   in actual fact a number of definitions in the
 9   world.  The definition that I think that we are
10   here today and is common is the SEC definition of
11   proved reserves, but also there are other
12   definitions, like the SPE definition, the Society
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13   of Petroleum Engineers.
14             And in different states in the world
15   there are different definitions of what proved
16   reserves are, but in my understanding -- and I
17   would like to reemphasize at this point that I am
18   a surface engineer rather than a subsurface
19   engineer, so those who wish to go into terminology
20   on permeability, porosity, and the like, you're
21   dealing with the wrong man.  I have an
22   understanding of it, but I am not subsurface man,
23   so it is about relevant certainty, and I think
24   that what we're talking about here is the
25   reporting against certain standards, in this case
0026
 1           JOHN MALCOLM, October 20, 2006
 2   the reporting against SEC standard or SPE standard
 3   or against whatever standards would be required in
 4   a particular jurisdiction in the world.
 5        Q    The definition of "proved reserves" that
 6   you just provided, or your understanding as you
 7   just described it, rather, could you please tell
 8   me what the basis for that understanding is.
 9        A    The basis for that understanding?
10        Q    Yes, sir.
11        A    I think that if I would say that up to
12   say the reserves crisis in Shell, my understanding
13   was one of -- my general understanding was based
14   in the concepts of P85, the probability of
15   85 percent probability.  I think that post that
16   time -- and you quite rightly asked me for my
17   understanding today.  Apart from the experience
18   I've gained through that, also within Shell today
19   and for all people working in Joint Ventures who
20   may have anything to do with reporting or helping
21   Shell report in proved reserves, there is a need
22   for everybody to go on some basic course as to
23   what the understanding of SEC proved reserves are.
24   And for those who are required to perform any
25   reporting functions, of course, they have other
0027
 1           JOHN MALCOLM, October 20, 2006
 2   training requirements.
 3             I have to state that from my position
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 4   today as Managing Director of PDO, on the oil side
 5   of the business, we run the business then and now
 6   on the basis of expectation reserves, before 2003
 7   and post-2003, on the basis of expectation
 8   reserves.
 9        Q    Could you explain for me the difference
10   between expectation reserves and proved reserves.
11        A    My understanding, sir, is that
12   expectation reserves are those which some people
13   talk about probability of P50.  They have a
14   possibility of going up and they have a
15   possibility of going down, and that should be
16   fairly evenly balanced.  They don't have the same
17   certainty as P85 or proved reserves, by
18   definition, but they are a balanced understanding
19   of looking forward to what we believe are the
20   expected -- the word "expectation reserves" of the
21   company.
22             They are important for an operator in
23   that the expectation reserves are -- there is a
24   link, and the link is not always totally clear,
25   but there's a link between expectation reserves
0028
 1           JOHN MALCOLM, October 20, 2006
 2   and expected production, so there's a link between
 3   expectation reserves and the expected production.
 4   We plan our production again on a P50 basis, on a
 5   50/50 basis going forward.
 6        Q    When you say "we" plan, you're referring
 7   to PDO, correct?
 8        A    Sorry.  You are perfectly correct.  When
 9   I use the word "we," I am talking about PDO.
10        Q    For internal purposes within PDO, am I
11   correct that expectation reserves are normally
12   utilized?
13        A    Yes.  Within PDO our expectation
14   reserves will normally be utilized.  Where we did
15   and we have changed on our annual reports, that
16   where we previously published reserves on our
17   annual reports, that we used expectation reserves.
18   We never published proved reserves.
19             THE REPORTER:  I'm sorry.  You need to
20   slow down a little bit.
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21             (Discussion off the written record.)
22             THE WITNESS:  So although we previously
23   used to report reserves in our Annual Report, when
24   we did so, we reported as expectation reserves.
25   This is on an oil basis.  On -- for clarification,
0029
 1           JOHN MALCOLM, October 20, 2006
 2   and I know I said I would only talk about the oil
 3   side.  On the gas side of our business, we have
 4   proved reserves, but they are associated with the
 5   Government.
 6             I also have to advise you that effective
 7   from the new Concession Agreement, which was the
 8   1st of January 2005, inbuilt into that Concession
 9   Agreement was the need for us to produce two sets
10   of accountancy standards.  Prior to -- in our old
11   Concession Agreement we reported on what we called
12   Petroleum Accounting Standards, which used the
13   depreciation that was built into the Concession
14   Agreement.  Under the new Concession Agreement
15   effective 1/1/2005, we have to report also to
16   IFRS, the International, International Financial
17   Reporting Standard.  I think I've got the
18   terminology correct here.
19             And under IFRS we do the depreciation on
20   a unit-of-production basis, and that
21   unit-of-production basis is against proved
22   reserves, but that took place effectively from the
23   1st of January 2005, and we effectively put in
24   place during 2004 to ensure that our -- during
25   2004 we put in place a capability that we had
0030
 1           JOHN MALCOLM, October 20, 2006
 2   proved reserves in place.  The standard that we
 3   used, again for clarification, is the SEC
 4   standard.
 5   BY MR. MACFALL:
 6        Q    Although PDO utilizes expectation
 7   reserves for internal purposes, did Shell report
 8   proved reserves in connection with PDO as a
 9   consequence of its holdings in PDO?
10             MR. SMITH:  Objection to form.
11             THE WITNESS:  I am sure -- I believe,
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12   sir, and again that depending on where the shares
13   are held, that probably all the shareholders had
14   to report back their reserves holdings in PDO to
15   whatever standard that they were using, but that
16   was a reporting of the private shareholders back
17   to their parent companies.
18   BY MR. MACFALL:
19        Q    Were you involved in the reserves
20   reporting process from PDO to Shell?
21        A    I was not --
22             MR. SMITH:  Objection to form and
23   foundation.
24             THE WITNESS:  Maybe I could step one
25   back, sir, and I could just --
0031
 1           JOHN MALCOLM, October 20, 2006
 2   BY MR. MACFALL:
 3        Q    Absolutely.
 4        A    -- rephrase it if it's acceptable to
 5   you, is that PDO provides to all its shareholders
 6   information that it may require for their own
 7   internal reporting.  We provide information to the
 8   Government, we provide information to the private
 9   shareholders as a body, and we provide information
10   to any one of those individual private
11   shareholders in a format that they may so require.
12   In that latter category we did provide as PDO, in
13   a format as they so required, information to Shell
14   related to the numbers that were held in PDO, but
15   this was a service that we were providing to Shell
16   in line with whatever guidelines that they give
17   us.
18        Q    Specifically as part of the information
19   provided by PDO to Shell, were proved reserves
20   that had been booked by PDO included?
21             MR. SMITH:  Objection to form and
22   foundation.
23             THE WITNESS:  I think again, sir, to go
24   back again, PDO ran -- when you talked about
25   booked, we booked expectation reserves.  We had an
0032
 1           JOHN MALCOLM, October 20, 2006
 2   Annual Review of Petroleum Resources, an ARPR book
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 3   that we issued.  There was a proved reserves
 4   column on that book when I arrived in PDO at the
 5   end of 2002, but it was generally acknowledged
 6   that that proved reserves number had slipped with
 7   time, and that the meaningful number in the ARPR,
 8   which we used and we needed for our company, was
 9   the expectation number.
10   BY MR. MACFALL:
11        Q    With respect to that proved reserves
12   number that was reported as part of the ARPR
13   process, who actually calculated that number; was
14   it PDO or Shell?
15             MR. SMITH:  Objection to form and
16   foundation.
17             THE WITNESS:  I think again for
18   clarification, we have to be careful.  There's two
19   different ARPRs.  There is an ARPR that was PDO's
20   ARPR, and I believe, although I'm not up to date
21   with it and I can only surmise that I think Shell
22   had a similar term as well.  So the ARPR, when I'm
23   talking about ARPR, I'm talking about PDO's ARPR,
24   which was an expectation reserves number that did
25   have a column for proved reserves in there on a
0033
 1           JOHN MALCOLM, October 20, 2006
 2   kind of P85 basis, not on a rule basis as per SEC,
 3   but that number definitely during the early 2000
 4   onwards was generally accepted and was not a sound
 5   foundation.  It was just an indicative number.
 6   Shell, on the other hand, may have an ARPR, and
 7   they may have proved reserves in another number.
 8   Again to go back as before, if any shareholder
 9   requests us for information or requests us to
10   provide information in a certain format according
11   to their guidelines, we will do so, "we" being
12   PDO.  Sorry.
13   BY MR. MACFALL:
14        Q    Thank you.  I realize that I am
15   articulating this poorly, and I apologize, but
16   what I'm trying to get at, sir, is the numbers
17   column in the PDO ARPR which you said was reported
18   on a P85 basis, do you know who -- and by "who" I
19   mean PDO or -- withdrawn.  With respect to the

file:///C|/Documents%20and%20Settings/daustin/Desktop/Deposition%20Transcripts/102006jmalcolm.txt (20 of 110)9/18/2007 4:00:04 PM

Case 3:04-cv-00374-JAP-JJH     Document 357-3      Filed 10/10/2007     Page 20 of 138



file:///C|/Documents%20and%20Settings/daustin/Desktop/Deposition%20Transcripts/102006jmalcolm.txt

20   proved reserves column in the PDO ARPR, do you
21   know how that number was derived?
22             MR. SMITH:  Objection to form and
23   foundation.
24             THE WITNESS:  No, I do not know how that
25   number was derived, but I can tell you, though, if
0034
 1           JOHN MALCOLM, October 20, 2006
 2   I go back to our requirements under IFRS, that we
 3   have to put in place or have put in place, was
 4   effective the 1st of January 2005, that our ARPR
 5   now, today, has a proved reserves number per field
 6   that is generally in line with the SEC
 7   requirements.
 8   BY MR. MACFALL:
 9        Q    Now, I believe you stated that at the
10   time you arrived at PDO it was generally
11   understood that the proved reserves number
12   reported in PDO's ARPR was no longer accurate or
13   not sound; is that correct?
14             MR. SMITH:  Objection to form.
15             THE WITNESS:  That is not quite what I
16   said.  It -- again if we go back to the fact that
17   PDO was run on an expectation basis, the number
18   there was concentration on within those -- and
19   because at that point depreciation did not require
20   proved reserves as a calculation, the column that
21   was there for a proved reserves number was of
22   relatively little relevance to us in running the
23   day-to-day business of PDO.  So the fact of what
24   that number contained was, from an operator's
25   point of view, was of relatively little
0035
 1           JOHN MALCOLM, October 20, 2006
 2   significance.  Today, however, as we are now
 3   required under our new Concession Agreement which
 4   ran from the 1st of January 2005, that number does
 5   have significance for us, in order to ensure that
 6   we report accurately our financial statements, one
 7   financial statement under the IFRS and another
 8   financial statement that we do which is under
 9   Petroleum Accounts, which reflects the Concession
10   Agreement --
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11             THE REPORTER:  What was the last phrase?
12             THE WITNESS:  So we have two sets of
13   accounts.  One is IFRS, which reflects
14   depreciation on a unit-of-production basis, and a
15   second set of accounts which we call the Petroleum
16   Accounts, which reflects the concession
17   depreciation schedule, both -- these are two
18   different schedules, but that again, sir, to
19   emphasize -- I'm sorry if I'm repetitive, but I
20   just want to try to clarify.  That is effective
21   from the 1st of January 2005.
22   BY MR. MACFALL:
23        Q    I appreciate that Mr. Malcolm.  Thank
24   you.
25             At the time that you arrived at PDO, did
0036
 1           JOHN MALCOLM, October 20, 2006
 2   you have an understanding as to the accuracy of
 3   the proved reserves number being reported in PDO's
 4   ARPR?
 5             MR. SMITH:  Objection to form and
 6   foundation.
 7             THE WITNESS:  I did not have -- I came
 8   into PDO in November 2002.  We had -- as you will
 9   have read all the reports, we had a number of
10   different problems at that time.  I cannot say
11   that proved reserves was a concern for me at that
12   moment in time.
13             What was a significant concern for me
14   and for all the shareholders was the production
15   fall-off that was occurring, and the reason for
16   that production fall-off and understanding those
17   reasons in order that we mitigate that fall-off,
18   and I think that from -- and I can only surmise
19   here, and I do that very carefully.  I think there
20   was concern from the Shell shareholder about the
21   reputation of, impact of this fall-off in
22   production reserves or fall-off in production
23   within PDO.
24             So we had, you know, concerns within PDO
25   as to our reputation in the outside world, and
0037
 1           JOHN MALCOLM, October 20, 2006
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 2   there was deep concerns within the Government and
 3   under private shareholders and the significant
 4   fall-off in production that was occurring in 2002
 5   and was predicted to occur in 2003.
 6   BY MR. MACFALL:
 7        Q    With regard to your understanding that
 8   there was concern by the Shell shareholder with
 9   regard to the reputational impact of the
10   production fall-off, what is the basis of your
11   understanding of that?
12        A    I think the basis of my understanding on
13   that is that when I went to PDO, the tremendous
14   support that I received from Senior Management in
15   Shell in terms of, for example, the availability
16   of new Senior Directors of the company, the need
17   to bring in specific expertise, I -- you know, it
18   was a difficult job at the time, but it was very
19   clear that this long relationship between
20   predominantly Shell and the Government, but the
21   private shareholders and the Government in
22   particular, Shell being the 85 percent private
23   shareholder, there was concern that -- I think a
24   feeling that, not just about reputation, but, as
25   in all relationships, long-standing
0038
 1           JOHN MALCOLM, October 20, 2006
 2   relationships -- I think it's fair to bear in mind
 3   that this is a relationship that goes back over 40
 4   years -- that there was a need to do something to
 5   get the situation regulated, to get the production
 6   back according to plan again, and the support both
 7   from the Government side and from the Shell side
 8   that I received was outstanding.
 9        Q    With regard to the Shell shareholder
10   concern regarding the representational impact of
11   the production fall-off, was that concern about
12   its reputation with the Omani Government?
13             MR. SMITH:  Objection to form.
14             THE WITNESS:  I cannot speak for Shell.
15   If you wish me to speak as the Managing Director
16   of PDO, I think that they had concern, of course,
17   with their reputation not just within Oman, but
18   the globalized effect that it can have, but
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19   especially within the region where PDO, over a
20   period of say 20 years, from 1980 onwards, had
21   been the most outstanding company, one of the most
22   outstanding companies in the Middle East, with a
23   relatively difficult resource base, hydrocarbon
24   resource base, and an ability to build a
25   production to over 800,000 barrels a day over
0039
 1           JOHN MALCOLM, October 20, 2006
 2   those 20 years, that had been a truly outstanding
 3   feat.  And I think -- from my point of view, I
 4   think everybody within PDO was concerned about
 5   their reputation.  I know that all the PDO staff
 6   were concerned about not just whether or not they
 7   were letting down the shareholders, but whether
 8   they were letting down the country, because, of
 9   course, a significant percentage of the income of
10   Oman comes from PDO.
11   BY MR. MACFALL:
12        Q    Could you generally describe for me the
13   nature of the production fall-off which you've
14   just referenced.
15             MR. SMITH:  Objection to form and
16   foundation.
17             THE WITNESS:  I could describe for you
18   roughly how the numbers were within 2002 and 2003.
19   BY MR. MACFALL:
20        Q    Why don't we break it down this way.  It
21   may be a little bit easier.  Are you familiar with
22   the production rates at PDO from the seventies
23   through the time that you were actually positioned
24   there as Managing Director?
25        A    I have a detailed understanding of the
0040
 1           JOHN MALCOLM, October 20, 2006
 2   production numbers from 2002 onwards.  I have
 3   general understanding of the production numbers
 4   prior to that, and I have still memories after 20
 5   odd years of what the production numbers were in
 6   1986.
 7        Q    Based on that understanding, did there
 8   come a time that you can recall when the
 9   production rate at PDO declined?
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10        A    I think the --
11             MR. SMITH:  Objection to form.
12             THE WITNESS:  I think that if you go
13   back over the history of PDO from its first
14   shipment in 1967, it had -- actually, I can think
15   of at least two notable points where it declined,
16   one of those being in 1972, so it has gone through
17   a number of waves of development.  Whether or not
18   you get a decline generally means whether or not
19   the new wave of development started before the
20   last wave rolled out.
21   BY MR. MACFALL:
22        Q    Following the decline, the initial
23   decline in '72 that you are aware of, did the
24   production rates then increase?
25        A    If you take say the history between say
0041
 1           JOHN MALCOLM, October 20, 2006
 2   the late seventies, especially from about 1980
 3   onwards, around about 1980 -- and I need to check
 4   for you the exact dates, but roundabout 1980 there
 5   was a major infrastructure development put in in
 6   Oman that effectively -- prior to that time most
 7   of the development was in North Oman, and they
 8   built a pipeline system that ran from the coast
 9   near Muscat.  Our point, our offices on the coast
10   are known as Mina Al Fahal, M-I-N-A, A-L,
11   F-A-H-A-L, were sometimes referred to as "MAF."
12   And MAF is near Muscat, and that is the point at
13   which we'd load the tankers, and there was a new
14   pipeline system that was run all the way down to
15   the south of Oman to Marmul, and this allowed the
16   development of a large number of small fields
17   right down this pipeline system.
18             And the business model that PDO had at
19   that time, which was an extremely successful
20   business model, was one of finding, by
21   exploration, small fields, and then very quickly
22   developing those fields and hooking them up to
23   this pipeline.  And so you see that from right
24   about 1980 onwards, that "find it, develop it,
25   hook it up" mentality was an extremely successful
0042
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 1           JOHN MALCOLM, October 20, 2006
 2   business model for PDO, and which they did in a
 3   very cost-effective manner.  And I remember some
 4   of that from my time in '86 to '88.  The other
 5   parts, of course, I have to take from what I've
 6   read.
 7        Q    Did there come a time subsequent to the
 8   period that you just described when Oman
 9   experienced -- again experienced decline in
10   production rates?
11        A    My understanding from reading the
12   figures is that around about '99/2000 we saw --
13   although there was some relatively minor, in
14   percentage terms, missing of production targets,
15   the production tended to plateau right about '99,
16   2000, 2001, around about 800,000 plus barrels per
17   day.  I use that as a generality, around about
18   830,000, but of that type.
19        Q    Are you familiar with the Business Plans
20   that are generated at PDO?
21             MR. SMITH:  Objection to form.  While
22   he's been there or a different time frame?
23   BY MR. MACFALL:
24        Q    While you've been there.  Thank you.
25        A    I am familiar, of course, with the
0043
 1           JOHN MALCOLM, October 20, 2006
 2   Business Plans that were issued certainly at the
 3   end of 2003, 2004, into 2005, and the one that
 4   we're writing just now at the end of 2006, the
 5   Business Plan that was in place in November 2002
 6   was in place when I came to the company, and so
 7   my -- although I am familiar with that Plan, I am
 8   familiar with that Plan from reading the Plan and
 9   executing the Plan rather than building and
10   developing the Plan.
11        Q    Do you recall if the Business Plan that
12   was in place when you arrived at PDO in November
13   of 2002 contained production targets with regard
14   to oil in Oman?
15        A    Yes, I do.
16        Q    Do you recall approximately what that
17   target was in the Business Plan that was effective
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18   upon your arrival at PDO?
19        A    Again, sir, for clarification so I can
20   answer fully your question, there were effectively
21   two Business Plans in place.  One was a Business
22   Plan that was going to the Board in October 2002
23   to be approved for 2003 onwards, so that is what
24   we call the BP 2003.  There was also the end of
25   the Business Plan for BP 2002, which I don't know
0044
 1           JOHN MALCOLM, October 20, 2006
 2   but would have been issued around about
 3   November 2001.  So the production in 2002 was
 4   relative to the plan that had been put in place at
 5   the end of 2001, whereas the production for 2003
 6   was relative to the Plan that was in place when I
 7   walked into PDO in October 2002.
