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2 PROCEEDINGS
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4 Number 1 in the deposition of John Pay in the

5
6
-

matter of Royal Dutch/Shell Transport Securities
Litigation, in the United States District Court,
District of New Jersey, Case Number 04-3749.
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Today's date is January 22nd, 2007. Thetimeis

10:08 am. The video operator today is Cali Day
of Legalink New York. This deposition istaking
place at 1875 Connecticut Avenue, Northwest,
Washington, D.C., 20009.

Would counsel please identify themselves
and state whom they represent.

MR. HABER: Jeffrey Haber from
Bernstein, Liebhard & Lifshitz, on behalf of the
lead plaintiff, Peter M. Wood and the class.

MS. KERN: Emily Kern from Bernstein,
Liebhard & Lifshitz, plaintiff and the class.

MS. BRAMBLE: Jocelyn Bramble, LeBoeuf
Lamb, on behalf of the corporate defendants, Shell
Transport and Royal Dutch, and also Mr. Pay.

MR. WEED: Earl Weed, in-house Shell.

MR. TUTTLE: Jonathan Tuttle, Debevoise
& Plimpton, LLP, on behalf of the Shell defendants
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and the witness here today.

MR. ADLER: Derek Adler, Hughes, Hubbard

& Reed, on behalf of PricewaterhouseCoopers, UK.

MR. FOUKAS: Saavas Foukas, Hughes,
Hubbard & Reed, on behalf of
PricewaterhouseCoopers, LLP.

MR. CORSON: Nicholas Corson, Hogan &
Hartson, on behalf of KPMG Accountants, NV.

MS. LATIMER: Aimee Latimer, Mayer,
Brown, Rowe & Maw, on behalf of defendant Sir
Philip Watts.

MS. WICKHEM: Rebecca Wickhem, Foley &
Lardner, LLP, on behalf of Judith Boynton.

MR. FERRARA: Ralph Ferrara, LeBoeuf,
Lamb, Greene & MacRae, on behalf of Shell
Transport and Trading, Royal Dutch/Shell, and
Mr. Pay, our witness today.

THE VIDEOGRAPHER: The court reporter
today is Laurie Bangart-Smith of Legalink New
York. Would the reporter please swear in the
witness.
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JOHN RICHARD PAY,
having been duly sworn, testified as follows:

EXAMINATION BY COUNSEL FOR PLAINTIFFS
BY MR. HABER:

Q Good morning, Mr. Pay.

A Good morning.

Q Asyou know, today I'm going to ask you
aseries of questions about this litigation that
we're al involved in here. Y ou understand that
all of my questions are going to be related to the
events that are the subject matter of this
lawsuit?

A Yes

Q If you don't understand a question,
would you let me know?

A Twill.

Q Great. Andif you don't understand a
question, | will let you know that | will do what
| can to rephrase the question or do whatever |
can to make the question understandable for you.

If you don't hear a question, will you
tell me?

A 1Twill.

Q Andof courseg, if you don't hear it,
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JOHN RICHARD PAY, Volume, January 22, 2007
I'll repeat it or again try to rephrase it so you
do understand it.

A Yep.

Q Just aword about responding to
questions. Even though this proceeding is being
videotaped, nevertheless, asyou see, we have a
court reporter, so it isimportant for you to
verbalize all your responses, so pleaserefrain

from "uh-huh," head nods and the like.

A I'll try to remember that.

Q Great. Thank you.
If you don't know the answer to a
question, would you say so?

A 1 will sayit, yes.
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Q Okay. And again, because the

proceedings are being transcribed, it isimportant
that you speak clearly and, as| said, audibly
when you respond. |sthat understood?

A It'sunderstood.

Q Great. Thank you.

One of the other things that often

happens in these proceedingsis either I'll be
asking a question, you'll be responding, and
sometimes we talk over each other. If you will do
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your best not to talk over me, | will do my best
not to talk over you. Isthat acceptable?

A Yes

Q Okay. Andfinaly, if you need a break

for whatever reason, I'll dowhat | canto give

you that break. The only time that | won't honor
arequest for abreak isif there's aquestion
pending, but otherwise, anytime you need a break,
please let me know.

A 1Twill.

Q Great.

Have you had your testimony takenin a
proceeding before a regulatory body in connection
with Shell's recategorization?

A | hadto takeinterview at the FSA in
London, if that is an example of what you're
referring to.

Q YVYes itis.

A Okay.

Q Atthetimethat you were interviewed,
were you represented by counsel ?

A Yes, by representatives of the company
who are here with me today.

Q And so that would be Debevoise &
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Plimpton?

A Yes, and LeBoeuf, and Earl Weed was
there from in-house legal. And there was another
company there, a London-based legal company. Was
it Butler or something? 1I'm not quite sure what
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capacity they were in, but there was another legal

firm represented there.

Q And at the time that the interview had
occurred -- withdrawn. When was the interview
given?

A | believe that was October 2004.

Q And at the time that you had given the
interview, did you give the answers to the
guestions to the best of your knowledge and
recollection?

A Yes

Q And were your answers truthful ?

A Yes

Q Didyou have an opportunity to review a
copy of the transcript of the interview?

A Yes Twice.

Q Okay. Soyou know from that proceeding
then -- you have a good handle on what to expect
in this proceeding, asimilar type of situation.

0013

JOHN RICHARD PAY, Volume, January 22, 2007

I'm going to ask a series of questions.

A Yeah
Q Just for the record, can you give us

your name, full name and your current address.

A My nameisJohn Richard Pay, P-A-Y. My
addressis-- I'll probably have to spell it for

you. It'sDr., D-R, the abbreviation.

Kuyperstraat, so K-U-Y-P-E-R-S-T-R-A-A-T, House
Number 4B. That'sin The Hague. The postal code
IS 2514BB in the Netherlands.

Q And how long have you resided in the
Netherlands?

A Inthis particular continuous period of
time, since May 2002. I'veresided there off and
on over the last 20 years or so.

Q | just want to go back to the FSA
proceedings. Just one other follow-up with regard
to reviewing the transcript. Did you also have an
opportunity to make comments and changesto the
transcript?

A Yes. However, | would characterize the
changes | suggested as being, well, areas where
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clearly misspellings or typographical areas had
been made or where | felt from the context one
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JOHN RICHARD PAY, Volume, January 22, 2007
word had been misheard from another word, "as’
instead of "is," something like that, but, as |
recall, the majority of my comments were
punctuation comments to help ease the
understanding of what was being said.

Q Soinreviewing and making comments, you
were satisfied with the testimony that you had
given?

A Wdl, I, 1didn'tseeitasan

opportunity to change the testimony that | had
given, nor did | -- nor did | seethat it wasan
opportunity for me so to do.

Q |see

MR. TUTTLE: Can| ask him afollow-up?
Did you compare the transcript against the
tape-recording?

THE WITNESS: No. | wasn't given that
opportunity.
BY MR. HABER:

Q But nevertheless, at the time you gave
the testimony, it was, to the best of your

recollection, the facts that you had firsthand
knowledge of; is that correct?

A Yes
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Q Going back now to your background, if
you can give us an educational background,
starting with university or college that you
attended.
A | attended the University of London
Imperial College of Science and Technology between
1981 and 1984, where | studied petroleum
engineering. | graduated from therein, in 1984
and was offered ajob with Shell, which | took in
| think October of that year.
Would you like me to run through my CV,
asit were?
Q No, I'll get tothat in asecond. I'll
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gettolt.

A Okay.

Q When you graduated in 1984, was the
degree that you graduated with petroleum
engineering?

A Petroleum engineering, yes, Sir.

Q Didyou go on to do any additiona
studies, such asamaster'sor aPh.D.?

A No. | joined Shell straight from
college.

25 Q Do you have any professional licenses?

0016

1  JOHN RICHARD PAY, Volumel, January 22, 2007
2 A No.

3 Q Areyou amember of any professional

4 organizations, such asthe Society of Petroleum

5 Engineers?

6 A | am. I've been amember since |

7 started my university education.

8 Q Sosince19817?

9 A Yes

10 Q Areyouamember of the Royal Institute
11 of Engineers?

12 A No.

13 Q Areyouamember of any other

14 professional organization?

15 A No.

16 Q Doyou still hold membership in the

17 Society of Petroleum Engineers?

18 A Yes. |renew it annualy.

19 Q What isthe purpose of the organization,
20 if you know?

21 A | don't know. | don't know what their
22 official stated purposeis.

23 Q Okay. Why did you join the

24 organization?

25 A Where or why?

0017

1  JOHN RICHARD PAY, Volumel, January 22, 2007
2 Q Why?

3 A Why? Because, well, everybody else on
4 the course was encouraged to do so. It'sa

5

professional body, so you say what is the purpose,
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| can say the purpose as perceived by mein terms

of the benefits | derive from being amember is
probably in terms of publications, which are
received as a journal which is published every
month, which contains information on jobs that are
available within the industry, but mostly
technical matters of interest to engineers
practicing in the industry, so papers that would
have been filed by members, giving results of
research or field history operational experience
that may be of interest to other membersin doing
their jobs, and also a digest or editorials on the
state of employment within the industry, movements
within the -- you know, the tenor of the industry
asit's perceived.

Q Didyou attend any meetings of the
organization throughout the time period that

23 you've been amember?

24 A Wadll, it depends what you mean by

25 "meetings." Did you have any specific types of
0018

1  JOHN RICHARD PAY, Volumel, January 22, 2007
2 meetingsin mind?

3 Q That wasjust ageneral question. If

4 you can break it down if there are different types
5 of meetings that you have attended, that would be
6 helpful.

7 A Routinely there are meetings. Each

8 chapter of the organization, the society, is

9 broken down into local chapters, so, for example,
10 | would imaginethereisalocal chapter in

11 Houston and perhaps another one in New Orleans,

12
13
14
15
16
17
18
19
20
21
22

and the members who are residing and working in
that areatypically will get together once a
month. It'skind of asocial event. It'san
opportunity to talk with other professionals
working in your industry. Usually there will bea
presentation on again atopic of general interest
to the audience, and a dinner and a chance to have
abit of relaxation time with like-minded people.
Q Now, arethere larger meetings where the
entire organization gets together, sort of like an
annual meeting of the SPD?
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23 A There are conventions and exhibitions

24 held around the world. | have never been to one

25 of the conventions that typically | think are

0019

1  JOHN RICHARD PAY, Volumel, January 22, 2007
2 usudly held herein the United States. | have

3 never been to such alarge gathering. | have been

4 to other meetings.

5 In particular therewasonel recall in

6 Stavanger in Norway, which was with the subject of

7 reserves estimating procedures and guidelines, and

8 inmy capacity as-- | wasin the job asthe

9 Reserves Coordinator for Shell. | wasinvited to

10 attend that. And again the subject really was, it

11 was aworkshop at which various matters, general

12 matters -- | mean there was no strict agenda that

13 was attempted. Y ou know, there was no agenda that
14 wasintended to be resulting in any specific

15 conclusions or anything; it was just an

16 opportunity for people to get together and discuss

17 issuesrelating to reserves estimation. There

18 were some case histories, there was some

19 discussion of the regulations, et cetera, et

20 cetera, so a series of presentations to an

21 audience, with the opportunity to ask questions

22 for clarification.

23 Q Do you recall when this workshop

24 occurred?

25 A | can't remember the exact date, I'm

0020

1  JOHN RICHARD PAY, Volumel, January 22, 2007
2 afraid. It was after | arrived in The Hague to do
3 thejob of Reserves Coordinator, so after May or
4 2002. Whether it wasin the year 2002 or 2003, |
5 can't specifically remember.

6 Q Did anyone attend from Shell with you?
7 A Anton Barendregt, Reserves Auditor, was
8 thereaswell.

9 Q Who was Anton Barendregt?

10 A Hewasthe Reserves Auditor retained by
11 Shell in connection with reserves estimation.

12 Q IsMr. Barendregt areservoir engineer?
13 A | believeheis.
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Q During your time as the Group Reserves

Coordinator -- and we will get into that when we
get into your CV and, of course, throughout the
entire proceeding. Did you work with

Mr. Barendregt in fulfilling your
responsibilities?

MR. TUTTLE: Objection; form.

THE WITNESS: I, | would actually quite
like the question to be repeated, because | forgot
thefirst part of it aswell.

BY MR. HABER:
Q | apologize. During your tenure as
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JOHN RICHARD PAY, Volume, January 22, 2007
Group Reserves Coordinator, did you work with
Mr. Barendregt? |I'm speaking just generaly.

A Yeah, well, can you define what you mean
by "work with"?

Q Didyou work with him with regard to the
year-end closeout of reserves reporting, the ARPR
process?

MR. TUTTLE: Objection to form.

BY MR. HABER:

Q Youcananswer.

MR. TUTTLE: Wéll, I think he'sjust
asking if you can define what you mean by "work
with," so | think that's the reason for the
objection.

MR. HABER: Okay. All right. I'll
rephrase.

BY MR. HABER:

Q Canyou describe -- let's take the ARPR
process, for instance. Can you describe the
interactions that you had with Mr. Barendregt.

A Mr. Barendregt was present in the office
and took arolein reviewing the submissions of
the reserves reports from the different operating
companies within the Shell Group around the world.

0022
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JOHN RICHARD PAY, Volume, January 22, 2007
He would be a part of the process of reviewing the
submissions and would take a, if you like, an
independent view asto their veracity and
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reasonableness. So my job was to essentially

compile the figures that were submitted. Hisjob
was to provide an independent review of the
figures that had been submitted.

Q Now, when you say he was present in the
"office," which office are you referring to?

A Wadll, he had awork spacein our office
building in The Hague where | was based.

Q Okay. Was Mr. Barendregt in this office
space on adaily basis throughout the year?

A No. Itwasreserved for hisuse asand
when he felt it convenient to use it, because much
of hisjob involved visiting the operating
companies to review their procedures and
volumetric estimates. He spent large parts of the
year traveling the world and not actually present
in the office that we referred to.

Q Do you know how many visits he made a
year to the various operating units?

A Precisely, no. | can offer an estimate
if you would like meto do so. | believe it would
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be in the order of ten per year, something in that
order.

Q Okay. Toyour knowledge, was
Mr. Barendregt a full-time employee?

A Tomy knowledge, he had a separate
service contract, so | would not characterize him
as afull-time employee.

Q Now, earlier in your answer you say that
Mr. Barendregt took arolein reviewing the
submissions of the reserves reports from the
different operating units. Do you know what he
did in reviewing those submissions?

A Wadll, he did many things.

Q AganI'mjust trying to get your
knowledge and your understanding of what he had
done.

A My observation of what he did, so what |
observed him doing, was comparing the submissions
of the individual companies, comparing them to --
I'm listing these in no particular order, but
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certainly as aresult of the visits that he would

have made to operating companies during the year,
he would clearly be looking for evidence that any
recommendations that he had made as aresult of
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those visits would have been implemented, was one
of thethings. He did -- he made some, shall we
say, consistency checks that the numbers that were
reported as of the end of year X were consistent
and could be audited, traced back through a series
of changes, documented changes to the balance at
the start of that year, so that the changes that
had been registered by the company made sense,

were understandable and supported by him.

He would on occasion ask for
clarification of the numbers that had been
submitted if he felt that was necessary, and |
would say they were the main activities, and he
would produce a report which would be provided to
internal management and also our external auditors
in relation to essentially providing a statement,
providing his opinion with regard to the, to the
proved reserves figures that had been reported.

Q Now, with all the activities that you

just described based upon your observation, did
you work with Mr. Barendregt in these various
activities; that is, the activities that you just
described?

MR. TUTTLE: You mean did he assist him?
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BY MR. HABER:

Q Yes, work with him, assist him, yes.

A Our interaction during that process,
typically hisfirst -- the procedure that we
worked under was not formally documented, but as a
matter of principle, if he had a question
concerning the finding of any particular company,
he would first of all ask meif | had any further
information that might help address his question,
and otherwise asked me to seek further guidance
from the company that had filed the report if |
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was not able to answer the question.

Q Canyou think of any other interaction
that you had with him with regard to the
activities that you just testified about?

A No, | don't think I can.

Q Okay. Now, also earlier in your
testimony you said that Mr. Barendregt -- and I'm
guoting now -- "would be a part of the process of
reviewing the submissions and would take a, if you
like, an independent view as to the veracity and
reasonableness.”

Was it your understanding -- withdrawn.
Did you understand Mr. Barendregt to be
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independent of Shell?

A Intheway he executed his activities,
yes.
Q What'sthe basisfor that understanding?

A My observation of the way in which he
conducted histask gave methe very clear
impression that he considered hisroleto be
independent from my role and from the company

itself, and that he was acting on behalf of the
external auditors.

Q Do you know who Mr. Barendregt reported
to?

A Inanorganizational sense | would say
that he didn't report to anyone within the company
per se.

Q How about outside of an organizational
sense, to use your --

A Waédll, he wasworking on behalf of, and
therefore submitted his opinions to, KPMG and
PricewaterhouseCoopers. And he also provided an
opinion that would have been made use of by those
inside the company. He would sign off on the
final numbers, so people at Frank Coopman and
Lorin Brass level, but | would not characterize
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his relationship as "reporting to" in the sense
that that would imply that he wasin any way being

Page 16 of 338

file:///CJ/Documents¥20and%20Setti ngs/dausti n/Desktop/Deposition%20T ranscripts/012207j rpay .txt (16 of 143)9/18/2007 3:53:45 PM



file:///CJ/Documents¥20and%20Settings/daustin/Desktop/Deposition%20T ranscripts/012207) rpay.txt

© oo ~NO 01 A~

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

_ Case 3:04-cv-00374-JAP-JJH  Document 359-3  Filed 10/10/2007
directed by those people.

Q Didyou ever get the sense that there
was, on his part, areluctance to give an adverse
or negative report on an audit that he conducted
in a particular operating unit?

MR. TUTTLE: Objection to form.

Y ou can answer.

THE WITNESS: Sorry. Can you repesat the
question, please.
BY MR. HABER:

Q Sure. What I'd liketo know is, from
your observations or with regard to any
communications you had with him, did he ever
express afeeling he had --

A Okay.

Q -- of areluctance to give anegative or
adverse report in an audit opinion that he was
issuing?

A No.

Q And going back to your earlier
guestion -- I'm sorry -- your earlier answer where
you said again that part of hisrolewould be to
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review the veracity and reasonableness of an
operating unit's submission, what is your
understanding of how he did that?

MR. TUTTLE: Objection; asked and
answered.

MR. HABER: Wdll, | also asked him about
the independence. Now | want to know specifically
the veracity. Those were hiswords.

MR. TUTTLE: | think you asked him how
he understood Mr. Barendregt went about his work,
so if that's a different question --

MR. HABER: Itisadifferent question,
because now I'm talking about reviewing the
veracity. It's particular.

BY MR. HABER:
Q Youcan answer.

MR. FERRARA: | think you should repesat
the question.

MR. HABER: Okay.
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BY MR. HABER:

Q What isyour understanding of the
process of how Mr. Barendregt reviewed the
veracity of submissions from the operating units?

A My understanding isthat he relied
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considerably on the visits that he made during the
year, and certainly for the major operating units
he attempted to make on-site visits every three
years or so, where he would then -- during those
visits he would be doing the more detailed
assessment or review of, of specific reserves
booked in relation to specific fields and going
into the detail of the data that was available to
support those bookings.

For the year in process, my
understanding was that he would be looking for
conformance with the information that he had most
recently viewed and a clear explanation of any
changes or significant new additions that had been
made by the operating company, and checking that,
to the extent it was possible, obviously from a
remote -- being remote from the company itself,
checking that due process had been followed in
relation to the group'sinternal guidelines on the
preparation of those new estimates.

Q Andwhen you say "conformance" with
information, what do you, what do you mean by
that?

A Thatif hereviewed a particular field

0030

©CoooO~NOOLPA~WNPE

10
11

JOHN RICHARD PAY, Volumel, January 22, 2007

during part of hisvisit, his most recent visit,

that the numbers that were reported for that field
were numbers he would recognize or could be
explained in relation to the information that he
had.

Q You aso weretalking about checking
that -- you say due process had been followed in
relation to the group'sinternal guidelines. What

did you mean by that?
A Wadll, that we had the group guidelines

Filed 10/10/2007
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for the preparation of proved reserves, and if

reserves were submitted -- reserves estimates were
submitted, that he would satisfy himself that

those estimates had been prepared, if hefelt it
necessary, in conformance with the group
guidelines.

Q Do you know if part of his due process
review also included areview of the submissions
against the SEC's reserves reporting requirements?

A My understanding was that he reviewed
the submissionsin relation to the group's
guidelines, which were themselves implemented or
written in away that would allow the SEC proved
reserves regulation to be implemented in our own
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business context.
It's important to realize that the SEC

rules do not present a clear cookbook recipe
procedural step-by-step processto follow in the
estimation of proved reserves, and therefore the
guidelines that were issued and updated from time
to time were -- that was an internal document that
attempted to frame the requirements of the SEC
rules as we understood them in the context of the
people -- in terms that people operating in our
business would be able to understand in relation

to their day-to-day work. So the review was
conducted against our guidelines, and the
guidelines themselves gave areflection of what we
understood the SEC rulesto be.

Q Inyour capacity as Group Reserves
Coordinator, did you ever seek legal counsal with
regard to the internal guidelines being compliant
with SEC reserves reporting requirements? And I'm
only looking right now for ayes-or-no answer.

MR. TUTTLE: And I'm going to instruct
him just that thisis ayes-or-no answer, and you
should not -- until we have an opportunity to
discuss, if you received any legal advice, you
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should not disclose any legal advice you received
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or the substance of your communication, but you

can answer yes or no.
THE WITNESS: No.
BY MR. HABER:

Q Didyou have any training with regard to

the SEC's reserves reporting requirements?

A Yes, inrelationto my training asa
graduate coming into the company, the training |
received as part of my genera training, | was
made aware that there was the requirement to
report reservesin the Annual Report under the
rules of the SEC.

Also | was assured by the people
delivering the training that the procedures we had
in place and those documented in the guidelines
that were available to engineers such as myself
working in the company, that those guidelines were
designed to ensure compliance with the SEC
requirements.

In relation to the detail of the SEC
rules, no, | would say -- | didn't go on a course
that was labeled " SEC Proved Requirements,” so it
was a feature of my general training but no
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specific training.

Q And thisgeneral training, thiswas
given by Shell; isthat correct?

A Yes

Q When did you receive this training?

A A period of time starting from
effectively the day | joined, so it would have
been shortly after October the -- October on --
sorry. October 1984 would have been the first
time | was given, given that training.

Q Wasthisaone-time course, or wasthis
something that continued throughout your career at
Shell?

A It came up, | would say, on two or three
coursesthat | attended over afive- or six-year
period in the first part of my employment with
Shell.

Q Sothat would be somewhere between
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October of 1984 through say roughly '90, 19907

A Approximately.

Q And thereafter you didn't have any
course work?

A No. By that timel considered mysalf,
and | think was considered by the company, to be
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a, amature reservoir engineer.

Q Thistraining that you received with
regard to SEC reserves reporting requirements, was
this part of alarger course work?

A Yes

Q Andwhat was that course work?

A Reservoir engineering training.

Q Isthistraining that you received when
you first began your tenure at Shell?

A | think | answered previoudly that it
IS, was, yeah.

Q [I'mjust trying now -- we were talking
very earlier about the CV, and this sort of gets
into it. Isthisone of thefirst things --
really what | wanted to know, is this one of the
first things you started when you began your
career?

A Okay. My first -- thefirst few months
of my career at Shell consisted of a series of
training programs, covering the full spectrum of
the technical requirements of petroleum engineers
working in Shell. There was atraining package
that was designed -- |, myself, had adegreein
petroleum engineering. | wasrelatively unusual
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in having such adegree. Probably 90 percent of
my colleagues at that time had mechanical or civil
or chemical engineering degrees, and therefore the
training material in the first part of my career
was intended to bring everybody up to the same
level of technical understanding of the specific
petroleum engineering topics that they would be
working with. So part of it was reservoir
engineering. There were many other aspects that
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were also covered.

Q Okay. When you attended the SPE meeting
where they talked about reserves estimating
procedures and guidelines, do you recall generaly
what was discussed at that meeting?

A Wadll, there were many, many topics
discussed.

Q Werethere any topics discussed
concerning the SEC Reasonable Certainty Standard?

A Not specificaly that | recall. There
was a-- it was amorning or a haf morning
devoted to what | might characterize as
"difficulties" that the industry practitioners
faced in interpreting and applying the SEC rules.
| can't remember the, the person's name, but a, a

0036

PP e
NEhEBowo~v~ouhrwnr

NNNNNRPRRRRRR
BWONRPOOWWOMNO UMW

25

JOHN RICHARD PAY, Volume, January 22, 2007
consultant had prepared a, a presentation which he
delivered, essentially pointing to some of the
difficulties that practitionersfaced in
understanding in a practical sense how to
implement the SEC rules, and that -- the
information that was presented was not new to me,
because | was very familiar with exactly the same
kind of difficulties. And it'sin response to
those difficulties essentially that our internal
guidelines were and are considered necessary to
give our engineers some practical guidance asto

how they should actually compile their estimates.

Q Doyourecal if this speaker was a
member of the industry?

A No, this-- my recollection is that he
worked for an auditing firm.

Q Doyourecal if any of the speakers or
presenters at this SPE meeting came from the SEC?

A I'm quite sure they didn't, did not.

Q Okay. Doyou recal if any of Shell's
competitors attended this meeting, such as members
from Exxon, Mobil or BP?

A Certainly | recall there was at |east
one representative from BP, and | would
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characterize most of the rest of the audience were

drawn from oil companies who you would perhaps
characterize as competitors. Norske Hydro,
Statoil, Total was represented, so there were many
companies represented there.
Q Doyourecal any discussionswith a
representative of BP?
A | had avery brief discussion. There

was a presentation made by an engineer working for
BP as part -- on afield development that they had
in planning, and as part of which he indicated an
approach or indicated a range of reserves
estimates ranging from proved through to proved
plus probable, and then the proved plus probable
plus possible estimates, so then the range. And
he indicated a figure for proved, which surprised
meintermsof itssize, and | did have avery

brief conversation with him, indicating that |

felt that his approach to the proved estimation
was somewhat optimistic.

Q Doyourecal what field he was talking
about?
A It'safield which goesby --it'sin |
think Azerbaijan. It goes by the abbreviation
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ACG, and each of those letters -- | think the A
stands for "Azeri" or something like this, but
it'sahugefield in the Caspian region. I'm
sorry. | can't remember specifically what the ACG
stands for.

Q | can guaranteeyou | couldn't pronounce
it,s0...

Do you recall having discussions with
any members of the audience about Shell's
guidelines?

A | don't recall any specific discussion
on the Shell guidelines, no.

Q How about generally?

A Generdly -- well, the reason | was
there was, or one of the reasons | was there, |
took -- | wasinvited to deliver a presentation on
Shell's hydrocarbon classification system
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generaly, so -- of which proved reservesisa

part, but in the context of the classification
system, only one of many constituent parts, the
other constituent parts essentially covering
various categories of reserves that are not yet
proved.

the purpose of my presentation was to
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explain how, in Shell, we categorized reserves
into different buckets and tracked the progress of
volumes from one category into the next,
essentially starting at the exploration stage and
working through to the proved reserves stage and
eventually production, so | explained that. That
was the purpose of my being there.

Anton Barendregt gave some -- gave a
presentation, essentially giving hisinsightsinto
the process of assuring compliance with, uh, with
reserves estimation, and invited discussion from
the floor on other people who had similar
insights, but in terms of saying, oh, here are our
guidelines and thisis what they look like and
thisis how we do it, no, we didn't go into that
level of detail.

Q Who had invited you to make the
presentation?

A AganlI'mvery sorry. | can't recall
hisname. | believeit was a colleague working in
Norske Hydro, who | had come into contact with
through other businessthat | had with the Society
of Petroleum Engineers at the time. Immediately
previousto my job in The Hague, | had been
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working in Denmark where | was one of the
officials on the local chapter responsible for
organizing programs of speakers to come to our
monthly meetings that | referred to earlier, so |
had arranged topics and speakers, and | believe |
knew him from those days.
Q Didyou discusstheinvitation with
anyone at Shell before the actual meeting?
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A | don't specifically recall. |

certainly -- my knowledge of the procedure would
mean that | would have to at |least tell somebody,
but yeah, | don't recall any objection -- | don't
recall specifically seeking the views of anyone on
it.

Q After the meeting did you advise anyone
in Shell of what had transpired during that
meeting?