 8        Q    Thank you.  Were you familiar with the
 9   Plan that was in place for 2002 which had been
10   formulated in November of 2001?
11        A    I was -- I was aware of it, but I was
12   aware obviously in more detail with the 2003 plan
13   than I was with the 2002 plan, because I was
14   coming in looking forward for the following year.
15   You come and take over a company in November,
16   there is a limit to your flexibility in what you
17   can do in the last two months of the year, so my
18   key focus was on 2003 rather than 2002, but I can
19   still remember the numbers roughly that were in
20   place in 2002, and if I remember correctly, I
21   think that the average production in 2002 for the
22   year was something like 773,000 barrels a day.  It
23   was 770,000 barrels a day, and that I have to do
24   from memory, sir.  That is not an exact figure.
25        Q    I do appreciate that.  Do you recall if
0045
 1           JOHN MALCOLM, October 20, 2006
 2   the 2002 -- if the Business Plan in place with
 3   respect to 2002 contained production targets for
 4   2002?
 5        A    My memory serves me to remember that
 6   there were really two targets for 2002.  There was
 7   an original target, if I remember correctly, of
 8   about 830,000 barrels a day, and this had been
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 9   revised downwards, I'm not sure what point,
10   probably near the end of 2001 -- on that you need
11   to check the facts -- down to 815,000 barrels a
12   day.  So I think that if you took formally to the
13   Plan that was 815, I think there had been an
14   aspiration of 830 originally.
15        Q    Do you recall upon your arrival at PDO
16   in November of 2002 if anyone within PDO discussed
17   with you the failure to meet the 2002 production
18   target as set forth in PDO's Business Plan?
19        A    I think that all the shareholders were
20   concerned.  I had discussions with all of them,
21   the Government in particular, and at that moment
22   in time the Chairman of the Board was the
23   Undersecretary at the Ministry of Oil and Gas,
24   effectively one level down from the Minister, and
25   there was obviously deep concern not just about
0046
 1           JOHN MALCOLM, October 20, 2006
 2   the production in 2002, but the predictions for
 3   2003.
 4        Q    Do you recall what those predictions --
 5   withdrawn.  Were you familiar with the predictions
 6   that were being made for 2003?
 7        A    The 2003 production target was in BP
 8   2003, which was approved at the time I arrived,
 9   and it was a target, 703,000 barrels a day.
10        Q    Do you know how that target was
11   established?
12        A    I was not there when the work was done,
13   sir.  To put it into context, around about the
14   second quarter of the year we made a first pass of
15   the Business Plan for the following year around
16   about April, May, so that was done in 2002 when I
17   was not there, and then there's more detail added
18   through the summer, and around about September,
19   generally October, once we get into the fourth
20   quarter of 2003, that Business Plan is firmed up.
21   And then from that point there it goes to the
22   Board for approval, and my understanding is that
23   the number that was approved was 703, and I have
24   no -- I was not there, so I have no detailed
25   knowledge of how it was put together, just an
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 1           JOHN MALCOLM, October 20, 2006
 2   understanding.
 3        Q    Do you recall if there was concern
 4   amongst the PDO shareholders that the target for
 5   oil production decreased from approximately 830 or
 6   815 barrels per day to approximately 703 barrels
 7   per day from 2002 to 2003?
 8        A    Just for clarification, sir, in 2002 my
 9   understanding is that the average production was
10   around about 770,000, and in 2003 the target was
11   703,000, so effectively you see that in, from the
12   aspirations -- and these I only can take from what
13   I read -- at the end of 2001 of 830 reduced to
14   815, the production had fallen to 770,000, which
15   is a significant fall-off, percentage-wise and
16   absolute-wise, and then the fall-off predicted for
17   2002, of course, is something like eight, nine
18   percent.  It's 70,000 -- 770 odd thousand.  It
19   was -- that was a significant number, both -- and
20   I'd like to stress, the numbers I'm quoting you
21   are average numbers, so you have between the start
22   of the year and the end of the year, it is the
23   average number in between, so in actual fact the
24   deltas are actually bigger than that, so it was
25   quite a difficult time.
0048
 1           JOHN MALCOLM, October 20, 2006
 2        Q    Do you remember if you had any
 3   discussions with management at Shell as opposed to
 4   PDO concerning the production decline at PDO in or
 5   about 2002?
 6        A    Yes.  I had discussions.  My Key Point
 7   was the Regional Business Director at the time, a
 8   Mr. Din Megat, D-I-N, Megat, M-E-G-A-T.  "Din" is
 9   actually short for Zahrudin, Z-A-H-R-U-D-I-N.  And
10   he was the Regional Business Director.  He had a
11   Business Advisor for Oman, a chap called Paul
12   Mann.  And Mr. Megat reported to Mr. Walter van
13   der Vijver, and Mr. van der Vijver, of course,
14   reported -- was a member of the CMD, reported to
15   Mr. Watts, but they -- the Regional Business
16   Director was kind of the pivotal point.
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17        Q    Do you recall if you had discussions
18   with Mr. Megat in or about 2002 about ways to
19   improve oil production at PDO?
20        A    I think that when I came into PDO,
21   sir -- if I can just rephrase your question and
22   I'll come back and answer the question if I miss
23   it.
24        Q    That's fine.
25        A    When I came into PDO, I was very much
0049
 1           JOHN MALCOLM, October 20, 2006
 2   into listening mode rather than advocacy mode,
 3   because there was, there was obviously a number of
 4   things happening at once, and so I was trying to
 5   understand, trying to read as many documents as I
 6   could, to listen to our shareholders to try to
 7   look at where the trends were, because there was,
 8   there was very, very significant concern.  There
 9   were already plans built into BP 2003 of what we
10   would need to do in 2003 to try to build a better
11   future in 2004 plus.  So my focus was partly about
12   2003 but also those things that we were going to
13   have to try to do in 2003 to ensure that the
14   future was better for PDO than the short-term
15   outlook.
16             So I was trying to balance at all times,
17   and in my discussions with all parts of the
18   company, both Government and Shell, were the
19   short-term needs, the medium-term needs and the
20   longer term needs, and in those first two to three
21   months it was really trying to understand, trying
22   to listen to people, trying to listen to my
23   Management Team, trying to listen to the
24   Shareholder Advisors, trying to listen to the
25   Government, but mainly to try to get an
0050
 1           JOHN MALCOLM, October 20, 2006
 2   understanding of what was actually happening in
 3   the company.
 4        Q    Thank you.  Do you recall if --
 5   withdrawn.  Do you recall having discussions with
 6   anyone at PDO concerning the reasons for the
 7   decline in production between 2001 and 2002?
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 8        A    Yes.  I had discussions, in particular
 9   with our Deputy Managing Director, Dr. Abdulla
10   Lomki.  He is a man of tremendous experience and
11   who I respect greatly.  He is also -- unlike me,
12   he is a petroleum engineer by background, so we
13   have -- I hope to think we have complementary
14   skills, but he has insights and skills that I
15   value, and today, even today on a, I think almost
16   on a daily or every two days we sit and talk to
17   understand, so I had a lot of insights from
18   Dr. Lomki.
19             I also sat to look with our Corporate
20   Planners as to how this Plan had been put
21   together, just again to try to get an
22   understanding of where we were going.  I had
23   discussions with our Directors in North Oman, I
24   had discussions with our Directors in South Oman,
25   and a lot of it was to listen, because the company
0051
 1           JOHN MALCOLM, October 20, 2006
 2   was, was in a very fragile position at that moment
 3   in time.  It was a very proud company.  I know
 4   "pride" is maybe the wrong word to say, but when
 5   you've had 20 years of going upwards and then to
 6   be faced with such significant shortfalls from
 7   your targets, of course, it hits the morale of the
 8   company.
 9             MR. SMITH:  Whenever you wrap up at a
10   convenient line of questioning, we've been going a
11   little over an hour, time for a break.
12             MR. MACFALL:  You can go off the record.
13             THE VIDEOGRAPHER:  We are going off the
14   record.  The time is 10:52 a.m.
15             (Whereupon, a short recess was taken.)
16             THE VIDEOGRAPHER:  We are back on the
17   record.  The time is 11:11 a.m.
18   BY MR. MACFALL:
19        Q    Mr. Malcolm, did there come a time in
20   2002 when you gained an understanding of the
21   reasons for the production shortfall or the
22   production fall-off at PDO?
23        A    That is a good question.  I think
24   that -- I think my understanding was really better
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25   by say about the end of First Quarter 2003 and
0052
 1           JOHN MALCOLM, October 20, 2006
 2   then significantly better by the end of Second
 3   Quarter 2003, so I think that I took over, for the
 4   last two months of 2002, a very, very hectic time.
 5   I understood a number of things.  By the end of
 6   the First Quarter 2003 I had an understanding of
 7   some of our short-term issues.  By the end of
 8   Second Quarter 2003, I had a feeling for some of
 9   our longer term issues.
10        Q    Could you describe for me your
11   understanding of the reasons for the shortfall as
12   of the end of the Second Quarter of 2003.
13        A    I can give you the long answer, I can
14   give you the short answer.  Maybe, sir, I could
15   give you the outline, and then if you want more
16   depth, we could do that.
17        Q    That would be fine.
18        A    I think fundamentally, in my opinion --
19   it is my opinion.  I think fundamentally around
20   about the mid-nineties, PDO's business model
21   changed and changed from this very successful
22   company of "find a field, develop the field, hook
23   it up," to a stage where, although we continued to
24   find fields with our exploration ventures, the
25   fields were generally not easy to hook up.
0053
 1           JOHN MALCOLM, October 20, 2006
 2             So if you look at the total number of
 3   flowing fields in PDO, it tended to plateau around
 4   about 1988, because there is always a two- to
 5   three-year project time between finding something
 6   and developing it and for it to flow, so the
 7   numbers, if you look at the total numbers, you see
 8   that they're there.  We found some very
 9   interesting fields, and we're developing one of
10   those today, but the time scale just took longer
11   to develop.
12             I think also that '98, with a
13   $10-a-barrel oil price, affected not just PDO but
14   all the companies within the E&P business.  Major
15   long-term investments at $10 a barrel were not
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16   feasible, so it is -- I think that is also a
17   distortion, but effectively the, in my opinion,
18   the business model in PDO had changed, and there
19   was a need for us to do a number of things.
20             One was to manage our existing
21   infrastructure better.  The second one was for us
22   to have even more secondary recovery.  When I use
23   that term, I generally mean water injection, but I
24   also mean gas injection.  Some people would refer
25   to it as "pressure maintenance."  And then lastly,
0054
 1           JOHN MALCOLM, October 20, 2006
 2   the need for us to look to the longer term and to
 3   tackle some of the difficult fields that needed
 4   tertiary recovery, sometimes known as Enhanced Oil
 5   Recovery, EOR.
 6             So I think that it became fairly clear
 7   that there was a need for us to look at short-term
 8   issues, the medium-term issues mainly with
 9   secondary recovery, and then the longer term
10   issues, which was to get Enhanced Oil Recovery,
11   especially for three major fields that we had at
12   that time to flow and to move onwards.  And I
13   think that underlying all of that was a need to
14   have a sound understanding of our fields, the need
15   to dedicate more resource to field development
16   planning, petroleum engineering studies, and we,
17   we made a decision around about the end of the
18   first quarter to actually set up an in-country
19   study center to that end.
20             So we -- I think that we had a fairly --
21   and that is in the most broad sense -- we had a
22   fairly clear sense of direction where we were
23   going, a need to try to get the efficiencies up in
24   our existing operation, to try to get these
25   secondary recovery projects in as quickly as
0055
 1           JOHN MALCOLM, October 20, 2006
 2   possible, and to really start to get the longer
 3   term Enhanced Oil Recovery products in place.
 4   These things, rather than being done sequentially,
 5   really had to be done in parallel, which had
 6   significant resource.
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 7        Q    Subsequent to the end of the Second
 8   Quarter 2003, did PDO endeavor to undertake
 9   activities with regard to the various items you
10   discussed in order to improve production rates?
11        A    I think that the other key aspect
12   happened at the end of -- we actually, say, for
13   example, at the end of the First Quarter to
14   beginning of the Second Quarter 2002, we went back
15   to the shareholders and requested significant
16   additional operating funds to be used on -- to
17   make the existing fields more efficient and
18   effective.  We set up the Study Center.  We
19   started to put in place plans for an EOR
20   directorate.  And the other aspect that gave us
21   tremendous insight was the first stage of our
22   business planning process, which was carried out
23   around about April/May 2003, which again, sir, I
24   know I keep talking about different Business
25   Plans, was effectively the Business Plan which we
0056
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 2   refer to as BP04 which was endorsed in something
 3   like November of that year.
 4        Q    Do you recall if Shell, as opposed to
 5   PDO, dedicated additional assets in an effort to
 6   improve production rates at PDO in or around 2002,
 7   2003?
 8             MR. SMITH:  Objection to form.
 9             THE WITNESS:  I think first of all, the,
10   the program as we have it or had it at that point
11   in time was a Business Plan that had been approved
12   by the Board of Directors and was being resourced
13   by a number of different means.  Where we
14   requested support from our private shareholder or
15   a public shareholder at that time, we got it.  For
16   example, my request for funds around about
17   April 2003, which was a significant request, we --
18   substantially that request was met by a public
19   shareholder.  And likewise with a private
20   shareholder, where we needed support on, say,
21   doing studies or the like, that support was
22   forthcoming, but I have to stress for you that
23   these were studies done on behalf of PDO and were
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24   paid for in most part by PDO.
25   
0057
 1           JOHN MALCOLM, October 20, 2006
 2   BY MR. MACFALL:
 3        Q    Specifically with regard to the studies,
 4   do you recall any of the studies that were
 5   conducted for PDO during that time period?
 6        A    Yes.
 7             MR. SMITH:  I just want to make sure
 8   we're clear about what "that time period" means.
 9   BY MR. MACFALL:
10        Q    Sure.  That's 2002 -- well, let's make
11   it 2002 to 2004.
12        A    That's a long period.  I think that
13   studies can have a wide variety of definitions.
14   You can have relatively short, very front-end
15   studies to see if a project is viable, or you can
16   actually have longer studies leading to a Field
17   Development Plan, which can either be on an
18   existing field that has been running say for
19   decades, but you want to update the Field
20   Development Plan, or it can be on say a new field
21   for which a Field Development Plan is required so
22   that you can base your predicted production and
23   your predicted economics and the like.
24             So we had a range of studies that were
25   being done, some of them, for example, on the
0058
 1           JOHN MALCOLM, October 20, 2006
 2   secondary recovery on the waterfloods, these were
 3   mainly screening studies, front-end type studies,
 4   and we were running nine or ten of those studies
 5   in parallel, and I think we reported out in April
 6   of 2003, and from that then we prioritized which
 7   ones we were going to take forward.  And we had a
 8   number of other Field Development Plans that were
 9   ongoing at that time, because many of our Field
10   Development Plans really were in need of renewal.
11        Q    Do you recall if during that period
12   technical resources from outside of Oman were
13   provided by Shell in an effort to increase
14   production?
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15        A    I would not use those words, sir, but
16   maybe if I could rephrase your words to answer
17   your question.
18        Q    Sure.
19        A    It is that again the plan was one of
20   PDO's so we would have a plan that was supported
21   by our Directors.  We would go to many sources.
22   For example, for Field Development Plans, Shell,
23   of course, had -- were, of course, our technical
24   advisor and we have great respect for their
25   capability, but we went to other people in 2003
0059
 1           JOHN MALCOLM, October 20, 2006
 2   and 2004.  PGS -- I don't know what "PGS" stands
 3   for; I only know them as PGS.  There's another
 4   company called TRCS that we used, but -- so when
 5   we did these things, it was very much a
 6   relationship between ourselves and Shell, where
 7   they -- we would define "this is what we would
 8   like."  They would either -- if it was done
 9   outside the PDO, then they would do it almost like
10   a contractual relationship, because they were
11   getting paid for this in the vast majority of the
12   cases, so that yes, if we had a study to be done
13   that we couldn't do in-country and needed to be
14   done, we would go to some external party, and that
15   external party was often Shell.
16        Q    Do you recall if during the period of
17   2002 until or through -- withdrawn.  Do you recall
18   during the period of 2002 until 2004 SEPTAR, if
19   you're familiar with that acronym, performed any
20   work at PDO?
21        A    The names of what I would refer to as
22   EPT, the EP Technology Center, have many names.
23   SEPTAR is one of the names I recognize, but some
24   of those names change so fast for me that I'm not
25   always -- but I think SEPTAR stood for Shell EP
0060
 1           JOHN MALCOLM, October 20, 2006
 2   Technology and Research, but I cannot even
 3   remember what it stood for, but it's something of
 4   that nature.  But EPT is an organization
 5   effectively centered in Rijswijk, but it has
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 6   offices also in Houston as well, but our dealings
 7   were going back through Shell, through our
 8   Business Advisor in particular, and saying we
 9   would like this study done, and that study then to
10   be organized by EPT first then to sit down and go
11   through all the milestones of that study in a
12   normal -- maybe not a strictly contractual
13   relationship, but is a, you know, this is what we
14   need done, will you do it and check the
15   deliverables were in line with what we had
16   requested.  The major difference with Shell versus
17   our other suppliers is, under our terms of our
18   agreement with Shell, these studies were done at
19   cost rather than on a profit basis.
20        Q    With regard to the technical work that
21   was performed by EPT, are you aware if any of that
22   work was done in Houston?
23        A    I, I would not be surprised that some of
24   that work would be done in Houston.  I can think
25   of one study, but I can't remember what date it
0061
 1           JOHN MALCOLM, October 20, 2006
 2   was, whether it was 2004 or whatever, but I can
 3   think of one study that was done at Houston.
 4        Q    Do you recall the nature of the study?
 5        A    It was just a Field Development Plan.
 6        Q    Do you recall if there were any EPT
 7   personnel out of Houston who were in Oman in
 8   connection with PDO's efforts to increase
 9   productivity?
10             MR. SMITH:  Objection to form.
11             THE WITNESS:  I cannot answer that
12   question in the form that you put it, sir.
13   BY MR. MACFALL:
14        Q    I'll see if I can rephrase if for you,
15   sir, unless -- do you recall any Shell personnel
16   based out of Houston doing technical work on
17   behalf of PDO during the time period 2002 until
18   2004?
19        A    I think that they -- for clarification,
20   sir, there are two broad categories of personnel.
21   One personnel is those who are seconded to PDO, a
22   bit like myself.  They join PDO, they work for
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23   PDO, they are paid for by PDO, their salary is
24   paid by the Finance Department of PDO.  And so we
25   have secondees from all over the world, uh, from
0062
 1           JOHN MALCOLM, October 20, 2006
 2   the Far East, from Malaysia, Brunei, Australia, to
 3   the Americas, Venezuela, the U.S., everywhere.  I
 4   think we have today well over 50 different
 5   nationalities in PDO.
 6             So the possibility that one of them was
 7   U.S., definitely we have some very good U.S.
 8   engineers, and whether they were in Houston before
 9   that or not is another issue, or whether they were
10   in New Orleans, I wouldn't know, but this is our
11   secondment of staff into PDO, and they come to PDO
12   nominally for something like four years, and then
13   they will return, but when they are in PDO, they
14   are PDO staff.
15        Q    Excluding the individuals who are
16   seconded to PDO, do you recall anybody from Shell
17   who was based in Houston who did work on behalf of
18   PDO during that period?
19        A    I, I am sure that there were one or two,
20   but again most of that coordination was at a level
21   below me, and for me to try to hesitate to answer
22   on this, I would mislead you, but I'm sure that,
23   given the global nature of the business, that
24   there were people coming from the Far East, there
25   were people maybe coming from Nigeria, there were
0063
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 2   people coming from Houston.  I have no, I have no
 3   doubt that there were, there were some people, but
 4   that is just the globalized nature of the
 5   business.