A Notthat | recall. Doyou have a
specific --

Q [I'mjust curiousif you sent an e-mail
to anyone or you had an in-person conversation
with someone about what had happened at the
meeting, what was discussed, et cetera.

A | don't recall anything specificaly.

JOHN RICHARD PAY, Volume, January 22, 2007
Q Now, going back to your answer, you said
that you delivered a presentation where you talked
about Shell's hydrocarbon classification system.
A Uh-huh.
Q Atthistimedid the system include the
VAR processes, the V-A-R process?
A No, because the systemisa-- it's
simply a system in which volumes of hydrocarbons
are allocated into different categories, depending
essentialy on their level of maturity. So the
"V AR process," asyou referred to it, would be one
of the determinants of which category avolume
would be assigned to, but it wasn't part of the
system as such.
Q The presentation that you gave; wasthis
given to alarge audience, or was it amuch
smaller group?
A Depends on what you mean by "large."
MR. TUTTLE: How big was the audience?
BY MR. HABER:
Q Letmeask: How large was the audience?
A Canl answer it with "in between." No,
| would say there was about a hundred people
there.

0042
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JOHN RICHARD PAY, Volumel, January 22, 2007

Q Isit thetype of presentation where you
could field questions after the presentation?
A Yes
Q Do you recall receiving any gquestions
about your presentation?
A | know that there were questions. |
can't remember specifically what the questions
were.
Q Didyou attend Mr. Barendregt's
presentation?
A Yes
Q Andinyour earlier testimony you said
that essentially you had given insightsinto the
process of assuring compliance with reserves
estimation. Could you be alittle more specific
asto what Mr. Barendregt talked about.
A To the best of my recollection today --
| haven't re-reviewed that presentation at all in
the four years or so since it was made. My
recollection today isthat it was essentially
pointing to difficulties that practitioners
experienced in, in implementing the SEC rules. |
mean there are numerous examples, "proved ared’
being one of them, establishing the proved area.
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| believe he was referring to the sort of problems
that practitioners face in understanding what the
SEC requiresin those situations.

Q What isaproved area, for the record?

A That'sagood question, and depending on
who's sitting here, you might well get adifferent
answer, but the proved area, according to -- there
Is astatement or a clause in the Regulation SX,
the SEC's or FASB's definition of "proved

reserves," which states that proved reserves can
only be assigned to a proved areawithin a
reservoir. Now, it offers no further guidance as

to what a"proved ared" is, and that is part of

the problem of understanding what the rules mean,
and certainly at the time there were many

different opinions as to what was intended to be
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meant by a"proved area."

Q Now, when you're referring to Regulation
SX, areyou referring to the SEC Rule 4-107?

A Yes

Q Now, other than this meeting that we've
been talking about, do you recall any other
meetings of the SPE where reserves estimation and
reporting were discussed?
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JOHN RICHARD PAY, Volume, January 22, 2007
A Okay. I'mbeing very strict in thinking
about answering the question, but I'll -- | don't
know if it was an SPE organized event or not, but
there was another event -- I'll elaborate anyway.
There was another event which | attended in -- |
think it was Houston, and | think that was
organized by Ryder Scott, a consultancy firm,
which was specifically targeted towards
understanding how the implementation of the proved
reserves regulations should proceed. And that was
an event which Mr. Ron Harrell, the CEO of Ryder
Scott was -- he's a very well-known figure within
the business of reserves estimating, and he and
his company had organized this and invited the two
engineers from the SEC to come along and field
guestions from a very large audience, | would
number between two or 300, of engineers working in
the industry, and essentially it was a series of
prepared questions which the SEC engineers were
invited to give an opinion on. And these all were
guestions relating to uncertainty, unclarity asto
how proved reserves should be estimated in
different situations.
Q Do you recal when this event occurred?

0045

JOHN RICHARD PAY, Volume, January 22, 2007
A | believeit wasin 2003, but | couldn't
be precise on that. It was either 2002 or 2003.
| believe it was 2003.
Q Doyourecdl if it was-- let'sjust
pick aseason. Spring, summer, fall?
A I'msorry. I'd have to consult my
notes. No, | don't know.
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Q Andinyour answer you said that the SEC

consultants were invited to speak and give a
presentation. Who are the two consultants you're
referring to?

A Jim Murphy, and the other one -- I'm
sorry, | can't remember his name, but there were
only two at the time, engineers working for the
SEC.

Q That actually makes two of us, because |
can't remember his name either.

Do you recall what the two SEC
consultants discussed?

MR. TUTTLE: Objection tothe
characterization as "consultants."
BY MR. HABER:

Q Mr. Murphy and the other person, and
just for purposes of this questioning I'm going to

0046

©CoooO~NOOLPA~WNPE

JOHN RICHARD PAY, Volume, January 22, 2007
refer to Murphy and the other SEC consultant.
MR. TUTTLE: Hesaid "engineers."
MR. HABER: Oh, okay. Engineers. I'm
sorry. | apologize.
BY MR. HABER:

Q The SEC engineers; do you recall what

the SEC engineers discussed?

A Therewere, | believe, seven cases
presented to them for which they were invited to
give an opinion. | can't remember the details of
all of the cases, but | would characterize the
meeting as in a conversational tone. | would say
they, they were challenged by the experience.
They found it difficult. They were receiving
difficult questions that were difficult for them
to answer, difficult to give clarity on from the
audience, and my recollection is that they
essentially stated that they would not be prepared
to come to any future such meetings afterwards.

Q Now, was this a Shell-only meeting?

A No. | wasthere. | believe a colleague
of mine, Rob Sidle, wasthere, and asfar asI'm
aware, we were only two from Shell out of the two
or three hundred.
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JOHN RICHARD PAY, Volume, January 22, 2007
Q And again as with the SPE meeting, were
other members of the industry in attendance, such
as Exxon, BP --
A Yeah, actually there was a poll taken of
who was represented, and | think, yeah, alarge
proportion were from what you would call
international oil companies, there was alarge
proportion from smaller independent companies,
largely based in the U.S., and also a significant
representation from consulting firms such as Ryder
Scott and their competitors, who would be employed
by companiesto help them with their reserves
estimates.

Q And at the time of this meeting do you
know if Ryder Scott was doing any consulting work
for Shell?

A | didn't know at the time whether or not
they were. | don't know now whether or not they
were at that time. | know that they have donein
the past.

Q Andwhat aretheinstancesin which
Ryder Scott has done work for Shell?

A Waéll, most recently they have been
employed to assist in Shell's reserves estimation
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process, but that's since the, since the
recategorization. It's my understanding that
prior to that they were commissioned to do
occasional field studies by individual operating
companies who might have a need for reserves
certification for raising finance or
what-have-you; not in relation to the company's
reserves findings.

Q Do you know which operating units had
retained Ryder Scott?

A No, and | didn't, | didn't make an
inventory or attempt to make such an inventory.

Q Going back again to this conference that
was hosted by Ryder Scott, do you know if Gaffney
Cline was in attendance?
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A No, | don't.

Q Doyouknow if Shell has ever retained
Gaffney Cline as a consultant?

A Yes, | do know specifically that Gaffney
Cline, prior to the recategorization, had been
retained as a reserves consultant to do
certification of reservesin the Sakhalin Field as
part of the raising of finance for the Sakhalin
development. That'stheinstance | know of. They

0049

NEBoo~voas~wN R

NNNNNRPRRRRRR
BRWONRPOOWWOMNO UMW

25

JOHN RICHARD PAY, Volume, January 22, 2007
may well have been employed by other companies to
do similar exercises, but | don't know those
specifically.

Q What isthe significance of "raising of
finance"? 1I'm not sure | understand what you mean
by that.

A Okay. Wdll, if you're developing a
field or executing a project which requires alot

of capital investment, often the partners will
agree that all or part of the financing, the money
to finance the development will be raised in the
open market, the financing market, from banks or
often with the assistance of export credit
agencies, usually government agencies that are
interested in securing business for their own
domiciled companies, engineering, manufacturing
companies.

Soif | liken it to buying a house,
you're trying to raise a mortgage on your house,
and if somebody islending you money to buy the
house, they want to have some assurance that the
house is there, that it's not going to fall apart,
that it iswhat it saysit is and their investment
issafe. So applying that analogy, often reserves
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consultants, such as Gaffney Cline and Ryder
Scott, will be employed by the financing house to
take an independent review of the resource base
that is underpinning the project for which
financing is sought, to pass an opinion on whether
the reserves are there, the quality of the
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reserves, the time frame over which they can be

produced.

Q And the amount of financing that is
sought; would that be typically found in the
business plan of the operating unit?

A | don't know.

Q What isyour understanding for the basis
for which an operating unit would receive
financing?

MR. TUTTLE: Object to the
characterization.

THE WITNESS: Weéll, I'm not involved in
that side of the business, so really I'm the wrong
person to ask that. | don't know what criteria
dictate whether a project is financed from
internal resources or from external resources.
BY MR. HABER:

Q Okay, fair enough.
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Again going back to this conference or
event with Ryder Scott --

A  Yeah.

Q -- wherethey hosted it, you said that
there were seven cases that were discussed. Were
any of these cases involving fields or
developments that were operated by Shell?

A No.

Q Waereany of these casesinvolving fields
in which Shell was a partner, not the operator,
but a partner?

A Not to my knowledge.

Q Okay.

MR. WEED: If you're through with that
subject, we've been going alittle more than an
hour . . .

MR. HABER: | got a couple more
follow-ups on this, and then we'll be done.

BY MR. HABER:

Q | believe the other SEC engineer's name
iIsWinfrey. Doesthat ring abell?

A Yes Ron. Isit Ron?

Q That I don't know. I'mlucky |
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remembered Winfrey.

0052

1
2
3
4

JOHN RICHARD PAY, Volume, January 22, 2007
Do you recall having any discussions
with either Mr. Winfrey or Murphy about the SEC's
positions regarding reserves reporting?
MR. TUTTLE: You mean at this meeting or
otherwise?
BY MR. HABER:
Q At thismesting.
A At thismeeting, no.

Q Now takeit broader. Other than at this
meeting, do you recall having any conversations?
A Starting late in 2002, the SEC issued at

least one, possibly more than one, letter to all
of the -- to many, many operating companies, of
which Shell wasone. | think at thetimeit
appeared to usthat the list of companies they had
written this letter to comprised al of the
companies which had assetsin the Gulf of Mexico.
And the first of those letters -- so it
was a general letter addressed to many companies.
Asfar aswe could determine, it was exactly the
same letter that was sent to each of the companies
concerned. Essentialy it sought information as
to the practices of companies estimating proved
reserves, particularly in relation to whether or
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not proved reserves had been assigned to fields
without there being a production test; that is,
the flow of hydrocarbonsto surface.

So when afield discovery is made, the
SEC engineers or the SEC as represented through
these letters and through their advice that they
published on the website and so forth, clearly had
the view that it was necessary, when making a
discovery, to actually produce hydrocarbons from
the reservoir to the surface as a requirement for
being able to book proved reserves.
| would characterize our view, the Shell
internal view on that as being we felt that in
many cases there would be a strong argument in
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favor of that not being necessary, with the

engineering techniques and data-gathering
techniques that we have at our disposal in the
industry today in the modern, what you might call
the modern era, noting that the rules themselves
were written in the seventies. It isoften
relatively easy to obtain information simply by
measuring the properties of the rock and of the
fluids contained in the rock with electronic
devices or what-have-you. It ispossibleto
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derive information from which it is clear that a
rock will produce or not produce at economic
rates.

Therefore, with production tests, the
actual process of producing oil or gasto the
surface being quite an expensive operation,
obvioudly that is a cost that we would rather
avoid, particularly when, from technical reasons,
we feel it isunnecessary. So we had in various
parts of the world -- there had been examples
where we, we had not conducted a production test,
because we felt it was not necessary, certainly
not necessary in terms of our being confident to
proceed with developments and devel opment
planning.

The SEC was seeking, through their
|etter, information on that type of practice,
which | understand they had heard was reasonably
wide-spread, and my recollection is that they
received fairly overwhelming advice that indeed
many, many, many operators consider it's not
necessary to do a production test. So that would
be an example of an areain which the rules say or
imply one thing but actually operators find it
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difficult, A, to either understand what is meant,
or B, to justify the costs incurred in meeting the
absolute letter of the regulations.
So that was the first round, and | think
the consequence of that was something along the
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lines that you must production-test unless you're

in the Gulf of Mexico where it's not, you know,
where it is now kind of -- or for a period of time
there was a different, a sort of differencein
approach advocated by the SEC, which, if the
reservoir isin the Gulf of Mexico, it's not
needed to be production-tested, whereas anywhere
elseintheworlditis. Personaly | struggleto
seethelogic in that, but it's another example
where the rules are not necessarily clear to all.
There were follow-up letters seeking
more information on the answers that were
provided, and | think it wasin one of the
follow-up letters that the issue of lowest known
hydrocarbons was raised and practicesin
determining what is the deepest point in the
reservoir in which one can state with certainty
that oil or gas exists.
The SEC stick to their -- again thisis
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not written in black and white in their

regulations, but the SEC had an opinion that the
deepest point that it was possible to register

proved reserves would be the deepest point at
which you had physically seen or measured the
presence of hydrocarbonsin the rock with a
measuring device of which there are many different
types.

We had adifferent opinion. We felt we

had a strong case. | can go into the technical
details, but we felt we had a very reasonable

basis for using engineering data that we had at

our disposal to justify booking reservesto a
deeper level than had been specifically falling in
the SEC interpretation. And myself and Ron Sidle
made a visit to Washington to visit the SEC
engineers to explain to them the technique that we
felt was viable and to seek their viewson it, as
much in away of trying to stimulate the
discussion and bring to the attention of the
engineers techniques that we thought were entirely
consistent with the intent of the SEC rules. So
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24 we came, made a one-day visit to the office down

25 theroad. We had athree or four-hour meeting
0057
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2 with them, we presented our views, and | think

3 ultimately the engineers were not persuaded by our
4 argument, but it was, it was, we thought, worth

5 bringing to the attention of the engineers this

6 particular technique that we, we used.

7 Q Okay. | could probably follow up and we

8 could go another 20 or 30 minutes, so why don't we
9 take abreak now, and then I'll ask you some more
10 questions about this topic.

11 A Okay.

12 THE VIDEOGRAPHER: We are going off the
13 record. Thetimeis11:14 am.

14 (Whereupon, a short recess was taken.)

15 THE VIDEOGRAPHER: We are back on the

16 record. Thetimeis11:31 am.

17 BY MR. HABER:

18 Q Mr. Pay, the discussion we were having
19 right before the break had to do with

20 communications, whether it be in person or

21 otherwise, with the SEC engineers, and you

22 identified two instances. Thelast onel believe
23 had to do with the lowest known hydrocarbon issue,
24 thefirst one being with regard to production

25 flow, | believeit was.

0058
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2 A Production test.

3 Q Production testing in the Gulf of

4 Mexico. You explained the issue with regard to

5 the Gulf of Mexico.

6 A Uh-huh.

7 Q Didyou have, you personally have

8 communications with the SEC engineers on this

9 issue?

10 MR. TUTTLE: The production test issue?
11 BY MR. HABER:

12 Q Yeah, production test issue in the Gulf

13 of Mexico.

14 A If by "personal communication" you mean
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did | have ameeting or atelephone

conversation --

Q Yes

A --notthat| recall. We--asa
company, we drafted a letter, and obviously | was
heavily involved in drafting that letter in
response to the letter that the SEC had written to
us, SO it was corporate communication, | would

Say.
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(Exhibit No. 1 was marked for
identification and attached to the deposition
transcript.)
BY MR. HABER:
Q Mr. Pay, I'd just ask you to take alook
at this document very briefly while | identify it
for the record.
For the record, it's a two-page letter
with an attachment. It'sfrom aTim Morrison to
an H. Roger Schwall. It's dated October 31, 2002.
Its Bates Numbers are SEC00715 to SEC00727.
Mr. Pay, have you seen this document
before today?

A Yes. | wasquite extensively involved
inwriting it.

Q Andisthisthe letter that you were
just referring to in your testimony?

A Thisisour response to the first letter
we received from the SEC.

Q Andwhen you say that you were
"involved" in working on this |etter, can you
explain for the record what your involvement was.

A Waédll, there are a number of factual
statements made herein relation to -- in answer
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to specific questions that had been asked by the
SEC in ageneral letter, and essentialy | took
therole of -- | didn't have all the answersin my
head at the time, but | would ask questions of --
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seek data from the individual operating companies

7 where you see the results of specific areas, such

8
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as United States, Brunei, Maaysia, et cetera, so
| would have issued an inquiry to all of our
operating companies, asking for examples of proved
reserves booking without production flow data. |
sent an inquiry to all our operating companies
saying, well, do you have any examples of this,
and the answers | received back are summarized in
thisletter here, along with answersto the other
points, sO . . .

Q Who asked you to work on preparing this
letter?

A | don't recall specifically, but it's
entirely consistent that it would come to my desk.
| mean my job would be to deal with matters such
asthis.

Q When you say your job would be to deal
with matters such as this, are you referring to
compliance and/or regulatory matters?

0061
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A Questionsin relation to our reserves
booking.
Q Wasthere adifferent reporting line
that was responsible for compliance with
regulatory requirements?
A No.
Q Wasit the function of the GRC, the
Group Reserves Coordinator, to ensure compliance
with regulatory requirements regarding reserves?

A Part of my role was to ensure -- and
here | would say in consultation with the Reserves
Auditor -- that the guidelines we had in place
were agood faith representation of our
understanding of the SEC requirements.

Q Wasthere anyone who you worked with who
was charged with specifically focusing on the SEC
reserves reporting requirements and ensuring that
Shell was complying with those requirements?

A Apart from the Group Reserves Auditor,
no.

Q AnNdI believe earlier you testified that
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23 inthat regard it was more of an interpretation of

24 the SEC requirements to make them fit within
25 Shell's operating needs.
0062
JOHN RICHARD PAY, Volume, January 22, 2007

MR. TUTTLE: Objection to that

characterization.
BY MR. HABER:
Q Isthat correct?

MR. TUTTLE: Same objection.

THE WITNESS: If | understand you
correctly, your question correctly, I'll answer
what | think you're saying, and that isthat it is

correct to say that the SEC rules cannot just --
you cannot just give the SEC rulesto an engineer
and say, here, implement these. Itisnot a

recipe book, a cookbook for generating estimates.
A lot of what you might call "interpretation” is
required to trandlate what is written in the rules
into the specific actions that you would take as
an engineer working at your desk in relation to
generating areserves estimate. That's both --

BY MR. HABER:

Q [I'msorry.
A That's both in terms of the calculation

of the volume and also in terms of characterizing
whether or not the reserve volume is sufficiently
mature, sufficiently well defined, sufficiently
25 commercialy defined to qualify as a proved
0063
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reserve as we understand the meaning of the rules
to imply.

So the guidelines, as they were updated,
attempted to translate what we understood the
requirements to be into a more specific series of
instructions and criteria so the peoplein the
business upon whom we relied to generate the
estimates would be able to understand better and
10 more -- and consistently across the group what we
11 asagroup understood the requirementsto be.

12 Q Inconnection with the meeting that you
13 and Mr. Sidle went to with the SEC engineers, did
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you have any discussions with Mr. Winfrey and

Murphy about generaly the SEC's reserves
reporting requirements?

A | don't recall that we had any
discussion other than on the two specific topics
we were there to discuss.

Q Aslrecdl, | think you testified one
topic was the lowest known hydrocarbon issue.
What was the other topic?

A Theuse of seismic data and also
estimating the depth of the lowest known
hydrocarbon.
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Q Do you recal what the SEC's position
was with regard to the use of seismic data for
estimating the depth of the lowest known
hydrocarbon?
A Certainly | recall Mr. Winfrey in
particular was very interested in the information
we presented to him and his colleagues. | believe
we, we left with them a paper detailing an
approach that was used in, in the Gulf of Mexico
fields, and that paper described how it was
determined that that gave the required level of
certainty, reasonable certainty as to the depth of
the lowest known hydrocarbon. Mr. Winfrey, in
particular, expressed interest in the paper and
asked many questions about the technique that was
made but subsequently | believe informed us that
whilst the technique might have merit, it still
did not comply with the SEC as he understood them.
Q Did he give an explanation as to why
they did not comply with the SEC rules?
A | don't believe he did, other than to
explain that seismic data was not acceptable
generaly.
Q Now, looking at Exhibit 1 for a moment,
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who is Mr. Morrison? | do seeit says"Group
Controller," but what was his function as Group
Controller?
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A | don't know what his precise job

description entails, but as Group Controller he --
my understanding is that he was in, in charge of
the external reporting of financial accounts,
among, |'m sure, many other things.

Q Doyouknow if hisline -- which | guess
would be the financial group; isthat correct?

A | don't know.

Q Okay. Do you know if he was responsible
for communicating with regulators such as the SEC?

A | don't know if that was specifically
his responsibility.

Q Didanyone assist you in preparing this
letter?

A Widll, of course, | aready mentioned
that | sent out inquiriesto all of our operating
companies seeking information, so al of them will
have assisted through the provision of datain one
form or another. Specifically in relation to the
paper that's attached here, that was brought to my
attention by Rod Sidle, who worked in the U.S.
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Q You mentioned Rod Sidle a couple of
times this morning. Who was Rod Sidle?

A Rod Sidle was the Reserves Manager of
SEPCO, whichisaU.S. operating company, and
first came to my attention shortly after | took
the job of Group Reserves Coordinator as being,
shall we say, one of the expertsin the company in
relation to proved reserves estimating.

Q Anddidyou find that he had an
expertise with regard to proved reserves
estimation?

A | found that he was very knowledgable.

Q Washearesourcethat you called upon
with questions with regard to compliance issues?

A Yes

Q Other than Mr. Sidle, was there anyone
else that you called upon for advice or to have
guestions answered with regard to compliance
issues?

MR. TUTTLE: Objection to form.
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THE WITNESS: Wéll, not on aroutine

basis. | mean questions-- no. If | had a
guestion on any particular aspect of proved
reserves definitions, | tended to discussit with
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Rab.
BY MR. HABER:

Q Andredly all my question was focused
onwas. Other than Mr. Sidle, was there anyone
else that you, you went to?

A Not for detailed technical advice, no.

Q Other than technical advice, did you
find Mr. Sidle to have knowledge about the SEC's

reserves reporting requirements?

A | found him to be knowledgable -- yes, |
found him to be knowledgable about the way SEPCO
interpreted the SEC's reporting requirements.

Q Wasthere a difference between the way
SEPCO interpreted the SEC reporting requirements
and the group, independent of SEPCO, the way they
interpreted the requirements?

A There were some instances where
practices did differ, and it was largely in
investigating the reasons for those differencesin
practice that, that would stimulate some of the
guestionsthat | had to Mr. Sidle, of which the
most significant, | would say, was the -- it was
the manner in which "proved area," which we
discussed before, ought to be calculated or
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assigned.

Q And do you recall what information
Mr. Sidle had given you in that connection?

A Mr. Sidle-- if | summarize the
information he gave me -- indicated that it was
common practicein the U.S. to assign an arbitrary
one-square-mile box area around the well and call
that the proved area. | wasinterested in this

but have to confess that my initial reaction was
that, through the arbitrariness of that approach,
| did not immediately warm to it as atechnically
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defensible approach.

Q Didyou ultimately warmto it?

A From apersona point of view, | still
think it isarbitrary.

Q Butinyour capacity as Group Reserves
Coordinator --

A | now understand that it is an approach
that iscommon. Asan engineer, | hold the
personal opinion that it makes little sense.

Q Wasthis an approach that the larger
group of Shell adopted in the guidelines?

A It was newsto mewhen | discovered that
this was the approach that was common in the U.S.
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and it was not an approach that was found in the
wider group guidelines.

Q Didit ultimately find its way into the
group's guidelines?

A Not during the timethat | was doing the
job. | believe the guidelines had been amended in
that direction since | |eft the job.

Q Andwhen did you leave the position as

Group Reserves Coordinator?

A June 2004.

Q Now, in connection with the
recategorization, do you know if there were any
reserves that were recategorized because of proved
area definitions?

A There was some, yes.

Q And which fields were recategorized?

A I'mnot surel can remember in such
detail. | don't recall the volume being alarge
component of the total volume. | would -- in my
head today | have a hundred million barrels out of
the total of four or five billion that was
recategorized. Theonly field that | can recall
as having an extensive discussion on that topic
was the Norway Ormen Lange Field where we had
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considerable difference of opinion internally as
to how to the proved area ought to be set. We
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were at that time employing Ryder Scott to help us

with our recategorization efforts, and their
opinions also differed from ours,
| found it interesting to note that of
the information that came to light subsequently of
the several operatorsin that field, it would seem
that everybody was having similar types of
difficulties, because the range in proved reserves
that were filed by different operatorsin the
field had a factor from the lowest to the highest
on the order of three. So it seemed that
everybody was struggling to understand what a
reasonabl e application of the proved area
definition ought to be.
Q Werethere other reasons why the
reserves in Ormen Lange had been recategorized?
A No. | think that one was purely an
issue of proved area definition.
Q Anddo you recall when the reserves had
been booked?
A They were already on the books. By the
time the recategorization occurred, the project
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had been sanctioned, as | recall, so it was a
legitimate reserves booking as of the date it
was -- of the recategorization. | believethat in
the restatement of earlier years findings,
however, the earlier bookings were removed from
the earlier years.

Q And when you say the project had been
"sanctioned," are you referring to the fact that
the project had reached FID?

A FID, Fina Investment Decision, isa
term that we use to imply that all interna
approvals have been secured for proceeding with
the investment.

Q And"FID"; isthat an industry term or
just a Shell term?

A Atthetimel understood it to be
peculiar to Shell. It was more common to hear the
term "project sanction” used within the industry.

Q Coming back to your communications with
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Mr. Sidle and where practices differed between the

United States and the group as awhole, you
identified the proved area, were there other
practices that you can recall having discussed
with Mr. Sidle?
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A Certainly lowest known hydrocarbon and

the assessment of lowest known hydrocarbon was

another area. The requirement for production

testing. A lot of the discussion that | had with

Mr. Sidle stemmed precisely from these letters

that we received from the SEC, so to that extent,

it was almost the nature of the SEC letters which

dictated the topics that | discussed with

Mr. Sidle.

Q Uh-huh. Canyou think of any other
reasons why you spoke with Mr. Sidle with regard
to reserves estimating?

A I'm not sure what you mean by your
guestion.

Q Widl, | just don't want to, you know,
make the question so broad where counsel would
object because it could include a"hi, how are
you, John," kind of call, so I'm talking really
with regard to reserves estimation and
categorization.

A A pieceof icejust fell off the window.
| thought it was a body.

No. Wéll, I'm not sure | exactly
understand where you're driving at with your
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question, but | think my understanding of an
appropriate response would be that | found Rod
Sidle -- | found Rod to be knowledgable, an
experienced practitioner in the field of reserves
estimating, as was evidenced by the fact that he
managed the process for SEPCO. Heisavery
personable, likable person. | got on well with
him, and therefore | cultivated -- or what evolved
was a kind of social/professional relationship
where | looked to him for advice just to discuss

Page 44 of 338

file:///CJ/Documents¥20and%20Setti ngs/dausti n/Desktop/Deposition%20T ranscripts/012207j rpay .txt (44 of 143)9/18/2007 3:53:45 PM



file:///CJ/Documents¥20and%20Settings/daustin/Desktop/Deposition%20T ranscripts/012207) rpay.txt

12
13
14
15
16
17
18
19
20
21
22
23
24
25

_ Case 3:04-cv-00374-JAP-JJH  Document 359-3  Filed 10/10/2007
ideas with from time to time.

Does that help to answer your question?

Q Itdoes. Did there come atime when
SEPCO ceased reporting separately to the SEC and
became subsumed within the group's reporting?

A Yes. Don't test me on exactly the
history of that, but certainly through my career,
prior to taking on the job of Reserves
Coordinator, it was clear that the group, for
whatever reason, had a requirement that Shell Oil
must be treated as almost an entire separate
entity. Thiswas up until | believe 1996 or so.

It was almost asif Shell Oil was a separate
company to the rest of the group. | remember
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JOHN RICHARD PAY, Volume, January 22, 2007
people would actually be reprimanded if they had
direct contact with, with Shell Oil people.