 6        Q    Can you identify any individuals who
 7   might be familiar with the personnel performing
 8   the actual technical work of PDO during the time
 9   period 2002/2004?
10        A    I suspect that most of that you could
11   find back near EPT.  John Darley, who was the head
12   of EPT during that time.  We probably have got a
13   few names here and there, but if you want
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14   something that is very concrete, then I would
15   suggest that probably EPT would be your best port
16   of call, because they would actually know what was
17   done at one place and what was done somewhere
18   else, rather than us doing we think he came from
19   here and we think he came from there, but I would
20   have thought the control mechanism would be from
21   EPT, but that is my understanding, and I may be
22   wrong.
23        Q    Okay, thank you.
24             Do you recall if during your tenure at
25   PDO, particularly in 2002, you were aware of any
0064
 1           JOHN MALCOLM, October 20, 2006
 2   tension between the Omani Government and Shell as
 3   a consequence of the fall-off in production?
 4             MR. SMITH:  Objection to form.
 5             THE WITNESS:  Maybe I could answer or
 6   rephrase your question.
 7   BY MR. MACFALL:
 8        Q    Let me try and do it for you.
 9        A    Yeah, it's better if you do it.
10        Q    Did you have an understanding of the
11   relationship between the Government of Oman and
12   Shell prior to and then subsequent to the decline
13   in production which PDO experienced in the late
14   nineties and early 2000s?
15             MR. SMITH:  Objection to form.
16             THE WITNESS:  I can only talk about my
17   understanding when I was there.
18   BY MR. MACFALL:
19        Q    That's fair.
20        A    You know, so when you talk about '99 and
21   2000, then it would just be conjecture on my part,
22   but if you are asking me how did I find
23   relationships when I went into Oman and took over
24   the job on the 1st of November 2002, those
25   relationships were extremely tense.  They were
0065
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 2   extremely tense, and understandably so.  All sides
 3   were concerned, both the Government and the
 4   private shareholders.
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 5        Q    Do you recall, when you arrived at PDO,
 6   if anyone from the Oman Government expressed to
 7   you that they believed Shell was responsible for
 8   the decline in production at PDO?
 9             MR. SMITH:  Objection to form.
10             THE WITNESS:  I think the -- I'm trying
11   to get the essence behind your question, sir.  I
12   think that, of course, in any close relationship
13   which has endured for decades, when things start
14   to unravel, even in the closest of relationships,
15   one side can blame the other.  This is the nature
16   of human relationships under stress.  I think
17   that -- so that underlying tension was there,
18   there is no doubt, and it's easy to move into a
19   blame culture in that situation.
20             I think that it has to be said that
21   Shell's response in that situation -- and I will
22   also say the Government's response in that
23   situation -- was really one of trying to
24   understand the underlying problems, and with very
25   visible commitment on both sides to fixing them.
0066
 1           JOHN MALCOLM, October 20, 2006
 2   As I've said, in early 2003 the Government
 3   significantly increased the amount of operating
 4   expenditure.
 5             Shell redirected people to be seconded
 6   into PDO to build up our Study Center so that we
 7   could do Field Development Plans, so the tensions,
 8   of course, were there, as there would be in any
 9   good relationship that is under real, real
10   pressure.  The individuals, of course, one in any
11   organization, individuals will blame the other
12   side, but -- and yes, there was tension, but there
13   was also, I think, more importantly, especially
14   from the top of Shell downwards, of what is it we
15   can do to fix the situation.
16             I use the word "fix."  That is, rectify
17   the situation.  What can we do to get this
18   production understood, this fall-off; what is it
19   we can do to rebuild our reputation.  But this is
20   all about -- this is all about production.  This
21   is very, very much attributable to production,
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22   some cost issues as well, but this is, as you
23   stated earlier, sir, the fall-off in production in
24   2002 from Plan numbers to actual and the fall-off
25   in production to be anticipated in 2003, so -- but
0067
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 2   it was one of what can we do to support PDO to
 3   bring us back to where we were again, on both
 4   sides.
 5             (Exhibit No. 1 was marked for
 6   identification and attached to the deposition
 7   transcript.)
 8   BY MR. MACFALL:
 9        Q    You've just been handed a document
10   marked for identification as Malcolm Exhibit 1.  I
11   would note for the record that it is
12   correspondence that is not addressed to you, and
13   it precedes your tenure at PDO.  However, I'd like
14   you to look at the document, sir, and once you've
15   had an opportunity to review it, just let me know.
16        A    I won't mark it, but if you'd mind just
17   a moment.
18        Q    Sure.
19             Have you had an opportunity to
20   adequately review that, sir?
21        A    If I need to go back again to get some
22   more of the details, I trust you will forgive me,
23   but I hope to answer some of your questions on my
24   initial review.
25        Q    Do you recall first if you've ever seen
0068
 1           JOHN MALCOLM, October 20, 2006
 2   this document before?
 3        A    I do not recall seeing it.
 4        Q    It is a letter from Dr. Mohammed bin
 5   Hamad Al Rumhy to Walter van der Vijver, who's
 6   listed as the Group Managing Director, CEO,
 7   Exploration and Production for Shell.
 8        A    Yes.
 9        Q    The signature or the signatory to the
10   letter; is that the same individual that you've
11   identified as the Deputy Managing Director of PDO
12   currently?
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13        A    No.  He is the Chairman of PDO at this
14   moment in time, so Dr. Rumhy is the Minister of
15   Oil and Gas today, as he was at this time, and he
16   is also Chairman of our Board of Directors, and he
17   has been Chairman from, if I remember correctly,
18   from around about mid-2003.  So he's Chairman of
19   PDO.
20             MR. SMITH:  So when you said "at this
21   time" earlier, you meant today, not the date of
22   the exhibit you're looking at?
23             THE WITNESS:  Yes.
24             MR. SMITH:  I just wanted the record to
25   be clear on that.
0069
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 2             THE WITNESS:  So he was the Minister of
 3   Oil and Gas in 2001, and I think he was many years
 4   before that as well, and he is the Minister of Oil
 5   and Gas today.  The difference between today and
 6   then is that today he is also the Chairman of PDO,
 7   PDO's Board of Directors.
 8   BY MR. MACFALL:
 9        Q    Directing your attention specifically to
10   the second paragraph of the letter, Dr. Rumhy
11   discusses the decline in production at PDO of
12   black oil.  He then goes on to indicate the
13   Ministry or the Government of Oman's belief that
14   there were several factors that were either
15   responsible or contributing to the production
16   issue, and then they are listed by point beneath
17   that paragraph.
18             Specifically directing your attention to
19   the second of those, "Reserve Booking
20   Methodology," at the time that you arrived at PDO
21   in 2002, were you aware of the concern previously
22   expressed by the Government of Oman that the
23   booking reserve methodology was a contributing
24   factor in connection with the decline in
25   production?
0070
 1           JOHN MALCOLM, October 20, 2006
 2             MR. SMITH:  Objection to form.
 3   BY MR. MACFALL:
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 4        Q    Can you answer the question, or would
 5   you like me to rephrase, sir?
 6        A    I, I understand the meaning.  I think I
 7   understand the meaning of this letter.  If that is
 8   what you wish me to comment on?
 9        Q    Well, why don't we do it this way.  Why
10   don't you first describe for me what you believe
11   is meant here.
12             MS. LATIMER:  Objection to form.
13   BY MR. MACFALL:
14        Q    Why don't you describe to me, sir, your
15   understanding of what's discussed here.
16        A    My understanding of what this is about
17   is, first of all, one has to understand the
18   Concession Agreement between PDO -- between the
19   private shareholders and the Government of Oman
20   that was in place prior to the new Concession
21   Agreement that was signed, was effective the 1st
22   of January 2005, and as part of the reward
23   mechanism, there was a reward mechanism in terms
24   of production-related or in actual fact well
25   generation.  There was a percentage that was
0071
 1           JOHN MALCOLM, October 20, 2006
 2   there.
 3             And there was also a reward mechanism
 4   for additional expectation reserves, which were
 5   sometimes referred to as "old oil."  An
 6   additional -- although people used the word
 7   "reserves," it was effectively "Discovered Scope
 8   For Discovery," generally understood in the
 9   industry as DSFR, Discovered Scope For Recovery,
10   which really related more to exploration.  So it
11   was something that made a focus on exploration,
12   and there was a reward tied to successful
13   exploration and there was a reward tied to
14   successful development of fields.  The development
15   one was the old oil; the first one was the new
16   oil.
17             And if we take your point here, the
18   Reserves Booking Methodology, I think -- and I
19   cannot comment at this point.  I can, though,
20   comment from when I was in the company, that His
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21   Excellency Dr. Rumhy had a viewpoint for which I
22   have a tremendous amount of sympathy, that Field
23   Development Plans, total Field Development Plans
24   are the basis, ultimately the basis for booking
25   reserves.  They are expectation reserves.  They
0072
 1           JOHN MALCOLM, October 20, 2006
 2   are not the only basis.  You can have sector plans
 3   as well, but he was, he was concerned about a lack
 4   of Field Development Plans.  In 2002, I don't know
 5   if that was his concern at that point.
 6        Q    Leaving aside the letter for a moment,
 7   did Dr. Rumhy ever express to you a concern that
 8   expectation reserves were booked by Shell in order
 9   to receive incentive payments from the Omani
10   Government?
11        A    I think in my conversations, that was
12   always an underlying concern, and it's an
13   understandable underlying concern.  And I note
14   that within this letter here, the mention of a
15   prepayment of $30 million, I knew about this
16   prepayment, I hadn't seen all the details here,
17   and which was effectively equivalent to stating
18   that there was concern over something like
19   200 million barrels of expectation reserves.
20        Q    Just with regard to the second page,
21   with regard to the prepayment of $30 million, the
22   letter references or specifically states that that
23   was "against future de-booking of reserve."  Do
24   you have knowledge of that de-booking, sir?
25        A    That again, I had knowledge of it or
0073
 1           JOHN MALCOLM, October 20, 2006
 2   started to get an understanding of it when I came
 3   in, and there was concern that -- I think -- and
 4   you have to bear with me.  I think it was
 5   associated with the Yibal Field.  There was
 6   concern that -- and whether it was just that field
 7   or a number of other fields, there was concern
 8   that maybe the $30 million here would have been
 9   because the old oil -- if we say it's old oil --
10   was credited at 15 cents per barrel, so that's
11   why, sir, it's equivalent to something like
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12   200 million barrels -- again I have to stress --
13   of expectation reserves.
14        Q    Do you have knowledge of the actual
15   de-booking of those reserves, as referenced in the
16   letter?
17             MR. SMITH:  Objection; form and
18   foundation.
19   BY MR. MACFALL:
20        Q    Let me withdraw it.  Do you know if
21   reserves at the Yibal Field were actually
22   de-booked, separate and apart from anything to do
23   with Project Rockford?
24             MR. SMITH:  After this letter?
25   
0074
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 2   BY MR. MACFALL:
 3        Q    During it, yes.
 4        A    It's -- I, I want to try to answer your
 5   question, but your question is actually an
 6   all-encompassing question.  It is, it is -- and I
 7   want to try to answer without talking for too
 8   long, but effectively in May, around about
 9   May 2003, so this was all in going -- I wasn't
10   totally sure of all the details on it.  In
11   May 2003 we put together a program for BP04, which
12   was going to be endorsed in November, and we did
13   it in a very bottoms-up style.
14             When we did that in that bottom-up style
15   where we tried to say we have so many reserves,
16   where is a project that is matched to these
17   reserves, finally, and then you keep doing this,
18   and then you're left or we were left with a number
19   of reserves on our books that we could not match
20   to projects within a 30-year window.  And again
21   I'd like to stress that we in PDO run not on the
22   basis of license expiration or anything; we run in
23   terms of one year, five years, 30 years.
24             And when we did that bottom-up plan, we
25   realized or we believed that we were several
0075
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 2   hundred million barrels of reserves that we could
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 3   not match to projects, and we called these our
 4   "Matched Reserves."  I think in hindsight the
 5   terminology would have been better as the
 6   "Unmatched Reserves," but you don't change the
 7   terminology halfway through.  And those reserves
 8   were then reviewed by a Shell -- our work was then
 9   reviewed by Shell STOIIP and Reserves Team, which
10   then reported -- Stock Tank Oil Initially In
11   Place, so it's S-T-O-I-I-P.  The STOIIP and
12   Reserves -- and when I say "reserves" again, I'm
13   talking about expectation reserves.
14             They were reviewed, and there was a
15   report, an initial report-out made out in
16   September 2003, and a final report-out in I think
17   it was December 2003, and these -- this kind of
18   prepayment was effectively resolved within that
19   total issue, so this prepayment, in my
20   understanding, was not resolved as a kind of in it
21   alone; it was part of a bigger issue that resulted
22   in eventually us removing something like -- I
23   can't remember the exact number, sir, but
24   something like about 900 million barrels of
25   expectation reserves from our -- or putting a
0076
 1           JOHN MALCOLM, October 20, 2006
 2   qualification -- let me be correct -- a
 3   qualification of 900 million barrels of
 4   expectation reserves in our books.
 5        Q    You've gone to great lengths to
 6   distinguish between "expectation" and "proved
 7   reserves" because of the operating structure of
 8   PDO.  Do you have an understanding as to whether
 9   there is a relationship between expectation
10   reserves as reported within PDO and proved
11   reserves reported by Shell?
12             MR. SMITH:  Objection to form and
13   foundation.
14             THE WITNESS:  First of all, I am not
15   responsible for reporting proved reserves for
16   Shell.  Maybe I can answer your question in a more
17   general manner.
18             Firstly, from where I come from -- and
19   again I am a surface engineer, not a subsurface
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20   engineer -- expectation reserves are a 50/50
21   probability.  They are based middle course on
22   which we therefore base our future production
23   forecast.  Proved reserves outside a rule-based
24   deterministic system are generally seen as P85,
25   reasonable certainty, and all the different
0077
 1           JOHN MALCOLM, October 20, 2006
 2   meanings that those two words bring with it, but
 3   they are reasonable certainty.
 4             For PDO, even our P85 type reserves,
 5   which were not that good quality at the time, were
 6   not actually to be comparable with what Shell
 7   would have reported, because as I said before, we
 8   go over a 30-year period, whereas at that moment
 9   in time Shell would have had to report, I
10   believe -- and it's only my understanding --
11   within the 2012 license expiring.
12             So the correlation between these
13   expectation reserves that go on for 30 years and
14   reported reserves on a proved basis that go on
15   until 2012, it all becomes a bit flimsy.  There is
16   a correlation, but it is something that you cannot
17   say this number is ten, this number is one.  You
18   would need to work your way through it, and again
19   I -- you know, I am trying to be as helpful as
20   possible, sir, but I don't think that there is a
21   direct correlation between those two numbers, in
22   my understanding, for the reasons I've given.
23   BY MR. MACFALL:
24        Q    The volume of expectation reserves
25   reported by PDO; do you have any understanding of
0078
 1           JOHN MALCOLM, October 20, 2006
 2   whether that included the proved reserves reported
 3   by Shell?
 4             MR. SMITH:  Objection to form.
 5             THE WITNESS:  Again I, I was not
 6   involved in Shell's reporting mechanism.  We, as
 7   PDO, provided a service of calculation based on
 8   guidelines to Shell.  If you ask me, though, the
 9   question the other way around, about do we believe
10   our proved reserves of P85 within PDO are
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11   encompassed within our P50 in PDO, yes, the answer
12   is yes, because the P85 is reasonable certainty,
13   the P50 is expectation, so one is a subset of the
14   other, but I cannot answer your first question,
15   sir.  I'm sorry to have deviated to answer it from
16   a PDO context.
17   BY MR. MACFALL:
18        Q    Never mind.  Appreciate it.
19   Mr. Malcolm, are you aware if Shell as opposed to
20   PDO reported proved reserves in connection with
21   PDO during the period of 1999 until 2004?
22             MR. SMITH:  Objection to form.
23             THE WITNESS:  Again I, I was not there
24   in 1999, and I can only speak for PDO in those
25   years.  And I do know both from in hindsight that
0079
 1           JOHN MALCOLM, October 20, 2006
 2   we did provide a service to Shell, and with PDO
 3   being such a significant producer from a
 4   production point of view, I would have been sure
 5   that Shell would have needed to report proved
 6   reserves.  It's not a -- it's not a small part.
 7   It is, you know, 200,000 plus production Shell
 8   share.
 9   BY MR. MACFALL:
10        Q    And just so I'm clear, you may have told
11   me this before, but I just want to make sure my
12   understanding is correct.  PDO did not calculate
13   proved reserves for Shell during that period of
14   time; am I correct?
15             MR. SMITH:  Objection to form.
16             THE WITNESS:  Sir, I don't think that's
17   what I said.  Maybe I can restate what I said.
18   Was that PDO provided a service to Shell and any
19   other shareholder who required it, for us to aid
20   them in their reporting by taking our data and
21   giving it back in the guidelines that they
22   submitted to us.  So if Shell or Total or anyone
23   else had said to us, "Here is a guideline, can you
24   please apply this guideline and give us a number
25   out," we would have done so and showed them the
0080
 1           JOHN MALCOLM, October 20, 2006
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 2   basis of that, but we would have tried to
 3   reasonably stay within that guideline.
 4   BY MR. MACFALL:
 5        Q    Thank you.  Then I clearly
 6   misunderstood.
 7             Do you recall as part of the services
 8   that PDO provided to Shell, it, in fact, provided
 9   Shell with proved reserves numbers in accordance
10   with Shell's guidelines?
11        A    I remember that.  I have to say I do not
12   remember it for the end of 2002, but I do remember
13   it for the end of 2003.
14        Q    Are you familiar with the process by
15   which PDO calculated proved reserves numbers for
16   Shell?
17        A    I am, I am now, and I had an
18   understanding of it around about the Third Quarter
19   of 2003.
20        Q    Could you explain for me, please, your
21   understanding of that process.
22        A    And again I am not, not an expert on it,
23   but it effectively was based on production
24   forecasts going forward to license extension with
25   some form of overlay on, as the years got closer
0081
 1           JOHN MALCOLM, October 20, 2006
 2   to license extension, of reducing the numbers, but
 3   it was effectively based on a forward-looking
 4   production.
 5        Q    Do you know who was -- withdrawn.  Was
 6   there an individual or individuals at PDO who were
 7   responsible for actually conducting the
 8   calculations to derive the proved reserves
 9   reported to Shell?
10             MR. SMITH:  Objection; lack of
11   foundation.
12             THE WITNESS:  Again I think there were,
13   was a department involved in providing this
14   service to Shell, according to their guidelines.
15   That department was their Corporate Planning
16   Department.
17   BY MR. MACFALL:
18        Q    Do you recall the name of any of the --
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19   withdrawn.  Who was the head of Corporate Planning
20   at PDO at the time?  And "at the time" I mean
21   between 2002 and 2004.
22        A    Between 2002 and -- for 2002 and 2003,
23   there was a change made in 2004, and I need to go
24   back to check the records, but from when I came in
25   in 2002 throughout the whole of 2003, Stuart
0082
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 2   Clayton, sometimes known as John Stuart Clayton,
 3   because his first name is John, but no one uses
 4   that name, was the head of Corporate Planning, and
 5   he reported to our Technical Director and our
 6   Deputy Managing Director.
 7        Q    Are you aware if Mr. Clayton was
 8   involved in the submission of information to Shell
 9   with regard to the proved reserves at PDO?
10             MR. SMITH:  Same time frame; '02 to '04?
11             MR. MACFALL:  Yes.  Thank you.
12             THE WITNESS:  I was aware in 2003.  As
13   I've said before, in end of 2002 when I just
14   walked into the company, there were so many other
15   issues going around about my head at that time
16   that I do not recollect that, but in 2003, yes.
17   BY MR. MACFALL:
18        Q    Thank you.  If you could direct your
19   attention back to Exhibit 1 for a moment,
20   specifically on Page 1, the reference to
21   methodology, in Number 3 it says "Scorecard."  Do
22   you recall, not during this time frame, but during
23   your tenure at PDO, if Shell's scorecards were
24   ever asserted as an issue in connection with oil
25   production by the Omani Government?
0083
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 2             MR. SMITH:  Objection to form and
 3   foundation.
 4             THE WITNESS:  I, I think, sir, I have to
 5   correct your question if you wouldn't mind.
 6   BY MR. MACFALL:
 7        Q    Sure.
 8        A    Is that we didn't have a Shell
 9   scorecard; we had a PDO scorecard.
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10        Q    Thank you.
11        A    And our PDO scorecard, definitely around
12   about the time that I came in, had expectation and
13   even looser Discovered Scope For Recovery targets
14   on that scorecard.
15        Q    Did anyone from the Oman Government ever
16   express to you during your tenure at PDO that the
17   reserves component of the PDO scorecard was
18   somehow related to the decline in production?
19        A    I think that -- I find that a difficult
20   question to answer, sir, in that the scorecard is
21   there to -- relates to the Business Plan and
22   therefore relates to the targets within the
23   Business Plan.  It's a focusing tool for the staff
24   at PDO.  So in itself it relates to the Business
25   Plan, but I think your question was not actually
0084
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 2   related to the scorecard.  You were asking me
 3   whether --
 4        Q    Whether you had ever received complaints
 5   from anyone within the Omani Government or
 6   expressions of concern -- let me withdraw the
 7   question or rephrase it.  Did you ever receive any
 8   expressions of concern by members of the Omani
 9   Government that the reserves metric on PDO's
10   scorecard was somehow related to the decline in
11   oil production at PDO?
12             MR. SMITH:  Objection to form.
13             THE WITNESS:  I can state that when I
14   came into PDO at the end of 2002, there was
15   concern about the expectation reserves that were
16   held on the books, and that was expressed to me by
17   the then Chairman of the Board, which is different
18   from the scorecard.  They have concerns about the
19   scorecard as to whether or not it produces the
20   right behaviors, but I think your question was
21   more about the, about the expectation reserves.
22   Did they have concerns about the expectation
23   reserves?  Yes.  Did they have concerns about the
24   behaviors that scorecards can produce?  Yes.
25   Sorry to have to restate at least --
0085
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 1           JOHN MALCOLM, October 20, 2006
 2             MR. MACFALL:  No, I appreciate the
 3   clarification.  Why don't we go off the record for
 4   a second.
 5             THE VIDEOGRAPHER:  This marks the end of
 6   Tape 1 in the deposition of Mr. Malcolm.  We are
 7   going off the record.  The time is 12:00 p.m.
 8             (Whereupon, a short recess was taken.)
 9             THE VIDEOGRAPHER:  This marks the
10   beginning of Tape 2 in the deposition.  We are
11   back on the record.  The time is 12:06 p.m.
12   BY MR. MACFALL:
13        Q    Mr. Malcolm, with regard to the PDO
14   scorecard, could you describe for me what, if any,
15   issues were discussed with you by members of the
16   Omani Government concerning the PDO scorecard.
17             MR. SMITH:  Objection to form and
18   foundation.
19   BY MR. MACFALL:
20        Q    You can answer, sir, if you can.
21        A    I think the, um, there were -- with
22   scorecards there are a number of generic concerns
23   that you will get with any Government.  One of
24   them is whether or not the scorecard is too easy,
25   because those scorecards are related to the
0086
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 2   payment of staff.  It's a relatively small
 3   percentage, but it's still significant, whether
 4   the scorecards are too easy.  Whether the
 5   scorecard reflects the Business Plan, because it
 6   should reflect the Business Plan.
 7             And so the concept of scorecards does
 8   not lie easily with a Civil Service-based
 9   organization, but I think they understood the need
10   for focus, and so many of the discussions were
11   around what, I think what the major of the
12   Government shareholder saw as important versus
13   what we at PDO would see as important versus what
14   the private shareholder would see as important.
15   So say, for example, the weighting on production
16   or the weighting on safety and the like, so it is
17   more about not that anybody -- there was, of
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18   course, unanimity about the Business Plan and the
19   scorecard reflects that Business Plan, but really
20   the weightings on the various aspects of the
21   scorecard and whether or not the scorecard would
22   produce the right behaviors, because, as you know,
23   sir, it's easy to chase short-term targets.  You
24   had to have this balance in the scorecard.
25        Q    Thank you.
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 2             Did there come a time during your tenure
 3   at PDO when there was concern with regard to the
 4   accuracy of PDO's reported expectation reserves?
 5        A    That concern, sir, as I said before, was
 6   around about May 2003 when we did the Business
 7   Plan exercise, the start of the Business Plan
 8   exercise for BP03.  BP04.  I apologize.  And when
 9   we built the Business Plan that year, we built it
10   bottom-up and tried to match reserves to projects
11   and discovered that we had this matched reserves
12   issue.  At the time, I think in May 2003, we
13   thought the number was about 700 million plus.  It
14   later transpired to be 900 million plus, but that
15   was later in the year.  Again, the numbers that I
16   mentioned, as you quite readily said, sir, are
17   expectation reserves numbers.
18        Q    The bottom-up exercise that you
19   reference; is that something different than the
20   STOIIP and Reserve Review?
21        A    Yes, sir.  The situation is that we were
22   putting together the Business Plan, and we were
23   taking the individual projects in the Business
24   Plan and associating them with reserves that would
25   be developed over say a 30-year time scale.  When
0088
 1           JOHN MALCOLM, October 20, 2006
 2   we presented our first pass to our shareholders on
 3   both sides, there was concern, because we, as the
 4   operator, were saying we believed that there were
 5   700 million barrels of expectation reserves that
 6   we could not match to projects in the Business
 7   Plan.  It was a significant step.
 8             There was concern in both sides, in the
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 9   private shareholders and the Government
10   shareholders.  There was challenge, and our
11   response to that challenge was one of we do not
12   think our work is perfect, because it had been
13   done in a relatively short period of time and
14   quite quickly, but the right way to resolve this
15   was to have a review of the STOIIP, Stock Tank Oil
16   Initially In Place, and the expectation reserves,
17   and there was such a review.
18             I think the review was effectively
19   initiated in around about June 2003, and it was a
20   review that was actually a Shell review and was
21   paid for by Shell, but, as was shown subsequently
22   and was the intention at the time, to be openly
23   shared with the other partners, in particular the
24   Government.
25        Q    Going back to the bottoms-up exercise
0089
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 2   that was undertaken in connection with the
 3   Business Plan, do you recall who it was that
 4   actually performed the technical work of matching
 5   the reserves with the individual fields?
 6             MR. SMITH:  Objection to form.
 7             THE WITNESS:  It is difficult to say one
 8   person.  Maybe if I can rephrase your question if
 9   it's acceptable to you, sir, is that the
10   coordination of the activity was done by Corporate
11   Planning Department.  The actual detailed
12   activities were done by many other people in the
13   organization who were responsible for particular
14   fields and the projects associated with those
15   fields.  So the coordination element was
16   coordinated by the Corporate Planning Department,
17   which reports to our Deputy Managing Director and
18   Technical Director.
19   BY MR. MACFALL:
20        Q    Do you recall if Mr. Clayton was
21   involved in that process?
22        A    Yes, he was.
23        Q    Do you recall why a bottoms-up review
24   was conducted in connection with the Business Plan
25   in or about May of 2003?
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 2        A    It's -- of course, one's memory, after
 3   three and a bit years, is a bit hazy, but I think
 4   that the underlying thing was that we wanted to
 5   get a far better grip on the details of our
 6   business and particularly our projects going
 7   forward, and it was -- we sought in that high
 8   level detail -- we were actually using a new tool
 9   that was available at the time for building our
10   Business Plan, which was very, very helpful to us.
11   It actually allowed us to do something that would
12   stretch it, be a little bit difficult, but it was
13   a good tool, and it was to try to give us that
14   clear insight into not just that we've got five
15   billion or whatever the number was of expectation
16   reserves, but how, how are we going to develop
17   those into production over the foreseeable future.
18   And it was to get that very much tighter grasp on
19   the production versus expectation reserves and our
20   plans and our projects and everything that goes
21   with them, and our facilities, and so it was just
22   a significantly more detailed exercise, and in my
23   opinion it was a good piece of work.
24        Q    Were the findings with regard to the
25   mismatched or matched reserves discovered as a
0091
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 2   result of the bottoms-up exercise memorialized in
 3   a written report?
 4        A    I cannot remember that, sir, but the
 5   number was well-known and was discussed with the
 6   shareholders or the Directors.
 7        Q    With regard to Shell as one of the
 8   shareholders of PDO, was the -- were the results
 9   of the bottoms-up exercise communicated to it --
10   let me rephrase the question.  I'm sorry.  Do you
11   recall if the conclusions reached regarding
12   reserves in the bottoms-up exercise were
13   communicated to Shell?
14        A    They were communicated to all our
15   shareholders, including Shell.
16        Q    Do you recall how it was communicated to
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17   Shell?
18        A    I think first -- again my memory is hazy
19   after this time, but, of course, the first kind of
20   frequent contact was with the Business Advisor,
21   Paul Mann, and therefore Paul up through the rest
22   of the Shell organization.  And we communicated it
23   to both the Government and Shell, and I think, of
24   course, it was such a large number, there was
25   shock on all sides.  And there was also concern of
0092
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 2   "are you sure you've got this right," you know, on
 3   all shareholders.  It was a very big number.  It
 4   was 700 million out of five billion.  It was a
 5   significant percentage.
 6             And I think that to go back to your
 7   specific point about Shell, I think that the great
 8   thing that we got from Shell was, of course,
 9   challenge of do you think you have this right, and
10   we said, yeah, we believe as a first pass, it's a
11   good first pass number, but we strongly recommend
12   there is a review done such that all shareholders
13   can get assurance that the operator's figures are
14   sound.
15             And, you know, from the time I had come
16   in up until about that point, people were always
17   saying, well, should we have a reserves review,
18   who is going to pay for it.  All of these things
19   went back and forward that you always get from
20   shareholders on issues of cost, but Shell was
21   extremely good at this point.  They said this is a
22   cause for concern.  We must put this concern to
23   rest one way or another.  And they, at their own
24   cost, instigated staff around the STOIIP and
25   Reserves Review, and Corporate and PDO, we were
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 2   providing all our numbers and all our data.
 3        Q    Now, you referenced communication with
 4   Paul Mann.  Do you recall if you communicated
 5   personally with Paul Mann concerning the findings
 6   reached in the bottoms-up exercise?
 7        A    I may well have done, but -- I don't
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 8   remember it, but I certainly communicated with Din
 9   Megat, the Regional Business Director.
10        Q    Do you recall how it was that you
11   communicated with Mr. Megat?  Was it by telephone,
12   for example, or e-mail?
13        A    I can't remember, sir.  I can remember,
14   however, that they came in for a technical meeting
15   sometime in June, and I can remember we discussed
16   it, and it was -- I cannot remember the exact
17   date, but sometime in June there was total
18   agreement that we should have a review done of
19   these numbers.
20        Q    Was the technical meeting conducted with
21   regard to the findings in the bottoms-up exercise?
22        A    Again I need to go back to my diary to
23   check all the dates, but the general format was
24   that we would have regular Technical Shareholders
25   Meetings.  I cannot remember the exact date that
0094
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 2   that Technical Shareholders Meeting took place,
 3   but I believe it was around about early June 2003,
 4   which was at the point that we were saying to our
 5   shareholders, because we, we have a Technical
 6   Shareholders Meeting before kind of every board,
 7   we have three or four board meetings a year, so it
 8   was around about that time we gave them the first
 9   pass of the plan, and you're saying the plan, we
10   think we're 700 million barrels of expectation
11   reserves short that we can't match to projects.
12        Q    Did anyone from Shell request an
13   opportunity to review the data that had been
14   utilized to reach that conclusion in the
15   bottoms-up exercise?
16        A    That, sir, was subsequent to when we did
17   the STOIIP and Reserves Review and Expectation
18   Review, and that we provided all our data that we
19   had utilized and the rationale and everything like
20   that, so, of course, we provide that data to both
21   sets of shareholders as requested, but in this
22   particular case as it was a Shell STOIIP and
23   Reserves Review, they specifically, of course,
24   wanted to know how we got to our figures, they
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25   wanted to check our figures, the methodology, et
0095
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 2   cetera, of the figures.
 3        Q    For my own edification, we've used the
 4   term several times, and I just want to make sure
 5   that I have an accurate understanding; the term
 6   "STOIIP," which I believe you said is Stock Tank
 7   Oil Initially In Place --
 8        A    Yes, sir.
 9        Q    -- could you please explain for me what
10   that is, sir.
11        A    Well, sir, you've got a simple surface
12   engineer who is going to have to explain it to
13   you, but maybe I can give you my understanding --
14        Q    Thank you.
15        A    -- my explanation, is that if you take a
16   reservoir of oil -- and some people mistakenly
17   think of it like a tank, but it is not a tank.  It
18   is small particles of oil encased in grains of
19   sand or in grains of carbonate, depending on the
20   source of that reservoir, whether that reservoir
21   of rock is a sandstone or whether it's a
22   carbonate, but you have got -- within the pores of
23   that reservoir you have got oil and in some cases
24   you've got water as well, and it is under
25   tremendous pressures.  Oil and gas is under
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 2   tremendous pressure, depending on how deep it is.
 3   The deeper it is, generally the deeper the
 4   pressure, but if you conceptually lifted all of
 5   that oil out of the ground, conceptually, and you
 6   placed it into a tank on the surface, that would
 7   be, in my understanding, the Stock Tank Oil
 8   Initially In Place.  Now, I think that the
 9   terminology is an old one.  And again I'm not a
10   reservoir engineer, so I couldn't tell you where
11   it comes from, but that is my understanding, and
12   it is the -- it is truly the maximum amount of oil
13   that you could ever recover from a reservoir.  And
14   as such, that is -- it is an important number in
15   that you could never theoretically -- not even
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16   theoretically -- you could never physically exceed
17   that number, because you have taken every single
18   molecule and said if I put it on the surface, what
19   would I get.
20        Q    Thank you very much.  I appreciate that,
21   Mr. Malcolm.
22             Prior to the initiation of the STOIIP
23   and Reserve Review, do you recall if anyone from
24   the Government of Oman expressed the belief that
25   Shell should not conduct the review?
0097
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 2        A    That is a good question, sir.  I can
 3   only answer it within the time frame that I was in
 4   Oman, so I cannot answer it prior to that for you,
 5   but I can answer it within the time frame that I
 6   was in Oman, which is effectively on seat from the
 7   1st of November.
 8             There was concern about expectation
 9   reserves bookings, and this exhibit you put in
10   front of me is that type of concern.  And as the
11   Managing Director of the Operator -- so you sit
12   between all the shareholders -- my viewpoint when
13   I came into the company was:  If you have this
14   concern, let us do a review of the reserves.  If
15   you are concerned about the numbers, let's do a
16   review.
17             I had a lot of discussions with the
18   Government, I had discussions with Shell, and the
19   arguments were always about who was going to pay
20   for the review and who was going to do the review.
21   I pursued this for several months, but eventually
22   I put my time and effort onto something else, but
23   effectively, after doing the bottoms-up build,
24   first pass of the program built, at that point the
25   number was significant, we thought greater than
0098
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 2   700 million.
 3             And when I raised this with Shell, there
 4   was no doubt.  They said, oh, this is cause for
 5   concern we have to address, and they said that
 6   they would do this at their own costs.  They would
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 7   share the results with the Government, and the
 8   Government had an alternative, that they had the
 9   right to do their own review if they were not
10   happy with whatever the results of the Shell
11   review were, which I thought was very good,
12   because it moved the whole business forward.
13   Again this was an expectation reserves review.
14        Q    Was there a STOIIP and Reserves Review
15   Team that worked on the review for Shell?
16        A    My understanding, there was.  I cannot
17   give you all the names in that team, but it was
18   led by a gentleman called Stan Christianson.
19   There were several members of that team.  It went
20   from maybe three to eight.  There were a number of
21   members, because it went over a significant period
22   of time.  It went from effectively -- I think it
23   was initiated, as I said, sometime in June, and I
24   think it closed out sometime in December.
25        Q    Generally do you recall if any members
0099
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 2   of SEPTAR participated in the STOIIP and Reserves
 3   Review?
 4             MR. SMITH:  Objection to form.
 5             THE WITNESS:  I -- again the word
 6   "SEPTAR," I am unsure about.  We saw this as staff
 7   from EPT manning the study.  The staff that were
 8   actually involved, I know there was some review
 9   drafts that went up with names then again, but
10   again you would really need to ask those the head
11   of EPT as to who they were and where they came
12   from, et cetera.
13   BY MR. MACFALL:
14        Q    Just one more question along those lines
15   with regard to this review:  Are you familiar with
16   an organization or entity known as the Bellaire
17   Technology Center?
18        A    Yes, I know of the Bellaire Technology
19   Center.
20        Q    Could you describe for me -- well, do
21   you have an understanding of what it is?
22        A    I think that today, organizationally, I
23   am a little bit out of date with what is happening
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24   in Shell in the Center.  You have to realize I've
25   been running Joint Ventures now since 1999, and
0100
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 2   when you're running a joint venture, your focus is
 3   on the joint venture, and sometimes how things are
 4   organized in our Corporate Center of Shell, I
 5   don't always pick them all up, but there was a
 6   point where the Bellaire Technical Center
 7   essentially used to be -- my understanding was the
 8   Research and Development Support Center based in
 9   Houston, and they have -- and again this all
10   happened after I left EPT in 1997, but there is
11   this kind of relationship between themselves and
12   Rijswijk on where work is done, et cetera.
13        Q    Do you recall if Bellaire Technology
14   Center did any work in connection with the STOIIP
15   and Reserves Review conducted in 2003 in PDO?
16        A    From my side I simply saw it as a
17   Shell-led study from people in Rijswijk, supported
18   by the original Business Director and the EP CEO,
19   because they were effectively footing the bill at
20   the end of the day, how they resourced that study
21   was really -- I really had no concerns apart from
22   to make sure that they resourced it with very,
23   very good people such that the outcome of the
24   study would be credible.
25        Q    I believe you indicated that that study,
0101
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 2   the STOIIP and Reserves Review, ran from
 3   approximately June of 2003 until December of 2003,
 4   correct?
 5        A    It did.  It was different peaks in
 6   activity.  The key reporting, the first -- there
 7   was a number of report-outs, but the significant
 8   one was in September 2003, which was a kind of
 9   peak report-out, but my understanding is I think
10   the -- and I need to go check my facts again, but
11   I think the study was closed off near the end of
12   December, near the end of 2003.
13        Q    Did there come a time during that
14   period, June of 2003 to December of 2003, when the
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15   STOIIP and Reserves Review Team initially
16   confirmed that there were -- withdrawn.  I believe
17   you indicated that the STOIIP and Reserves Review
18   Team concluded that the mismatch in reserves and
19   fields was even greater than that found as a
20   result of the bottoms-up review; is that correct?
21             MR. SMITH:  Objection to form.
22             THE WITNESS:  I, I think, sir, that
23   maybe I could restate what I understand, is that
24   in May 2003 we did a bottoms-up exercise, and we
25   were sure or we felt that we had 700 million plus
0102
 1           JOHN MALCOLM, October 20, 2006
 2   matched expectation reserves at risk.  We did not
 3   see that as an absolute number.  This was our
 4   first-pass, bottoms-up exercise.  We did further
 5   work during that period, and in parallel with the
 6   STOIIP and Reserves Review, they were also doing
 7   their work.
 8             My understanding is that there was a
 9   Technical Shareholders Meeting around about
10   September 2003, mid-September, I can't remember
11   the date, and there was a presentation made at
12   that Technical Shareholders Meeting behind the
13   STOIIP and Reserves Team Leader, Stan
14   Christianson, on the, their findings on, or their
15   interim findings, because they had not formally
16   concluded.