So certainly for along timein the

past, Shell Oil was a separate registrant. By the
time | took the job, Shell Qil's findings were
already -- "subsumed" | think was the word you
used -- in the group's reporting, and that flowed
certainly from 1996 onwards. That restriction on
Shell Oil interactions was removed, and people
from the States began appearing on postings around
the world, and people were posted to the States
from Europe, et cetera. So that restriction, for
whatever reason it had been in place, was lifted,
and certainly by thetime | cameinto thejob in
2002, dl of the group's reporting, asfar as|
could determined, had been amalgamated.

Q Now, with regard to this meeting that
you and Mr. Sidle went to with Mr. Winfrey and
Mr. Murphy, when you came back from that meeting
did you report to anyone about what had transpired
during that meeting?

A | can't remember specifically doing so.

Q Doyourecal if you reduced to writing
the substance of the meeting; that is, make a memo
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to thefile or send an e-mail?
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A | don'trecalif | did. Obvioudy it

would surprise meif | didn't, but | can't recall
sitting and typing -- | can't recall a specific
e-mail that | would have written, sitting here
today.

Q Who did you report to during your tenure
as GRC?

A My immediate reporting line was to Jaap
Nauta, N-A-U-T-A. Hereported to Malcolm Harper,
who reported to Lorin Brass.

Q Do yourecal discussing with either
Mr. Nauta, Mr. Harper or Mr. Brass the substance
of what had transpired during that meeting with
the SEC engineers?

A | don't recall any specific
conversations, no.

Q Andagan| think | asked this, but do
you recall when that meeting occurred when you
came to Washington?

A | guessit would beinthe-- | don't
recall specificaly, but it wasin 2003, probably
the early part of 2003.

Q Anddo you know if any reserves had been

JOHN RICHARD PAY, Volume, January 22, 2007
recategorized as a result of the lowest known
hydrocarbon issue?

A At that time?

Q Waéll, reserves that were recategorized
in 2004.

A Yes, there was an element in there --
again, if | remember correctly, it wasin the
order of a hundred million barrels.

Q Werethereany particular operating
units for which the lowest known hydrocarbon issue
resulted in the recategorization?

A Therewere several. Sitting here today,
| can't tell you specifically which ones they
might have been.

Q Arethere documentsthat | could --

A Yeah, it would be in the record, yeah.

Q Do you have any understanding which
documents specifically would provide that
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information?

A Aspart of the effort to compile data
for the recategorization, we sent information
requests to every operating unit, asking them to
provide us with the volumes that were required to
be recategorized under the LKH criterion. And so
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the record of which operating units and in what
quantities certainly are stored, should | say, in
digital form in the returns for that information,
so the information I'm sureis available. Whether
it was actually written down asatablein a
report, I'm not so sure. | seem to recall that it
was, but | couldn't necessarily put my hand today
on that particular report.

Q Allright. Now, when you say that we
sent information requesting from the operating
units the information, who is the "we"?

A Meand my colleagues helping me with the
reserves, the compilation of the numbers.

Q Wasthisin connection with Project
Rockford?

A Yes

Q Andyou were amember of the Project
Rockford team?

A Yes

Q Well discuss Project Rockford later.

Thisis probably a good time to start

with your CV. You mentioned earlier you had this
training when you got -- when you first started in
Shell.
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A Yep.
Q If you can take me from that point when
the training began through where you are today.
A Okay. That initial period of training
lasted until | think May 2000 -- not 2000.
May 1985. So that was a general induction program
that all of the new graduates went through at the
time to bring them to the level required for their
first assignment, which in my case wasto the
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United Kingdom, where | spent two years working

offshore on drilling rigs as awell site petroleum
engineer responsible for gathering data related to
the drilling of the wells.

After doing that | moved into the office
in the UK and took ajob in the Lowestoft office
-- L-O--isit relevant?

Q Probably not.

A No? Took ajob onshore in one of the
operating basesin the UK, dealing with -- asa
reservoir engineer, looking at managing and
optimizing the performance of wells and
reservoirs.

Q How long wereyou in that position?

A Threeor four years.
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Q Sothat takes usroughly to '91?
A Yeah. Soinearly '911 took ajobin
the Central Officein The Hagueinthe--ina
technical services group, again working asa
reservoir engineer where my job consisted of
undertaking small, short-duration studies into
reservoir performance or reservoir devel opment
planning on behalf of numerous operating companies
around the world. And so then, as today, that
central pool of expertise was used as akind of
peak shaver, so if there was not sufficient
manpower available to do a particular study inan
operating unit at a particular point in time, they
could draw on the central pool of peopleto
assist. So | did many different studies around
the world on many different assets, essentially
acting as an internal consultant, you might say.
After two years doing that, | was
offered ajob in the group's training facility in
Holland, so back to the Training Center, thistime
as alecturer rather than as a student, where |
delivered training on reservoir engineering.
Q Didyou -- during that time-- if | can
just interrupt the CV for amoment. Asa

0080

1

JOHN RICHARD PAY, Volume, January 22, 2007

Page 48 of 338

file:///CJ/Documents¥20and%20Setti ngs/dausti n/Desktop/Deposition%20T ranscripts/012207j rpay .txt (48 of 143)9/18/2007 3:53:45 PM



file:///CJ/Documents¥20and%20Settings/daustin/Desktop/Deposition%20T ranscripts/012207) rpay.txt

=
FPBhoo~v~ouohrwnN

NNNNNRPRRRRRERRR
BRWONRPOOWONOOUNWN

25

Case 3:04-cv-00374-JAP-JJH  Document 359-3  Filed 10/10/2007
lecturer, did you ever teach any course work or --

withdrawn. Let me start over again. Asa
lecturer, did you ever teach reserves estimations
and categorizations pursuant to the SEC reporting
requirements?
A By thetimel became alecturer, the

pool of material that we delivered on the courses
had not substantially changed from the material
that | received when | was undergoing training a
few years previously, so | basically delivered the
course as | had received it.

Q Sothat course then included some
portion of reserves estimation under SEC
requirements?

A Theway it was represented on the course
was the way it had been represented to me when |
was receiving the training, and | would
characterize as -- it was taken as a matter of
common knowledge within the group that the, the
way in which the group estimated its proved
reserves for internal purposes was consistent with
the requirements of the SEC rules.

Q Soyoudidn't go beyond --

A No.
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Q --that; isthat correct?
A No.
Q What other general areas did you lecture
on?
A | didn't lecture on anything other than
reservoir engineering.
Q Okay. Did any of the reservoir
engineering also include business planning?
A No, not at that time.
Q When you went through the training, did
you recelve any course work on business planning?
A No.
Q Okay. How long were you giving the
training?
A Two and ahalf years, roughly, bringing
me up to 1995. In 1995 | took ajob in Brunei
where | was Section Head for ateam of engineers,
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again working on the day-to-day optimization of
well and reservoir performance for our assetsin
Brunel. | did that for three years.

Q Didany of your responsibilitiesin
Brunel include the reporting of proved reserves?

A Yes. My team was charged with the
estimating of proved developed reserves. Since we
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were, we were dealing with the day-to-day
management of producing oil and gas reservoirs --
in other words, ones that had been developed -- my
engineers and therefore my section was responsible
for producing the proved developed reserves
estimate for those reservoirs.

Q Andin producing the proved developed
reserves estimate, was that information
communicated to the Hague as part of the ARPR
process?

A My understanding isthat it was, not
directly by me, but | would feed that information
into the person compiling the whole resource
estimate for Brunel, who would incorporate that
information into the, the report that was made to,
to The Hague.

Q Who'sresponsiblein Brunel for
submitting the report to the Hague?

A Wadll, therewas a, afocal point who is
required -- whose job it was to compile the data,
but asin all operating units, the actual data
report would be signed off by a senior financial
manager and a senior technical manager within the
company.
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Q You say you were there for about three
years?
A Uh-huh.
Q Do you recall who the senior financial
manager and senior technical manager were who did
the signoff?
A | don't know who signed the reportsin
Brunei. | never saw that.
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Q Areyouaware of aterm "legacy

reserves'?

A Yes

Q What isalegacy reserve?

A Specifically -- specifically in relation
to Brunei, | became aware, when | took the job in
The Hague in 2002, that Brunel had historically
booked reserves which it had viewed -- come to
view as no longer being compliant with the
requirements of proved, proved reserves.

Q Which--I'm sorry. Go ahead. | was
going to say: Which requirements of proved
reserves are you referring to?

A | don't know.

Q Would that be technical maturity?

A | don't know.
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Q Commercial maturity?

A I've answered your question.

Q I'mjust trying to refresh your
recollection. That'sall.

A Reservesvolumes that, for whatever
reason, no longer met the guidance that were
issued on proved reserves definition. | didn't
know any more details than that.

Q And sowhenyou'rereferring to "the
guidance," you're referring to Shell's guidelines,
correct?

A Yes

Q Okay. While you were at Brunel, do you
recall thislegacy reserves being an issue?

A No.

Q Do you know when legacy reserves became
anissuein Brunei?

A | understand that while | wasthere it
was identified as an issue, but while | wasin
Brunel it was never brought to my particular
attention. It was mostly in relation to
undeveloped reserves, and as I've said, my
responsibility at the time did not extend as far
as undevel oped reserves.
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JOHN RICHARD PAY, Volumel, January 22, 2007

Q And when you say that your understanding
isthat while you were there it was identified as
an issue, do you know who identified the legacy
reserves as an issue?
A No.
Q Doyou know if theissue had risen to
the level of the ExCom? Again we're talking about
while you were there.
MR. TUTTLE: InBrune?
BY MR. HABER:
Q Yes, inBrunei.
A | havenoidea
Q Once you became the Group Reserves
Coordinator, do you know if the legacy reserves
issue had risen to the level of the ExCom?
A |, mysalf, mentioned it in documents
that | prepared for ExCom. Whether that was the
first time they heard it or not, | don't know.
Q We'regoing to get into more depth of
discussion with regard to the legacy reserves.
After -- withdrawn. What was your
position while you were in Brunei? What was the

24 title of your position?

25 A | wasthe head of reservoir operations
0086

1  JOHN RICHARD PAY, Volumel, January 22, 2007
2 for the western assets.

3 Q And wasthat the position that you held
4 through the three-some years?

5 A Yes

6 Q After Brunei where did you go?

7 A | went from Brunel to Denmark. My job
8 title there was Exploration and Production

9
10
11
12
13
14
15
16
17

Business Consultant, which sounds very grand, as
many of these things do. Essentially it consisted
of representing or assisting my supervisor at the
time, Jan-Willem Roosch, to represent Shell ina
joint venture in which we were involved in
Denmark, which we had a non-operating partner.
The operator thereis Maersk Oil and Gas,
M-A-E-R-S-K. So the operator of the assetsin
Denmark is Maersk, and we're a non-operating
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partner, and the job -- it'savery small office.

There were only two technical people, myself and
Jan-Willem Roosch. We had a finance assistant and
abusiness analyst.

Essentially what we did was to represent
Shell'sinterestsin the venture and to assist in
budget allocations for any development projects,
so on and so forth. That'sinterms of a
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JOHN RICHARD PAY, Volume, January 22, 2007
relationship with Maersk. Also part of the job
was also to represent the plans that Maersk was
charged with developing, to represent those into
the group's -- the Shell Group's business plan, so
to ensure that the appropriate information on the
future requirements for the business in Denmark
were fed back into the group's business plan
process so we would know how much capital

investment they would require, how much production
to expect. And as part of that, | compiled the,
the reserves reports for Denmark as well.

Q Wasthis position the first position
where you had responsibility for business
planning?

A Yes

Q Prior to this point, did you receive any
training on business planning?

A No.

Q | takeit it was on-the-job training?

MR. TUTTLE: Objection to form.

THE WITNESS: Wéll, yes, but then it's
not something that | would expect to receive
training on, necessarily, since it comprises
compilation of datainto aform that isfairly

0088
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self-evident in terms of how -- what the datais
required for and in what format it is required to
be compiled, and as such, the nature of the data,
the data | was dealing with was, of course, data
that | was not totally unfamiliar with.

| was very used to working with capital
estimates, operating expenditure estimates,
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9 forecasts of production and so on and so forth,

10
11
12
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and really it represented compiling that
information into aformat suitable for compilation
into the larger business plan.

Now, the process of how -- so you used
the term "business planning.” | would say it was
more contributing to the process of business
planning, because whatever processes would go on
in the Center around allocating funds to different
projects, determining which, which of the many
projects available would be selected for going
forward and which would not, that was not a
process that | was very deeply involved with.
BY MR. HABER:

Q Now, you mentioned that you had

responsibility with regard to submitting proved
reserve estimates to the Center?

0089

1

JOHN RICHARD PAY, Volume, January 22, 2007

A Uh-huh.

Q Canyoujust give mealittle bit more
information as to what that entailed.

A S0 each year we would usually receive an
update to the group's guidelines, group's reserves
reporting guidelines, which would cover proved
reserves requirements also, aswell as
requirements of reporting volumes in every other

category in the classification system that we were
speaking about earlier, and my job would be to
read and absorb those guidelines, understand them,
and then apply the, those guidelines to the
volumes that we estimated to be available within
the business in Denmark.

Some of that would be undiscovered
volumes that had yet to be drilled for and
explored for, ranging all the way to a statement
of actual production for the year and the proved
reserves figures as of the end of the year.

Q And between you and Mr. Roosch, who
actually signed off on the proved reserves
submissions that went to the Center?

A Mr. Roosch would have signed off.

MR. HABER: | don't know if thiswould
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JOHN RICHARD PAY, Volume, January 22, 2007
be a good time to check the lunch, but we have to
change the tape, so --

MR. FERRARA: Thelunch will be

delivered at 12:30.
MR. HABER: If you don't mind, well
just sit here, change the tapes, and then go on
another ten minutes or so.
THE VIDEOGRAPHER: This marks the end of
Tape 1 of the deposition of Mr. Pay. We are going
off therecord. Thetimeis12:18 p.m.

(Whereupon, a short recess was taken.)

THE VIDEOGRAPHER: This marksthe
beginning of Tape 2 in the deposition of Mr. Pay.
We are back on therecord. Thetimeis12:19 p.m.
BY MR. HABER:

Q Mr. Pay, if we could just go back to
your tenure in Brunel for a moment, how would you
characterize the relationship between Shell and
the Brunel government during your tenure?

A Asl experienced it, it was highly
confrontational. There were numerous technical
matters related to field development which the
representatives of the Brunel government took
exception to, | would still say today, in an
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unreasonable fashion. To quote an example, at the
time the Brunei government or the Petroleum Unit,
which was the entity that looked after the Brunei
government's 50 percent interest in the Brunel
assets, so a partner, in essence, in the
developments, they employed a consultant upon whom
it was evident they relied considerably for
technical expertise.

The problem that we had with that
particular individual was that his education
appeared to have stopped in the 1950s, and
therefore he advocated practices and techniques
that really were outdated. And so most of the
discussion and tension that we had with this
particular individual wasin relation to trying to
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persuade him and, therefore, the Brunei government

that more modern techniques were appropriate for
usein oil and gas field devel opment.

Q Wereyou ultimately successful in
convincing them?

A Yes. Hewasremoved from his position
while | wasin Brunei.

Q Would you say that the relationship with
the Brunei government remained confrontational
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when you became Group Reserves Coordinator?

A | have no idea what the nature of the
relationship was, and | wasn't directly involved
withit.

Q Didanyoneinthe Brunei operating unit
ever communicate such a sentiment?

A Not in those terms, no.

Q How about in other terms; did anyone
describe the relationship that the Brunei
operating unit had with the government?

A Wadll, wewere discussing earlier the
legacy volume, and | would say thisisthe only
instance in which any kind of feedback of the
nature that you are hinting at was presented to
me. Theissue with the "legacy volumes," as they
were referred to in Brunel, was that there was
this overstatement of reserves that was
recognized, and it was determined that there was
sensitivity in reporting reserves reductions with
the Brunel government.

It was, for reasonsthat | don't -- |
can't tell you, because | don't know, seemed to be
adifficult matter to raise with the Brunei
government to reduce previoudly stated reserve
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volumes. So an approach had been taken -- which |
found to be reasonable in the context -- in which
those legacy volumes would be removed from the
books over a period of time rather than in one
single action. And by thetime | arrived in the
job of Reserves Coordinator in 2002, the remaining
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balance of reserves sought to be removed had been

reduced to avery small number, 20 million
barrels, | think.

Q And were there reserves recategorized as
part of Shell's recategorization of reserves?

A Intherestatements that were made, yes,
we did include Brunei in that one.

Q During your timein Brunei, you
described the relationship with the Brunei
government as "highly confrontational.” Do you
recall there being atime when the Brunei
government fined Shell for whatever reason?

A Thereisanincident which I'm wondering
whether | should mention in response to your
guestion, but | couldn't characterize that asa
fine. Therewas anincident where, as| -- asthe
story was presented to me, it was an issue of
compensation.
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JOHN RICHARD PAY, Volume, January 22, 2007
Q Wasitindividua compensation that
you're referring to, or was it compensation that
was owed to the Brunei government?

A Okay, theincident | recall isonein
which the Brunel government disagreed with a
particular development plan that we had proposed
and subsequently implemented, and they clamed a
cash payment in compensation for value that they
considered had been put at risk.

Q And did Shell make that payment?

A AsfaraslI'maware, yes.

Q Do you recall how much?

A | believeit was $70 million.

Q Andwhat wasthe basis for the claimed
payment?

A TheBrune government and their
representatives claimed that through executing a
particular development plan, oil productionina
gas-- in areservoir had been reduced. | wasn't
involved in the technical discussions around that
particular case, but my understanding is that the
Shell view of the same issue was that actually no
value had been so jeopardized and that, moreover,
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value had been realized through enabling
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JOHN RICHARD PAY, Volume, January 22, 2007
production of large quantities of gas from the
same reservoir.

So essentialy our view was that the oil
production was at its economic end, and it was now
time to produce the gas from the reservoir, which
we proceeded to do. The Brunel government took
the view that the oil production was not at an end
as we had claimed, and made aclaim in relation to

it.

Q Wasthere someone at Shell who conducted
negotiations with regard to this payment?

A | have now told you everything that |
know about that particular incident. | don't know
who was involved or the details of the specific
negotiations.

Q Doyouknow if Phil Watts was
responsible for negotiating the cash payment?

A | havenoidea

Q Do you know who Phil Wattsis?

A Yes

Q Who is Phil Watts?

A  Wadll, he was employed by the Shell Group
until 2004. He was the Chairman of the Committee
of Managing Directors at the time that the
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recategorization issue came to light. | knew -- |
am aware that he was Walter's -- Walter van der
Vijver's predecessor as the CEO of Exploration and
Production, and | know he had along and
illustrious career prior to that, but I'm not
aware of the details of it.
Q Now, going back again to your timein
Denmark, how long did you stay in that position?
A Threeyears, just over three years.
Q Sothat takes usto 2001, 2002?
A Until May 2002. | guessit's
actually -- it's probably the thick end of four
years, actually. | think | started in September
of 1998 and finished in May 2002.
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Q Andin May 2002 you became the Group

Reserves Coordinator?
A Correct.
Q And how long did you stay in that
position?
A Until June 2004.
Q Areyou still employed by Shell?
A Yes
Q So after, uh, after your tenure as the
Group Reserves Coordinator in June 2004, where did
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yOou go next?
A | wasallowed to take a couple of months
off, since many people realized | had been through
afairly stressful period. With all the hard work
that had to go into the recategorization, my
marriage had also ended during that process.
Excuse me.
MR. TUTTLE: Let'stake abreak.
THE VIDEOGRAPHER: We are going off the
record. Thetimeis12:29 p.m.
(Whereupon, the lunch recess was taken.)
THE VIDEOGRAPHER: We are back on the
record. Thetimeis1:23 p.m.
BY MR. HABER:

Q Mr. Pay, good afternoon. When we broke
we were just concluding your CV, and | think what
| was looking for is the position that you took
after your position -- your tenure as the Reserves
Coordinator.

A Yes | wasofferedajobinthe E&P,
Exploration and Production Technical Solutions
Department, which is, again | referred earlier,
been my career to having worked in a Technical
Consultancy Department in The Hague. To alarge
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extent thisis the same thing, but years later, so
I'm -- for the first year or so | was just
involved in several different projects, looking
from atechnical side at various new, new
development, opportunities that the group was
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potentially interested in investing in, mostly in
Algeria. And then since November 2005 I've been
involved with a project which aims to
commercialize some gas reserves, gas production in
Nigeria
Q Soyouwerein EP Technical Solutions
Department from sometime in the fall of 2004
through November 20057
A Yeah.
Q Okay, and do you have atitlein the
position you are currently in?
A It's Business Opportunity Manager for
the Olokala, O-L-O-K-A-L-A, LNG, new abbreviation,
LNG project. It'sabit of amouthful.
Q What does"LNG" stand for?
A Liquified Natural Gas, sothisisa
solution that is applied to delivering gas which
Is not close to its market, such as Nigeria, where
the markets were intending are the U.S. and
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perhaps Europe, a substantial distance, too long
to lay a pipeline economically, so the favored
solution isto liquefy it by freezing it
essentialy until it becomes liquid, pour it onto
ships and sail it across the ocean, and then allow
it to heat up and expand and become gas again, and
go into your pipeline distribution system here.
Q Now, the position that you are currently
In; isthat a position that is part of an
operating unit?
A Formally the positionthat | aminisin
the regional governance unit covering Africa, so
it'sthe African Regional Office. However, much
of the work that I'm doing is effectively on
behalf of Shell Petroleum Development Company,
SPDC, one of the Nigerian operation companies that
we have.
Q Now, isthis gas coming from any
particular field, such as Bonga?
A Itispossible that gas from Bonga might
find its way into the liquefaction process that
we're talking about, but that's an issue that is
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still uncertain as to whether that will be the

case. At the moment the Bonga gas, Shell has no
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title to that gas. It'sowned by the -- or title
to it isheld by the National Oil Company in
Nigeria, and at present that gasis transported to
the existing LNG facility at Bonny, B-O-N-N-Y.
Q And that's Bonny island?
A Yes
Q Andthat's where they have facilities
for the conversion of the gasinto liquified gas
takes place?

A We have an existing facility there, or
we have a part interest in an existing facility
there, along with some partners. The project I'm
involved with isaming to establish a separate
site with anew set of infrastructure to liquify
the gas.

Q Now, the gasthat you're talking about,
was this gas also the gas that was part of the
restatement?

A No.

Q Sothisisseparate and apart?

A Entirely different.

Q If I could just take you back to your
time in Denmark, | believe you testified that you
were there from sometime in 1998 until May of
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2002.

A Correct. | think it was September 1998.

Q Thank you.

During your tenure in Denmark, do you

recall there being guideline changes in 19987

A | don't recall the specific details of
1998 guidelines, however, | do recall that
guideline documents were issued each year. Each
year there would be an update to the previous
year's.

Q Doyourecal if there was any impact on

the reporting of reservesin Denmark from changes
in the guidelinesin 1998?
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A Thank you. You prompted my memory.

Indeed, the 1998 guidelines did include arevision
to guidance to the effect that from mature fields
it was deemed appropriate to book proved reserves
that were close to the, or equal to the
expectation estimate of recovery.

Q What isan "expectation estimate"?

A It'saterm that we useinternaly in
Shell. | think it does have common usagein
statistical analysis. It refersto effectively
the most likely outcome. Well, actualy a
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statistician would disagree with that, but | would
use that to explain to alayman what the intent of
itis.

Q Andthat change, did you consider that
to be aloosening of Shell's guidelines by
comparison to prior years?

MR. TUTTLE: Objection to form.

Y ou can answer.

THE WITNESS: | didn't have an opinion
one way or the other. The way it was expressed
was that it was a move to correct what had been
conservatism in Shell's reporting practices
hitherto.

BY MR. HABER:

Q Atthetimedidyou believe that Shell's
reporting practices were conservative?

A | have no information upon which to form
an opinion other than what are already in the
guidelines.

Q Do you recall what impact the change in
the guidelines had with regard to reserves that
your operating unit was reporting?

A | don't recall the precise detalils.

There was an upward effect, so the amount of
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reserves we reported did increase as aresult of
implementing that guideline, yes.

Q Doyourecal if the increase was
material ?
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MR. TUTTLE: Objection to form; calls

for alegal conclusion.

THE WITNESS: | don't know what, what
you mean by the word "material."
BY MR. HABER:

Q Doyouknow if theincrease was
substantial ?

A Similarly, | don't know what connotation
you put on that. It was-- well, | can't remember
how much the volume was. | don't recall it being
onethat was large in relation to the total size
of the reserves that we had already anyway on the
books.

Q Soyou have no recollection?

A | don't recall the exact number.

Q Do you recall the percentage change?

A No.

Q Now, you testified that you became the
Group Reserves Coordinator in May of 2002. What
were the circumstances that surrounded you coming
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into that position?

A During the course of doing my jobin
Denmark, as I've already explained, a significant
part of the job was contributing to the business
planning effort of the group and Exploration and
Production in particular, and the reserves
reporting, al of which came under the same
central team in The Hague. So as part of doing my
job in Denmark, | had fairly regular -- three or
four times ayear -- interaction with that group
in The Hague, and | had already -- during the
three yearsthat | wasin Denmark, | had come to
the conclusion or formed an opinion that that
would be a potential option for me for my next
job. That would be a place | would be quite
interested in working, an area of the business |
would be quite interested in working.

My predecessor in the reserves job, not
my immediate predecessor, but one of my
predecessors in the reserves job, Remco Aalbers,
was doing the reserves coordinating job at that
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time, and | had some interaction with him as part

of the reserves reporting process, and
specifically within that group, that was ajob
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JOHN RICHARD PAY, Volume, January 22, 2007

that | had identified asone that | felt | would

be suited to do and interested in doing as well.

| think in early 2001 the message was

delivered to all the people involved with the
reserves exercise around the world. As| think

I've said before, each company had its own focal
points for these matters. Everybody received a
message that Remco had left that job, and a man by
the name of Leigh Y axley had taken over, and | was
alittle bit disappointed by that, because had |

known that the job was coming up, | would have
been alittle bit more proactive in putting my

name forward for it.

So | kind of forgot about it for the

next six months, and then | think towards the end

of 2001 or maybe in the middle of the summer
sometime, in the second half of 2001, we got
another message saying that Mr. Y axley had chosen
to work elsewhere, and so the position of Reserves
Coordinator was now vacant again. And the message
was from Jaap Nauta, essentially asking for
volunteers, because it was approaching the
end-of-the-year reporting exercise where they
needed somebody in the Center to coordinate the
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exercise, and so rather urgently, rather than
going through the normal process of looking for a
candidate, there was a need to get somebody on
seat as quickly as possible, and | said that |
would be interested.
There was a -- the problem that we had
at the time -- excuse me -- | think | mentioned
that in Denmark there were effectively only two of
us on the technical side, myself and my
supervisor, Jan-Willem Roosch, and he was due to
retire at the end of that year, so therewas a
problem presented whereby, if | left to do the job
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in The Hague and he then retired, there would be a

continuity problem, which eventually was resolved
by the agreement that Jan-Willem would retire, as
had been the plan, but then immediately come back
on a short-term service contract and do the job of
the end-year reserves reporting in The Hague
whilst | would stay behind in Denmark, see his
successor into hisrole, and then, in March or
April or May -- May, asit turned out -- leave
Denmark and take over from Jan-Willem in the Hague
job, so that's how | cameto bein that role.

Q Now, mr. Roosch served as an Interim
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Group Reserves Coordinator; isthat correct?
A Yes
Q Anddo you recall how long that was?
A | can't remember precisely when it
started. | would imagine it would be obviously
before the end of the year through until the time
that | took over in May.
Q Sotothe best of your recollection,
Mr. Roosch was involved in the ARPR process, the
year-end reserves reporting process?
A Yes
Q When, when you got the position, did you
have any communications with Jaap Nauta concerning
his expectations for, for you in that role?
MR. TUTTLE: You say when you got that
position. Do you mean --
MR. HABER: GRC.
MR. TUTTLE: Do you meaninthefall or
when he arrived to take the job?
MR. HABER: That'sfair. Let'sstartin
the fall.
BY MR. HABER:
Q Do you recal having any discussions
with him regarding his expectations of you in the
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role?

A No, | don't remember asking or receiving
information that would fit in terms of his
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expectations of me, no.

Q Subsequent to when you started in May,

do you recall any discussions with Mr. Nautain

that regard?
A  Wediscussed -- prior to and after my

taking over from Jan-Willem, we discussed what the

job entailed, the job description, what the

various elementsto it were, yes.
Q What do you recall of that discussion?
A  Wadll, what | recall isessentialy the

description of the job and the various tasks that

the Group Reserves Coordinator was responsible for

executing.
Q Let'stake the description of the job.

What is the Group Reserves Coordinator?
A Okay. | don't have a photographic

memory, so | can't give you the whole list from

top to bottom, but if | were to explaintoyouin

my own words, which iswhat | will now proceed to

do, the job did consist of two distinctly

different roles.
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One was the preparation and
dissemination of the reserves guidelines to the
group, with the objective of ensuring that the
end-of-year reserves reports from the various
group operating companies would be in compliance
with the understanding of the SEC regulations. So
aresponsibility for examining those guidelines,
updating them where necessary, where it had become
apparent that changes would be necessary,
disseminating them, and controlling the whole
process of collecting data at the end of the year,
data collection exercise that went on from roughly
November through 'til January each year.
So that was one side of it. The other
side of it was working in the business planning
team, since thiswas part of the business planning
function, was collecting, as part of the business
planning process -- | think I've already mentioned
that each operating company would submit
information on all of the projects and
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opportunities that they had in their portfolio.

There would be pro forma submissions for each
project, detailing capital expenditure, operating
expenditure, production profiles, et cetera, et
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cetera, including rate at which the operating

units projected or estimated that proved reserves
would be added to the corporate balance as a
function of timein the future.

So the second part of my job, if you

like, was to maintain some oversight of that data
asit was coming in, analyzeit, compile for
information of management views as to how our

reserves maturation performance would look in the
future according to different limitations of the

business plan.

Q Now, did you report to different people
depending upon the two functions that you just
described, one being the guidelines and the
closeout, the annual closeout, and the other being
the business planning?

A No.

Q Soyoureportedto | believe you said
initially Jaap Nauta, and then above him, Malcolm
Harper?

A Andthen Lorin Brass.

Q Didany of that reporting line change
during your tenure as Group Reserves Coordinator?

A Jaap Nautawas replaced by Hans Bakker,
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B-A-K-K-E-R. As| recall, Macolm Harper'sjob
was | think dispensed with after a period of time,
so | think in effect the reporting line at the end
of the job was effectively from me to Hans Bakker,
then to Lorin Brass.

Q Doyourecall why Mr. Harper's position
had been dispensed with?

A Not in particular, no.

Q Doyouknow if it had to do with the
reorganization of EP?
A Wadll, | dorecdl it wasinrelation to
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areadjustment of particular tasks and

responsibilities such that Malcolm's job was
effectively combined with somebody else's or
something like that. | can't remember precisealy.
John Bell was the -- | think took over for Lorin
Brass at a certain state.

Q Now, just afew moments ago you were
referring to two separate types of functions of
the position. With regard to the business
planning, you referred to a business planning
team.

A Yes

Q Didyou have ateam with regard to
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your -- the other function that you described?
MR. TUTTLE: Objection to form, the
characterization.
BY MR. HABER:

Q Youcananswer.

A Yeah, well, | had one assistant but

essentially was -- | was kind of a one-man band.

Q Sowithregard to the guidelines and the
reserves reporting and the ARPR closeout function,
you just had one assistant; is that correct?

A That's correct, in terms of the way the
job was executed in The Hague. Of course, | had
access to awide network of people working and
practicing the estimation of reserves around the
group, but | didn't have anyone working directly
with me asin sat in the same office spacein The
Hague.

Q Andwith regard to the business
planning, you said you were part of the team. Can
you describe that for me.

A Wadll, that was ateam of people who,
probably eight to ten in number, who would collect
all this forward-planning data, and each would
have a specialization in different areas of
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business performance, whether it's financia
planning or capital management or production
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performance. So each would specializeon a

certain aspect of the plan, just as | specialized
on the reserves aspect of it. It wasn't just
reserves either. It was the whole maturation of
hydrocarbons through the categorization system
that | referred to before.

Q Now, did you have anyone assisting you
with regard to business planning?

A It wasthe same assistant that | had,
yeah.

Q Didyou feed that your position was
sufficiently staffed by Shell?

A Atthetimel felt busy. Anyway, |
started the job. Given that Remco had, my
predecessor, had, asfar as| could determine,
executed the job quite well on hisown, | felt
busy, | felt | could have used extra people, but |
didn't think it was an essential requirement at
the time, when | started the job.

Q Didthat view subsequently change during
your tenure?

A Yes. | think by the time the --
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certainly by the time the 2004 announcement was
made in January 2004, | had come to the conclusion
that there was insufficient resourcing in the
position.

Q Prior to January 2004 had you ever
communicated that conclusion to any of your
bosses?

A Yes. Weindicated certainly | think in
the second half of 2003 that opinion.

Q Do you recal how that communication was

received by your bosses?

A | don't recall any specific feedback.

It was in connection with efforts we were
undergoing at the time to respond to and change
our procedures, so we were introducing at the time
arequirement traditional staff.

So just clarifying my earlier answer,
one of the things we identified as being a
positive move to increase the amount of staff time
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available to the exercise was to appoint regiona

reserves and resource managers to each of the five
regions, thereby increasing effectively the team
from asize of one to the size of six, and that
proposal was, was supported. So yeah, to that
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extent there was positive feedback from
management.

Q Andwhenyou say it was "supported,”

does that mean it was a so implemented?

A  Wewerein process of implementing it,
yes.
Q Didyou ever talk about the sufficiency
of resourcing with Remco Aalbers?

A | don't recall any specific
conversations with Remco on that topic.

Q How about Mr. Roosch?

A | don'trecall.

Q When you had taken over the position as
Group Reserves Coordinator, you were replacing
Mr. Roosch, correct?

A Yes

Q Other than your time together in
Denmark, had you worked with Mr. Roosch?

A No.

Q Didyou form an opinion of Mr. Roosch's
knowledge of SEC reporting requirements?

A  When?

Q Through your relationship, working
relationship with him.
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MR. TUTTLE: Atany time?

BY MR. HABER:

Q At any timeduring that, right, that
relationship.

A If | answer your question asit's --
very specifically asit'sasked, no, | didn't form
an opinion asto his knowledge or efficiency asto
the SEC rules per se.

Q | takeit you would broaden it to

include his knowledge as a reservoir engineer?
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A Yes, hisopinions as areservoir

engineer asto what constituted reasonable
practices for reserves estimation, | felt were --
he was qualified to offer opinions on those
matters. That was quite evident.

Q During your timein Denmark where the
issues surrounding what was considered reasonable
practices for reserves estimation had arisen, do
you recall any disagreements with Mr. Roosch?

MR. TUTTLE: Object to the form and
foundation.

Y ou can answer.

THE WITNESS: Do you mean were there
any -- well, no, | don't remember any substantial
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issues that | disagreed with Mr. Roosch on.
BY MR. HABER:
Q That's effectively what | was looking
for. You've responded.
A Yeah.
Q Now, did you know Leigh Yaxley?
A | knew of him. He had areputation asa
very competent reservoir engineer from along time
back in my career when | was working in The Hague.
| didn't know him personally, but | knew him by
reputation. 1've met him a couple of times,
perhaps, but | wouldn't say that constituted
knowing him.
Q What about Mr. Aabers; did you know
Mr. Aalbers?
A Mr. Aadbers| would say | didn't know.
| was acquainted with. We had been on -- some of
these training courses that | mentioned we had
been together on, so | knew his name, he knew
mine. We would stop and talk if we met in any
particular case, but we never worked together.
Q Didyouform an opinion of Mr. Aalbers
as the Group Reserves Coordinator; that is, did
you think that he did a satisfactory job, he was
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diligent with regard to the implementation and the

Page 71 of 338

file:///CJ/Documents¥20and%20Setti ngs/dausti n/Desktop/Deposition%20T ranscripts/012207jrpay .txt (71 of 143)9/18/2007 3:53:45 PM



file:///CJ/Documents¥20and%20Settings/daustin/Desktop/Deposition%20T ranscripts/012207) rpay.txt

3
4
5

© 00N

_Case 3:04-cv-00374-JAP-JJH  Document 359-3  Filed 10/10/2007
compliance issues surrounding the guidelines,

those sort of issues?
MR. TUTTLE: Object to the form and
compound question.
Just pick one of them to answer.
MR. HABER: I'm just looking for the
general, but okay.
MR. TUTTLE: I just want to make sure
the record is clear on what he's answering.
MR. HABER: That'sfine. That'sfine.
BY MR. HABER:

Q Didyouform an opinion of Mr. Aalbers
as the Group Reserves Coordinator with regard to
issues surrounding compliance with Shell's
guidelines?

A | had no reason to suspect that in
genera the guidelines that he was advocating that
we use within the group were not in compliance.
Does that answer your question?

Q Yeah. Didyou, inlooking back, form an
opinion of whether Mr. Aabers was aggressive with
regard to the booking of reserves?

A Therewasoneinstance in which | was
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challenged -- probably a good word for it -- by
Mr. Aabers on a particular year-end report that |
had submitted on behalf of Denmark in which | had
excluded reserves for one particular project, and
he had challenged me on this, which | would say
was a legitimate part of his role and the role of
the Group Reserves Coordinator, to try to ensure
that all reservesthat can legitimately be booked
are booked. He challenged me on why | had
excluded this particular project.

Q Andwhat project are you referring to?

A Itwasin relation to the development of
afield called Halfdan -- H-A-L-F-D-A-N, all one
word -- where afirst phase of development had
already been undertaken. A second phasewasin
planning but had not yet been fully defined. |
understood that Mr. Aabers was aware of that
second phase of the project, because it was
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something we had submitted data on as part of the

business planning process. | excluded it, because
| didn't have afull documented Field Devel opment
Plan describing that plan, and Mr. Aalbers
suggested to me that that would not be necessary.
Aslong as there was a brief description of the
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plan available, that would suffice.
Q Sodidyou interpret that to mean that
Mr. Aabers was advocating the booking of reserves
for that part of the project?
A Yes, andit came-- | think the
disagreement could be characterized as one of
interpretation over exactly what level of
documentation would be required in order to
substantiate a reserves booking. It was certainly
not in doubt in my mind that the reserves would be
bookable at some stage. There was no doubt in my
mind that that project would go ahead and would
yield the production of those reserves. The
question was whether | had sufficient documentary
definition of that particular project.
Q Anddidyou, did you believe that
Mr. Aabers was under pressure to book reserves?
MR. TUTTLE: Object to the form;
speculation.
BY MR. HABER:
Q Youcan answer.
A | have no reason to know -- | don't know
what you mean by the word "under pressure." That
can mean many things.
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Q Wadll, what doesit mean to you?
A Tome, if you use that word in the way
it's been raised in previous such interviews that
I've had, | mean | would consistently say to you
that we're all under pressure as part of the work
that we do and the jobs that we have. You're
under pressure today to have a satisfactory
interview with me, satisfactory for your client.
So anytime you're involved in a business
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enterprise and there are objectives, legitimate

objectives of that business enterprise, whether
it'sto make money or produce widgets or whatever
it is, the individuals working within that
enterprise will always feel a degree of pressure
to meet the objectives that have been set.

Now, one of the objectives that
certainly everybody in the company | think was
aware of was the need to or the target to replace
our production with new reserves additions every
year. And as part of the role of the Group
Reserves Coordinator, obviously you're quite
closely involved with compiling the data that will
indicate whether or not that target has been met.
So to that extent, one feels some pressure to, to
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try to -- strive to ensure that the target is met
iIf it can be met.

Q Now, did you have an understanding at
that time that Mr. Aalbers was feeling pressure to
meet the target that had been, had been made with
regard to reserves additions in your operating
unit?

MR. TUTTLE: Objection to the extent it
callsfor speculation.

Y ou can answer.

THE WITNESS: There was nothingin
Mr. Aalbers behavior that was inconsistent with
the level of pressure that would be consistent
with the way | just described hisrole and
subsequently my role.
BY MR. HABER:

Q Was-- you mentioned targets. |
understand that there was a scorecard system in
Shell. Areyou referring now to targets that,
targets that are set within scorecards, or isit
something else?

A Wadll, at that time reserves replacement
was a scorecard target, but | didn't need -- none
of usworking in reservoir engineering or the
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production operation of Shell needed to be told.

It was a matter of common knowledge and common
sense that if the company was not replacing its
reserves or rather not replacing its production
with new reserves each year, it was -- it'sa
matter of fact that that isasituation that is
not sustainable for along period of time. If you
produce two and only add one, eventually you're
going to run out. So for abusinessto sustain
itself, you must at least replace production. |f
you want your business to grow, you must more than
replace production.

So that was common knowledge, and to the
extent that -- | think you could say everybody
working in my area of the business would have
understood that replacing reserves was an
important level of performance for the business to
achieve and to that extent could be classified as
a"target."

Q Did Mr. Aabersever say anything in
words or substance to the effect that senior
management was very interested in booking reserves
to help the group's reserves replacement ratio?

25 A He-- | don't recall him saying anything
0124
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2 specifically.

3 Q At or about thistime, do you recall any

4 discussion within Shell about senior management's
5 interest inincreasing Shell's reserves

6 replacement ratio?

7 A Sojust to clarify that when you say "at

8 thistime" or "at or about thistime," you're

9 referring to the end of 20007

10 Q Whenthis--

11 A -- this booking was made?

12 Q Correct.

13 A | wasn't party to any senior management
14 discussion of that nature then.

15 Q Subsequent to that time when you were in
16 therole of Group Reserves Coordinator, the same

17
18

guestion: Do you recall senior management
expressing strong interest in increasing Shell's
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reserves replacement ratio?

A Yes, inthe context of achieving alevel
of business performance, it would be consistent
with sustaining the future or growing the future
in the manner that | described afew minutes ago.
So to that extent, senior management understood
the importance of replacing reserves and expressed
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interest in many different ways, verbal or written
or what have you, in achieving areserves
replacement performance that was acceptable.

Q Do you feel during your tenure as Group
Reserves Coordinator, that pressure was exerted
upon you to allow reserves to be booked where you
thought that they were questionable?

A No.

Q Do you know, during your tenure as Group
Reserves Coordinator, if senior management had
made external representations about the group's
reserves replacement ratio?

MR. TUTTLE: Objection to form.

Y ou can answer.

THE WITNESS: It depends what you mean
by "external representations,” of course.
Statements about reserves replacement are made as
part of presenting the annual accounts each year,
and | was aware and contributed information to
presentation materials that would be used to
inform investors, shareholders, business analysts;
essentialy each time the Annual Reports were
submitted, there would be a presentation by senior
managers to the business community, shareholders,
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et cetera, so | was aware of that external
representation. Beyond that, I'm not clear what
you might have in mind.
BY MR. HABER:
Q No, that waswhat | had in mind.
A Okay.
Q Communicationsto analysts,
shareholders, the market in general.
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Were you, were you involved in compiling

data for the communications that were made to
analysts and shareholders and the market?

A Yes. | would provide information on --
essentially summaries of the information that was
contained in the Annual Report.

Q And the information that was contained
in the Annual Report, isthat information that was
obtained through the ARPR process?

A Yes

Q Doyou know if the numbers ever deviated
between the information that was submitted in the
ARPR process and then ultimately was publicly
reported in the Annual Report?

A | certainly am not aware of any such
incident.
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JOHN RICHARD PAY, Volume, January 22, 2007

Q I think it might be helpful at this
point if you can describe briefly what the ARPR
processis, how it actually works from its
inception to the conclusion of the process.

A Okay. Each operating unit, operating
company in the group is required to maintain data
on the hydrocarbon resource volumes that it has
available within its portfolio and to categorize
those volumes as | previously explained. So some

of them will be ranges from the least mature -- if
| can use the word "mature" to describe how firm
the volume can be defined, the least mature would
be an exploration prospect where one might suspect
that oil isor gasis present in acertain place
in the ground, but we haven't drilled any wellsto
find out whether that isthe case. That's an
undiscovered volume.

Asyou drill the wellsto discover, as
you drill more wellsto define the prospect, as
you make your development plans and as you execute
those plans and bring those assets into
production, so the volumes will track through
different categories in the system, the categories
enabling usto see how mature different elements

0128
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JOHN RICHARD PAY, Volumel, January 22, 2007

of the resource portfolio that we haveis.

So the ARPR exercisg, it's-- "ARPR"
stands for Annual Report of Petroleum Resources,
soit'snot -- part of that is proved reserves,
but it's actually covering the whole resource
base. It's essentially a data-gathering exercise
where we are required, each of the operating
companies, to, from their own records, compile a

summary of the resource volumes present in each of
the categories, and to provide some detail in

terms of the fields in which those volumes were
contained.

And where volumes had changed from one
year to the next, if they grow, been revised
upwards or downwards, we would need information on
the reasons for therevisions. |If they changed
from one category to another, we would require an
explanation of the reason for the change. So
essentially an annual exercise in which we would
compare the end-of-year resource categorization
with the start-of-year resource categorization and
understand the changes that had occurred in the
meantime.

And that occurred through -- it was --
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the data-gathering process -- seems alittle
arcane now, but it was done on spreadshests,
primarily because everybody everywhere has access
to spreadsheets. Not necessarily everybody
everywhere has access to fancy database systems,
so the spreadsheet approach was the way we took,
so we would sent out a blank template to everybody
with al the required fields in there, data fields
that we would ask to be filled in, and the
companies would compile their estimates, sign off,
and submit those estimates to us, using the Excel
workbook.

Q Andwhen did you send out these blank
Spreadsheets?

A Typicaly October/November each year.

Q And how long did the operating units
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have to fill in the information and send it back

to the Center?

A From then -- from the time they were
received until early January.

Q Andwhat was the role of the Group
Reserves Coordinator in the ARPR process?

A Widll, it started with making whatever
adjustments would be required to the workbook to

0130

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

JOHN RICHARD PAY, Volume, January 22, 2007
improve the level of resolution or properties that
we would seek information on. So we would revise
the workbook, if necessary, each year, but it was
kind of a standard format, so it didn't change
much from one year to the next, so it was one |
was very familiar with from my time previously in
Denmark. So we would update it, send it out.

At the same time or preferably earlier,
although | only issued one set of resource
guidelines myself in 2003, typically the resource
guideline revision would come out at about the
sametime. The one for 2002 had been issued
earlier, | think, in April, but normally it would
be in the second half of the year that the
guidelines would come out, so we'd invite the
focal points and their colleagues within the
operating unitsto review the guidelines and
compile the data as part of the normal annual
process.

Q And when did the work of the Group
Reserves Coordinator conclude within the process?
A  Soyes, thank you. | didn't finish
answering your previous question. So that was the
start of the exercise, and then obviously those
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returns would come in, and the Group Reserves
Coordinator would compile those estimates, do some
consistency checks, make sure that he or |
understood and could represent, on behalf of the
operating companies, the aggregated results to
management, prepare reports to management on
the -- what the datawastelling us asit camein,
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replacement, new discoveries, all sorts of
different parameters.
So there would be inputs to the -- that

data would then be taken -- after being signed off
internally and with the external auditors, that
datawould be fed into the Annual Reports, the
Form 20F submission, which typicaly | think we
aimed -- | only really saw one exercise before the
recategorization, but | think the target was to
finish that by March or April time, and generally
| think by May that exercise would be concluded.

Q Now, inyour answer you mentioned that
the Group Reserves Coordinator would make
adjustments where needed. What type of
adjustments are you referring to?

A Wadll, I think in -- to be entirely
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precise with your question, | was mentioning
adjustmentsin relation to the way in which the
data was gathered --

Q Okay.

A -- not adjustments --
THE REPORTER: Can you say that again?
I'm sorry.
THE WITNESS: Wéll, the question was
that, | think frankly isabit of a
misrepresentation of what | said, actually.
BY MR. HABER:

Q Not intending to do so either.

A Okay. | didn't make any adjustmentsto
the data that was submitted. The adjustments |
mentioned were adjustments to the way in which the
datawas gathered, so if, for example, | wanted to
have information on -- one of the adjustments |
made eventually was to ask specifically for
information on how much gas was consumed as fuel
and flare by the operating units. Previously we
didn't gather that information, so | adjusted the
data gathering system to include places where that
sort of information could be provided.

Q Do you recall during your -- during the
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JOHN RICHARD PAY, Volume, January 22, 2007
one time that you were involved in the process,
going underneath the data that was given to you,
submitted to you by an operating unit, to check if
the information that was being supplied to you was
compliant with Shell's guidelines?

MR. TUTTLE: Object to the form.

Y ou can answer.

THE WITNESS: Wéll, certainly during
2003, either directly or indirectly -- meaning
either personally myself or with the assistance of
other groups of people who were looking at the
reserves reporting of different operating
companies -- yes, | had an interest in
understanding that the reserves were compliant
with our guidelines, so certainly in 2003, yes, |
was involved in work to verify that the reserves
were compliant with our guidelines.

BY MR. HABER:

Q Do you recal any instances where the
reserves data that was being submitted was not
compliant with Shell's guidelines?

A Wadll, yes. That'sthereason we're
sitting here today. Y ou mean prior to the end of
2003?
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Q Prior to the end of 2003, yes.
A WEéll, there are a number of areas where
| was interested to find out more about the basis
for the reserves figures that had been submitted.
| mean one example that comes to mind isthe
figures that were submitted by our operating units
in Oman at the end of 2002, whereupon reviewing
the data that had been submitted by Oman, | became
suspicious that the -- there was not a direct link
between individual fields and the estimates for
the individual fields that they were operating in
Oman. Therewasn't aclear auditable link between
those estimates and the corporate total that had
been submitted.
So | engaged in some discussion with my
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contacts in Oman to find out for myself more about

the process that they had been through in order to
estimate those figures, as aresult of which it

did -- | cameto the conclusion that the process
they had followed was not in compliance with our
own guidelines. | didn't at that time know
whether that meant that the figures were
themselves erroneous, but since it was evident
they hadn't followed the process that was
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JOHN RICHARD PAY, Volume, January 22, 2007

advocated, there was a possibility that it might

be, that there might be a problem with the

numbers.

Now, thisisvery latein the

compilation of the year-end data, and in view of
the time deadlines that we were up against in

early January to produce the final figures, |

didn't have time then really to investigate

further, but what we did do was agree a, arevised
set of numbers that was designed such that if

there was a problem with the process that had been
followed, if that would have led to an
overstatement of reserves, then we should not in
this reporting exercise make that overstatement
larger.

So essentially we agreed not to, not to

change the figures, not to increase the figures

for Oman. And we undertook that later in the
year, when we had the benefit of more time, we
would investigate the matter in more detail, and |
would make avisit to Oman to find out more about
the process they followed for themselves, which |
did, and try to help the people in Oman redefine
what practices would be compliant.
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Q Soin connection with the closeout in
the ARPR, the figures for Oman were submitted with
all the other operating unit information that
ultimately went into the Annual Report; is that
correct?
A Yes, after we agreed to revise their
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submission.

Q Now, how did you revise their
submission?

A Wadll, asl'veindicated, we -- the
submission they had made had indicated an increase
in proved reserves. | felt it was appropriate not
to register such an increase until we had verified
that the reserves basis was itself justified.

Q Didyou have any reason to believe that
the number, independent of the increase, might
have been overstated?

A Asl think I've dready said, | didn't
know -- | couldn't tell with the information
available to me whether or not that was the case.
| was, however, concerned, as| think | said, that
if there was an overstatement, we shouldn't do
something now that would cause a worsening of that
overstatement, but with the figuresthat | had
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JOHN RICHARD PAY, Volume, January 22, 2007
available to me, with the information | had
available to me and with the time available, |
couldn't, I couldn't have picked any other number
that | would have been more certain about than the
number that we had resulting from the previous
year's exercise.

Q Okay. Other than Oman, is there another

operating unit -- and we will come back to Oman in
greater detail |ater this proceeding. Other than
Oman, was there another operating unit, again
measured against Shell's guidelines, caused some
suspicions on your part, as Group Reserves
Coordinator, during the ARPR process?

MR. TUTTLE: Andisthere aparticular
year?

MR. HABER: Heonly did one, 2003.

MR. TUTTLE: Wdll, | mean| think just
to make sure he understands that it's not
including the ARPR for 2003 that resulted from the
Project Rockford.

MR. HABER: Right. We're only talking
about the year-end 2002, which would be 2003,
which is when he would have beenin therole.
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MR. TUTTLE: I just want to make sure
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JOHN RICHARD PAY, Volume, January 22, 2007
that's clear so that he's --

MR. FERRARA: Sorry. | gather what
you're talking about is what he knew or suspected
at the time, not what he hasinferred today given
the results of Project Rockford.

MR. HABER: That's correct.

MR. FERRARA: So you're asking whether
he had suspicions or knowledge at the time?

MR. HABER: Right, contemporaneous
suspicions or knowledge, correct.

THE WITNESS: At thetimein compiling

the year-end 2002 report, the answer to your

guestion | think isno. There were no -- there
was nothing in the filings of individual operating
units that raised asimilar level of concern at
that time.
BY MR. HABER:

Q Agan sowe're clear now, Oman was such
asituation at that time?

A Yes

Q Now, going back to the process, you've
described effectively the role of the operating
unit. You've described the role of the Group
Reserves Coordinator. When the process had

0139
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concluded, did that information then get run up
the flag pole, if you will, to the ExCom?
A Yes
Q And how did that information go from
your office to the ExCom?
A | wrote abrief report, explaining the,
the previous year's performance in terms of proved
reserves additions, proved reserves changes, and
the reserves replacement ratio for the year, which
is the parameter by which such things are
measured, so | wrote a brief two-page report
summarizing the changes, the reserves replacement
ratio and the year-end balance.
Q Now, within these reports -- were these
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16 intheform of Notes For Information, Notes For

17 Discussion, Notes For Decision?
18 A | can't remember which of those three
19 labelswe put on the top.
20 Q Andyou understand that thereisa
21 difference between the three different notes I've
22 just mentioned?
23 A | do.
24 Q Andwhat are those differences?
25 A Widll, | wasjust about to say it's not
0140
JOHN RICHARD PAY, Volume, January 22, 2007
always clear to me precisely what those
differences are, but -- well, a Note For Decision
isfairly obvious. It'sthe other two that
sometimes we struggle to understand what the
distinction might be, but in this case, of that
stage in the process, which would be late January,
there was effectively no, uh, no opportunity
remaining to, uh, shall we say, decide upon the
data. The datawaswhat it was by that stage, so
in effect the information was provided for
information and for discussion if they, if they
wanted to discussit, but | wasn't aware that
there was any decision able to be made at that
stage of the process.

Q Andin the note that you prepared
summarizing the change in the reserves replacement
ratio in the year-end balance, did you also
include a discussion of operating units that gave
yOu some concern?

MR. TUTTLE: Areyou asking specifically
about the note he prepared in January of 20037
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23 MR. HABER: That's correct.

24 MR. TUTTLE: Just be sureyou'vegotin

25 mind the specific note.

0141
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2 MR. HABER: Okay.

3 THE WITNESS: | can't remember. If you

4 haveit avallable, we can take alook at it.
5 BY MR. HABER:
6 Q Well probably get to that. Generally
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speaking, though, do you recall preparing any

notes that went to the ExCom wherein you had

discussed particular operating units that had

given you some cause for concern?
MR. TUTTLE: Again, isthereatime

frame?
MR. HABER: During histenure as GRC.
MR. TUTTLE: Including Project Rockford?
MR. HABER: Excluding Project Rockford.
MR. TUTTLE: | just want to make sure.
THE WITNESS: | wrote several notes

during the time that | wasin that job, usually

with the objective of informing and stimulating

debate amongst ExCom about a prospective reserves

replacement performance either in the current year

or over the next five years planning period, and

to try to make it clear the factors that were

impeding perhaps the migration of reserves through

this classification system, so we had alot of
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reserves in the unproved category, in response to
questions which | would paraphrase as saying why
are those volumes not moving through as quickly as
perhaps we would like them to, analyzing the
portfolio to try to determine what the reasons for
that might be.

So it'slargely in that vein that | was
preparing information for ExCom, information and
discussion, as part of which clearly there was
some focus on the current proved reserves balance
and performance that would be expected in the
current reporting year or the year thereafter or
the planning period, and | felt it appropriate
that as part of that reporting, and actualy |
think under encouragement from some ExCom members,
toinclude alist of reserves where there may be
some questions pertaining or where -- you have to
understand it was afluid, it was kind of afluid
situation.