17             They also had a prior presentation I
18   think in maybe six weeks earlier than that to the
19   Government, but the key one, as I remember well,
20   was that September TSM, Technical Shareholders
21   Meeting in The Hague, and they came out and said,
22   no, we think PDO are conservative.  We think the
23   number is 934, 930 something, maybe it was six.
24   In actual fact, these numbers don't matter,
25   because the uncertainty in these numbers are so
0103
 1           JOHN MALCOLM, October 20, 2006
 2   large, but they felt from their viewpoint the
 3   number was 930.  I think that number then changed
 4   up to 960 or something.  By the end of the year
 5   there was a whole pile of -- we had, uh, as PDO,
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 6   "we," PDO, had in principle, from our maturing
 7   understanding of the problems, no push-back on the
 8   930 number that they presented in September, and
 9   we were just pleased that we had got support from
10   an independent body to support our concerns.
11   BY MR. MACFALL:
12        Q    I believe you stated that that was, that
13   number you believe was delivered at a presentation
14   at a Technical Shareholders Meeting in September
15   of 2003, correct?
16        A    Around about then, yes.
17        Q    Okay.  Did you also indicate that that
18   Technical Shareholders Meeting occurred at the
19   Hague?
20        A    I believe it was in The Hague.  Again I
21   need to check, I need to check my facts, but I
22   think that one was held in The Hague.
23        Q    Do you recall if all the shareholders of
24   PDO attended that meeting?
25        A    All shareholders attended the meeting,
0104
 1           JOHN MALCOLM, October 20, 2006
 2   including the other two private shareholders.
 3        Q    Did there come a time when Senior
 4   Management at Shell was apprised of the issue
 5   concerning the expectation reserves at PDO?
 6             MR. SMITH:  Objection to form and
 7   foundation.
 8             THE WITNESS:  When you say the word
 9   "Senior Management," sir, who are you referring
10   to?
11   BY MR. MACFALL:
12        Q    I'll identify specific individuals.  Are
13   you aware if Walter van der Vijver ultimately
14   became aware of the mismatch between fields and
15   expectation reserves at PDO?
16        A    From my recollection, I believe that
17   Walter van der Vijver, in June 2003, was advised
18   of our belief and the mismatched volumes, and he
19   authorized the Reserves Review, the payment of the
20   Reserves Review.  He took away all of this
21   dillydallying on it in terms of who was paying
22   what, but my understanding is he was working on
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23   the recommendation of Din Megat as well as myself.
24        Q    What's the basis of your understanding
25   regarding when it was that Mr. van der Vijver was
0105
 1           JOHN MALCOLM, October 20, 2006
 2   advised of the findings made during the bottoms-up
 3   exercise?
 4             MR. SMITH:  Objection to form.
 5             THE WITNESS:  Again, sir, maybe I can
 6   reiterate my last answer, is that I believe in
 7   June 2006 (sic), when he came out to see how
 8   things were going in Oman, he was appraised around
 9   about that time.  I cannot remember the exact
10   date, but the beginning of 2006.  And he was, I
11   think like all parties, concerned that we should
12   have this finding but supported PDO's request that
13   we should have a review.  No doubt this was, this
14   was a significant thing.  I think there was a few
15   quick checks done by Din Megat and his people to
16   say have these guys done something really stupid
17   here, but I think once those quick checks were
18   done -- which I think it was, given the time it
19   was done, it was a reasonable piece of work,
20   because it was done very, very fast, a bottoms-up
21   review.
22             MR. SMITH:  In your response to this
23   question, you referred to "June 2006."  Is that
24   what you meant?
25             THE WITNESS:  No.  I'm sorry.  I think
0106
 1           JOHN MALCOLM, October 20, 2006
 2   I'm getting a little bit tired here.  June 2003.
 3   Thank you.  I think six months, but June 2003.  My
 4   apologies.  Thank you for correcting me.
 5             MR. MACFALL:  In view of that, would
 6   this be a convenient time to take a break for
 7   lunch?
 8             MR. SMITH:  Sure.
 9             THE VIDEOGRAPHER:  We are going off the
10   record.  The time is 12:36 p.m.
11             (Whereupon, the lunch recess was taken.)
12             (Exhibit No. 2 was marked for
13   identification and attached to the deposition
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14   transcript.)
15             THE VIDEOGRAPHER:  We are back on the
16   record.  The time is 1:21 p.m.
17   BY MR. MACFALL:
18        Q    Good afternoon, Mr. Malcolm.
19        A    Good afternoon.
20        Q    Sir, you've just been handed a document
21   that's been marked as Malcolm Exhibit 2 for
22   identification.  I'd ask you to take a look at
23   that, sir.  I would note for the record that you
24   are shown as neither the author nor a recipient of
25   the document, but if you could take an opportunity
0107
 1           JOHN MALCOLM, October 20, 2006
 2   to look at it, and we'll discuss it when you're
 3   done.
 4             Are you ready, Mr. Malcolm?
 5        A    Yes.  I may have to go back to look at
 6   some details if your questions are detailed.
 7        Q    Absolutely.  I would note for the
 8   record, before we begin, that the first page of
 9   the document is an e-mail from Philip Watts to
10   various individuals, Mr. Van der Veer,
11   Mr. Brinded, Mr. Skinner, Mr. van der Vijver.  It
12   references three attachments.  The document that
13   I've put in front of you contains what I believe
14   is the first of those attachments, and I would
15   just note that based on our search with regard to
16   consecutive Bates numbers, that the other two
17   attachments did not follow, but in any event, my
18   questions are limited and really relate to the
19   first attachment.
20             The subject, as indicated on the first
21   page, is "Oman Visit," January 9th through 12th,
22   2003.  Mr. Malcolm, do you recall Mr. Watts coming
23   to visit Oman in January of 2003?
24        A    I do.
25        Q    Were you aware of the purpose of
0108
 1           JOHN MALCOLM, October 20, 2006
 2   Mr. Watts' visit at that time?
 3        A    My understanding of his visit and
 4   that -- and subsequent visits was that Mr. Watts
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 5   was trying to rebuild again the relationship
 6   between Shell and the Government of Oman and did
 7   it in a very tangible way in terms of showing the
 8   support and personally trying to resolve the
 9   problems that occurred in PDO and elsewhere, but I
10   think it was to try to get again this alignment
11   back in with the shareholders.
12        Q    With respect to the document in front of
13   you, do you recall if you've ever seen this
14   before, sir?
15        A    I don't, I don't recall having seen this
16   before.
17        Q    Directing your attention specifically to
18   the second page of the document, there appears a
19   Preamble at top, what is labeled "Preamble," with
20   a series of bullet points that follows.  And I
21   realize that --
22        A    This, sir, is under the second page of
23   the document?
24        Q    Second page of the document, first page
25   of, I believe --
0109
 1           JOHN MALCOLM, October 20, 2006
 2        A    Oh, sorry.
 3        Q    Okay.  I believe this may have occurred
 4   prior to your tenure at PDO, but let me ask you.
 5   The second bullet point under the Preamble
 6   references negotiations with something called the
 7   "GISCO deal."  Do you have an understanding of
 8   what that refers to, sir?
 9        A    I have a, I do not have a complete
10   understanding of GISCO.  My understanding is that
11   GISCO, I think it stands for Gas Infrastructure
12   Services Company, but it may -- but I'm not
13   totally involved with it.  It was a vehicle to
14   help finance the upstream investment of the Oman
15   LNG plant, OLNG, and so although the Government
16   has a hundred percent ownership of the, of the
17   upstream gas asset, that this was a vehicle that
18   allowed the private shareholder to invest in the
19   infrastructure required to get that gas to the
20   downstream plant, which is referred to in here as
21   "OLNG."
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22        Q    Thank you, sir.
23             Beneath that section is a section
24   captioned "The Key Meetings."  Do you see that,
25   sir?
0110
 1           JOHN MALCOLM, October 20, 2006
 2        A    Yes.
 3        Q    The first sentence, the first paragraph
 4   beneath that caption references a briefing
 5   document that had been provided to Mr. Watts.  Do
 6   you have any familiarity with a briefing document
 7   provided to Mr. Watts in or about this time
 8   regarding PDO?
 9        A    There would have been several briefing
10   documents for Mr. Watts.  Generally the
11   coordinator of these would have been John Crocker,
12   and he would have taken information in from other
13   parties.  With most of these briefing documents,
14   those that were outside my business remit, I had
15   no concern.  That was for someone else, but my
16   only concern in all such briefing documents is
17   that they were accurate and reflected the facts.
18   So I am sure at that time myself, and John Crocker
19   would have come to me with some form of briefing
20   document and said, John, I'm going to show this,
21   and I would have said I don't think that's right
22   or whatever, but the responsibility generally for
23   providing the briefing document would have been
24   John Crocker, and it would have been his decision
25   as to what went.
0111
 1           JOHN MALCOLM, October 20, 2006
 2        Q    What position did he hold, sir?
 3        A    He held at that time the position of
 4   Shell Representative Office Oman.  You may see in
 5   his e-mails and some other correspondence his
 6   reference indicator is SROO-GM, the General
 7   Manager of the Shell Representative Office Oman,
 8   and his function was very much as the title says;
 9   it was a representational type function.  He has
10   also another title, which is that of Shell Country
11   Chairman, which is again the kind of coordination
12   aspect of the various joint ventures that Shell
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13   may have in Oman, and it has one in PDO, of
14   course, one in the gas business, OLNG as it's
15   mentioned here, and the other one, of course, is
16   Shell Oman Markets, which is a 49 percent Shell
17   Company and a 51 percent totally public offering
18   company.
19        Q    Thank you.
20             That sentence continues, indicating that
21   Mr. Watts had an extensive session with John
22   Crocker, yourself, Agnus Cassens and Peter Cryer.
23   Could you identify Mr. Crocker for me, please.
24        A    Mr. Crocker was --
25        Q    Oh, I'm sorry.  I apologize.  Would you
0112
 1           JOHN MALCOLM, October 20, 2006
 2   identify Ms. Cassens for me, please.
 3        A    Yes, certainly.  Agnus Cassens is the --
 4   was and still is the General Manager of Oman LNG,
 5   Oman Liquid Natural Gas, which we all refer to as
 6   "OLNG," which is again a joint venture company
 7   between private shareholders and the Government.
 8        Q    Is it Agnus or Angus?
 9        A    He is German, and so it is -- although
10   it's spelled -- I think you've got the correct
11   spelling, but it's Agnus.
12        Q    Thank you.
13             And Mr. Cryer?
14        A    I'm not actually too sure of what his
15   job description was, but he was effectively with
16   Shell International Gas, SIG, and so he was, uh,
17   had some responsibility for the, the third "train"
18   in negotiations that's talked about here in this
19   document, but I'm sorry, I don't know exactly what
20   his job title is.
21        Q    That's fine, sir.
22             Do you recall attending the meeting with
23   Mr. Watts and the individuals shown here in this
24   document?
25        A    It was a long time ago, but I, I recall
0113
 1           JOHN MALCOLM, October 20, 2006
 2   the meeting.
 3        Q    Do you recall if the issue of the
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 4   production shortfall at PDO was discussed during
 5   that meeting?
 6        A    The -- more than the shortfall, the
 7   discussion was about the Business Plan, which, as
 8   we've said before, at that time was BP03.  What we
 9   intended to do is to tackle the short, medium and
10   long-term issues, and I think that this talks
11   about those in some ways, about the waterflood
12   projects and the UR projects.
13        Q    Do you recall if expectation reserves
14   were discussed specifically during this meeting?
15   And I do realize this was prior to the bottoms-up
16   exercise.
17        A    I do not.  I do not recall expectation
18   reserves being discussed at this meeting.
19        Q    The sentence continues with a reference
20   to "HM."  Could you please identify that
21   individual for me, sir.
22        A    Yeah.  "HM" here stands for His Majesty,
23   Sultan Kaboos, who is the Sultan of Oman.
24        Q    Do you recall attending any meetings
25   between Mr. Watts and His Majesty, the Sultan of
0114
 1           JOHN MALCOLM, October 20, 2006
 2   Oman?
 3        A    Yes, I do.
 4        Q    Do you recall approximately how long
 5   that meeting lasted?
 6        A    From my memory -- and there were several
 7   meetings, but if you're talking about this
 8   particular one --
 9        Q    I am.
10        A    -- the meeting was effectively split
11   into three parts.  The first part where was His
12   Majesty and Sir Philip Watts had a meeting in
13   private.  There was then a meeting at which
14   myself, John Crocker and another Government
15   Minister -- I don't remember what Government
16   Ministers were there, but it was only about five,
17   five or six people in the room, where there was a
18   general discussion where I took His Majesty
19   through the plan for 2003, and then that was
20   followed then by dinner.
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21        Q    Do you recall if His Majesty commented
22   upon the Business Plan?
23        A    His Majesty commented upon the Business
24   Plan, and as I read this, a point came back about,
25   uh, that we discussed actually earlier in the
0115
 1           JOHN MALCOLM, October 20, 2006
 2   morning, but the dip in production in PDO in the
 3   early seventies, and His Majesty was understanding
 4   of PDO's problems and I think appreciated this --
 5   I hate to use the word "total," but almost total
 6   commitment from Shell, from top down, that they
 7   were going to do whatever was required to get this
 8   production issue sorted out and get PDO back to
 9   being a successful company again, what resources
10   that took or whatever.
11             So you see this, and I think this text
12   actually explains it better than any words of mine
13   could have done, is that this commitment to
14   understanding the problems, trying to get the
15   alignment back again, you know, that at the end of
16   the day we have a long, long association with
17   Oman, and we or Shell at that point wanted to do
18   the right thing.  They wanted to get things back
19   on track.
20        Q    Was there any discussion of the specific
21   efforts that Shell would undertake in order to
22   increase production at Oman?
23             MR. SMITH:  This was during the meeting
24   with His Majesty?
25             MR. MACFALL:  Yes.
0116
 1           JOHN MALCOLM, October 20, 2006
 2             THE WITNESS:  Most -- there was the side
 3   meeting, the first meeting that I was not part of,
 4   so I cannot remember, but the -- in this meeting
 5   I -- if I remember the meeting correctly, and
 6   again you must excuse me; it is such a long time
 7   ago.  We had a number of place cards of kind of
 8   view drafts that I would through, take His Majesty
 9   through to say this is what we're trying to do
10   specifically in 2003 and going forward in terms of
11   the waterfloods and the O.R. projects.
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12   BY MR. MACFALL:
13        Q    Directing your attention now
14   specifically to Number 3 which appears beneath
15   that first full paragraph it states or it
16   discusses a "declaration that the Concession
17   negotiation should start in March" of 2003, and it
18   continues.  The "Concession" that's referenced
19   here; is that the Concession that includes the
20   Operating Agreement or Concession between Shell
21   and Oman?
22             MR. SMITH:  Objection to form.
23             THE WITNESS:  My understanding of what
24   is referred to here is the Concession Agreement
25   that was originally signed in 1937 between IPC,
0117
 1           JOHN MALCOLM, October 20, 2006
 2   which was then the Iraq Petroleum Company, which
 3   consisted of a large number of partners, was for
 4   75 years, and ran from 1937 to 2012.  The first
 5   major activity of IPC was in 1955, approximately,
 6   maybe it was '56, you must excuse me, and that was
 7   a drilling of the Fahud 1 well, which was a dry
 8   well, and there was another two subsequent wells
 9   drilled, but effectively my understanding again
10   from my reading of the subject is that IPC,
11   various members of IPC split off at that point,
12   and you were left with effectively Shell with
13   85 percent and Partex was 15 percent.
14             They did some rudimentary seismic in the
15   early 1960s, and in 1962 they went back and
16   drilled in Yibal, they hit oil.  They drilled in
17   Natih, N-A-T-I-H, they hit oil.  They went back to
18   Fahud on the other side of the Yibal and they hit
19   oil, and effectively from 1967 onwards you had
20   this -- or from 1960 onwards you had this very,
21   very close relationship between Shell and the
22   country.  In 1967 was the first export of oil from
23   the country, and that relationship, that had been
24   in place ever since.
25             To put it in context, sir, is that the
0118
 1           JOHN MALCOLM, October 20, 2006
 2   85 percent -- the company was reconstituted at
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 3   some point, I think it was in 1960 -- 1980 I think
 4   it was, and the Government is today 60 percent
 5   public, 40 percent private.  If you take
 6   85 percent of 40 percent, you come out with 34, so
 7   that's -- Total bought back in again, ten percent
 8   of the 15 percent of Partex later.  So this refers
 9   to the Concession Agreement that was signed in
10   1937 that ran until 2012 that had gone through a
11   number of changes but was a Concession Agreement
12   under which we were operating at that time.
13             And without prompting, I think the words
14   here, which I have not read before, "His Majesty
15   made a resounding declaration."  I think that most
16   people who were associated with Shell, although we
17   knew we had -- at PDO we had a massive change
18   program to go through.  This was in beginning
19   2003.  The Concession Agreement was running out in
20   2012.  I don't think anybody would have raised the
21   issue of the Concession extension, because -- I
22   hate to use the word -- many of us were ashamed of
23   the state that PDO was in, but His Majesty
24   actually made the declaration in the meeting, and
25   I was sitting, I was sitting there when he said
0119
 1           JOHN MALCOLM, October 20, 2006
 2   the words, and, you know, it was an incredible
 3   vote of confidence in Phil Watts and in Shell.  He
 4   actually made that declaration at that meeting.
 5   BY MR. MACFALL:
 6        Q    The following paragraph references a
 7   meeting with -- between Mr. Watts and Ministers
 8   Macki and Rumhy, together with Mr. Crocker and
 9   yourself.  Do you recall that meeting, sir?
10        A    I remember this meeting, but not as
11   clearly as I remember the previous meeting.  And
12   sir, maybe I could just say for the record, I know
13   that all of this is taken in confidence, this
14   testimony, but the previous meeting with His
15   Majesty is very, very strictly confidential.
16        Q    I do appreciate that.
17        A    And I'm trying to be as open as possible
18   within that belief and that confidence.
19             MR. SMITH:  Just so the record reflects
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20   this fact, I think we will certainly designate
21   those portions of the transcript as highly
22   confidential under the Confidentiality Agreement
23   in the case.
24             MR. MACFALL:  Understood.
25             MR. SMITH:  Okay.
0120
 1           JOHN MALCOLM, October 20, 2006
 2             THE WITNESS:  So to go back and answer
 3   your question, sir, I remember this meeting, but
 4   not as clearly as I remember the other meeting.
 5   The other aspect, of course, on this meeting is
 6   that it is mainly about the Downstream Gas
 7   Business.
 8   BY MR. MACFALL:
 9        Q    The third sentence of that paragraph
10   characterizes the meeting as "rather frank" and
11   "at times difficult" and then continues.  To the
12   best of your recollection, did any part of the
13   discussion that was difficult concern the oil
14   portion of Shell's concerns in Oman versus the
15   gas?
16        A    I, I think that as far -- my
17   understanding, sir, I have to see it from my
18   viewpoint, is that when you have problems on one
19   side of your business, of course, that affects
20   your shareholders or the Government's judgment on
21   another side of the business.  So you effectively
22   had one Operator, PDO, which was operating on both
23   sides of the business, so if you got problems on
24   one side of your business, it is natural that your
25   majority shareholders should be upset about the
0121
 1           JOHN MALCOLM, October 20, 2006
 2   whole business.
 3        Q    I believe you had stated that Mr. Watts
 4   made several visits to Oman during that period,
 5   and that's 2002 until 2004; is that correct?
 6        A    Yes.  I think the -- his last visit was
 7   right about New Year 2003.
 8        Q    Do you recall approximately how many
 9   times --
10        A    When I say "New Year 2003," I mean New
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11   Year 2004, the 31st of December, 2003.