Our appreciation of what the SEC rules
really required | think isamatter of record and
we discussed it today, was open to interpretation.
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There was opinions both within Shell and within

the industry, frankly, as to what the requirements

0143

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

JOHN RICHARD PAY, Volume, January 22, 2007
were, and essentially | took the opinion that we
had certain reserves on our balance which, if the
reserves requirements would be clarified in amore
stringent manner by the SEC, that these -- you
know, there would be some reserves that would be
more readily open to challenge than perhaps some
of the others.

BY MR. HABER:

Q Now, isthislist what I've seenin
documentation called the "exposure list"?

A Potential exposure, yeah.

Q And this potential exposure, thislist
of operating -- withdrawn. Wasthislist alist
of operating units or particular fields?

A Asl recal, it included both from time
to time.

Q Okay. Sothe potential exposures that
were reflected on thisligt, if, asyou said, it
were to be determined that Shell's interpretation
of the SEC's reporting requirements did not
conform with the SEC's view, were these reserves
that were on that list open to a de-booking or a
restatement?

MR. TUTTLE: Objection to the

R
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characterization.

Y ou can answer.

THE WITNESS: Wédll, potentialy. | mean
that was the intention. | think in follow-up to
the questions you were asking earlier, yes, | mean
| would also put on that list -- for example,
after the situation in Oman became apparent to me
from the year-end report that we talked about in
2002, | added Oman to that list, not because that
was vulnerable to a tightening of the SEC
guidance, asit were, but smply because it was a
situation that needed investigating, which we
proceeded to do in 2003 as a consequence of which
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we de-booked the volumes there, so | guessit

caught a combination of things.
BY MR. HABER:

Q Just so therecord is clear, when you
say "caught a combination of things,” what are
those things? | just want the record to be clear
what you intended to include and what was included
on that list.

A Wadll, areaswhere | think there was
potentially a challenge that could be raised
against the reserves that we had on the books,
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JOHN RICHARD PAY, Volume, January 22, 2007
where further follow-up work would be potentially
required to confirm the booking, or where,
according to the current guidelines that we had --
just to take a step back, I'm sure we'll talk
about Gorgon at some stage, but Gorgon had been
booked at atime when we had different guidelines
in place compared with the ones that we had as of
that time. So that booking had been made in prior

years and sanctioned by the managers who were
present at the time that the booking was made, in
1997, but continued retention of that reserves
volume on the books had been carried through each
Annua Reporting exercise between then and
2002/2003, the period we're talking about, and had
not been de-booked.

And yet we had guidelines, guidance, our
own internal guidelines, and, since March 2001,
guidance information from the SEC which indicated
that for frontier areas, a certain level of -- a
certain list of criteriawere offered by the SEC
as being evidence that a project would qualify or
not for proved reserves. And against that list
Gorgon in many respects didn't, didn't qualify and
therefore could be seen as being potentialy at
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risk, but | don't think it was a clear-cut case.
Q Again well get into Gorgon and the
discussions around Gorgon shortly.
MR. TUTTLE: Areyou moving to anew
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area, or --

MR. HABER: Wéll, I'm still following up
on the whole ARPR process. We can probably take a
break when we get to a different act within the
process. We can take a break.
THE VIDEOGRAPHER: We are going off the
record. Thetimeis2:29 p.m.
(Whereupon, a short recess was taken.)
THE VIDEOGRAPHER: We are back on the
record. Thetimeis2:48 p.m.
BY MR. HABER:
Q Mr. Pay, we were talking about a number
of issues, but the issue that started alot of the
last series of questions and answers was the ARPR
process, so | want to take you back there again.
Was there arole for the Group Reserves
Auditor in the ARPR process?
A Inthe process of compiling the end-year
proved reserves estimates, yes.
Q Andwhat wasthat roleif you know?
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A Waedll, my hesitation isthat | thought we
had spent some time covering this material
already.
Q Okay. If you can just briefly describe
what the GRA role wasin the ARPR process.
A To take an independent view of the
submissions that had been provided by the
operating units; to ensure that he understood or
that there was adequate explanation for the
changes that were registered there; to verify
that, where there were known issues arising from
the audit visits that he had made in that year or
in prior years, that any recommendations he had
made had been acted upon and the results of those
recommendations were reflected in the numbers that
were submitted; and, through a process of
guestioning, to satisfy himself that the group
guidelines had been adhered to, generally, in the
preparation of the data.
Q Didtheexterna auditors havearolein
the ARPR process?
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23 A Theexterna auditors| mean redly

24 witnessed this exercise once, but at the end of

25 the 2002 data collection, as was apparently the
0148
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2 norm, representatives of the external auditors

3 were given office accommodation in our office

4 building and sat with us as the returns were

5 coming in; would review the returns that were

6 coming in, and compile -- essentially do checks

7 that, first of al, the submissions from the OUs

8 themselveswere internally consistent, | would

9 say, purely from anumerical point of view, that

10 the numbers added up; and aso in the way that we
11 compiled those returnsinto a group statement and
12 individual regiona statements, that those

13 compilations faithfully reflected the numbers that
14 wereintheindividual company submissions,

15 operating company submissions.

16 Q Istherea, ameeting at the conclusion

17 of the process where the external auditors attend?
18 A Yes. | believe as part of the -- well,

19 sorry. No, | know as part of the process, once

20 thefigures had been compiled, the Group Reserves
21 Auditor submitted a report on the end-year figures
22 to the externa consultants -- auditors --

23 sorry -- and ameeting was held at which the Group
24 Reserves Auditor presented his findings on the

25 end-year compilation figures.
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2 Q Now, inyour earlier answer you

3 mentioned that the external auditors would also,

4 aspart of their role, provide challenge to the

5 information, the data that was coming in. Can you
6 think of aparticular instance where the external

7 auditorsdid, in fact, provide challenge to the

8 submissions?

9 MR. TUTTLE: Object to the
10 characterization.
11 Y ou can answer.
12 THE WITNESS: I'm not sure | recall
13 saying that the external auditors did provide
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challenge.

BY MR. HABER:

Q | apologize. | thought | did hear you
say that.

WEell, let me ask you in general: Do you
recall any instances where the external auditors
provided challenge to the submissions that were
made by the operating units?

A Not redly. My perception was that they
relied heavily, almost exclusively, on the opinion
of the Group Reserves Auditor.

Q What was your interaction with the
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external auditors during the process?
A Intermsof the process that took place,
it was adaily interaction during which | would,
or my assistant would provide the auditor's
representatives with the latest information that
we had available as the returns were coming in,
and that those auditor representatives would take
that information away, do some form of consistency
checking, which | had the feeling was primarily
numerical consistency checking, that the figures
added up.
| don't recall there being any
substantive challenge originating from those
auditor representatives as to compliance issues.
For example, the questions that | got back were
"there seems to be some information missing” or
"can you explain further the nature of this
change." Y ou know, maybe the explanation was not
fully understood, so it was more questions for
clarification, | would say.

Q Do yourecal any discussions during the
ARPR for year-end 2002 with the external auditors
that involved operating units on the exposure list
that you talked about?
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A | don't recall specifically what was on

the exposure list at that time, nor do | recall

any specific discussions with the auditors.
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Q Let'stake Gorgon, for example. Do you

recall any discussions with the external auditors
concerning Gorgon during the 2002 closeout?

A Actudly, sitting here today, | don't
recall any particular discussion that might have
taken place.

Q Doyourecal the, uh, any of the
external auditors challenging the Gorgon booking;
that is, keeping it on the books as opposed to
de-booking it?

A I'msorry. | can't remember if any such
challenge was made.

Q Okay. Now, in this closeout meeting
where the Group Reserves Auditor makes the
presentation to the external auditors, who attends
from the external auditors; isit both KPMG and
PricewaterhouseCoopers or just one of them?

A | believe representatives of both were
present.

Q Doyourecal, for the meeting that you
attended, who attended for KPMG?
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A No. | remember hisface, but | can't
bring his name to mind.

Q Do you recall who attended for
PricewaterhouseCoopers?

A | believe Brian Puffer was present.

Q For KPMG wasit Hans de Munnik?

A Canyou say the name again.

MR. TUTTLE: De Munnik.
BY MR. HABER:

Q DeMunnik. Thank you.

A Honestly, | can't remember if he was
present at that meeting. | know I've met him, but
| can't remember if it was at that meeting. I'm
sorry. There probably isarecord of that meeting
that would show who was there.

Q How about aHansvan Delden?

A Yes Agan| can't remember
specifically if he was at that meeting, but he was
certainly somebody known to me.

Q | takeit when you started in the
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position as Group Reserves Coordinator, there was

atransition period between you -- the handoff, if
you will, handoff period between you and
Mr. Roosch; isthat correct?
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JOHN RICHARD PAY, Volume, January 22, 2007
MR. TUTTLE: Objection to form,
foundation.
BY MR. HABER:

Q Wasthere a handoff period between you
and Mr. Roosch?

A Therewas aperiod of approximately a
week during which we worked together, and he -- |
took over the job from him during that week.

Q During thisweek did you work closely
with him, or were there scheduled meetings to
discuss the position?

A Wadll, the week consisted of many
different aspects. Part of it was scheduled
meetings with regional business managers,
introductory meetings; introductory meetings with
various members of the team in The Hague office.
So, as you would expect, when a new person comes
into the job, there's a whole series of
introductions to be gone through, so | would say
that consumed most of the time that we spent in
the week.

We spent some time, just the two of us,
sitting together talking about things he wished to
bring to my attention, one of which wasthe, a
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piece of work that he had been asked to commence,
and that was -- it was referred to as a"roadmap"
to try to improve -- to examine what actions could
be taken in an effort to improve reserves
replacement for the year 2002. So that was
essentially alist of opportunities that he had
compiled in consultation with operating companies
and regional representatives around the group.

Asto actions that could be taken -- and
here I'm talking about additional resourcing of
studies, attemptsto bring FIDs at an earlier
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time, that would cause reserves to be bookable in

2002 as opposed to in later years, so aroadmap to
improved performance. And thiswasin responseto
aview that was current at that time, that
reserves replacement for 2002 was not likely to be
meeting the targets that we spoke about earlier.

So that took quite some considerable
time, and Mr. Roosch also indicated to me a number
of areas where he suggested that | might, during
the course of my job, spend sometime
investigating, further verifying the reserves
statements that had been made by the -- in
relation to certain fields or companies.
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Essentially the topics that we discussed there, by
and large -- well, | think all of the topics we
discussed are featured on my first draft of the
catalog that we referred to.

Q Doyourecal inyour discussions with
Mr. Roosch any particular operating units that he

thought you should address or bring your attention
to?

A SPDC, Nigeriawas one, and we can
discussit in more detail, I'm sure, later, but a
genera operating unit level, | don't recall any
other particular operating unit being singled out
at that particular point in time, though obviously
there were other fields and specific field
bookings that he mentioned as well.

Q What wasit about SPDC that he mentioned
to you?

A Therewas a situation with SPDC in
which, if one examined the proved reserves, and in
particular thisisfor ail, the oil proved
reserves for SPDC, in order to produce those
reserves during the remaining lifetime of the
production license, it would have required a
substantial increase in production rates smply to
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enable the reserves to be produced in time.
The production licenses were due to
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expirein 2019, and the volume of reserves that

were booked by SPDC implied that | think a --
well, a substantial increase in production rate
was required from the then level, the sort of 2001
level, in order to produce those volumes. He
brought that to my attention, and | took some
steps subsequently to investigate that further.
Q And what steps did you subsequently take
to investigate the issue further?
A Widll, first of al, during 2002 and as
part of the business plan -- very soon after | got
into the job, we got into the cycle of collecting
datafor the business plan, so I'd like to
characterize what | say next in the context that
it was a very busy time because of al this data
coming in. However, as part of the submission for
SPDC, | was, of course, very interested to see
whether their business plan submission would
support the idea that the production rate would
Increase so as to enable the production of the
proved reserves, and indeed it did. They did show
quite a substantial production rate increase over
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the five-year planning period.
Q Didyou--I'msorry. Go ahead.
A Sol meanthatinitself, of course,
doesn't necessarily set one's mind at rest, so |
undertook further investigations to understand
what was the, uh, the basis that SPDC believed
that these production gains would actually occur,
given that in recent years they had successively
submitted business plans that showed similar
increases in production rate which hadn't
materialized.
S0 | guess the nature of my
Investigation was to challenge or to ask questions
of the people submitting this datain SPDC,
together with the people compiling the reserves
data, to try and probe, understand better the
basis, the foundation for the projected production
increase, and | would summarize the answers that |
got in the sense that the people who are
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responding to these questions gave the impression

that they firmly believed that this production
increase was real.

They pointed to specific projects that
were in progress, that were in the process of
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JOHN RICHARD PAY, Volume, January 22, 2007
being executed, that once they came on-stream in
the next one, two, three years, whatever, would
generate the increases in production that they're
talking about, and so the very firm feedback | got
was that the people in SPDC believed their
business plan, and the business plan moreover was
seen as being credible at the time.

Q I takeit you had some skepticism about
the achievability of the business plan.
MR. TUTTLE: Objection to form.
BY MR. HABER:
Q Isthat correct?
A Wadll, I think that's evident from the
fact that | asked questions of SPDC to try to
satisfy myself that at |east there was some
foundation behind the plan. So to a degree my
skepticism was allayed by the responses that | got
at that time, in the middle of 2002, but
subsequently there was a -- a study was commenced
to have a deeper ook at the reserves portfolio in
SPDC, which | firmly encouraged.
A study team was set up to look in more
detail at the basis for the reserves estimate,
which | completely supported and was very
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interested in the outcome of, and to alarge
extent | came to rely then on the results of that
study to help me gain further information on the,
the status of the proved reserves balancein SPDC.
That study didn't actually report out.
It wasin progress. It started off in 2002, was
in progress al the way through 2003 until
relatively late in 2003, and it was largely asa
result of the conclusions of that study, which
indicated that reserves were overstated in SPDC,
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that we then took the corrective action in 2000 --

well, at the end of 2003 to adjust the reserves
balance for Nigeria

Q Now, this study team; are you referring
to the reserves maturation team, or isthat a
different study team?

A Frankly, | can't remember what the
official name of the team was. We always referred
to it as the Kluesner team, given that it wasled
by a man called Dave Kluesner.

Q Uh-huh. Other than speaking with
Mr. Roosch -- again talking about this handover
transition period -- did you speak with anyone
else about what you could expect in therole as
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Group Reserves Coordinator?

A | don't think | can recall any instances
that would answer your question.

Q Do you recall reviewing any documents,
when you first started, to get yourself acclimated
to the position?

A  Waell, yes. | mean | certainly remember
reading many, many documents as part of that

initial period: The previous year's business

plan; the guidelines that -- the revised

guidelines that Jan-Willem Roosch had prepared
immediately prior to my arrival; documentation,
I'm sure | reviewed documentation of the end-year
2002 reserves balance; the data, the information

in support of the roadmap that | referred to
previously; so many different types of documents.

Q Doyou recal reviewing any of Anton
Barendregt's audit opinions from prior years?

A Atthat time, no, | don't think | did.

Q I'mgoing to hand you what was
previously marked as Exhibit 6 in the Roosch
deposition.

MR. TUTTLE: Do you want to mark it asa
new one? | don't particularly care.
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MR. HABER: | don't think we need to.
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MR. TUTTLE: Finewith me. There's

comments from the peanut gallery.

MR. HABER: WEe'll mark it as Pay Exhibit
2.

(Exhibit No. 2 was marked for
identification and attached to the deposition
transcript.)

MR. HABER: Just for the record, while

Mr. Pay is reviewing this document, what we've
marked as Pay Exhibit 2 is also a document that
was previously marked as Roosch Exhibit 6. It'sa
document from Jan-Willem Roosch to Peter van Driel
and Petravan Langeveld. It'sdated March 4,
2002, and | can't -- the subject lineisin Dutch,
| believe, but the attachment says " Roadmap
Detail." There's no Bates numbers, because this
was produced from a native hard drive that was
given to us by Shell, but in the upper left-hand
corner of thefirst page is a Summation
identification number, which reads 104905929.
BY MR. HABER:

Q Mr. Pay, have you seen this document
before today?
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A | don't recall whether I've seen this
specific document, but it speaks about the issues
that I've aready mentioned were -- that |
discussed with Jan-Willem in terms of the roadmap.
Q And do you have reason to believe,
sitting here today, that thisis the roadmap that
you and he discussed back in or about May of 20027?
A | recognize many of theissuesthat are
mentioned here, yes.
Q If you could turn the page to the second
page of the document, the one that hasin the
title "Reserves Replacement 2002," question
mark --
A Yeah.
Q --thefirst sentence says, "ExCom
wishes to have a roadmap to a 100% (proved)
reserves replacement ratio."
Do you know if this roadmap was given to
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the ExCom at any time during your tenure as GRC?

A Inthisform and in this style of
documentation, I'm not aware that it was.
Certainly during my tenure, however, | would have
-- | did take some of these opportunities that are
mentioned here and represent to ExCom that they
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were opportunities for improving performancein
2002, and | believe | wrote areport, for example,
in July, and some of those opportunities were
included.

Q Doyou know if Mr. Roosch had submitted
this roadmap to the ExCom before you formally took
over as Group Reserves Coordinator?

A | don't know if hedid or not.

Q If you look at the discussion under
"Australia," under the -- under "Australia," the
third line, it says, "Most of the Gorgon proved
reserves (500 million boe) however seem
'stranded."

Do you have an understanding of what
that means?

A Stranded in the context of gas reserves
implies that there is difficulty in -- well, the
gas reserves are located a long distance from
where their markets are, where the market for the
gasis, and therefore, in order to bring those gas
reserves to market, one needs a whole chain of
distribution to connect the reserves with the
market, so where that chain does not currently
readily exist, the term "stranded” is generaly
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applied to label such reserves.

Q And what was your understanding as to
why that chain did not then exist?

A  When| read this, | didn't know.

Q Subsequent to this roadmap, what did you
learn?

A Waéll, the Gorgon booking was a matter
that | discussed periodically through the
subsequent months, seeking to understand what was

Page 99 of 338

file:///CJ/Documents¥20and%20Setti ngs/dausti n/Desktop/Deposition%20T ranscripts/012207j rpay .txt (99 of 143)9/18/2007 3:53:45 PM



file:///CJ/Documents¥20and%20Settings/daustin/Desktop/Deposition%20T ranscripts/012207) rpay.txt

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

Case 3.04-cv-00374-JAP-JJH  Document 359-3  Filed 10/10/2007
the reason why the reserves had been booked in the

first place and why the project did not seem to be
proceeding according to the timetable that had
originally been envisaged and what the forward
plans were for the project.

So as aresult of those inquiriesthat |
made to Shell Development Australia principally, |
came to understand that the reserves had been
booked in 1997 on aview that was held at that
time that FID, project sanction, the creation of
this whole distribution plan that | was referring
to, was imminent; that L etters of Intent
expressing such intentions had been exchanged with
various buyers of the gas, of the LNG product, but
that unfortunately in 1998 there was adownturnin
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the Asian Pacific economy which caused the project
to be deferred or stalled.

And that was still the situation at the
time that we're talking about here in 2002, and so
| inquired of SDA, Shell Development Australia,
what the forward plans were, and they submitted to
me the view that the project would reach sanction,
in their opinion, within the next year or two
years, | believe during 2003. That being the
case, | was reasonably assured that the project
was likely to resume progressin arelatively near
term.

Q At thetime that the Gorgon gas had been
booked, do you know if there was any L etter of
Intent that was actually signed by a buyer of the
gas?

A | wasgiven to believe that there had
been, but | don't recall ever seeing such a
|etter.

Q Didanyone ever provide you with a
signed L etter of Intent?

23 A No, | don't think they did. | --

24 Q [I'msorry?

25 A | think | asked for it.
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Q Who did you ask?

A Would either have been Sarah Bell in
Australia, who was my main contact there -- Sarah
Bell, B-E-L-L -- or one of her coworkers.

Q Had you seen any signed contract for the
sale of the gas --

A No.

Q -- at the timethat Gorgon was booked?

A No.

Q At thetimethat you became GRC and you
then began your investigation into Gorgon, had you
seen any signed L etter of Intent?

A No.

Q Hadyou seen any signed contract for the
sale of gas?

A For the Gorgon gas specifically?

Q For the Gorgon gas.

A No.

Q Withregard to the facilities, as|
understand it, the facilitiesfor -- to put it in
your terminology, the "chain" that you talked
about to get the gas to market, the facilities
were to be constructed on an island called Barrow
Island; isthat correct?
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A That'swhat | understand.

Q Now, isit your understanding that
Barrow Island is an environmentally protected
island?

A | didn't know that, or --

Q Didyou ask anyoneif Barrow Island had
any regulatory restrictions at the time of the
Gorgon booking?

A No. | wasaware that the due process of
acquiring planning permission to build the
facilities was not, was not yet resolved. That
was part of the process of progressing the
project, a matter that was still outstanding.

Q So at thetime of the booking, that
process had -- was still outstanding; is that
correct?

MR. TUTTLE: At thetime of the original

Page 101 of 338

file:///CJ/Documents¥20and%20Settings/dausti n/Desktop/ Deposition%20T ranscripts/012207j rpay .txt (101 of 143)9/18/2007 3:53:45 PM



file:///CJ/Documents¥20and%20Settings/daustin/Desktop/Deposition%20T ranscripts/012207) rpay.txt

19
20
21
22
23
24
25

Case 3:04-cv-00374-JAP-JJH  Document 359-3  Filed 10/10/2007

booking?
BY MR. HABER:

Q Yes

A | don't know if there were any other
agreements that had been made at that time that
might subsequently have lapsed, so | don't know
what the status was at the time of the original
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booking.
Q Wadll, at the time of the origina
booking, did anyone ever advise you that SDA had
received all the appropriate and necessary
governmental approvals for the project?
MR. TUTTLE: I'msorry. You're saying
did anyone advise him in 1997 or 1998 --
MR. HABER: No, advise him during his
investigation of Gorgon, once he became GRC.
MR. TUTTLE: Okay. Sorry.
THE WITNESS: No, no such representation
was made.
BY MR. HABER:

Q Didyou personaly investigate that
issue?

A Only to the extent that |'ve described,
which isreally in terms of asking the question
why was this booking made, and the answer was:
Because FID, project sanction, was believed to be
imminent. That'sasfar as| could get with the
retained knowledge that was present in SDA, |
think.

Q Okay. At thetime of the restatement,
the recategorization, had Gorgon reached FID?
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A No.
Q And at the time of the restatement or
recategorization, had there been any sales
contracts that had been executed for the sale of
the gas from Gorgon?
A Not to my knowledge.
Q Do you know, again at the time of the
restatement and recategorization, if any of the
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facilities had been constructed on Barrow Island

for the transport of the gas to market?

A | don't know.

Q Werethese questions that were
investigated during Project Rockford?

A No, not specificaly.

Q When you had been discussing the roadmap
with Mr. Roosch, did you have any reaction to the
discussion about Gorgon?

A You're asking me what | thought of --

Q When you were talking during that
handover period and you talked about the issues on
the roadmap, did you have areaction to Gorgon
when you discussed it with Mr. Roosch?

A Wadll, it'salarge number of reserves,
and it surprised me in the sense that, with my
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then understanding of the Shell Group guidelines,
that is not something that we would have booked
under the then current guidelines.

Q Talking about Gorgon alittle bit

further, who was the operator of the project?

A |, I don't know. Oh, sorry. Yes, | do.
| believe Chevron Texaco is the operator, yeah.

Q Do you know if Chevron Texaco booked any
reservesin Gorgon?

A | don't know, but -- for sure, because |
haven't seen, | haven't had access to Chevron
Texaco's detailed reserves booking, but Shell
Development Australia offered the opinion that, in
their opinion, they believed Chevron Texaco had
not booked reserves.

Q And when was this opinion communicated
to you?

A Therewas areserves, um, documentation
of the reserves that Gorgon produced, given to me
later in 2002, in which this statement was
contained.

Q And who communicated this opinion?

A Wadll, asl say, the report prepared by
Shell Development Australia, given to me, | should
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think, either by Sarah Bell or by her supervisor.

Q That'sreally what | was just wondering,
iIf there was anyone in particular who gave you the
report.

A Yeah.

MR. HABER: | amtold that we are
running out of videotape, so this would probably
be a good time to break.

THE VIDEOGRAPHER: This marks the end of
Tape 2 in the deposition of Mr. Pay. We are going

off therecord. Thetimeis3:28 p.m.
(Whereupon, a short recess was taken.)
THE VIDEOGRAPHER: This marksthe
beginning of tape 3 in the deposition of Mr. Pay.
We are back on therecord. Thetimeis 3:39 p.m.
BY MR. HABER:

Q Mr. Pay, we weretalking about Australia
and Gorgon, and | want to bring your attention to
the first line underneath "Australia' on the
second page of Pay Exhibit 2. It reads, "Sunrise
FLNG maturation (including FID) is expected (if
successful) in 2003."

Do you recall what that refersto?
A Thisrefersto another project, another
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field in which Shell Development Australia had an
interest by the name of Sunrise, and the project
was -- againit'sgas. It'savery large gas
field, and "FLNG" refersto Floating LNG plant, so
this liquefaction facility we discussed previously
would have been built on a ship stationed over the
offshorefield. That project was proceeding. |
can't tell you who was operating it, but the

statement here implies that the project might
reach FID within arelatively short term, 2003 as
it's mentioned.

Q Andit goesto thefourth line, and it
says, "Any Sunrise booking to help 'manage’ Shell
Australia stranded gas exposure.”

Do you have an understanding of what is

meant there?
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A Wadll, the suggestion here is that any

de-booking of Gorgon might be offset by a booking
of Sunrise.
Q Doyourecal at the time that you
started as Group Reserves Coordinator, that such
an offset was being actively pursued?
MR. TUTTLE: Objection to form,
foundation.
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Y ou can answer.

THE WITNESS: The answer to the question
iIsno, | didn't form an opinion that it was being
actively pursued.

BY MR. HABER:

Q Actudly, | didn't ask you if you formed
an opinion, just if it was being pursued, the
possible offset of Sunrise and Gorgon.

A Wadll, not by me.

Q Do you have an understanding of what is
meant by the word "manage” in that sentence?

A | understand the word "manage" to mean
that, in this context, if areserves de-bookingis
made and there is a reserves booking to be made
elsewhere, that the coincidence of those two
events would yield a net zero or an attenuated
effect on the reserves replacement ratio.

Q When you say "net zero or an attenuated
effect on the reserves replacement ratio," are you
referring to the fact that there would be no
impact on the RRR, the Reserves Replacement Ratio?

MR. TUTTLE: Object to theform; calls
for speculation.
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BY MR. HABER:

Q I'masking for what you mean by that
statement. Y ou can answer.

A | think that'swhat | said isthat in
actual fact it would be attenuated.

Q Now, under "Nigeria (SPDC)" it says,
"Target/LE zero."
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A Uh-huh.

Q Do you have an understanding of what was
meant with regard to that?
A Thetarget for reserves addition and the
latest estimate of the reserves addition for 2002
is that there would be no addition or reduction in
the proved reserves balance other than to take off
one year of production.
Q Isthat because there was a moratorium
in place at the time?
MR. TUTTLE: Objection; form,
foundation.
MR. HABER: [I'll withdraw that.
BY MR. HABER:
Q Do yourecall amoratorium being in
place with regard to the booking of new additions
of reservesin SPDC at the time you started as

0175
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Group Reserves Coordinator?

A Yes

Q Do you have an understanding as to why
the moratorium was implemented?

A My understanding isthat it was
implemented in response to the issue that we
discussed earlier, which was the fact that in
order to produce the reserves that had already

been booked within license, would require a
substantial increase in production rate. My
understanding is that the moratorium was
introduced so as to prevent the proved reserves
balance increasing further until such time asthe
increase in production rate had occurred and could
be substantiated.

Q Do you know when the moratorium was
implemented; when it first started, that is?

A Sitting heretoday, | can't remember
exactly when. My impression isthat -- my
recollection isthat it had been in place for at
least the last two years prior to thistime.

Q Does 2000 sound familiar asto when the
moratorium was implemented?

A Itcould be, but | just can't remember
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2 with precision.

3 Q Fair enough. I'mjust trying to refresh

4 your recollection.

5 So with regard to what we just read

6 under Nigeria (SPDC,) "Target/LE zero," isthat a
7 result of the moratorium, to your understanding?
8 A It would be consistent with the

9 moratorium being in place.

10 Q Now, thethird item says"T4/5" -- |

11 takethat to mean Train 4 and 5 -- "gas projects
12 to" -- again, quote -- "'manage’ proved oil (and
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25

gas) reserves exposure.”

Do you recall what you and Mr. Roosch
discussed with regard to that bullet point or that
item?

MR. TUTTLE: Objection; foundation.
BY MR. HABER:

Q Youcan answer.

A Just asareference to reservesindeed
for the fourth and fifth LNG trains at the Bonny
facility, which at that time had been sanctioned,
were in progress, being executed, built, and no
gasreservesin relation to SPDC supply to those
trains had been booked as a result of the
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moratorium being in place. What's referred to
hereisthat there are legitimate reserves that
could be booked in relation to those trains, and
those reserves could be booked -- the suggestion
IS that those reserves could be booked and then
other reserves de-booked, potentially, to yield a
Zero, zero sum.

Q And again that would be to offset proved
reserves within SPDC?

A Yes

Q Andjust so therecord is clear, when |
say "offset proved reserves,” | mean to offset
de-booking of proved reserves within SPDC.

A If it would be determined that such
de-booking would be necessary. I'm not sure it

Page 107 of 338

file:///CJ/Documents¥20and%20Settings/dausti n/Desktop/Deposition%20T ranscripts/012207j rpay .txt (107 of 143)9/18/2007 3:53:45 PM



file:///CJ/Documents¥20and%20Settings/daustin/Desktop/Deposition%20T ranscripts/012207) rpay.txt

17
18
19
20
21
22
23
24
25

Case 3:04-cv-00374-JAP-JJH  Document 359-3  Filed 10/10/2007
says herethat it is.

Q Widll, your understanding is that would
be the natural consequence of "managing,” asthe
term is used in this document?

MR. TUTTLE: Objection to form;
foundation. Areyou asking for his understanding
sitting here today reading the document --

MR. HABER: No.

MR. TUTTLE: -- or areyou asking if he
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had a discussion with Jan-Willem Roosch about
that?

MR. HABER: Hisunderstanding from his
discussions with Jan-Willem Roosch.

THE WITNESS: I'm sorry. Can you repeat
the question.
BY MR. HABER:

Q From your discussions with Jan-Willem
Roosch, I'm just trying to understand that the
consequence of managing the project would be again
to yield azero figure, if you will, on the
Reserves Replacement Ratio, so if thereisa
de-booking of some reserves, those would be offset
by whatever you could book with regard to the
Trains 4 and 5 projects?

A My recollection of the discussion we had
around this specific point was that there are
genuine reserves that could be booked in relation
to Train 4 and 5, and therefore, by not booking
them, if, after investigation, it would transpire
that there were overstated reserves elsewherein
the SPDC portfolio, that, on balance, those two
effects, the failure to have booked reserves and
any overstatement of reserves that might
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materialize, would largely offset each other, and
therefore that would -- the suggestion is that you
either don't book the Train 4/5 reserves or you
wait until such time as you discover that a
de-booking is necessary before booking the Train
4/5 reserves.
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Q And do you know what was decided; that

IS, to wait and see or to book?
A Attheend of 2002?
Q Yes
A Sincethe -- my recollection is that
since the, the Kluesner study wasin progress at
that point and had not reached a firm conclusion,
we took no action. We didn't book the Train 4/5
reserves, nor did we change the reserves balance
than to change for production.
Q Sol takeit then from that answer --
and I'm just alittle unsure. | takeit from that
answer then that there wasn't a booking and there
wasn't await-and-see; is that correct?
MR. TUTTLE: Objection to form.
THE WITNESS: | didn't quite catch the
second part of your question.
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BY MR. HABER:

Q | guessfrom our prior discussion which
related to your discussion with Jan-Willem Roosch,
where the decision -- where you talked about
either booking the reserves from Trains4 and 5 or
waiting to seeif it was needed to offset reserves
that needed to be de-booked; and then in your last
answer you raised the Kluesner study being in

progress; and then you said that "at that point we
had not reached a firm conclusion, we took no
action"; and al | want to do, just so the record

Is clear, so you did neither; you neither booked
nor took await-and-see approach?

A | would say we were taking a
wait-and-see approach. We didn't want to add to
the reservesfor Train 4 and 5 until we knew
whether or not there was a de-booking necessary.

Q Okay. If yougo down to the next item
on the roadmap, "Nigeria (SNEPCO)," first of all,
is Nigeria SNEPCO a deep water or a shallow water
operating unit?

A SNEPCO isthe Shell Company in Nigeria
that was established specifically to manage the
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deep water assets that we have there.
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Q Now, thefirst sentence says, "Bonga
Main possibly overbooked, review pending more

field data."
Do you recall what you and Mr. Roosch
had discussed with regard to thisitem?

A | don't recall the discussion | had with
Mr. Roosch on this specific item.

Q Do you recall who was doing afield
data -- let me withdraw that. Was there someone
who was collecting the field data that's being
referred to in thisitem?

MR. TUTTLE: Isthereatime period?
Did he know then? Did he --

MR. HABER: Again I'mtalking about his
contemporaneous knowledge, so it would be
May 2002.

MR. TUTTLE: Okay. | just want to make
sure he's got that time frame.

MR. HABER: Absolutely.

THE WITNESS: By thetimethat | would
have either read this or discussed thisissue with
Jan-Willem Roosch as part of my handover -- I'm
struggling alittle to understand your question,
frankly. Can you repeat your question.
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BY MR. HABER:
Q Letmechangeitalittle bit. Maybel
can get alittle more clarity.
When you took over as Group Reserves
Coordinator, do you recall any issues with regard
to the Bonga Main project in SNEPCO?
A Okay. | recal that Jan-Willem
mentioned to me the SNEPCO assets as being one of
the items on the roadmap and also one of the items
that | should take an interest in, so | don't
recall that, at the time of the brief discussion |
had with Jan-Willem Roosch on this matter in
May 2002, that | knew exactly who was responsible
for what, beyond, you know, it'sa SNEPCO ass«t,
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therefore it's SNEPCO, who would be responsible

for the field data, but | wasn't at that time
aware of precisely who wasinvolved in dealing
with the SNEPCO asset.

Q Uh-huh. Subsequent to the time that you
started in the position, did you undertake an
investigation of the Bonga Main bookings?

A | established contact with Sean
M cFadden, who worked in SNEPCO, and with his
supervisor, Tunde Ogunaike -- I'll write that down
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iIf you need me to -- whose names had been made
aware to me or who had contacted mein relation to
reserves assessment and project progress for the
SNEPCO assets. | had contact with them between
May and July 2002, as aresult of which | was
invited to areview of the reserves estimates for
all of the SNEPCO assets, which took placein
Houston, | believe, in early July 2002.

Q Now, was this ameeting that occurred in
Houston?

A Yes, itwas.

Q Who attended this meeting?

A | did, Sean McFadden did, and various
members of the study team that were based in
Houston at the time.

Q Wasthis study team Shell Deepwater
Services?

A | believethey all worked for that
organization, yes.

Q And Shell Deepwater Servicesislocated
in Houston, to your knowledge?

A Tomy knowledge, yes.

Q Do you recall what the outcome of that
meeting was?
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A The meeting was held over two or three

days, during which time we spent -- | spent time

with each of three study teams who each were

working on different assets of SNEPCO, and the

bulk of the discussion was around the existing
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proved reserves estimate and seeking my guidance

on how reserves estimation should continue in the

9 future. There were some areas of concern
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highlighted and | think documented in a post-
meeting note that was written.

At the time we -- bearing in mind | was
relatively fresh in thejob, and | didn't want to
throw my weight around too much at the time, we
made the recommendation not to do anything hasty,
asit were, but to keep the bookings as they were,
but generally to resist any, uh, any increasesin
reserves that might have been contemplated. And
then through the remainder of the year | spent
time looking into matters in more detail.

Also, there was, | believe, an audit of
the assets by Mr. Barendregt, and so that through
the remainder of the year we came to the
conclusion that some of the reserves indicated
here had been overstated, and we de-booked.
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Q Now, you mentioned that during the
meeting there were some areas, areas of concern
that were highlighted. Do you recall what those
areas of concern were?
A Specifically two. Onewasin relation

to the estimate of proved reserves that ExxonMobil
appeared to be advocating for the Erha Field,
which they operated, where the study team

presented to me an opinion that the ExxonMobil

estimate was too high. And | agreed with them,

but as | recall that, to adopt the ExxonM obil

estimate would have been to increase our reserves

estimate, wheresas, in fact, on the same asset |

think there was a proved area dispute, a dispute

as to how the proved area should be assigned, and

so there was some discussion also -- two

discussion areas. One, whether or not to adopt

the Erha ExxonMobil estimate, and secondly, to

determine whether or not the proved area had been

set correctly. Had the ExxonMobil estimate been

adopted, we would have increased our booking. Had

we adjusted our proved area estimate to make it
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smaller, our booking would have decreased.

My recommendation at the time | think
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JOHN RICHARD PAY, Volume, January 22, 2007
was to do nothing for the time being, but on
further investigation through the year, | and |
think the Reserves Auditor came to the conclusion
that certainly the Exxon estimate couldn't be
supported and that, furthermore, the negative
change was appropriate, and we de-booked some
reserves there.

The other issue that came up was that in
the Bonga Field proved reserves had been booked in
relation to a number of reservoirs or reservoir
elements, which, whilst clearly defined using
seismic data, had not actually been penetrated
with awell, and these are referred to as the
"In-Field Opportunities,” IFOs. And again, whilst
| was persuaded by the strength of the seismic
data and agreed at atechnical level with the
project team that there almost certainly is ail
present in those bodies, we came to the conclusion
later in the year that actually, since they
haven't been penetrated with a bit and since we
were aware that the SEC frowned on the use of
seismic data, those volumes should be de-booked,
and they were.
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(Exhibit No. 3 was marked for
identification and attached to the deposition
transcript.)
BY MR. HABER:
Q Mr. Pay, | ask you to take alook at
what we've just marked as Pay Exhibit 3, and it's
titled "Note for Information, CMD 11th
February 2002, EP Hydrocarbon Resources Update,
1/2002." It's Bates range -- there are two of
them -- is V00090455 through V00090463, and the
other Bates range is TT000298 through TTO000306.
| just ask you to take a moment to ook
at this document.
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15 Mr. Pay, have you seen this document
16 before today?
17 A Yes.

18 Q Andwhendidyou seeit?

19 A | recdl it being shown to me as part of
20 previous, my previous deposition with the FSA.
21 Q Other than the interview with the FSA,
22 do you recall having reviewed this document during
23 your tenure as GRC?

24 A | don't specifically remember looking at
25 thisdocument in May 2002 or at any other

0188
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2 particular time. However, I'm familiar with its

3 content.

4 Q Andwhat isthe basis of your

5 familiarity with the content?

6 A It concerns primarily the statement to

7 thereport that | referred to earlier that would

8 have been prepared to inform management of the

9 status of the group's reserves inventory at the

10 end of 2001, which is aroutine report prepared by
11 the Reserves Coordinator.

12 Q Do you recal reviewing this document in
13 connection with the handover period between

14 Mr. Roosch and yourself?

15 A | don't recall specificaly sitting down

16 and looking at it; however --

17 Q | wasjust trying to refresh your

18 recollection.

19 A Yeah, | know, and | guessit'svery

20 likely that | did sit down with this specific

21 document, but | don't recall actually doing so,

22 but there are many placesin our data system where
23 theinformation that is contained in here can be

24 found and which | worked with actively, you know,
25 subsequently in my job, so I'm very familiar with
0189
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2 the content.

3 Q If you turn to the second page --

4 A Yes

5 Q -- of the exhibit, on the bottom, under
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"Exposures,” there's areference to the

" Securities and Exchange Commission (SEC)
Alignment." Do you see that?
A Yes
Q Thereference -- withdrawn. Inthe --
in the discussion there are a number of operating
unitsthat are identified. There's Gorgon, Ormen
Lange, Angola and Waddenzee. We've discussed
Gorgon and we've discussed some of Ormen Lange.
With regard to Ormen Lange, isthere
anything else that you recall about Ormen Lange
that you haven't already testified to today that
falls within this discussion on Pay Exhibit 27?
MR. TUTTLE: Objection to form.
BY MR. HABER:
Q Youcananswer.
A Yeah, well, theissuethat is raised
here actually isin relation to the timing of the
reserves booking. Theitemsthat are listed here
were part of thelist of issues that we discussed

0190

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22

JOHN RICHARD PAY, Volume, January 22, 2007
earlier that Jan-Willem brought to my attention as
warranting further investigation. So the timing
of the reserves booking for Ormen Langeis
representative to me as being early compared with
the clarification of the SEC rules that was
received during 2001.

Q Andwhenyou say "early," what do you
mean by that?

A Before Final Investment Decision. It's
alarge gas resource that doesn't have ready
access to market, and therefore it could be
vulnerable to an interpretation of the SEC's
guidance concerning "frontier assets’ | think
they're referred to, "frontier areas.”

Q Andyou see herethere's areference to
"potential environmental, political or commercial
‘showstoppers.™ What is your understanding of
what that means?

A Now that you draw my attention to it,
indeed there was aissue with Ormen Lange. |
recall there was an issue with Ormen Lange, and
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that for that particular one, there was some

residual uncertainty at that time as to whether
the project would go ahead in view of the fact
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JOHN RICHARD PAY, Volume, January 22, 2007
that the field sat underneath a, uh, a subsea
escarpment which may be unstable and destabilized
by the development of the field and the extraction
of gas.

That raised concernsthat essentially a
collapse of the slope could trigger atidal wave,
which would be rather disastrous, and that that
issue, until it had been resolved, was a potential

"showstopper" for the development aswell. So the
timing of the reserves wasin relation to the fact
that project sanction hadn't been taken, and

project sanction hadn't been taken pending the
resolution of this particular concern.

Q Do you recal how much volume was
booked?

A | believeit was -- it was more than a
hundred million barrels of oil equivalent. 1t may
have been 120 or 140.

Q Now, isOrmen Lange an oil or agas
field?

A Geas.

Q Do you recal theissue surrounding
Angola? Wasthat atiming issue aswell?

A Yes
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Q Andwhat do you recall about Angola?

A Again, project sanction hadn't been

taken, and | believe there was an issue relating

to the disposal of gas. Thiswas a combined oil
and gas development, and the potential issue
around that project was that no clear solution had
yet been identified for disposing of the gas.

Q And in connection with your work in
Project Rockford, did you review the Angola
booking?

A By thetimethat -- in fact, | think by
the end of 2002, project sanction had by then
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actually been taken on the Block 18 development in

Angola, so there was no compliance issue by the
end of 2002. However, during the recategorization
of Project Rockford, we restated the booking such
that it first appeared in our books at the end of
2002 instead of in prior years, as had previousy
been the case.

Q And what was the reason for doing that?

A To bring the timing of the reserves
addition to coincide with Final Investment
Decision.

Q Werethere other fields where, as part

0193

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

JOHN RICHARD PAY, Volume, January 22, 2007
of Rockford, that was done?

A Yes

Q Whichfields?

A | struggle to remember precisaly, but
certainly my memory isrefreshed. Ormen Lange was
one of them. Bongawas another. Erhawas
another.

Q Erhawasin SNEPCO Nigeria?

A Yes

Q Other than Bonga and Erha, Ormen Lange,
are there any other fields that you can recall?

A I'msurethere are, but | can't recall
specifically off the top of my head now.

Q Againlooking at this document, the next
field identified is Waddenzee. | hopeI'm
pronouncing that correctly.

A Waddenzee.

Q Okay. Doyourecdl if that was a
timing issue as well?

A Yes. Theissuetherewasthat a
drilling moratorium had been in force for a number
of years, preventing drilling in Waddenzee, which
isanature reserve in Holland, offshore Holland,
and so the issue there was relating to the fact
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that that drilling moratorium, for environmental
reasons, may ultimately prevent the project from
going ahead at all.
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Q Wasit your understanding that

nevertheless reserves had been booked in
Waddenzee?
MR. TUTTLE: Objection to form.
BY MR. HABER:
Q Other than my pronunciation, you can
answer it.
A Waidll, | know reserves had been booked,
yes.
Q Werereserves, proved reserves booked in
advance of FID, those issues being resolved?
MR. TUTTLE: Objection to form.
BY MR. HABER:
Q | asked two questions. Let me go back
and ask one. I'm sorry.
Were proved reserves booked in advance
of those issues that you just discussed resolved?
A Thereserves had been booked, and the
drilling moratorium was still in place.
Q Had FID been reached prior to the
reserves being booked?
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A | don't know if an FID decision had
actually been taken, but I, | formed myself of the
opinion that evenif it had, it would have lapsed
by now, since time had elapsed in the meantime,
and there was now this one issue preventing the
project from going ahead, which | took some
Investigation up with, with the operating company
concerned.

Q Andwhen you say that you "took some
investigation," is that during your tenure as
Group Reserves Coordinator?

A Yes

Q Do you recal when?

A During 2002.

Q And were reserves ultimately de-booked
as part of the recategorization?

A Yes

Q Andagan do you recall how much the
volume was?

A It was 25 million barrels of oil
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equivalent.

Q Now, underneath the discussion of "SEC
Alignment," it says, "End of license," and there's
areference to Oman PDO, Abu Dhabi and Nigeria
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JOHN RICHARD PAY, Volume, January 22, 2007
SPDC. Do you recall what the issue was with
regard to license expiry in Oman?

A Waéll, theissue was that the license was
due to expirein 2012.

Q Andwhat impact, if any, would that have
on reserves that had been booked as proved in PDO
Oman?

MR. TUTTLE: Objection to form.
BY MR. HABER:

Q Youcananswer.

A Yeah, that of itself didn't have any
direct influence on the reserves per se, but |
would say theissueis similar to that in Nigeria,
which was -- well, in this case, high production,

a certain production rate had to be sustained
throughout the remaining life of the licensein
order to produce the proved reserves. Given that
the license was expiring, there was no leeway, as
it were, to produce at alower rate over alonger
period of time to still produce the same reserves
volume. So the license expiry was an issue
limiting the amount of time over which the proved
reserves had to be produced.

Q And if the production rate declined,
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then that would just expose the amount of reserves
that had already been booked as proved; is that
correct? Am | understanding the issue correctly?

MR. TUTTLE: Objection to form;
foundation.

THE WITNESS: Well, the issue was such
that if you did not sustain -- if PDO could not
sustain a certain production at a certain level,

it would physically not produce the volume of
reserves that had been booked.
BY MR. HABER:
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Q Okay. Now, if you look at the two

exposures, the "SEC Alignment” and the "End of
License," the SEC Alignment refersto apossible
exposure of -- | believe thiswould be one billion
boe. And the end of license talks about a
possible exposure of 1.3 billion boe; is that
correct? Am | reading that correctly?

A Yes

MR. TUTTLE: Objectionto form. The

documents speak for themselves.
BY MR. HABER:

Q Socombined, the CMD, who this note went
to, was being advised of a possible exposure of
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2.3 billion boe; isthat correct?
MR. TUTTLE: Objection to form;

4 foundation.

24
25

BY MR. HABER:
Q Youcananswer.

MR. TUTTLE: Areyou asking him for his

understanding sitting here today?

MR. HABER: Wéll, now it's sitting here
today, yes.

THE WITNESS: Wéll, to the extent that |
presume that members of the CMD received that
information, then that is a conclusion they could
easily have reached.

BY MR. HABER:

Q Butintermsof theinformation in the
note, it's your understanding that the content of
the note is conveying a possible exposure of
2.3 billion boe; isthat correct?

MR. TUTTLE: Same objection. Again,
time period?

BY MR. HABER:

Q I'mtaking about now.

A Wadll, I think it's self-evident from the
note.
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Q And wasthisyour understanding during

3 your tenure as GRC when you looked at this
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document?

MR. TUTTLE: Objection to form;
foundation.
BY MR. HABER:
Q Youtestified earlier that you are
familiar with the content of this document.
MR. TUTTLE: Yeah, but | don't think he
ever said he looked at this document.
BY MR. HABER:
Q I'mtalking about the content, soin
terms of content, just so we're clear, the
content -- was it your understanding that in or
about the time of this note, there was a possible
exposure of approximately 2.3 billion boe?
A I'msorry. Canyou repeat the question.
Q Sure. Interms of the content of the
exposure portion of this document that we're
talking about, was it your understanding that in
or about the time of the note, February 2002,
there was a possible exposure of approximately
2.3 billion boe?
MR. TUTTLE: Objection to form, to the
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JOHN RICHARD PAY, Volume, January 22, 2007
foundation in terms of thetiming. You're asking
him if he had an understanding at or about the
time of the note in February 2002, that there was
an exposure?

MR. HABER: During histime as GRC, he
said he was familiar with the content of the note,
and al I'm trying to ascertainis: Did that
familiarity, as he understood it, show that there

was a possible exposure of 2.3 billion boe?

MR. FERRARA: Sorry. Just for a point
of clarification, and perhaps thisis why the
witness is struggling with this question. Do you
mean, when you say "exposure,” a net exposure --
that is, when you take all of the potential pluses
against all the minuses -- or do you mean exposure
just asit appears on the bottom of this page,
without going through the rest of the document?
It's, it'salittle difficult to, when he's
testified for so long about plusses and minuses,
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to come and ask this question what's the exposure,

2.3 billion.

MR. HABER: We're not talking about net.
I'm not talking about net, and | don't think this
discussion hereisreferencing that. | think it's
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just talking about what the amount is.

MR. TUTTLE: | guessmy problemishe's
testified that he's familiar with the content from
looking at all the data sources he had available
asthe GRC. You'retrying to, without reference
to adocument that he's testified he doesn't
recall ever reading until he's examined by the FSA
onit --

MR. HABER: That's not what he said, but
go ahead.

MR. TUTTLE: That's exactly what he
said. You'retrying to ask him about two specific
sentences in that document and ask him if, from
all the data sources, he reached the same
conclusion at the time; is that what you're
looking for?

MR. HABER: Not that he reached the same
conclusion, but at that time, from his review of
all the various data sources.

BY MR. HABER:

Q Wereyou aware that there was a possible
exposure of 2.3 billion boe? And the time period
would be in or about this February, so when you're
in the GRC position you're gathering all that
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information, and now you're looking back, and I'm
just trying to know, from atemporal standpoint,
you're in your position, looking back, looking
back from all the information, were you aware that
in or about February 2002, there was a possible
exposure of approximately 2.3 billion boe?

A Thetruthful answer to your question is
no, thereis not a specific piece of information

that was current in my head in or around this
time.
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Q Wadll, in or about the time -- I'm not

focusing on February 2002; I'm focusing during
your tenure as Group Reserves Coordinator. Were
you aware at an earlier point in time, before you
got into that position, that there was a possible
exposure of 2.3 billion boe?
A Beforel got into the position?
Q Yeah, something that you learned once
you got into the position.
A I'msorry. You'reasking --
MR. TUTTLE: Object to theform. | just
don't understand the question.
MR. HABER: Y ou know what? Well leave
this. We'll leave thistopic.
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BY MR. HABER:

Q WhoisWalter van der Vijver?

A Walter van der Vijver, at thetime |
started the job of Group Reserves Coordinator and
throughout the time until he left Group Service,
was the Chief Executive Officer of Exploration and
Production in Shell.

Q Whenyou first started in May of 2002,
did you meet with Mr. Van der Vijver?

A Shortly after | started in May 2002, it
probably was some weeks after my first day, so it
was probably in June or July.

Q Doyou recall the reason for meeting
with Mr. Van der Vijver in that June or July 2002
period?

A Thereason we met was -- as| think just
flipping, reading, skimming through this document,
there is some reference made to an analysis that
IS ongoing concerning the maturation of resource
volumes through the categorization process that |
referred to earlier. So opportunities to bring
reserves bookings earlier into the balance by
progressing certain projects that would yield
those reserves bookings, understanding why other
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reserves or resource volume maturation was perhaps
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slower than had been hoped.

So an analysis had been kicked off by
thetimel arrived, and | carried on with that
analysis and presented some conclusions, which |
would characterize as helping to explain why
proved reserves were not being added to the
balance from our own portfolio at a speed or at a

rate that seemed -- that had been hoped for, and
also what the impact of that was likely to be on
2002 and 2003 reserves additions. So the meeting
was to present the conclusions of that study to
Mr. Van der Vijver.

Q Didanyone else attend this meeting?

A Yes. | believe Malcolm Harper was
present, and | recall another person being
present. | can't remember specifically who it
was, though.

Q Do you recall where the meeting was
held?

A InMr. Vander Vijver's office.

Q Now, when you met with Mr. Van der
Vijver generally, were meetings with him scheduled
or were they impromptu, "pick up the phone, John,
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can you come down to the office"? How did that
work?

A Thisparticular one was scheduled in
advance. Generadly that is how it would have
been. There were occasions when he came to visit
me at my desk or he picked up the phone and said,
"Can you come see me, | want to talk about
something." Those occasions did happen from time
to time, but normally there would be advance
warning that he would desire to meet, and we would

set atime.

Q Now, during this meeting do you recall
discussion of any of the fields that were
mentioned in this Note for Information that we've
just been talking about?

A Aspart of the summary that | presented
to Mr. Van der Vijver, there was a summary of some
elements of the proved reserves inventory,
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particularly in relation to, to gas, and | think

Gorgon was one of the fields | mentioned.
Q Doyourecdl if Mr. Van der Vijver had
any reaction to the discussion concerning Gorgon?
A When Mr. Van der Vijver was shown
information indicating that proved reserves had
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JOHN RICHARD PAY, Volume, January 22, 2007
been booked for Gorgon, his response wasto -- his
actual words were, "Whoever booked that should be
fired."

Q How did you respond when you heard that?

A | was, well, alittle taken aback, but
the way in which the statement was delivered was
conversational in manner. | didn't takeit to
mean that he literally meant the person should be
fired. | took it to be his expression of surprise
that, in relation to our then understanding of the
reserves booking requirements, such a booking
perhaps ought not to have been made.

Q During thisdiscussion did you and he
discuss the size or the amount of gas that was
involved?

A Yes. Hewas made aware of the volume.

Q Did he provide any feedback with regard
to how much gas was potentially exposed?

A Did he provide any feedback?

Q Yeah, did he say anything other than,
you know, whoever booked Gorgon should be fired?

A No. Thediscussion then moved on.

Q Did hetask you with doing any follow-up
on Gorgon?
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A Not at that meeting, no.
Q During this meeting was there any
discussion about whether the reservesin Gorgon
should be de-booked?
A During that meeting?
Q Yes
A No, not that | recall.
Q Do you know whether Mr. Van der Vijver
had conveyed the message that this was the first
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time he was hearing of the exposure in Gorgon; at

this meeting, that is?

A Conveyed the message to whom?

Q To the participants of the meeting.

A No, hedidn't say so. He behaved asif
he was hearing it for the first time, but he
didn't say that he was hearing it for the first
time.

Q Isitfair to say from his response that
that was sort of implied?

A Yes

Q | think you mentioned Malcolm Harper had
been a participant of this meeting. Do you recall
if Lorin Brass also participated?

A No, | don't. My uncertainty between the
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JOHN RICHARD PAY, Volume, January 22, 2007
other attendeesis whether it was Lorin Brass or
Jaap Nauta. I'm fairly certain it was one of
them, but | don't recall which.

Q Doyourecal if anyone had taken any

notes at this meeting?
A No. | didn't, and | don't recall being
shown any notes that anyone else might have taken.
MR. HABER: Why don't we take a quick
short break, and then we'll persevere to the end
of today.
THE VIDEOGRAPHER: We are going off the
record. Thetimeis4:34 p.m.
(Whereupon, a short recess was taken.)
THE VIDEOGRAPHER: We are back on the
record. Thetimeis4:51 p.m.
BY MR. HABER:

Q Mr. Pay, talking about Gorgon for a
moment, once you were in the position as Group
Reserves Coordinator, did you form an opinion of
whether Gorgon should be de-booked?

A Yes

Q Andwhat was that opinion?

A | shared the opinion of several others,
that while if the booking had been considered asa
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first-time booking in 2002, it wouldn't have made

our -- it wouldn't have complied with our internal
guidelines, but the fact that it had been booked

and continually booked over a period of years
beforehand was -- could not be avoided as a matter
of the record. Was there sufficient reason to
de-book? We felt no, given that the information
we had available to us was that the project would
reach a state of compliance with our revised
guidelines within arelatively short period of

time.

Q Andwhat wasthe basisfor the
information that was provided to you that the
project would reach a state of compliance with
your revised guidelines within arelatively short
period of time?

MR. TUTTLE: Objectionto form. Areyou
asking what he understood?

MR. HABER: What the information was
that he was given.

MR. TUTTLE: What'sthe basisfor it?