12        Q    Thank you for that clarification, sir.
13             Do you recall approximately how many
14   times Mr. Watts visited Oman during that period?
15        A    I, I would need to go and check my, my
16   diary, but I would have said it was once every
17   three or four months.  I know that he was there at
18   this time.  I know that he was there at year-end.
19   I cannot remember if there was one or two visits
20   in between, but again my memory fails me in that,
21   but he was there rebuilding the relationship.
22        Q    Did you meet with Mr. Watts during each
23   of his visits during 2002 and 2004?
24             MR. SMITH:  Objection to form.
25             THE WITNESS:  When Sir Philip Watts came
0122
 1           JOHN MALCOLM, October 20, 2006
 2   to Oman, I think -- I believe that I met him on
 3   each one of those occasions.
 4   BY MR. MACFALL:
 5        Q    Do you recall if you had occasion to
 6   discuss with Mr. Watts, during any of his visits
 7   to Oman, the issue of the mismatch between the
 8   expectation reserves and specific fields at PDO?
 9             MS. LATIMER:  Object to the form.
10   BY MR. MACFALL:
11        Q    You can answer if you can.
12        A    First of all, I think my understanding
13   is -- and I have no documentary proof of this.  My
14   understanding is that when we briefed Din Megat
15   and Walter van der Vijver in June 2003, that that
16   briefing would have naturally gone to Sir Philip
17   Watts.  I have no doubts that he would understand
18   that.  And I know from a meeting that was held, I
19   think it was in October or so, he was up to speed
20   with the expectation reserves interim outcome that
21   came from the STOIIP and Reserves Review, and he
22   and I -- I was briefing him before we met with His
23   Majesty on I think it was the 31st of December,
24   2003, as to progress on -- as to what progress
25   there had been on our business during the year.
0123
 1           JOHN MALCOLM, October 20, 2006

file:///C|/Documents%20and%20Settings/daustin/Desktop/Deposition%20Transcripts/102006jmalcolm.txt (74 of 110)9/18/2007 4:00:04 PM

Case 3:04-cv-00374-JAP-JJH     Document 357-3      Filed 10/10/2007     Page 74 of 138



file:///C|/Documents%20and%20Settings/daustin/Desktop/Deposition%20Transcripts/102006jmalcolm.txt

 2        Q    Separate and apart from any briefing
 3   that Mr. Watts would have or may have received
 4   from Mr. Megat and others at Shell, do you recall
 5   specifically discussing the expectation reserves
 6   issue with him during that period?
 7        A    Yes.  I remember making -- I think it
 8   was a presentation to, a very short presentation
 9   to the CMD, must have been October-ish 2003, and I
10   remember going through the view drafts that we
11   were going to use, because when we went to see His
12   Majesty, I would actually take His Majesty through
13   the work that PDO was doing at that time, because
14   it was very much PDO's plan of where we were going
15   with Shell providing support, so that that
16   distinction was always made.  And so I can
17   remember in the end of December 2003 going through
18   the view drafts that I was going to utilize on our
19   briefing for His Majesty that evening on the
20   31st of December.
21        Q    Excluding the CMD presentation about
22   which you just testified, do you recall speaking
23   with Mr. Watts during any of Mr. Watts' visits to
24   Oman in connection -- withdrawn.  At any point
25   when Mr. Watts came to Oman during the period of
0124
 1           JOHN MALCOLM, October 20, 2006
 2   2002 to 2004, do you recall speaking with him, in
 3   Oman, concerning the PDO reserves issue?
 4        A    I remember very clearly briefing him
 5   before we went to see His Majesty in 1st December
 6   of 2003.  That is very, very clear in my mind, and
 7   it was -- because at that point, if my memory
 8   serves me well, I think the Shell Reserves and
 9   STOIIP Review had been close -- had been
10   substantially closed out.  I think it had been
11   closed out in December of 2003, but that is the
12   one I remember.  I don't remember in between.  My
13   problem is I can't remember the visits in between.
14   I remember the visit very clearly in January, I
15   remember the visit very clearly in December, and I
16   think there was another one in between there, but
17   again -- and I remember the CMD presentation that
18   was around about October.
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19        Q    With regard to the CMD presentation, I
20   take it that that took place at The Hague; is that
21   correct?
22        A    I cannot remember if it took place in
23   The Hague or London.  At that time Shell had two
24   head offices.
25        Q    Do you recall approximately how long
0125
 1           JOHN MALCOLM, October 20, 2006
 2   your presentation lasted?
 3             MR. SMITH:  To the CMD?
 4   BY MR. MACFALL:
 5        Q    To the CMD.  Thank you.
 6        A    It wasn't very long.  Again it was over
 7   three years ago, but it's off the order of not
 8   more than -- I would have been surprised if it was
 9   more than 30 minutes, but it's -- most of these
10   things have some form of pre-reading beforehand
11   and very, very few drafts and clarifications.
12        Q    Do you recall if there was reading
13   material provided to the CMD prior to your
14   presentation concerning the subject matter of your
15   presentation?
16        A    I have no doubt that there would have
17   been reading matters supplied.  That would
18   generally have been, uh, come up through the
19   General Manager or one of the advisors to CMD.
20   They would have channelled all that through.  I'm
21   sure that we vastly would have contributed to
22   whatever information was required.
23        Q    What was the subject of your
24   presentation to the CMD at that time?
25        A    That was a long time ago.  My
0126
 1           JOHN MALCOLM, October 20, 2006
 2   understanding, sir, is that this was sometime in
 3   October 2003.  You may well have the exact date
 4   there to remind me.  It really had kind of two --
 5   two major milestones had come in place.  One had
 6   been the presentation on the Reserves and STOIIP
 7   Review, and then the other one had been
 8   effectively -- and up to that point had been all
 9   about expectation issues, and then the other one
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10   had been after the Reserves Auditor, Shell's
11   Reserves Auditor had come in, which I think was
12   just before that date.  It was end of September,
13   beginning of October, where the whole issue of the
14   proved reserves issue had come in, which was -- up
15   to that point everybody was focused on
16   expectation.
17        Q    Do you recall if any part of your
18   presentation contained proved reserves as opposed
19   to expectation reserves?
20        A    I believe that there was one view draft
21   in there that had proved, but that was after the
22   external or the Shell Reserves Auditor.
23        Q    Was there any discussion amongst or
24   between yourself and members of the CMD in
25   connection with that presentation during your
0127
 1           JOHN MALCOLM, October 20, 2006
 2   meeting with them?
 3        A    Again, sir, it's a long time ago.  I'm
 4   sure there was clarifications raised, but the
 5   details I cannot remember, to be honest, after
 6   three and a quarter years, but I'm sure the
 7   minutes of meeting -- there must be minutes of
 8   meeting which show any such discussions.
 9        Q    Did there come a time during 2003 when
10   you became aware of an issue arising in connection
11   with proved reserves versus expectation reserves?
12        A    Yeah.  I think that up to about
13   September 2003 we had so many problems on the
14   expectation reserves -- to put this in context,
15   something like 20 percent of our expectation
16   reserves were placed in, at best, a category of
17   doubt whether or not they were moved into scope or
18   whether they were moved further out, but they were
19   in a significant category of doubt.  And again I
20   don't remember the exact date, but around about
21   the end of September, maybe it was beginning of
22   October, the Reserves Auditor came in for Shell to
23   check and prove reserves, and there was a
24   presentation made, and it's at that point I
25   realized that from Shell's viewpoint that they --
0128
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 1           JOHN MALCOLM, October 20, 2006
 2   just as we had a problem on expectation reserves,
 3   there was also a problem on proved reserves that
 4   was proportionately bigger than one would have
 5   expected.
 6             (Exhibit No. 3 was marked for
 7   identification and attached to the deposition
 8   transcript.)
 9   BY MR. MACFALL:
10        Q    Mr. Malcolm, I've just handed you a
11   document that has been marked as Malcolm Exhibit 3
12   for identification.  There is no indication on the
13   document that you are either an author, a
14   recipient or were copied, but I would ask you to
15   look at it, sir, and let me know when you're done.
16        A    It's a complicated attachment.
17        Q    It is, sir.  Do you recall if you've
18   ever seen this document before, Mr. Malcolm?
19        A    I cannot recall having seen this
20   document before.
21        Q    For the record, the document is an
22   e-mail and attachment.  The e-mail is from John
23   Pay, dated September 8, 2003, to Paul Mann, John
24   Blascos, and a cc to various individuals.  The
25   subject line on the e-mail reads "PDO Reserves
0129
 1           JOHN MALCOLM, October 20, 2006
 2   Meetings:  Notes."
 3             The attachment is captioned "Notes on
 4   SIEP/PDO Reserves Meeting, 26-27 August 2003."  On
 5   the first page of the notes themselves, second
 6   page of the document, sir, the first sentence in
 7   the first full paragraph references a meeting
 8   between the SIEP Hydrocarbon Resource Coordinator
 9   and PDO staff.  Do you recall if such a meeting
10   occurred, sir?
11        A    I do not recall such a meeting
12   occurring, but John Pay must have visited PDO to
13   have the meeting, so I have no doubt that such
14   meeting did occur.
15        Q    Do you recall meeting with Mr. Pay at
16   any point in or around August of 2003?
17        A    No, I don't.  And again that may be my
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18   memory, but I do not remember meeting with him.
19        Q    Beneath the first full paragraph there
20   is two sections with numbers appearing next to
21   them, the first of which is captioned "ARPR Match
22   With Project Data."  The paragraph beneath that
23   references some 715 million barrels, a hundred
24   percent PDO share, of expectation reserves.  That
25   first sentence states that it "may need to be
0130
 1           JOHN MALCOLM, October 20, 2006
 2   de-booked."
 3             My question is:  Do you recall if there
 4   was discussion in PDO about the possibility of
 5   de-booking approximately 715 million barrels of
 6   expectation reserves in or about August of 2003?
 7             MR. SMITH:  Objection to form.
 8             THE WITNESS:  I think, sir, that this
 9   number, as I understand it -- again I was not at
10   the meeting, but this number I think reflects that
11   the number that came out of our bottoms-up
12   exercise.  At this moment in time, if you
13   remember, I think the reserves, the STOIIP and
14   Reserves Review reported out substantially around
15   about the middle of September, so this number I
16   believe is the number that we in PDO believed were
17   the volumes at risk at that time, and whether or
18   not we -- what means that we would identify these
19   at-risk reserves, they would certainly not be part
20   of any foundation for a future production program.
21             So the, the match reserves issue, one is
22   you're saying when we match reserves at projects,
23   this is how we see our production levels going
24   forward.  You're left with this other bundle, and
25   then you're left with a question of what do you
0131
 1           JOHN MALCOLM, October 20, 2006
 2   actually do with it in terms of your ARPR, but
 3   what is clear in your ARPR is that you actually
 4   have to identify it and you have to flag it some
 5   way, or it's suspect.  You can take them all off
 6   or you can flag them, and then, as you do Field
 7   Development Plans, you can confirm or otherwise
 8   that you're going to remove them.
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 9   BY MR. MACFALL:
10        Q    Do you recall if there were discussions
11   within PDO in or about August of 2003 that those
12   expectation reserves be de-booked?  And by "those"
13   I mean the expectation reserves which were
14   identified as -- in connection with the bottoms-up
15   exercise.
16             MR. SMITH:  Objection to the form.
17             THE WITNESS:  I do not -- first of all,
18   in terms of timing, sir, I don't recall such
19   discussions, but in terms of timing, in May we had
20   flagged the problem as we understood it.  There
21   was an ongoing STOIIP and Reserves Review being
22   carried out.  We actually didn't need to make a
23   decision until we issued our ARPR effective 1st of
24   January 2003.  So I don't totally buy into whether
25   or not we needed to book or de-book at this moment
0132
 1           JOHN MALCOLM, October 20, 2006
 2   in time, and as hindsight shows, the number was
 3   actually far bigger than 715.  It was 900 and
 4   something.
 5             So there was really a concern of how do
 6   we handle this in our ARPR.  Do you just take it
 7   off the bottom line?  Do you make a provision?
 8   How do you actually handle it?  But at that moment
 9   in time, 715 was still our first pass number for
10   me.  I think it was 715.  If you'd ask me what
11   number it was, I would say it was greater than
12   700, but that was more or less the number in May.
13   BY MR. MACFALL:
14        Q    Did Mr. Pay hold the position of SIEP
15   Hydrocarbon Resource Coordinator at Shell in or
16   about August of 2003?
17             MR. SMITH:  Objection to form and
18   foundation.
19             THE WITNESS:  I, I could not -- I have
20   no knowledge.  I can only take the exhibit that
21   you have put in front of me which says that he
22   held such a position.
23   BY MR. MACFALL:
24        Q    Did you have any interaction with
25   Mr. Pay during 2003 to 2004?
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 1           JOHN MALCOLM, October 20, 2006
 2        A    Not that I can remember.
 3        Q    If you look at Number 2 beneath the
 4   first paragraph, it's captioned "Proposed Approach
 5   to Reserves Categorization," and material follows
 6   after regarding expectation developed reserves,
 7   proved developed reserves, expectation undeveloped
 8   reserves and proved undeveloped reserves.
 9             The first sentence with regard to that
10   says, "Of the remaining Shell Reserves within
11   license, a revised subclassification is proposed
12   by PDO as follows," and that material follows.
13        A    Sorry, sir.  So we're in Section 2?
14        Q    Section 2.  I'm sorry.
15        A    And then we've got "Expectation
16   Developed Reserves, all projects in the Operating
17   phase"?
18        Q    Right, that section there, the sentence
19   that precedes it.
20        A    Oh, yes.
21        Q    Okay, "a revised subclassification," the
22   sentence reads, "is proposed by PDO."  Do you
23   recall PDO proposing a revised subclassification
24   with respect to reserves in or about August of
25   2003?
0134
 1           JOHN MALCOLM, October 20, 2006
 2             MR. SMITH:  Objection to form and
 3   foundation.
 4             THE WITNESS:  Again I don't believe I
 5   was at this meeting, sir, and at that point in
 6   time, up to that point my understanding was that
 7   we had on our books expectation reserves and we
 8   had on our books proved reserves, and as I advised
 9   you earlier, those proved reserves numbers were of
10   dubious value, and I see here that some of them
11   were even negative numbers, which backs up my
12   statement.  That someone would want to split the
13   division down between developed and undeveloped
14   does not sound to me to be unreasonable.  It gives
15   a greater feeling of -- a handle on what parts are
16   dependent on future projects and what parts are
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17   dependent on installed capacity.  So I was not
18   involved in this, but it is not an unreasonable
19   further classification, half into developed and
20   undeveloped.
21   BY MR. MACFALL:
22        Q    Were you aware of anyone within PDO
23   proposing a subclassification revision or scheme
24   to --
25             MR. SMITH:  Objection to form.
0135
 1           JOHN MALCOLM, October 20, 2006
 2             MR. MACFALL:  I wasn't even done.  I'll
 3   rephrase it.
 4   BY MR. MACFALL:
 5        Q    Do you know what Mr. Pay is talking
 6   about or the author of this note is talking about
 7   when they reference the proposal by PDO of the
 8   classification set forth here or the
 9   subclassification set forth here?
10             MR. SMITH:  Objection to form and
11   foundation.
12             THE WITNESS:  Sir, I don't really
13   understand the question, but -- I want to try to
14   answer it, but I don't understand it.
15   BY MR. MACFALL:
16        Q    Sure.  The note indicates that the
17   subclassification that we've been discussing with
18   respect to reserves was proposed by PDO.  Do you
19   know who at PDO, if anyone, proposed that
20   subclassification scheme?
21             MR. SMITH:  Objection to form and
22   foundation.
23             THE WITNESS:  This, this was a
24   significant amount of time ago, and so I find it
25   extremely difficult to answer that question, but
0136
 1           JOHN MALCOLM, October 20, 2006
 2   obviously between our head of Reservoir
 3   Engineering and our head of Planning, Corporate
 4   Planning, one could have, uh, one could have seen
 5   that they would have proposed such a split,
 6   because to go back again, sir, as I said rather at
 7   the beginning, one of the problems that we had in
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 8   PDO when I came in was a lack of up-to-date Field
 9   Development Plans.  In those Field Development
10   Plans we had put in place an in-country Study
11   Center to actually build those plans, and what
12   those plans tried to do for you is to actually
13   give you some greater focus for going forward on
14   the development of the field, especially in those
15   aspects that are to date undeveloped reserves,
16   that have no wells drilled for them at that moment
17   in time.
18             So the split between developed and
19   undeveloped is, is -- you know, that someone
20   should propose such a split is not, you know,
21   unusual in any way.  I think that the real issue,
22   of course, is how do you define -- how do you
23   define your undeveloped reserves in a mature field
24   if you actually have a drilling program going
25   forward and not an FDP.  So again, sir, I'm
0137
 1           JOHN MALCOLM, October 20, 2006
 2   reading something, you know, and trying to
 3   interpret it, but it is not unreasonable that you
 4   split between what is already an installed
 5   capacity and what is going to be the future
 6   installed capacity.
 7   BY MR. MACFALL:
 8        Q    I believe you indicated two individuals.
 9   I'm sorry.  It was the Senior Petroleum Engineer I
10   believe is one position.  Withdrawn.  Let me try
11   that again.  Were there individuals within PDO
12   whose scope of responsibility would have included
13   the classification of various reserves at PDO?
14        A    Yes.
15        Q    And could you just identify by title
16   once again for me those positions, sir.
17        A    The, the -- this was in 2003.  If you
18   just let me look at the reference indicators,
19   organizations change so quickly.
20        Q    Sure.
21        A    Effectively in terms of our most senior
22   reservoir engineer or most senior petroleum
23   engineer at that time would have been Stuart
24   Evans, who is today -- I cannot remember his title
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25   at that time, but today is our Petroleum
0138
 1           JOHN MALCOLM, October 20, 2006
 2   Engineering Director.  And one of the people
 3   mentioned here, Dave Kemshell, works for him.  So
 4   in terms of a guidance, in terms of how we handle
 5   petroleum engineering issues internally within PDO
 6   effectively comes under the agreement of the
 7   Petroleum Engineering Director, and the consistent
 8   reporting and pooling together of those issues
 9   comes under the remit of the head of Corporate
10   Planning.
11        Q    Mr. Malcolm, I'd now like to direct your
12   attention to the following page in the document,
13   sir.  If you could turn to that page, please,
14   you'll see about a third of the way down the page
15   there is an item numbered 3, "Potentially Exposed
16   Proved Reserves."  Do you see that, sir?
17        A    Yes.
18        Q    Beneath that the paragraph discusses
19   reserves that are potentially exposed, according
20   to this -- there is a reference in the first
21   sentence to potential of exposure "due to a lack
22   of technical maturity."  Do you see that, sir?
23   It's in the second line.
24        A    Yes.
25        Q    Do you recall any reserves at PDO being
0139
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 2   exposed in or about August of 2003 due to a lack
 3   of technical maturity?
 4             MR. SMITH:  Objection to form and to
 5   foundation.
 6             THE WITNESS:  As I have explained
 7   previously, in PDO it is a company that's run on
 8   an expectation basis.  We realized that we did not
 9   have -- we had a matched reserves problem of,
10   something like what we thought was 715 million.
11   It was actually higher than that.  And by the
12   definition, effectively those reserves could not
13   be matched with the project, so the Field
14   Development Plans also that we knew and we were
15   working very hard on was to try to prove up our
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16   percentage of STOIIP that was covered.  I cannot
17   remember the exact numbers, but when I went into
18   PDO it was something like ten or 15 percent, and
19   we have been dramatically building up again the
20   coverage of our fields with up-to-date Field
21   Development Plans since, since I moved in, and
22   today I think we're at over 60 percent in terms of
23   STOIIP, and increasing.
24             So to answer your question, sir, I
25   cannot answer your question under the proved side.