MR. HABER: Yeah.

MR. TUTTLE: Okay.

THE WITNESS: | can answer what the
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JOHN RICHARD PAY, Volume, January 22, 2007
information was that | was given, and that was a
report from Shell Development Australia, as part
of which aplan for the project was presented,
which indicated that the project would reach
sanction | believe sometime within 2003.

(Exhibit No. 4 was marked for
identification and attached to the deposition
transcript.)

BY MR. HABER:

Q Whileyou arelooking at this, Mr. Pay,
we have marked as Pay Exhibit 4 a document which
isan e-mail and anote. It also appearsto bea
draft note at that. The e-mail isfrom Dave
Johnson. It's dated September 19, 2002, to John
Pay and David Frost, with a CC to Sarah Bell and
Andrew Faulkner. The subject reads"Australian
Gas Reserves." It'saone-page-- I'm sorry -- a
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two-page e-mail, again with attachments, and the

Bates range -- and there are two of them. The
Bates ranges are V00331064 through V00331099, and
the other Bates range is PAY 0701 through PAY 0736.
A Yes
Q Mr. Pay, having looked at Exhibit 4, do
you recall seeing this e-mail and attachments

0211
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prior to today?

A Yes

Q Andif you can just generally describe
the context in which you received this e-mail and
the attachments.

A The context in which | received the
e-mail was, from my perspective, in response to
questionsthat | had raised during 2002 with

principally Sarah Bell concerning the foundation
for the Gorgon reserves booking.

Q Now, during your conversations with
Sarah Bell, do you recall Sarah Bell expressing a
view with regard to whether the Gorgon reserves
should be de-booked?

A | recal her asking for my opinion, but
| don't recall her specifically offering an
opinion as you so described it.

Q Wasthere anyone other than Sarah Bell
that you spoke to at SDA concerning the Gorgon
reserves?

A Notthat | recall. Sarah Bell was my
contact point.

Q Do you know a Sheila Graham? Shella
Graham?
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A The name doesn't -- isn't familiar.

Q Doyou know aY eroon Ratim (phonetic)?

A | know Yeroon, yes.

Q Didyou ever talk to Mr. Ratim about the
Gorgon booking?

A Atthistimel don't recall speaking to
him about it at all.

Q Did there come atime when you spoke
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with Mr. Ratim about the booking?

A During the, uh, the Rockford Project he
became involved in an administrative sense, helped
with the administration of some of the field
reviews that we were doing.

Q Did heat that time express a view about
whether Gorgon reserves should be de-booked?

A Not that | recall.

Q Didyou ask him?

A | don't know if | did.

Q If youlook at the first line of Exhibit
4, it's addressed to both you and David Frost, and
it says, " Sarah forwarded me the copy of your note
of yesterday."

Do you know if the referenceisto a
note that you had written?
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JOHN RICHARD PAY, Volume, January 22, 2007

A He'sreferring to one of the attachments
to the note, which isanote that | wrote. It's
the first of the three attachments, beginning at
Page VV00331066.

Q Inpreparing this note, did you have
someone assist you?

A Certainly | recall discussing some of
the issues described here with Sarah Bell in
preparation of the note. | don't recall specific
discussions with other people.

Q Now, thisnote appears to be a draft,
and it appears to show comments and particular
additions to the document. Do you know who made
those additions?

A | don't know exactly who made them, no.

Q Doyourecal if they're your comments?

A No. | understand them to be the
comments of people working in SDA, as the cover
note implies.

Q Now, if you look at the second paragraph
of the e-mail, at the bottom of that paragraph it
says, "l must stress, however, that | am not at
this stage looking to make a decision on the
future categorization of these volumes, and would

0214
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JOHN RICHARD PAY, Volumel, January 22, 2007

ask that you give Tim and myself the opportunity
to incorporate your input before anything is
passed onwards to Walter."
Who isthe"Tim" that he's referring to?
A | believe that would be Tim Warren.

Q Andwhat did you understand that he was
looking for you to do?

A | must say it's not clear to me, reading
it today, nor do | recall it being clear to me at
the time.

Q That makestwo of us, because it wasn't
clear to me either what he was asking of you, but
the last part of that sentence that | read
suggests that Walter van der Vijver was
considering the Gorgon booking. Do you recall if
that consideration included a consideration of
whether to de-book the reservesin Gorgon?

MR. TUTTLE: Object to form, foundation,
characterization of the document.

Y ou can answer.

THE WITNESS: Wéll, I'm not sure the
implication that you've drawn from the final
sentence is one | would agree with, from purely
the way it's written, but no, this -- at thistime
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| didn't understand that Walter had any particular
opinion expressed to me regarding the Gorgon
reserves booking.

BY MR. HABER:
Q Andwhenyou say "at thistime," you're
talking about September of 20027?

A  Yeah.

Q Okay. Now, you mentioned Tim Warren a
moment ago. Who is Tim Warren?

A | believe he was the Managing Director
of Shell Development Australia or was a senior
manager in that regional organization. | don't
remember specifically which, which job he held at
that time.

Q And at thistime, September 2002, did
Mr. Warren sit on the ExCom?
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A | don't know.

Q Didyou ever have any discussions with
Mr. Warren concerning the Gorgon booking?

A | don't recall ever having spoken to
Mr. Warren.

Q Andjust so we're clear, when you say
"ever," you mean throughout your entire tenure at
Shell?

0216

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

JOHN RICHARD PAY, Volume, January 22, 2007

A Career.

Q Okay. Thisthird paragraph, Mr. Johnson
refersto a presentation of the background of the
bookings to "Walter" -- and | take that to mean
Walter van der Vijver -- and Malcolm Brinded. Do
you, uh, do you know where that presentation was
made?

A | wasgiven to believe at the time that
the presentation had made -- been madein
Australiaduring avisit to Australia or possibly
to the region.

Okay. No. Sorry. The answer to the
guestion is no, | don't know where that
presentation was made.

Q WhoisMacolm Brinded?

A | don't know exactly which job he held
at thetime. | know that he was a senior
executivein the group. | knew that he had been
the Chief Executive Officer of Gas and Power,
another division of the group. Precisely -- so |

knew he was a senior manager iswhat I'm trying to
say, but as to which specific position he held at
that time, | don't know. | didn't know at the

time and | don't know now.
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Q Doyou know if Mr. Brinded was a member
of the CMD?
At thistime?
At thistime.
| don't know if he was or not.
Do you know what the CMD is?
Committee of Managing Directors.

>0 >0 >
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Q Andjust generally what is the function

of the CMD? Did they effectively run, at that
time, the companies?
MR. TUTTLE: Object to the form;
foundation.
Y ou can answer if you know.
THE WITNESS: Wdll, I, | don't know what
their documented roleis. | do know that -- my,
my only experience of the CMD prior to Rockford
was an understanding that major project investment
decisions had to be referred to CMD and sometimes
beyond the Conference in order to be sanctioned.
BY MR. HABER:
Q What isthe Conference?
A | understand the Conferenceto bea--
composed of former CMD members.
Q If youlook at the third sentence of
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that third paragraph, it says, "Malcolm commented
that had Gorgon volumes been currently classed as
SFR, we would not currently be able to reclassify
these volumes as reserves.” Do you have an
understanding of what Mr. Johnson meant by that?

A What Mr. Johnson meant, my understanding
Is, as| read it today and as | read it then, that
Mr. Brinded had expressed the opinion that's
stated.

Q Do yourecal discussing with
Mr. Johnson anything else with regard to the
comments that are attributed to Mr. Brinded in
this exhibit?

A No, | don't recall any other discussion.

Q AnNdif | understand that sentence
correctly, does that mean that if the reserves
were classified as SFR, they would not be able to
be booked as proved? Isthat what that means,
moving it from aclassification of SFR to
reserves?

MR. TUTTLE: Objection to form;
characterization of the document.
BY MR. HABER:
Q I'mjust trying to understand what that
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JOHN RICHARD PAY, Volume, January 22, 2007
sentence is referring to, moving it from one
classification to another.

A |, | read this as being consistent with
the statement | made earlier, that there was a
prevailing opinion, evidently endorsed by two
senior figuresin our organization, that if the
Gorgon project had been considered in 2002 with
reference to the then prevailing guidelines, it
would not have qualified for reserves booking, but
that since in prior years the booking had been
made and since a plan existed to reach a condition
of compliance within say atwo-year period, it was
not seen at that time to be appropriate to
de-book, only to rebook later within a short
period of time.

Q Now, other than with regard to Gorgon,
was that a, aview within Shell that was
communicated during your tenure as Group Reserves
Coordinator?

MS. WICKHEM: Object to form.
MR. TUTTLE: Same objection.
BY MR. HABER:

Q What I'm referring to isthat it would

not be appropriate to de-book, only to rebook
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later within a short period of time.
MS. WICKHEM: Same objection.
BY MR. HABER:

Q Youcananswer.

A My perception isthat therewas a
prevailing shared opinion that it would have been
an odd thing to do, to make changes, negative
changes, to the reserves balance in the full

expectation that those reserves would be added in
later on, within a period -- within a short period

of time, to remove them from one reporting period
and add them back in the next one. | certainly
considered that that was an unnecessary step to
take, provided one had assurance that -- and
monitored progress against activities to ensure
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compliance in the short term. And | know many

others in the company shared my opinion.
Q Now, did you consider, with regard to
your opinion, the fact that those reserves were
not compliant with Shell's guidelines? Did that
make a difference, in your opinion?
MR. TUTTLE: Object to form; foundation.
THE WITNESS: I'm trying to unravel your
question in my mind.
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WEell, the issue would only arise for

reserves bookings that were not compliant with the
current version of the guidelines. Asto whether

a de-booking would be made, consideration was
given to the existence or not of a plan to ensure
that the volumes would become compliant within a
reasonable -- what we consider to be areasonable
period of time, say two years or so.

Now, volumes that satisfied that

criteria, | thought it reasonable not to take any
action on. Volumesthat did not satisfy that
criteria or those criteria, we did take action on.

We de-booked 660 million barrels of reservesin
2002, alarge part of which were reservesthat we
had identified issues with, that did have -- not
have a plan for compliance to be addressed, and
therefore they were de-booked.

BY MR. HABER:

Q Do you know what the SEC's position was
with regard to bookings that were no longer
reasonably certain?

MR. TUTTLE: Objection to form,
foundation, calls for speculation.
THE WITNESS: No, wedidn't a thetime
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ask the SEC for their opinion.
BY MR. HABER:

Q Wadll, did you have an understanding of
what the SEC requirements were if there was a
booking that no longer was reasonably certain?

A No. Wetook the view from the, from the
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business point of view primarily, that to

introduce "yo-yo-ing of reserves’ -- was the term
that frequently would have been used -- to yo-yo
reserves in and out ssimply because we had changed
our understanding of the SEC requirements. At the
time we saw that not as an appropriate response.

Q Didyou, asthe Group Reserves
Coordinator, have the authority to authorize a
de-booking of reserves?

A No. Inthecontrol system that we had,
the responsibility for booking reserves rested
with the operating unit and with officials within
the operating unit.

Q Do you know if de-booking had to be
approved by the ExCom?

A There was no process step in that time
that would require that.

Q Did there come atime where there was
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such a step in the process?
A During my tenure in the Reserves
Coordinator job, | proposed introducing such a
process whereby there would be aformal review of,
you know, significant bookings and de-bookings at
the ExCom level.
Q Wasthat proposal supported?
A Yes, | think -- yes, it was. Wewere --
at the time of the recategorization, | would say
we were in the process of attempting to implement
that process, but | think in general it was
supported is my perception, yes.

Q Andjust interms of timing, was the
proposal made before Project Rockford or after?

A Before.

Q Andwho did the proposal -- withdrawn.
Who did you make the proposal to?

A To ExCom, viaLorin Brass, who had asked
me to make such a proposal on behalf of ExCom.

Q Wasthis proposal something that you
initiated, or was this something that Mr. Brass
had initiated?

A Formally it was Mr. Brass who asked me
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to draft a proposal for a reserves management
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process, so he -- the formal sequence of events
was that he conveyed the request to me.
Q Anddid he give you an explanation as to
why he wanted such a proposal ?
A Yes. Inthediscussion that took place
when he was instructing me to do this work, he --
my understanding that | took from the discussion
was two-fold: One, that there was adesire to,
for senior management to have greater involvement
in the process of the reserves reports of the
group, that there should be some form of
sanctioning or otherwise of mgor changes to
reserves, was part of the objective. The second
part of it was adesire to, where possible --
sorry. Can | take a step back?
Q Pease
A  Shell'sreserves replacement history had
been characterized by large, large peaks and
drops, and that was seen to be not in the best
interests of Shell in terms of the way it appeared
to the outside world. Comparisons were drawn with
Exxon, notably, who had a very stable reserves
replacement performance. At that time -- I'm not
sure how they perform now, but at that time it was
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very likely that Exxon every year would come up
with say a Reserves Replacement Ratio in the range
of 100 to 120. That was perceived to impart to
Exxon adegree of reliability, trustworthiness, if
you like, in terms of performance going forward
within the market, within the financial markets,
investors and so forth.

It'sa highly unusual circumstance to
happen by chance. It's very unusua that -- it's
very unlikely that you would achieve such a
performance purely by chance, and so there was a
strong suspicion that, to the extent that there
arerooms -- there isroom for interpreting the
precise meaning of the SEC rules, that that
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interpreted margin could be used to defer or

accelerate bookings from one period into another
and thereby achieve a greater degree of stability
in the reserves additions process.

So part of the proposal that | was asked
to come up with involved suggesting ways in which
those areas of uncertainty could be exploited in
terms of the way our reserves replacement
performance appeared in external reports,
basically to attempt to emulate the apparent

0226
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JOHN RICHARD PAY, Volume, January 22, 2007
performance of some of our competitors.

Q Inyour discussions regarding Gorgon,

did anyone ever say to you that the reserves could
not be de-booked because it was "too big to
swallow"; that is, the amount?

A That was an expression that was used by
Mr. Frank Coopman at one point in time during the
lead-up to the Rockford Project.

Q What did you understand Mr. Coopman to
be referring to when he said that?
A That the size of the booking was such
that a de-booking would have had a very large
negative impact on the Reserves Replacement Ratio
for a particular year, and that, as a consequence,
there was an obvious degree of reluctance to make
the de-booking if there were circumstances
prevailing that would enable usto justify keeping
the booking.
Q WhoisFrank Coopman?
A Hewasthe Chief Financial Officer of
Exploration and Production.
MR. FERRARA: It's about 5:20.
MR. HABER: I've got a couple more
guestions about this, and then | think we'll be

0227
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JOHN RICHARD PAY, Volume, January 22, 2007
done with this and we can call it an evening.
MR. FERRARA: Okay.
BY MR. HABER:
Q Do you recall anyone -- withdrawn. With
regard to this discussion with Mr. Coopman, was
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there any consideration given to the impact on the

market that a de-booking in Gorgon would have?

MR. TUTTLE: Objection to form. Areyou
asking if Mr. Coopman mentioned that?

MR. HABER: Yes, if during the
discussion -- and by "market" -- let me be
clear -- I'm talking about the investing market.

THE WITNESS: No. I should clarify my
previous answer by stating that Mr. Coopman made
that remark in hindsight, not as any -- once the
decision to de-book had already effectively been
taken, there wasn't any active discussion along
the lines you suggested, that | recall, during the
period before we had decided to de-book the
volume.

BY MR. HABER:
Q And during the period before the
decision to de-book, was there any discussion,
that you were present, concerning Gorgon being too

0228

JOHN RICHARD PAY, Volume, January 22, 2007
large a volume to de-book?

A No, not that | recall.

Q Doyourecal discussions concerningin
particular the effect a de-booking would have on
the Reserves Replacement Ratio?

A | know that | brought to the attention
of management, in one note or other that | wrote,
what the effect of such a de-booking would be,

40 percent RRR, negative. | don't recall any
specific discussion as a consequence of that fact
being made available. | think it's one that they
could have worked out for themselves anyway. It
would have been obviousto all.

Q One other question: With regard to the
information that SDA was providing about how they
would bring Gorgon to FID, did you do any
investigation other than just receive the
information from them?

A Beyond the receipt of thisinformation
and in particular the apparent endorsement of two
M Ds with the suggested course of action, no,
nothing beyond that.
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Q Andwasthe note that's attached to

Exhibit 4, isthat the -- is that a place where
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JOHN RICHARD PAY, Volume, January 22, 2007
the information concerning a plan to bring Gorgon
to FID could be found?

A Yes. It'sAppendix 6, Page V00331088,
which, now that | read it again, | find that |
have misremembered. The FID they quoted is
March 2004, so -- | believe | said earlier "during
2003."

Q Now, did you ask anyone at SDA if SDA
had received the appropriate regulatory approvals
to begin construction on Barrow Island?

A No.

Q And at thetime did anyone at SDA tell
you if they were making any progress on obtaining
executed sales contracts for the sale of the gas?

A Beyond specifying this plan and summary
of the work activities, no.

Q Do you know if they had received any
executed sales contracts at that time?

A | don't know if they had or not.

Q Hadyou ever seen an audit trail of the
origina Gorgon booking in 1997?

A No.

Q Isan audit trail something that you
would have expected to be ableto look at in your
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JOHN RICHARD PAY, Volume, January 22, 2007
capacity as Group Reserves Coordinator?

A  Wadl, I'msorry. Can you clarify what
you mean by "audit trail."

Q | guesswhat | mean isthe documentation
showing the reasons, the justification for the
booking.

A Yes itissome--itis--1 would
expect to see such documentational, such

documentation to be producible by the operating
units. In this case documentation was produced by
an independent reserves consultant concerning the
volumes, which actually suggested a higher volume
of proved reserves than we had on the books, but
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as regards the decision to put those reserves on

the books, | asked for the audit trail, and none
could be found.
Q Andonelast question: Who was this
reserves consultant?
A Netherland & Sewell.
MR. HABER: | think thisisagood place
for usto stop for the day and resume tomorrow.
THE VIDEOGRAPHER: This marks the end of
Volume | in the deposition of Mr. Pay. The total
number of tapes used today isthree. We are going

0231

1
2
3

JOHN RICHARD PAY, Volume, January 22, 2007
off therecord. Thetimeis5:28 p.m.
(Signature having not been waived,

4 Volume | of the video deposition of JOHN RICHARD

PAY was concluded at 5:28 p.m.)

JOHN RICHARD PAY, Volume |, January 22, 2007

ACKNOWLEDGEMENT OF WITNESS
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6 I, JOHN RICHARD PAY, do hereby

7 acknowledge that | have read and examined the

8 foregoing testimony, and the sameisatrue,

9 correct and complete transcription of the

10 testimony given by me, and any corrections appear

11 onthe attached Errata sheet signed by me.

12

13

14

15 (DATE) (SIGNATURE)
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19

20
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23

24
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1  JOHN RICHARD PAY, Volumel, January 22, 2007
2 ERRATA SHEET

3 INRE: ROYAL DUTCH/SHELL SECURITIESLITIGATION
4 RETURN BY:
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1 JOHN RICHARD PAY, Volumel, January 22, 2007
2

3
4 CERTIFICATE OF SHORTHAND REPORTER -- NOTARY PUBLIC
5 |, Laurie Bangart-Smith, Registered

Professional Reporter, the officer before whom the

6 foregoing deposition was taken, do hereby certify
that the foregoing transcript is a true and

7 correct record of the testimony given; that said
testimony was taken by me stenographically and

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

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

10 otherwise, in its outcome.

11 IN WITNESS WHEREOF, | have hereunto set
my hand and affixed my notarial seal this 23rd day

12 of January, 2007.

13

14

15 My commission expires. March 14th, 2011

16

17

18

19 LAURIE BANGART-SMITH
NOTARY PUBLIC IN AND FOR

20 THE DISTRICT OF COLUMBIA

21

22

23

24

25
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1 IN THE UNITED STATESDISTRICT COURT
2 DISTRICT OF NEW JERSEY

3 Civ. No. 04-3749 (JAP)

4 (Consolidated Cases)

5 Hon. Joel A. Pisano

6

8 IN REROYAL DUTCH/SHELL |
9 TRANSPORT SECURITIES |
10 LITIGATION |

11 ---emmm e - +

12

13 Volumell

14  Videotaped Deposition of John Richard Pay
15 Washington, D.C.

16 Tuesday, January 23rd, 2007
17 10:14 am.

18

19

20

21

22

23 Job No. 22-94049
24 Pages 236 - 455, Volumel |
25 Reported by: PaulaG. Satkin
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1 Videotaped Deposition of
2 JOHN RICHARD PAY
3

4 Held at the offices of:
5 LEBOEUF, LAMB, GREENE & MACRAE, LLP
6 1875 Connecticut Avenue, Northwest

7 Suite 1200

8 Washington, D.C. 20009

9 (202)986-8000
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Taken pursuant to notice, before Paula

G. Satkin, Registered Professional Reporter
And Notary Public in and for the District of
Columbia.

APPEARANCES

ON BEHALF OF LEAD PLAINTIFFIN THE CLASS:

JEFFREY HABER, ESQUIRE

EMILY KERN, ESQUIRE

BERNSTEIN, LIEBHARD & LIFSHITZ, LLP
10 East 40th Street

New York, New York 10016

Telephone: (212)779-1414

ON BEHALF OF ROYAL DUTCH/SHELL AND THE WITNESS:

RALPH C. FERRARA, ESQUIRE

JOCELYN C. BRAMBLE, ESQUIRE
LEBOEUF, LAMB, GREENE & MACRAE, LLP
1875 Connecticut Avenue, Northwest

Suite 1200

Washington, D.C. 20009

Telephone: (202)986-8000

1 ON BEHALF OF PRICEWATERHOUSECOOPERS:

2

o 01k Ww

SAVVASA. FOUKAS, ESQUIRE
DEREK ADLER, ESQUIRE
HUGHES, HUBBARD & REED, LLP
One Battery Park Plaza

New York, New York 10004-1482
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7 Telephone: (212)837-6086

8

9 ON BEHALF OF KPMG ACCOUNTANTSN.V.:
10 NICHOLASW.C. CORSON, ESQUIRE
11 HOGAN & HARTSON, LLP

12 875 Third Avenue

13 New York, New Y ork 10022

14 Telephone: (212)918-3000

15

16 ON BEHALF OF JUDITH BOYNTON:

17 REBECCA E. WICKHEM, ESQUIRE

18 FOLEY & LARDNER, LLP

19 777 East Wisconsin Avenue

20 Milwaukee, Wisconsin 53202-5306

21 Telephone: (414)297-5681

22

23

24

25
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1 ON BEHALF OF SIR PHILIPWATTS:

2 AIMEE D. LATIMER, ESQUIRE

3 MAY ER, BROWN, ROWE & MAW, LLP
4 1909 K Street, Northwest

5 Washington, D.C. 20006-1101

6 Telephone: (202)263-3000

-

8 ALSO ON BEHALF OF ROYAL DUTCH/SHELL AND THE
9 WITNESS:

10 EARL D. WEED, ESQUIRE

11 SENIOR LITIGATION COUNSEL

12 SHELL OIL COMPANY, Litigation Dept.
13 910 Louisiana, OSP 4836

14 Houston, Texas 77001

15 Telephone: (713)241-5195

16

17 ALSO ON BEHALF OF SHELL AND THE WITNESS:
18 JONATHAN R. TUTTLE, ESQUIRE

19 DEBEVOISE & PLIMPTON, LLP

20 555 13th Street, Northwest

21 Washington, D.C. 20004

22 Telephone: (202)383-8000

23
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2 NICO MINERVA, ESQUIRE
3 GRANT & EISENHOFER
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1 EXAMINATION INDEX
2

3 EXAMINATION BY MR. HABER..
4 EXAMINATION BY MR. TUTTLE
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6 AFTERNOON SESSION..................
-

8 EXHIBITS

9
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JOHN RICHARD PAY
PROCEEDINGS

THE VIDEOGRAPHER: This marksthe
beginning of tape one, Volumell, in the
deposition of John Pay in the matter of Royal
Dutch Shell Transport Securities Litigation.
Today's date is January 23rd,
2007. Thetimeis10:14 am.

| would like to remind the witness
that heis still sworn in from yesterday.

Y ou may begin.
Whereupon--

JOHN RICHARD PAY

awitness, called for examination, having
previously been duly sworn, was examined and
testified further as follows:

EXAMINATION BY COUNSEL FOR
THE LEAD PLAINTIFF -- RESUMED

BY MR. HABER:
Q. Good morning, Mr. Pay.
A. Good morning.
Q. Beforewe get started, | just want

0244

1
2
3
4
5

JOHN RICHARD PAY
to remind you aswell that if there's any
question that you don't know the answer to,
please let me know and, of coursg, if there's
any questions that you don't understand, please
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let me know and I'll be happy to rephrase and as

we did yesterday try to make it clear so you do
understand it.
A. Okay.

Q. Alsoareminder that al answers
have to be audible, as well, yes or noes, no
head nods and uh-huhs and the like.

A. Okay.

Q. Great. And the other thing, of
course, if you need a break let me know, except
if there is a question pending and then welll
accommodate you after the answer.

A. Okay.

Q. Yesterday before we broke you had
talked about a proposal for areserves
management process. Do you recall that?

A. Yes

Q. Okay. | would like to show you
some documents which | believe reflect that
proposal.

0245
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JOHN RICHARD PAY
(Pay Exhibit Number 5 was marked
for identification.)
BY MR. HABER:
Q. Mr. Pay, | just ask you to take a
look at this document while | identify it for
the record.
We've just marked as Pay Exhibit 5
Isan e-mail with an attachment. The e-mail is
from John Pay, it's dated September 23, 2002,
and the recipient is also John Pay. The subject
lineis EP Reserve Management. The Bates number
is PER 00100076 through PER 00100090.
Mr. Pay, does the attachment to
this e-mail which reads note for discussion EP
proved reserves management. Does this document
reflect that proposal for a reserves management
process that you talked about yesterday?

A. It'sadraft of the proposal.

Q. Okay. Didyou prepare this draft?
A. Yes

Q. Didyou have anyone assist you in
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23 preparing the draft?

24 A. Inpreparing the draft that you
25 see-- that we see here, | don't recall, but the
0246

JOHN RICHARD PAY
cover noteisit looks as though it's a message
from meto me. There were several blind copies
on that and | was seeking comments and input
from various people around the group on the
document.

Q. That'sactualy one of the

questions | was going to ask you. Do you recall
who the blind copy people were?
10 A. Thereweremany. | think |
explained yesterday that | had a network of
contacts within the operating companies upon

©CooO~NOOOLPA~WNPE

=
N

13 whom I relied for the submission of the reserves
14 dataand | recall that | selected several

15 members of that group. | can't specifically

16 recal al of their names.

17 Q. |takeitjust from the cover

18 e-mail here Sarah Bell was one of the blind

19 copied people?

20 A. It certainly would appear to be.

21 Q. Doyourecal if Remco Aalberswas
22 one of the blind copy recipients?

23 A. Yes, | believe hewas.

24 Q. Doyourecdl if Rod Sidle was one
25 of the blind copied recipients?

0247

1 JOHN RICHARD PAY

2 A. | don'trecal if hewas.

3 Q. Doyou recal if Jan-Willem Roosch
4 was ablind copy recipient?

5 A. | don'trecal if hewas.

6 However, he was not working for the company at
7 that time and therefore | would be surprised if
8 hewas.

9 Q. Atthat point he had retired; is

10 that correct?

11 A. Correct.

12 Q. Doyou know if Mr. Roosch was
13 doing any consulting work for the company?
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A. Atthat timel don't believe he
was.

Q. Didthere come atime when he was
that you're aware of ?

A. Yes. Heispresently engagedina
consultative role. | invited him to come back
on a contract to help us with project Rockford
at the end of 2003, early 2004.

Q. Why did you ask Mr. Roosch to
assist you -- assist the team in project
Rockford?

A. Because | needed assistancein

0248
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JOHN RICHARD PAY
managing the data and compiling and working with
the data and since | knew Mr. Roosch well and he
had been involved in a previous exercise, aswe
discussed yesterday, it seemed an obvious thing
to do.
Q. Now, beforeyou circulated this
draft did you show a copy of the draft to
Mr. Brass?
A. | can't recal whether | did or
not.
Q. Doyourecdl if you showed a copy
of thisdraft to Mr. Nauta?
A. Again, | can't recall whether or
not | did.
Q. And the same question with regard
to Mr. Harper?
A. And the same answer.
Q. From your testimony yesterday,
this proposal came out of conversations that you

21 had with Mr. Brass; correct?