0140
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 2   I can definitely answer it under the expectation
 3   side, is that we needed greater maturity of those
 4   Field Development Plans, not just to confirm the
 5   de-bookings, but to actually show the upside on
 6   developments.
 7   BY MR. MACFALL:
 8        Q    Mr. Malcolm, I'd like now to direct your
 9   attention about halfway through that paragraph,
10   middle line -- I'll give you the lines.  Six lines
11   from the bottom of the paragraph there is a
12   sentence that begins, "PDO proposes to retain."
13   Do you see that, sir?
14        A    Yes.
15        Q    Okay.  And the sentence reads, "PDO
16   proposes to retain these reserves on the books
17   pending completion of technical project definition
18   work."  Is the reference there, if you know, to
19   technical project definition work a reference to
20   the STOIIP Reserves Review that was ongoing at
21   that time?
22             MR. SMITH:  Objection to form.  That's a
23   compound question.
24             THE WITNESS:  I'm not quite sure what a
25   compound question is, sir.
0141
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 2             MR. SMITH:  It's more than one question.
 3             THE WITNESS:  More than one question.
 4   BY MR. MACFALL:
 5        Q    I'll rephrase the question.  Is the
 6   reference to "technical project definition work"
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 7   in that sentence a reference to the STOIIP and
 8   Reserves Review?
 9             MR. SMITH:  Objection to form and lack
10   of foundation.
11             THE WITNESS:  Sir, again, if you ask me
12   what do I assume by that question, I think that
13   the stance in PDO on expectation volumes, let us
14   talk first and foremost, was that once we
15   finished -- once the STOIIP and Reserves Review
16   had been finished, we should be very careful at
17   how we booked and de-booked reserves.
18             So if you take, for example, the
19   expectation volumes that were at risk, internally
20   within PDO, although we were -- we saw the need to
21   qualify those reserves in some manner or other, we
22   saw just writing off reserves on the basis of a
23   very quick review was not the right way to do it,
24   and the right way to do things was to ensure that
25   our reserves were tied up with up-to-date Field
0142
 1           JOHN MALCOLM, October 20, 2006
 2   Development Plans for which we had a plan in
 3   place.
 4             So we saw that to book and de-book
 5   definitive reserves within PDO's expectation
 6   volumes, we should try to do so wherever possible
 7   with a Field Development Plan, and we had a number
 8   of plans going forward for our fields.  That
 9   doesn't mean to say that we shouldn't be prudent
10   in qualifying numbers, but we shouldn't just say
11   we'll take 200 million of that field.  We saw that
12   we had to get some rigor back into the system, and
13   we have Field Development Plans that said this is
14   where we start today, this is the development
15   production we have, these are the projects we have
16   in the pipeline, this is how we see the
17   undeveloped and future undeveloped coming from.
18             So that was, that was the mindset within
19   PDO was one of let us do this in a very rigorous
20   and professional manner.  Let's not just, because
21   we think the number is 715, go ahead and whack 715
22   off.  As we found out later on, the number we
23   thought came out to be 900 and something.  So it
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24   was yes, we have a problem of reserves at risk.  I
25   think it says further down here that in terms of
0143
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 2   proved reserves as far as PDO was concerned, our
 3   numbers were actually, on the books were seen as
 4   conservative, so I think there's a -- when this is
 5   being written, there is a complication here
 6   between what Shell has and what PDO has, but if
 7   you read the Paragraph Number 4, it says, "As
 8   such, PDO may be able to revise upwards its
 9   overall estimate of Proved Reserves, even after
10   taking into account the potential de-bookings,"
11   because our proved reserves numbers were so low
12   anyhow, because they had not been updated for such
13   a long time.  So I think that the way this is
14   written was a little bit confusing.
15             PDO's viewpoint on booking reserves was
16   that we should book and de-book wherever possible
17   the way that PDO -- we felt the way that PDO
18   should book and de-book reserves should be tied up
19   with Field Development Plans.  When I say
20   "reserves" in that case, I'm substantially at that
21   point talking about expectation reserves, and
22   today, given the new Concession Agreement and our
23   IFRS requirements, it would also apply to the
24   proved reserves as well.
25   
0144
 1           JOHN MALCOLM, October 20, 2006
 2   BY MR. MACFALL:
 3        Q    You had stated that the STOIIP and
 4   Reserves Review issued interim findings in or
 5   about September of 2003; is that correct?
 6        A    About the middle of September, sir.  I
 7   think it was maybe the 18th or sometime in the
 8   middle of September.
 9        Q    Did those interim findings include a
10   quantification of exposed expectation reserves at
11   PDO?
12             MR. SMITH:  Objection to form and
13   foundation.
14   BY MR. MACFALL:
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15        Q    You can answer.
16        A    I -- from what I remember, sir, the
17   number that was presented as matched reserves at
18   that presentation by Stan Christianson was a
19   number like 930 something million.  I think it was
20   934 or 936, but again my memory is -- but it was
21   of that order, and it was understood that there
22   was further work to be done to increase the
23   percentage of STOIIP coverage by that review, and
24   that continued up to December.  And again I cannot
25   remember the number in December, but I think it
0145
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 2   was a number like 960 something.
 3        Q    Do you recall if the STOIIP and Reserves
 4   Review interim findings indicated that there were
 5   any proved reserves that were exposed in or about
 6   September of 2003?
 7             MR. SMITH:  Objection to form.
 8             THE WITNESS:  My understanding is that
 9   by, almost by definition, that review was on
10   STOIIP and expectation reserves.
11   BY MR. MACFALL:
12        Q    Do you recall when at first --
13   withdrawn.  Did there come a time when you learned
14   that there were issues with proved reserves that
15   were related to the expectation reserves issues at
16   PDO?
17             MR. SMITH:  Objection to form.
18             THE WITNESS:  I cannot answer that
19   question in the form that you put it.  I can,
20   sir -- and I want to help and be helpful.  I can
21   say that my understanding for the proved reserves
22   issue was around the time that the Reserves,
23   Shell's Reserves Auditor came in, which was around
24   about October, and -- but that was, that was, in
25   my opinion, it's connected but separate.  I don't
0146
 1           JOHN MALCOLM, October 20, 2006
 2   think that you can combine the two issues
 3   together.
 4   BY MR. MACFALL:
 5        Q    By -- the auditor you're referring to;
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 6   is that Anton Barendregt?
 7        A    Yes.
 8        Q    Did he conduct an audit of PDO on behalf
 9   of Shell in 2003?
10        A    Yes.
11        Q    Did you meet with Mr. Barendregt during
12   the course of that audit?
13        A    Yes.
14             MR. SMITH:  If you're going to change to
15   that subject, could we take a quick break
16   beforehand.
17             THE VIDEOGRAPHER:  This marks the end of
18   Tape 2 in the deposition of Mr. Malcolm.  We are
19   going off the record.  The time is 2:25 p.m.
20             (Whereupon, a short recess was taken.)
21             THE VIDEOGRAPHER:  This marks the
22   beginning of Tape 3 in the deposition of
23   Mr. Malcolm.  We are back on the record.  The time
24   is 2:42 p.m.
25   
0147
 1           JOHN MALCOLM, October 20, 2006
 2             (Exhibit No. 4 was marked for
 3   identification and attached to the deposition
 4   transcript.)
 5   BY MR. MACFALL:
 6        Q    You've just been handed a document that
 7   was marked for identification as Malcolm Exhibit
 8   4.  I'd ask you to take a look at the document and
 9   peruse it briefly and tell me if you recognize it.
10        A    Yes, sir.
11        Q    Do you recognize the document, sir?
12        A    I recognize the document.  I recognize
13   the first page rather than all the detailed
14   attachments, but I recognize it.
15        Q    What is it that you recognize it to be,
16   sir?
17        A    My understanding is that this is the
18   report from Anton Barendregt, who is the Group
19   Reserves Auditor for Shell, and it refers to the
20   "SEC Proved Reserves Audit, PDO (Oman) 25-28
21   October 2003."
22        Q    The dates that are shown on the document
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23   itself, October 25th through 28th of 2003; do you
24   recall if that was when Mr. Barendregt was present
25   at PDO in Oman?
0148
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 2        A    I remember Mr. Barendregt being present
 3   in Oman.  Whether or not it was between those
 4   dates, I cannot remember, but I remember him being
 5   present in Oman in October of 2003.
 6        Q    I believe you indicated previously that
 7   you met with Mr. Barendregt at some point during
 8   his audit of PDO; is that correct?
 9        A    Yes.
10        Q    Okay.  Do you recall approximately how
11   many times you met with Mr. Barendregt during the
12   course of that audit?
13        A    I think that I listened to the close-out
14   presentation, and I think I met with him once.
15        Q    Could you describe for me, please, what
16   you mean by "close-out presentation."
17        A    The -- effectively when an audit is
18   given or a review is given, it is normally what we
19   call a close-out presentation, which is
20   effectively a summary of findings.
21        Q    Was that presentation given by
22   Mr. Barendregt?
23        A    I assume it was, but again it is vague
24   in my mind.
25        Q    Do you recall if Mr. Barendregt was
0149
 1           JOHN MALCOLM, October 20, 2006
 2   accompanied by anybody during the course of the
 3   audit?
 4             MR. SMITH:  Objection to form.
 5   BY MR. MACFALL:
 6        Q    I'll rephrase the question.  Did anyone
 7   accompany Mr. Barendregt -- withdrawn.  Excluding
 8   PDO personnel, are you aware of anyone who
 9   assisted Mr. Barendregt in the conduct of the
10   audit?
11        A    I cannot remember anyone excluding PDO
12   personnel.  I may be wrong, sir, but I cannot
13   remember.
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14        Q    Excluding the close-out presentation --
15        A    And that, even that is vague in my mind
16   as to whether or not I attended, because I
17   remember, when I flipped through this, seeing some
18   drafts and the like, but I think I was at the
19   close-out presentation, but I remember one other
20   meeting with him.
21        Q    With regard to the other meeting with
22   Mr. Barendregt, do you recall approximately how
23   long that meeting lasted, sir?
24        A    It was a, it was a -- again after three
25   plus years, it was a, it was a, it was a
0150
 1           JOHN MALCOLM, October 20, 2006
 2   relatively short meeting.  It was 30 minutes type
 3   meeting, of that order.
 4        Q    Do you recall if anyone else was present
 5   during that time?
 6        A    I think Stuart Clayton was present
 7   during that time.  Again I -- that is just
 8   recollection.  I need to go and check notes or my
 9   diary or whatever to check that again, but that's
10   my recollection.
11        Q    Just going off topic for a second, sir,
12   did you typically keep notes of your various
13   meetings at PDO?
14        A    Not, not as rigorously as I should keep
15   such notes, no.
16        Q    Did you keep some notes in connection
17   with meetings that you conducted at PDO?
18        A    Yes, of course.
19        Q    Were those notes made part of any PDO or
20   Shell files, to the best of your knowledge?
21        A    Not to the best of my knowledge.
22        Q    With regard to -- withdrawn.  Did you
23   keep a diary in connection with the various
24   meetings that you had at PDO during 2002, 2004?
25        A    I basically run an electronic diary
0151
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 2   using Microsoft Outlook, so I don't have a diary
 3   as you would traditionally understand it, sir, but
 4   if you looked at my agenda during the day, you
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 5   would see a very large number of meetings in it.
 6        Q    Did you print out paper copies of the
 7   Outlook diary that you kept?
 8        A    The only ones we normally -- my
 9   secretary prints out at the beginning of the week
10   the Outlook diary for that week and then has to
11   change it frequently during the week as I --
12        Q    With regard to the paper print-out that
13   your secretary does at the beginning of the week,
14   do you know if that print-out is made part of any
15   Shell or PDO files?
16        A    No.
17        Q    No, you don't know, or no, it's not?
18        A    No, I know it's not, because we, we
19   maintain the diary.
20        Q    I'm sorry.  I'm not sure I understood.
21   You said you know that it's not because you do or
22   don't maintain a diary?
23        A    We maintain an electronic diary.
24        Q    I see.  Thank you.
25        A    So we have no need to maintain paper
0152
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 2   copies, many of which would not reflect the actual
 3   diary.
 4        Q    Do you recall if you produced copies of
 5   the notes which you took of various meetings at
 6   PDO during 2002/2004 to Shell in connection with
 7   this litigation?
 8        A    No.
 9        Q    No, you don't recall or no, you did not
10   produce it?
11        A    No, I know that I gave permission to
12   Shell to take everything that I had electronically
13   on my system, on my e-mail system, and that is
14   the -- although I take other notes, they are
15   generally not as structured as the notes of
16   meeting that end up electronically, either minutes
17   of meeting or whatever.
18        Q    Do you retain copies of the notes of the
19   meetings that you take by hand?
20        A    Not consistently.
21        Q    Do you have any copies of notes that you
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22   took by hand at any of the various meetings you
23   attended at PDO?
24        A    Yes, I'm sure I have some.
25             MR. MACFALL:  Plaintiffs respectfully
0153
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 2   request, to the extent that they have not been
 3   produced, that copies of such notes for the
 4   relevant time period be produced.
 5             MR. SMITH:  I will take your request
 6   under advisement, but I will note for the record
 7   that PDO is a separate entity, is not under
 8   Shell's control, and it is not a party to this
 9   action, nor is Mr. Malcolm a party to this action,
10   but as I say, we will take your request under
11   advisement.
12             MR. MACFALL:  I appreciate that.  And if
13   necessary, that material can be subpoenaed.  Well,
14   maybe not.
15             MR. SMITH:  Good luck.
16             THE WITNESS:  I have to advise you, sir,
17   that on all of my written notes I have, I have
18   written "Confidential To Counsel" on all of them.
19             MR. SMITH:  He's not asking you about
20   notes connected with your meetings with us in
21   connection with your representation here.
22             MR. MACFALL:  No, not at all.
23             THE WITNESS:  Okay.
24   BY MR. MACFALL:
25        Q    We wandered somewhat far afield, and I
0154
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 2   apologize for that.  Getting back to the meeting
 3   you had with Mr. Barendregt, do you recall if the
 4   topic of proved reserves was discussed during that
 5   meeting?
 6        A    The topic of -- the topic of the audit
 7   was proved reserves.
 8        Q    I take it then that your answer is yes,
 9   it was discussed?
10        A    Yes.
11             MR. SMITH:  Objection to form.
12   BY MR. MACFALL:
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13        Q    Could you please describe for me
14   generally what was discussed with regard to proved
15   reserves during that meeting between yourself and
16   Mr. Barendregt.
17             MR. SMITH:  Objection to form and
18   foundation.
19             THE WITNESS:  The -- as I remember, and
20   again it's a significant time ago, the key issue
21   that was raised was my understanding of the
22   likelihood of the Concession extension.  That was
23   fundamentally what he wanted to know, and I
24   advised him where we stood as I understood it.
25   And from my recollection, I also advised my
0155
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 2   concern that we should not assume, make
 3   assumptions of Concession extension that would
 4   show that we took for granted what was actually in
 5   the right of the Oman Government, not within
 6   Shell's right.
 7   BY MR. MACFALL:
 8        Q    Do you recall if you and Mr. Barendregt
 9   discussed what significance, if any, the
10   Concession extension had in connection with proved
11   reserves?
12        A    Apart from the obvious, that PDO's
13   proved reserves beyond 2012 would or would not be
14   included, so . . .
15        Q    Do you recall if you indicated to
16   Mr. Barendregt whether or not it was likely that
17   the Concession extension would be granted?
18             MR. SMITH:  Objection to form.
19             THE WITNESS:  I was advised -- I was
20   asked what my opinion was, and my opinion was that
21   I believe that the Concession extension
22   discussions were continuing as they were at that
23   moment in time, which you have seen from Sir
24   Philip Watts' memo that you put before me earlier
25   on, and in hindsight we can see that roundabout
0156
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 2   February 2004 there was a Memorandum of
 3   Understanding signed.
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 4   BY MR. MACFALL:
 5        Q    Did you indicate to Mr. Barendregt,
 6   however, that it was likely that a Concession
 7   extension would be granted?
 8             MR. SMITH:  Objection to form.
 9             THE WITNESS:  I, I, I don't recognize
10   your question in that form.  I -- my understanding
11   and my memory of that meeting was one more of the,
12   you know, how were these -- were discussions
13   ongoing in principle, was there likely to be a
14   Concession extension, I said yes, but my major
15   concern was that it should not be seen as being
16   taken for granted, because that was not -- that
17   would not be good for relationships with the
18   Government.
19   BY MR. MACFALL:
20        Q    Okay.  With the caveat that you had
21   informed Mr. Barendregt that it should not be
22   taken for granted, am I correct that you did
23   inform him, with that caveat, that it was likely
24   that the Concession extension would be granted?
25        A    He asked for my opinion, and I gave him
0157
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 2   my opinion about what was happening on the
 3   likelihood, from the meetings I had been at, and
 4   when you read his report afterwards, you know, he,
 5   as I understood it, took a very balanced
 6   viewpoint, was this really has to happen in a very
 7   short period of time, in like two months, or it's
 8   not relevant.  And it didn't happen within that
 9   short period of time and therefore it was not
10   relevant.  I think that's really what he wanted to
11   try and to find out, was it was going to happen
12   tomorrow or the next day or whatever before the
13   U.N., but it didn't happen --
14             THE REPORTER:  You need to slow down.
15   Trying to find out whether it was going to
16   happen --
17             THE WITNESS:  Tomorrow or the next day.
18   Again, sir, you know, this is three and a bit
19   years ago.  I have many, many meetings.
20   BY MR. MACFALL:
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21        Q    I do appreciate that, Mr. Malcolm, and I
22   also appreciate your patience, sir.
23             In addition -- excuse me.  Withdrawn.
24   Excluding the topic of the Concession extension,
25   do you recall any other topics being discussed
0158
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 2   with regard to proved reserves during that meeting
 3   with Mr. Barendregt?
 4             MR. SMITH:  Objection to form.
 5             THE WITNESS:  I don't fully recall all
 6   the items.  I recall the concern about the, the
 7   likelihood that the Shell methodology that had
 8   been used up to that point was likely to restate,
 9   as is stated here.  I think this is very clear.
10   BY MR. MACFALL:
11        Q    Do you recall if you discussed with
12   Mr. Barendregt the interim findings of the STOIIP
13   and Reserves Review with regard specifically to
14   the match-up between reserves and particular
15   projects?
16        A    I do not remember, but I'm sure he was
17   advised of it by our staff, because that interim
18   had been about a month earlier, and I think he
19   refers to it in his report here.
20        Q    Do you recall if you discussed with
21   Mr. Barendregt the quantity of proved reserves as
22   PDO that were exposed?
23             MR. SMITH:  Objection to form.
24             THE WITNESS:  I, I don't remember the,
25   the discussion, plus the fact again, sir, this
0159
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 2   was a, this was a Shell issue rather than a PDO
 3   issue, and again, you know, from your previous
 4   document, as far as PDO's proved reserves, which
 5   were also inaccurate, but it would appear they
 6   were inaccurate very conservatively.
 7   BY MR. MACFALL:
 8        Q    Subsequent to Mr. Barendregt's audit,
 9   did you have any discussions with Mr. van der
10   Vijver concerning PDO's proved reserves?
11             MR. SMITH:  When you say "subsequent" to
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12   his audit, do you mean the time he visited Oman or
13   the date of Exhibit 4?
14   BY MR. MACFALL:
15        Q    Subsequent to the time he visited Oman.
16        A    Subsequent to Anton Barendregt's visit?
17        Q    Yes.  I'm sorry.  To Mr. Barendregt's
18   visit.
19        A    Again, the dates are confusing, but I do
20   not believe on proved reserves -- again I, I need
21   to look back, but I, I don't know at this moment
22   in time, but if he came in in that last quarter,
23   we would definitely have put out the status on all
24   reserves, on proved and expectation, because the
25   reserves, the STOIIP and Reserves Review which had
0160
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 2   been primarily expectation, we had kind of closed
 3   out in September substantially, and then this
 4   thing came along in October or around about just
 5   shortly thereafter.
 6        Q    Without limiting it to the time period
 7   after Mr. Barendregt's visit --
 8        A    I cannot remember, sir.
 9        Q    Thank you.
10             Do you recall if the issue of -- or any
11   issue concerning PDO's proved reserves was raised
12   with you by any individual at Shell prior to
13   Mr. Barendregt's visit?
14             MR. SMITH:  Objection to form.  He
15   already said PDO doesn't have proved reserves.
16             MR. MACFALL:  I'll rephrase the
17   question.
18   BY MR. MACFALL:
19        Q    Do you recall if, prior to
20   Mr. Barendregt's audit, Shell's reporting of
21   proved reserves at PDO was discussed with you by
22   anyone from Shell?
23        A    By anybody from Shell?  No.
24        Q    No, you don't recall or no, there were
25   no such conversations?
0161
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 2        A    No, I don't recall.  No, I don't recall.
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 3   I am -- and for clarification, in case -- I
 4   probably was briefed by our head of Corporate
 5   Planning before this came in, before the audit
 6   came in, but that is not from Shell.  That would
 7   be simply the normal management.  Either myself or
 8   the DMD would have been briefed.
 9        Q    Mr. Malcolm, I'd like to direct your
10   attention to the bottom of the first page of the
11   document, referring to Mr. Barendregt's Audit
12   Report.  The third line from the bottom, you see
13   the word "unsatisfactory"?  Do you see that, sir?
14        A    Yes, I see it.
15        Q    Okay.  The sentence reads, "The overall
16   opinion on the state of PDO's 1/1/2003 Proved
17   Reserves submission, taking account of the audit's
18   findings (see Attachment 3) is unsatisfactory."
19   Do you recall if Mr. Barendregt indicated to you,
20   prior to the issuance of this report, that PDO
21   would be receiving an unsatisfactory rating with
22   regard to its proved reserves submission?
23             MR. SMITH:  Objection to form.
24             THE WITNESS:  If there was, as I think
25   there was, a close-out presentation, then we would
0162
 1           JOHN MALCOLM, October 20, 2006
 2   have had that it was going to be unsatisfactory,
 3   and we would not have been surprised by waiting
 4   for the report.  There would have been an
 5   indication.  Whether it was Mr. Barendregt told me
 6   or whether it was one of my staff told me, I can't
 7   remember, but it was not a surprise.
 8   BY MR. MACFALL:
 9        Q    Were you personally concerned by the
10   unsatisfactory rating given by Mr. Barendregt in
11   connection with PDO reserves submission?
12        A    I am concerned, of course, with all
13   unsatisfactory audits within PDO, but in this
14   particular case this was about a service we were
15   doing for others, according to their guidelines.
16   At the time I was very, very much more concerned
17   about the thought that 20 percent of my
18   expectation reserves had been agreed by an
19   external review to have been lacking substance and
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20   backing, and that -- and the implications for my
21   company on that were very, very, very clear going
22   forward.  The proved reserves number is not a
23   number that we run the company on.
24        Q    Could you describe for me what the
25   implications of a possible de-booking concerning
0163
 1           JOHN MALCOLM, October 20, 2006
 2   the expectation reserves at PDO was or were.
 3             MR. SMITH:  Objection to form.
 4             MR. MACFALL:  Let me rephrase the
 5   question.
 6   BY MR. MACFALL:
 7        Q    I believe you indicated that there were
 8   certain implications as a result of the STOIIP and
 9   Reserves Review finding.  What were those
10   implications?
11        A    I think the -- there was even greater
12   support and substance for a drive to put in place
13   up-to-date Field Development Plans in order that
14   we could clearly make sound bookings, whether up
15   or down, in our ARPR, and that was an ongoing
16   process and had been from the early part of 2003,
17   was the drive to get these new Field Development
18   Plans in place.  And where you have this -- your
19   expectation reserves are under threat by
20   20 percent, of course, gave even greater impetus
21   to really understanding the development of these
22   fields, because expectation reserves and
23   expectation production over a longer period of
24   time are tied closely together.
25   
0164
 1           JOHN MALCOLM, October 20, 2006
 2             (Exhibit No. 5 was marked for
 3   identification and attached to the deposition
 4   transcript.)
 5   BY MR. MACFALL:
 6        Q    Mr. Malcolm, you've just been handed a
 7   document marked for identification as Malcolm
 8   Exhibit 5 for identification.  I'd like for you to
 9   take a look at that, sir, and ask you if you
10   recognize it.
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11             Do you recall if you've ever seen this
12   document before, sir?
13        A    No, I do not recall seeing this document
14   before.
15        Q    For the record, the document is an
16   e-mail string, the most recent e-mail of which is
17   from Frank Coopman, dated November 6, 2003,
18   addressed to Anton Barendregt, re "Draft Reserves
19   Audit Report (PDO)."  Within that e-mail there is
20   attached -- or at least part of that e-mail
21   string -- I'm sorry -- is an e-mail from
22   Mr. Barendregt to Mr. Coopman dated November 6,
23   2003.  It also appears on the first page.
24             Mr. Malcolm, it's to that e-mail I'd
25   like to direct your attention, specifically after
0165
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 2   the "Frank," and then there is one sentence there,
 3   a more fulsome paragraph, the first sentence of
 4   which reads, "The reason why I'm lenient in this
 5   case is because I have had the personal assurance
 6   from many people in PDO, including the MD, that a
 7   deal about the license extension is around the
 8   corner and that a HOA is likely to be signed
 9   before the end of 2003."
10             My question, sir:  The reference to
11   "MD"; is that a reference to you as the Managing
12   Director of PDO?
13             MR. SMITH:  Objection to form and
14   foundation.
15             THE WITNESS:  I can only assume that it
16   refers to me, but it could refer to others, but if
17   we read this sentence carefully and if the
18   sentence as written is correct, "from many people
19   in PDO, including MD," then it is me.
20   BY MR. MACFALL:
21        Q    Based on your earlier testimony, am I
22   correct that you did not indicate to
23   Mr. Barendregt that a license extension is "around
24   the corner"?
25             MR. SMITH:  Objection to form and
0166
 1           JOHN MALCOLM, October 20, 2006
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 2   foundation.
 3             MR. MACFALL:  I'll withdraw that and
 4   rephrase it.
 5   BY MR. MACFALL:
 6        Q    You testified a few minutes ago --
 7        A    Yes.
 8        Q    -- about a conversation that you had
 9   with Mr. Barendregt concerning the likelihood of a
10   Concession extension.
11        A    (Nods.)
12        Q    My recollection -- and we can go back
13   and check -- is that you did not indicate to
14   Mr. Barendregt that a Concession extension was --
15   withdrawn.  Let me ask you:  Did you indicate to
16   Mr. Barendregt at any point that the Concession
17   extension was imminent as opposed to likely?
18             MR. SMITH:  Objection to form.
19             THE WITNESS:  My recollection is that I
20   was asked about this, you know, and my opinion was
21   that, you know, it was ongoing and an MOU would be
22   signed at some point.  I cannot remember saying it
23   would be signed before the end of 2003.  And my
24   major concern at the time was that people should
25   not write anything in external reports that would
0167
 1           JOHN MALCOLM, October 20, 2006
 2   be taken for granted that we would get such an
 3   extension, and so it is a very -- I was asked for
 4   my opinion, did I believe an MOU was going to be
 5   signed.  I gave my opinion based on the meetings.
 6   You have seen several of Watts' minutes and
 7   everything else, but I cannot remember implying,
 8   and I don't think this sentence actually says it,
 9   that John Malcolm said it was going to be before
10   the end of 2003.  It's written in a very nebulous
11   manner here.  I think that what was discussed was
12   did I believe we were going to get one signed.
13   Yes.  When it was going to be?  It was sometime
14   soon.  In actual fact, in hindsight it came out in
15   February 2004.
16   BY MR. MACFALL:
17        Q    Thank you, Mr. Malcolm.  I think we're
18   trying to get to the same place on that
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19   ultimately.  Thank you.
20             Directing your attention to the third --
21   I guess it's actually the fourth full paragraph if
22   you'll include the one-sentence paragraph at the
23   top, that begins with the sentence, "I could
24   insist on de-booking."  Do you see that, sir?
25        A    Yes.
0168
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 2        Q    And it continues, "400 million barrels
 3   now," and goes on.  The 400 million barrels
 4   reference, do you recall -- withdrawn.  That
 5   reference is not to expectation reserves to the
 6   best of your knowledge, is it?
 7             MR. SMITH:  Objection to form and
 8   foundation.
 9   BY MR. MACFALL:
10        Q    Withdrawn.  Do you have an understanding
11   as to what Mr. Barendregt is referring to there?
12             MR. SMITH:  Objection to form and
13   foundation.
14   BY MR. MACFALL:
15        Q    You can answer.
16        A    The only assumption I can make of the
17   Reserves Auditor who does the audit -- as we saw
18   from your earlier minutes of the audit, this was
19   the SEC Proved Reserves Audit, so one has to
20   believe that this number refers to proved
21   reserves, and the number, as all the other numbers
22   I've given you in expectation reserves, this
23   number does not tie in, so we have to believe that
24   this is the reserves number that he believed was
25   at risk as a reserves auditor.
0169
 1           JOHN MALCOLM, October 20, 2006
 2        Q    Was Mr. Barendregt at that time in a
 3   position to insist that PDO de-book any reserves?
 4             MR. SMITH:  Objection to form and
 5   foundation.  These are not PDO's reserves.
 6             MR. MACFALL:  I never said they were.
 7   BY MR. MACFALL:
 8        Q    My question was:  Was Mr. Barendregt, in
 9   his position as auditor at Shell, in a position to
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10   insist or positioned to cause de-booking of any of
11   PDO's reserves, at PDO?
12        A    To restate, this was a Proved Reserves
13   Audit.  PDO ran its business on the basis of
14   expectation reserves.  We, PDO's management, had
15   seen at risk 700 plus million barrels of reserves
16   in May 2003.  This has subsequently been reviewed
17   and also matured over that period of time, that by
18   September 2003 we believed that we had some
19   936 million at risk.  There were discussions going
20   on with the PDO management and PDO shareholders
21   how to best handle this expectation de-booking.
22   That is an issue for PDO and its shareholders.
23   This, sir, is not an issue for me.  This is an
24   issue for Shell, this auditor and its
25   shareholders.
0170
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 2        Q    That's fine.  Thank you, Mr. Malcolm.
 3             Mr. Malcolm, did PDO ultimately --
 4   withdrawn.  Did there come a time when PDO
 5   de-booked expectation reserves?
 6        A    Yes, sir.  I, I would need to check the
 7   actual data.  Again these things happened several
 8   layers below me, but our policy is to book and
 9   de-book reserves on the basis of FDPs, and as we
10   bring the FDPs in one after another, we take the
11   matched reserves on or off the books, depending on
12   how they come in.  My understanding is that in our
13   ARPR -- but that needs to be checked -- we have
14   clearly that we have this vulnerability to these
15   matched reserves, but our policy is to take them
16   off the books as we get the FDPs or, in some
17   cases, actually to add reserves.  And today we
18   have, we have a pretty structured process that has
19   the support of all the shareholders.
20        Q    Are you aware if Shell ultimately
21   de-booked or recategorized -- withdrawn.  Let me
22   try again.  Are you aware if Shell recategorized
23   any volume of proved reserves reported to it by
24   PDO?
25             MR. SMITH:  Objection to form.
0171
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 1           JOHN MALCOLM, October 20, 2006
 2             THE WITNESS:  Sir, I am aware of the
 3   presentations that were made by Shell in 2004, and
 4   in one of those presentations, sir, there was a
 5   reference made to PDO.  And again, sir, again I
 6   can only surmise that when you have over
 7   200,000 barrels a day of equity production, I
 8   would suspect that this would be the case, based
 9   on the documents you put in front of me.
10   BY MR. MACFALL:
11        Q    Did you have any meetings with
12   representatives of the Omani Government subsequent
13   to February 2004?
14        A    I did, sir.
15        Q    Do you recall if during the course of
16   any of those meetings the recategorization of
17   Shell's proved reserves was discussed?
18        A    I did, sir.
19        Q    Who were those meetings with, sir?
20        A    Again I'd like for the record to say
21   that the meeting I'm going to describe is a highly
22   confidential meeting and should not be reported
23   outside, as possible.
24             MR. SMITH:  Again we would invoke the
25   highly confidential provisions of the Protective
0172
 1           JOHN MALCOLM, October 20, 2006
 2   Order in this case --
 3             MR. MACFALL:  We would abide with --
 4             MR. SMITH:  -- in connection with his
 5   response.
 6             MR. MACFALL:  Obviously we would abide
 7   by the terms and will abide by the terms.
 8             MR. SMITH:  Thank you.
 9             THE WITNESS:  I cannot remember the
10   exact date, but sometime in the Second Quarter of
11   2004, the Finance and Energy Council requested
12   that I come and give them a presentation on
13   reserves in PDO.  The Finance and Energy Council
14   is probably the most powerful council in Oman.  It
15   is headed up -- it has at least the Minister of
16   National Economy, the Minister of Commerce and
17   Industry, the Minister of Oil and Gas.  It has
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18   basically something like about six people of that
19   type of rank.  Very, very powerful committee.
20             When they asked if I would come and give
21   them a presentation on expectation reserves and
22   proved reserves, I suggested to them that they
23   would be better to ask the Shell representative
24   office to present Shell's proved reserves numbers
25   to them, and they declined my suggestion and said
0173
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 2   that they would far rather that I presented my
 3   understanding of both sets of numbers to them.
 4   BY MR. MACFALL:
 5        Q    Did you consult with anyone at Shell in
 6   preparation for that presentation?
 7        A    Yes.  I cannot remember all the people,
 8   but I definitely discussed with Andy Wood, who is
 9   now the Shell Representative Office Oman Country
10   Chairman of Shell, to explain to him that a lot of
11   this was outside my agreement.  This is what the
12   Government had requested, so I did so.  And from
13   Shell's side, you know, whoever the Government
14   wanted to make this presentation to them, that was
15   fine.
16        Q    Did the presentation include information
17   concerning the recategorization of only proved
18   reserves at PDO or within all of Shell?
19        A    It was only concerned with PDO.
20        Q    Do you recall as part of that
21   presentation you indicated to the representatives
22   from the Omani Government the quantity of proved
23   reserves recategorized by Shell in connection with
24   PDO?
25        A    Yes, I did, and I don't actually
0174
 1           JOHN MALCOLM, October 20, 2006
 2   remember the number, but I remember the percentage
 3   well.  It was 40 percent, because it was a real
 4   concern for the Government.
 5        Q    How is it that the Government expressed
 6   that concern to you if you recall?
 7        A    His Majesty's Ministers are very capable
 8   and smart men.  If we go back to where we came in
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 9   when you were asking me about P50, P85, et cetera,
10   in hindsight I realize what concerned them greatly
11   was that they understood that expectation reserves
12   could go up and down and that proved reserves
13   could go up but generally not too often down.
14   They were more solid.
15             And I think there was a tremendous
16   concern in Oman that their Managing Director --
17   and I am their Managing Director.  I know you see
18   me today as otherwise, but I am also their
19   Managing Director.  That their Managing Director
20   was saying that the expectation reserves of PDO
21   were likely to be down by 20 percent, and external
22   sources were saying that the proved reserves of
23   PDO, as reported by Shell, were down by
24   40 percent, and they were naturally extremely
25   concerned by this, because one would expect that
0175
 1           JOHN MALCOLM, October 20, 2006
 2   the proved reserves percentage would be lower than
 3   the expectation reserves percentage.  So the
 4   numbers did not match up.
 5             This, by the way, I surmise, a very long
 6   meeting.  I explained to them how the license
 7   cutoff worked, how the previous calculation of
 8   Shell had worked versus the SEC calculation, et
 9   cetera, and I believe at the end of that meeting
10   they understood why 20 percent and 40 percent
11   added up.  And there was I believe concerns and
12   there are still concerns about reserve, but I
13   believe the incongruous nature of those two
14   numbers was put to rest, and I then understood why
15   they wanted me to present numbers to them.
16        Q    Do you recall approximately how long
17   that presentation lasted?
18        A    It would have lasted at least an hour,
19   maybe an hour and a half.  In some cases, of
20   course, you're dealing with very capable people,
21   and you are putting in some very technical terms,
22   so there was a number of clarifications on what
23   these technical terms meant and a number of other
24   things, but they had -- in my opinion, they had
25   the right to call in their Managing Director to
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 2   explain two numbers that they could not balance in
 3   their mind, that these two numbers held together,
 4   one that was reported in press and one that was --
 5   they had reported by PDO's in expectation.
 6        Q    Do you recall approximately when that
 7   meeting occurred?
 8        A    I can only guess it was around about the
 9   Second Quarter sometime.  It was after all the
10   announcements, after all the fall-out.
11        Q    After Second Quarter '02?
12        A    Yes.
13             MR. MACFALL:  Can we take a short break.
14             MR. SMITH:  Sure.
15             THE VIDEOGRAPHER:  We are going off the
16   record.  The time is 3:22 p.m.
17             (Whereupon, a short recess was taken.)
18             THE VIDEOGRAPHER:  We are back on the
19   record.  The time is 3:32 p.m.
20             MR. MACFALL:  Mr. Malcolm, I'd like to
21   thank you very much for your time and candor, sir.
22   At this point I have no further questions.
23             MR. SMITH:  Thank you.  We have nothing.
24             THE VIDEOGRAPHER:  This marks the end of
25   the deposition of Mr. Malcolm.  The total number
0177
 1           JOHN MALCOLM, October 20, 2006
 2   of tapes used today was three.  We are going off
 3   the record.  The time is 3:32 p.m.
 4             (Signature having not been waived, the
 5   videotaped deposition of JOHN MALCOLM was
 6   concluded at 3:32 p.m.)
 7   
 8   
 9   
10   
11   
12   
13   
14   
15   
16   
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22   
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24   
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 2   
 3                ACKNOWLEDGEMENT OF WITNESS
 4   
 5             I, JOHN MALCOLM, do hereby acknowledge
 6   that I have read and examined the foregoing
 7   testimony, and the same is a true, correct and
 8   complete transcription of the testimony given by
 9   me, and any corrections appear on the attached
10   Errata sheet signed by me.
11   
12   
13   __________________ ______________________________
14   (DATE)             (SIGNATURE)
15   
16   
17   
18   
19   
20   
21   
22   
23   
24   
25   
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 2                  E R R A T A  S H E E T
 3       IN RE:  ROYAL DUTCH/SHELL SECURITIES LITIGATION
 4   RETURN BY:
 5   PAGE    LINE                 CORRECTION AND REASON
 6   ____    _____  ___________________________________
 7   ____    _____  ___________________________________
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 2   
 3   CERTIFICATE OF SHORTHAND REPORTER -- NOTARY PUBLIC
 4             I, Laurie Bangart-Smith, Registered
     Professional Reporter, the officer before whom the
 5   foregoing deposition was taken, do hereby certify
     that the foregoing transcript is a true and
 6   correct record of the testimony given; that said
     testimony was taken by me stenographically and
 7   thereafter reduced to typewriting under my
     supervision; and that I am neither counsel for,
 8   related to, nor employed by any of the parties to
     this case and have no interest, financial or
 9   otherwise, in its outcome.
10             IN WITNESS WHEREOF, I have hereunto set
     my hand and affixed my notarial seal this 23rd
11   day of October, 2006.
12   
13   
14   My commission expires:  March 14th, 2011
15   
16   
17   _____________________________
18   LAURIE BANGART-SMITH
     NOTARY PUBLIC IN AND FOR
19   THE DISTRICT OF COLUMBIA
20   
21   
22   
23   
24   
25   
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