22 A. Mr. Brass had asked me to prepare
23 aproposal, aswe discussed yesterday, and this
24 isin effect my first draft of my intended

25 responseto Mr. Brass.

0249

1 JOHN RICHARD PAY

2 Q. Doyou recall providing Mr. Brass

3 with acopy of the draft of thisnote? Not

4

necessarily on September 23rd, but at any time?
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A. My recollection isthat a draft

was given to him.
Q. Okay. Doyourecdl if he
provided any commentary or any suggestions?
A. No, | don't recall any specific
commentary he might have given.

Q. Doyou recal receiving any
comments from any of the people who were blind
copied on thise-mail?

A. Yes. Therewere severa
respondents to the message giving -- sorry, to
the e-mail, giving comments on the proposals.
That was the purpose | had asked, | sent the
e-mail to them to seek their comments.

Q. Andwhy did you select these
people to send them a copy?

A. Wadll, they were colleagues working
in the business of resource volume management
including proved reserves and | would
characterize it as a group of peers or
co-workers whose opinions | valued and who

0250
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21

JOHN RICHARD PAY
ultimately would be involved in implementing
this proposal if it would be accepted or
approved. And therefore since they would be
required to work with the proposal if it was
accepted | was keen to understand what their
views on it would be.
Q. Okay. If youlook at the e-mail

that you sent, which is the first page of this
exhibit, and I'm looking at the bottom of the
second paragraph, which isreally the full one,
it says, "please do not distribute the document
further. Please deleteit from your system when
you have finished with it. | will send you a
copy of the final version on request.”

Why did you request that the
recipients delete the draft note after they
reviewed it?

A. | wassimply keen that this early
draft of the proposal did not -- was not
retained on file in peoplé€'s offices purely from
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the fact that | anticipated there might be

changesand | didn't want an early draft to be
lying in peopl€e's cupboards or current document
in peoplée's offices. It was use not the final
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version. So as| clearly indicate here, | was
more than happy to send afinalized version, but
| didn't want early draftsto be preservedin
case they be mistaken for the final draft.

Q. Isthat something you had done
customarily with draft notes that you circulated
to people for comment?

A. Generdly, no.

Q. Sowhat set this draft note apart
from the ordinary note that you would circul ate?

A. Thefact that it'sintroducing an

or proposing a new procedure, which is replacing
procedures in existence in the operating units.

Q. Now, inthe next paragraph it
says, "ExCom has requested a proposal for

modifications to the way in which EP approved
reserves (for external disclosure) should be
managed.” How did you come to know the ExCom
had requested a proposal to modify these
procedures?

A. SinceLorin Brass had asked me to

prepare such a proposal.

Q. | notice here the sentence also

has in the parenthetical for externa

0252
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disclosure. Was there a difference between
internal reporting, if you will, and external
disclosure?

A. No.

Q. Isthereany reason why you put in

the parenthetical for external disclosure?

A. Notthat | recall.

Q. Inyour experience as the group
reserves coordinator did Shell have two separate
means of reporting proved reserves, one being
internally, the other being externally?
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A. No, they were onein the same

figure.

Q. If youlook at the -- this
paragraph further, the sentence that begins,
however. It says, "however, it aso proposesto
introduce a higher level of management control
of the final outcome which seemsto beinline
with the practices of our competitors and which
have," I'm sorry, "and which would have
implications for the way in which the year end
reserves reporting is carried out." Do you see
that?

A. |do.
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Q. Okay. The-- part of the sentence
that deals with the practices of Shell's
competitors, how did you learn that the proposal
seemed to bein line with their practices, their
being competitors?
A. | explained yesterday the
performance of Exxon which had drawn my
attention and the attention of othersin our
company, their performance in reserves
replacement was quite stable which would not be
expected by chance. | had had a conversation
with Rod Sidle who indicated to me a practice
which he believed went on in Exxon whereby they
had in layman's term a part of unbooked reserves
which they used to add as required to manage
their year end result.
Q. If you turn the page to page 80,
that's 100080.
A. Yes
Q. Ontheright hand column of the

graphic under ExCom review it says, "float items
the manage end result." Areyou referring to
what you just described is what you believed the
practice in Exxon was?

0254
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MR. TUTTLE: Object to form.
BY MR. HABER:
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4 Q. Youcananswer.

5 A. No, not specifically because we

6 did not have a part of unbooked reserves that we
7 could drawn upon.

8 Q. Thiswasthe proposal part?

9 A. Correct.

10 MR. TUTTLE: Objection,

11 argumentative.

12 BY MR. HABER:

13 Q. Sowhat else did you mean when you
14 say float items to manage end result?
15 A. Thisisashorthand summary

16 notation of aprocesswhich | believeis
17 explained more fully elsewhere in the document
18 whereby it appeared to me and still appears
19 today to be an entirely legitimate processin
20 line with the sort of activities we discussed
21 yesterday interms of the 2002 road map. The
22 compilation of a series of opportunities which
23 may have an influence on reserves replacement
24 performance.
25 An example would be a study or a
0255
JOHN RICHARD PAY
field development plan that was planned to
mature, reach technical and commercial maturity,
for example, in the following year. If an
opportunity were identified sufficiently early
asto allow development works to be accelerated
and conducted in a more focused fashion through
the giving more resources to that project, for
example. Then an opportunity may exist to bring
that project to alevel of maturity when it
reaches project sanction or whatever the
required level would be in order to book the
reservesin an earlier reporting period than the
one that was planned in the business plan.
Q. | guesswhat I'm alittle unclear,
| don't understand what is meant by float items
to manage end results. Can you explain that?
MR. TUTTLE: Objection, asked and
answered. Same objection.
THE WITNESS: It'sadescription
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of items such asthose | just mentioned where

management may determine the traditional
resources may be prioritized onto one project
onto another in order to achieve the result that
| mentioned.

0256
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BY MR. HABER:

Q. Werethere other examples that you
had in mind when you made this proposal than
just accelerating projects that could be
proj ected sanctioned?

A. Not specifically.

Q. Would it -- at the time you wrote
thisdid it also include the scenario of having

reserves that would be deferred from booking
sort of as we talked about yesterday in await

and see manner, would that also be included in
what you meant here to float items to manage end
result?

MR. TUTTLE: Objection to the
characterization of prior testimony. You can
answer.

BY MR. HABER:

Q. Youcananswer.

A. It may do under certain
circumstances, but the primary objective here
was to seek management endorsement of
reprioritizing of work within the company.

Q. Okay. If you turn back to the
first page. The latter part of that sentence
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that | read into the record, the one that
begins, however, which says, "and which would
have implications for the way in which the year
end reserves reporting is carried out." What
did you mean by that?

A. I'mreferring to the -- again, the
greater detail in the processwhichis
documented here whereby decisions regarding, for

example, project sanction would be phased in or
out of the reporting period depending on the
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decisions that had been taken earlier in the

year to prioritize resources, yes or no, So
there would be a requirement to review the
status of the projects concerned at the end of
the year.

Q. Uh-huh. Okay. If you can turn
the page to Appendix B, which is on page 86 of
the document. It's not actually 86, but the
Bates stamp number 86 is clear.

A. Yes

Q. Theappendix at the top reads,
"Appendix B: Potential Reserves Exposure
Catalog."

Isthis the catalog that we were
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talking about yesterday?

A. Yes Sorry. Itisaversion of
it. There were several drafts.

Q. That was my next question. My
next question was, was there aformal version of
this catalog that preceded September of 2002,
that isafinal one that had not been updated?

A. The catalog was not -- was

intended to be reviewed and updated
periodically. Thefirst draft of it was dated
before September 2002. | believe thefirst
draft was prepared in July 2002 and it was
updated periodically.

Q. Now, how often was the exposure
list intended to be updated?

A. | believeasisproposed inthis
document there would be twice yearly, it was
proposed there would be twice yearly updates and
reviews of that catalog.

Q. Independent of this document, what
was the intention with regard to updating the

23 catalog?

24 MR. TUTTLE: Objection to form.
25 MR. HABER: Just so therecord is
0259
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2 clear, because | don't want -- | would like

Page 157 of 338

file:///CJ/Documents¥20and%20Setti ngs/dausti n/Desktop/Deposition%20T ranscripts/012307j pay.txt (14 of 134)9/18/2007 3:53:54 PM



file://ICJ/Documents¥20and%20Settings/daustin/Desktop/Deposition%20T ranscripts/012307) pay .txt

©ooO~NOOlLPh~W

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

Case 3:04-cv-00374-JAP-JJH  Document 359-3  Filed 10/10/2007
counsel to understand where | got this from.

The answer was, asis proposed in the document.
And | just want to know, was there anything
other than what's reflected in the document
where you had intended on a certain period in
time to update this catal og.
My question is focused outside of
the document. Let merephraseit.
THE WITNESS: Could you repeat the
guestion.
BY MR. HABER:
Q. Withthat clarification, al |
want to know is other than what's reflected in
the document did you have an intention to update
the catalog more than twice ayear?
A. No.
Q. And within the year what time
frame did you intend to do the update to the
catalog?
A. | proposed that it should be
updated and presented to management at the end
of each year and halfway through each year.
Q. When you say the end of the year,

0260
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Isthat the end of the calendar year -- excuse
me -- or at the end of the ARPR process?

A. My intention wasin December and
in June or July.

Q. Okay.

(Pay Exhibit Number 6 was marked

for identification.)
BY MR. HABER:

Q. Let meshow you what's been marked
as Pay Exhibit 6. While the witnessis looking
at the document, let me identify it for the
record.

Pay Exhibit 6 isanote for
discussion that says EP reserves outlook. It's
dated in the upper right-hand corner July 22,
2003. It's Bates number isV 00010736 through V
00010745.
A. If I may comment, the pagesin the
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20 exhibit are not in the correct order, but the

21 document otherwise seemsto be complete.
22 Q. Okay. | canonly tell you thisis
23 how the document was produced to us.
24 A. Okay.
25 Q. Other than the fact that the pages
0261
1 JOHN RICHARD PAY
2 don't seem to bein the correct order, but the
3 content otherwise seems complete, | take it then
4 you have seen this document before today?
5 A. Yes
6 Q. Didyou prepare this document?
7 A. Yes
8 Q. Didyou have anyone assisting you
9 initspreparation?
10 A. Notthat | recall.
11 Q. | think yesterday you had
12 testified that with regard to your job you only
13 had one assistant; is that correct?
14 A. Yes. Onefull-time assistant and
15 actualy one part-time assistant who helped with
16 software issues from time to time.
17 Q. Sowhen you were preparing these
18 notes, | take it then it wasjust you and your
19 assistants who were doing the preparation?
20 MR. TUTTLE: Objection to form.
21 BY MR.HABER:
22 Q. You can answer.
23 A. Intermsof the detailed staff
24 work, yes.
25 Q. Intermsof content of these
0262
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notes, who, if anyone, assisted you in preparing
these notes?
A. Canyou clarify what you mean by
assisted me?
Q. Provided you with data or other
information that enabled you to draft the note?
A. | mentioned on severa occasions
my focal pointsin the operating units who
10 assisted meto the extent of providing datato
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me regularly through the year, both at the end

of the year in terms of compiling the end of
year report, but also we had a monthly reporting
system where we invited the operating units to
provide information on changesto that planin
terms of what they expected the end of the year
position to be. So there was a monthly data
gathering process which we called the |atest
estimate, it applied to things, not only
reserves, that was a small part of it, capital
expenditure production forecasts, similar key
business performances were updated regularly in
terms of the latest estimate of performance for
the year.

Q. Who werethe focal points, what

0263
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was the job position that you're referring to?
A. Theseweretypically depending on

the size of the operating unit that would either
be a full-time position within the operating
unit. For the larger ones, persons whose
specific task within the operating unit was to
manage the hydrocarbon reporting, volume
reporting process for their operating unit.
Sarah Bell, who we had been discussing, is an
example of such a person working in Australia
and each of the operating units had similar
focal points.

Q. Didyou have an understanding of
the staffing of the reserves coordinator
position in competitors such as say Exxon?

MR. TUTTLE: Objection,
foundation.

THE WITNESS: At what time?
BY MR. HABER:

Q. During your tenure as group
reserves coordinator?

A. Initidly, no. | cametolearn
during the period probably in late 2003 that

25 indeed Exxon had a central staff comprising some
0264
1 JOHN RICHARD PAY
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2 13 people working on the issue.

3 Q. Andhow did you cometo learn

4 that?

5 A. Thiswasinformation given to me
6 by Rod Sidle.

7 Q. Did Mr. Sidle say how he obtained
8 that information?
9 A. | believe through informal
10 contacts he had with colleagues in other
11 companies.
12 Q. Werethere any other competitor
13 companies that you had learned how the position
14 was being staffed?
15 A. During the course of my tenure at
16 thejab, the reserves coordinator job, | again
17 established informal professional links with my
18 counterpart in BP and Total, whilst | did not
19 ask them the question directly of how they were
20 resourced. During the course of my conversation
21 with them | formed the opinion that they
22 similarly, were resourced similarly to Shell.
23 Q. To Shell and not Exxon?
24 A. To Shell.
25 Q. Okay. So that would be one person
0265
JOHN RICHARD PAY
with an assistant or two?

A. One person charged with compiling
the figures centrally, obviously relying on
networks of people around the world.

Q. Whilewe're on the note, the July
note, let'stalk about that and we'll come back
to the other note.

On thefirst pageit appearsto
have a signature from Walter van der Vijver and
it also in the upper right-hand corner indicates
it was sponsored by Mr. Van der Vijver. Do you
have an understanding as to why Mr. Van der
Vijver would be sponsoring the note?

MR. TUTTLE: Objection,
foundation. Y ou can answer to the extent you
know.

PP e
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THE WITNESS: Well, | don't know
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specifically.
BY MR. HABER:

Q. Wasit your understanding at the
time that all notes that were presented to the
ExCom had to be sponsored by a member of the
ExCom?

MR. TUTTLE: Objection,

0266
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foundation.
THE WITNESS: | had no opinion
either way.

Q. When you drafted the note did you
circul ate the note to anyone for their review
and comment?

THE WITNESS: | can't recall
specifically doing so. However, | think itis
very unlikely that | would have given it
directly to Mr. Van der Vijver without seeking
comments from my supervisors.
BY MR. HABER:

Q. Do you recal receiving any
comments from Mr. Van der Vijver about the note?

A. | don'trecal, no.

Q. Do you recal having any
discussions with Mr. Van der Vijver about the
content of the note?

A. This specific note?

Q. Yes Agansotherecordis
clear, we're talking about Pay Exhibit 6.

A. Yes

MR. TUTTLE: Areyou asking about
the specific text in the note or just

0267
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conversations generally on the information
presented.

MR. HABER: Conversations about
the content in the note.

MR. TUTTLE: I just want to make
sure he understands without regard to whether it
was about the text in the note itself.

MR. HABER: Correct.
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MR. TUTTLE: Okay.

THE WITNESS: Honestly, | can't
recall whether or not there were specific
discussions. You know, | spoke to Mr. Van der
Vijver about reserves at several times. Whether
there was any specific discussion on exactly
this note, | can't remember.

BY MR. HABER:

Q. If youtakealook at the Bates
page 10738.

A. Yes

Q. There'sadiscussion of the latest
estimate of the RRR. Do you see that?

A. Yes

Q. Doyou recall having discussions
with Mr. Van der Vijver about the RRR, the

0268
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latest estimate for the RRR?

A. Wadll, specificaly at thistime?

Q. Yes

A. Redlly, | can't remember.

Q. Doyou recal discussing
apercent, aRRR percent of 72, whichis
reflected in this document as the organic RRR?

A. I'mgoing to repeat my prior
answer. | can't remember any specific
discussion in relation to this note.

Q. Okay. Just sotherecordis
clear, when you're referring to specific
discussion, are you referring to adiscussion
with your supervisors?

MR. TUTTLE: I think you asked
about Mr. Van der Vijver.

MR. HABER: Well, okay. Fair
enough.
BY MR. HABER:
Q. You'rereferring now to Mr. Van
der Vijver; isthat correct?

A. Yes
Q. Doyou recall generally discussing
the RRR and the percent that's reflected in this

0269
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document with Mr. Van der Vijver?

A. I'msorry, isthat not the same
question?

Q. Yousaid specifically. | want to
know if you had any general discussions with
him?

A. I'mstruggling to understand what
you're driving at with your question. | think
you're asking me can | remember a meeting at
which | sat down and discussed this document or
its content with him, to which my answer is no,

| can't remember any such meeting taking place.

Q. And the question was broadened to

be other than within this document, do you
recall having a meeting or discussion with
Mr. Van der Vijver about the RRR?

MR. TUTTLE: But, again, so the
record is clear, the RRR being the 72 percent
organic reserve replacement ratio reflected in
the document.

MR. HABER: No.

MR. TUTTLE: Now you want
generaly any discussion about reserve
replacement.
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MR. HABER: In or about thistime
period, yes.
THE WITNESS: Since akey part of
my job was to keep management including Mr. Van
der Vijver apprised of the outlook or the latest
estimate for reserves replacement for the
reporting year, yes, | had discussions with
Mr. Van der Vijver and other members of the
management team and made presentations to them
asto what the latest estimate was.
BY MR. HABER:
Q. Now, do you recall having such
discussions with regard to the latest estimate
for the time period in which this note was
drafted, so that would be roughly in July 2003?
A. Evidently, sincel submitted a
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18 note or prepared a note on behalf of Mr. Van der

19 Vijver, the giving of this note to him
20 represented the passing of information. | don't
21 recall specifically sitting down and discussing
22 it with him.
23 Q. Okay. Now, how often were latest
24 estimates provided to the ExCom with regard to
25 thereserves replacement ratio?
0271
JOHN RICHARD PAY

A. My proposa in the previous

Exhibit 5 that we were discussing wasto have a
formal review in July of each year of which this
was the first example. There were other
occasions when on an ad hoc basis | was asked to
provide information.

Q. Soduring your tenure -- I'm just

trying to understand what the process was for

providing the latest estimate on the RRR to the

ExCom was during your tenure as GRC?

A. 1 would like to draw adistinction
between information provided in notes such as
this which are somewhat analytical in nature as
opposed to purely numerical information which |
understand was updated monthly or quarterly as
part of the latest estimate process that |
summarized earlier, including other factors such
as capital expenditure estimates, production
forecasts and so forth. A summary of that
information | believe was provided monthly, but
purely numerical, just numbers, which is
distinct from a more analytical type of
presentation such as we see here in Exhibit 6.

25 Q. Wasthelessanaytical
0272
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2 information provided to the ExCom on a monthly

3 basis, do you know?

4 A. My understanding isthat it was.

5 Q. And who provided that information
6 tothe ExCom?
-
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A. Thiswasaroutinetask performed
by the Central Finance Group in Expiration
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Production in The Hague.

Q. Who was head of the Centra
Finance Group for EP?

A. Wadll, the chief financia officer
who is Mr. Frank Coopman and obviously he had a
staff working for him preparing those figures.

Q. Do you know within his reporting
line who it was who actually provided those
figures?

A. | believe Russell O'Brien was the
head of the section that prepared those figures
and he had a staff of 10, 20 people working for
him.

Q. Doyou recall what the section was
that he was the head of ?

A. | don't recal it by name, but it
was the section that dealt with all internal and
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external quarterly reports, annual reports and
so forth.

Q. Now, with regard to the more
analytical report such as this note, how
frequently were these provided to the ExCom?
I'm not talking about your proposal now, I'm
talking within the time frame as your tenure as
the group reserves coordinator.

MR. TUTTLE: Objection to
foundation just on the reference as this note
being to ExCom. Y ou can answer otherwise.

THE WITNESS: | prepared notes
similar to this probably three or four times
during my tenure.

BY MR. HABER:

Q. When you say three or four times,
do you mean throughout the entire tenure or per
year?

A. Throughout the entire tenure.

Q. With regard to Pay Exhibit 6, do
you know if this note was given to the ExCom?

A. No.

Q. You have no recollection that the
note was actually given to the ExCom for an
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ExCom meeting?

A. No.

Q. Okay. If you can turnthe pageto
10739. If you look at the first bullet point it
says, "the business faces a severe continuing
challenge to meet the target of 100 percent
organic RRR in 2003, especially when the effect
of the Sakhalin 45 percent minority interest is

excluded." Could you explain what you meant by
this?
A. The severe continuing challengeis
in reference to information received from the
operating units as part of the business plan and
the latest estimate process that 1've previously
referred to which indicated that the likely
volume of proved reserves additions during the
year 2003 was unlikely to equal the volume of
production and therefore the reserves
replacement ratio would fall short of the
100 percent target.

Q. Andwhat about the reference to
Sakhalin minority interest?

A. The Sakhalin project isan or was
at the time a project in which Shell held |
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believe a 55 percent interest and under the
rules of financial reporting as | understand
them the majority shareholding that Shell had in
that venture required that capital expenditure
and all other financial parameters be reported
on a 100 percent basis. This meant -- thisalso
applied to reserves reporting so that had we
disclosed proved reserves for Sakhalin we would
have been required to specify 100 percent of the
reserves applicable to that project of which our
share, of course, was only 55 percent.
Therefore, in our external tabulations of proved
reserves there would be recognition of
100 percent of the reserves, which did not match
with our equity. Now, under the reporting
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requirements of the SEC and FASB the

contribution of any minority interest to the
figures tabulated had to be summarized in the
table, aswell, but my observation of the way in
which analystsin -- business analysts external
to the company used the data from the annual
reports was that minority interest contributions
were not always deducted from the total in the
way that they analyzed the data.
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| was aware of this and felt that
in disclosing figures for Sakhalin, whichisa
very large project and therefore the reserves
contribution would be very large, we should be
very clear in specifying the 45 percent minority
interest was included in the figures so as not
to -- so to ensure the correct equity reserves
position was presented to investors.

Q. Do you recal the effect of
excluding the Sakhalin interest had on the RRR?

A. | would haveto remind myself of
the figure.

Q. | believeit'sreflected in this
document, but you can refresh your recollection.

A. 22 percent it says here on page
ending 738.

Q. Soif that interest were to be
excluded from the RRR it would reduce the RRR by
22 percent; isthat correct?

A. Yes. Andthe contextin whichI'm
mentioning it hereisthat | was advocating that
that contribution should be made very clear in
our external statements.

Q. Whereisthe Sakhalin project?
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A. It'son Sakhalin Island whichis
part of the Russian Federation, on the eastern
seaboard of the country.
Q. At thistime had the project
reached FID?
A. | can't recall whether at this
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timeit had.

Q. If westay on page 10740 for a
moment underneath the graph, that paragraph
talks about the outlook?

A. Uh-huh. Yes.

Q. Itreads, "the outlook is
fundamentally unchanged from the 2002 business
plan with 2004 remaining very weak."

Do you recall the basis upon which
you wrote that?

A. | mentioned previously that part
of my role was to collect data information from
the operating units on their forecast of when
proved reserves additions would be made, thisis
part of the business planning process. What
you're looking at on this page is the colation
of that information from the operating units and
my summarizing of it for the information of
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management, so the source of the datais the
business plan submitted by the operating units.

Q. If youlook at the next sentence

it says, "whilst in principle it appears

possible to achieve 100 percent plus RRR in the
later planned period years, many of the gains
rely on delivery of planned elements that at
this stage were only notionally defined." And
then in the parenthetical, "including alarge
contribution from reserves that have yet to be
discovered."

What did you mean by plan elements

and in particular the later part of that

sentence that says are only notionally defined?

A. Insubmitting the information on

future proved reserves additions forecasts the
operating units for each project, regardless of
its state of maturity as of the date of
submission of the data, would provide
information on their forward plan for maturing
those volumes for progressing them towards FID.
And asisindicated here, even for exploration
projects, for example, an exploration while
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drilling in 2003, as part of that project
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information would be provided on the subsequent
project development activity plan that would
following from successful exploration. Bearing
in mind thisis only forecast data, the last

part of the paragraph in parenthesis, for

example, includesin later years the operating
units projections of how proved reserves
additions would be made assuming a devel opment
project would follow from exploration activities
conducted in the short-term.

Q. If I understand the answer then,
these are projects for which thereisno field
development plan in place; isthat correct?

A. Yesandthisinformationis
reflecting the natural consequence in terms of
proved additions of continuing to work those
projects to define the development plan, submit
and have sanctioned development plan and then
proceed to execute it.

Q. Okay. | justwant to go back to
the prior page which is 10739. The bottom
bullet point there's areference to T& OE?

A. Yes

Q. What isthe T& OE?

0280
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A. That'san abbreviation standing
for technical and operational excellence.

Q. Do you know what the function of
the T& OE was at the time?

A. Thiswasan organization that was
introduced in the central office in The Hague
comprising | believe some 20 or so expertsin
various aspects of field development and

operations. | was not involved -- | was not a
part of that organization. However, my
understanding of the purpose of this
organization as | perceived it was to ensure
that oil field operational practices around the
group were harmonized and that best practices,
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to provide a conduit, this central community

would provide a conduit for good practices,
practices that had been found to benefit one
operations in one company would easily
disseminated to the rest of the group companies
so that all might benefit from it.

Q. Do you know who the head of the
T& OE was at thistime?

A. No, | don't know who was the head
of T&OE at that time.
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Q. Doesthe name John Bell refresh
your recollection as the head of the T& OE?
A. | didn't know that he was -- if
you'retelling me that he was, I'm not sure |
knew that.
Q. Okay. Do you know whose
initiative it wasto create the T& OE?
A. No.
Q. Asthe group reserves coordinator
did you work with any member of the T& OE?
A. Yes. | had part of the portfolio
of activities that the T& OE group were involved
with was excellence in field development
planning and | worked with lan Percival who was
in charge -- | believe was in charge of that
particular part of the T& OE organization, |
can't remember his full name but Min Cheong,
M-1-N, C-H-E-O-N-G, who was also working in that
section of T& OE.
Q. Your working relationship with
Mr. Percival and Cheong, was that in connection
with the business planning part of your job?
A. Thenature of my interaction with
those people and with T& OE wasto again provide

0282
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data to assist them in their role on the
projected performance of the business, not only
in terms of proved reserves additions, but
actually primarily in terms of maturing scope
for recoveries through the various less mature
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categories. Their area of focus was primarily

on the less mature elements of our hydrocarbon

volume portfolio and understanding ways in which
our performance in maturing those volumes could
be improved through the application of best
practice procedures.

Q. Didyou know where Mr. Percival
had worked within Shell prior to the T& OE?

A. Hewasmy development manager when
| wasworking in Brunel. | know that he was
involved in the exploration department at the
same time | with use working in The Hague
earlier in the early '90s. Beyond that, | don't
know hisfull career history.

Q. Haveyou ever heard of an
organization by the name of SEPTAR?

A. | didn't know he worked for
SEPTAR.

Q. Haveyou ever heard of the service
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organization SEPTAR?

A. I'veheard it only by name.

Q. Okay. Didyou ever work with
anyone affiliated with SEPTAR, again, during
your tenure?

MR. TUTTLE: Affiliated whileyou
were working with them, not asking you to guess
whether someone had worked.

MR. HABER: Right.

THE WITNESS: What do you mean by
affiliated with?
BY MR. HABER:

Q. Who wasworking for SEPTAR?

A. Andif by working with you mean
conducting specific pieces of work, studies,
analyses, no, | don't recall.

Q. Okay.

A. Working in-depth with anyone from
SEPTAR.

Q. Okay. If you can turn the page,
still on Exhibit 6, page 10743.

A. Uh-huh.
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Q. Andasotakealook at the next

two pages, 44 and 45. Appendix C appearsto be
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the exposure catal og that we've been talking
about; isthat correct?
A. No. | think its correct nameis
potential reserve exposure catal og.
Q. Thisisthe catalog we've been
talking about; correct?
A. Correct.
Q. Now, do you know if this updated
catalog was sent to the ExCom?
A. Atthistime, no, | don't.
Q. Doyou know if Mr. Van der Vijver
had received this updated catal og?
A. Evidently he had since he signed a
cover letter in which it was contained.
Q. Okay. At or about thistime being
July of 2003 do you recall having any
discussions with Mr. Van der Vijver about the
items on the catalog?
A. No. I'veadready answered a
previous question. | don't recall any specific

22 discussion around the content of this note.
23 Q. If you could just now look at 743.
24 The second sentence under the title Potential
25 Reserves Exposure Catalog.

0285
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2 A. Uh-huh.

3 Q. Reads, "of the groups

4 19350 million BOE proved reserves some

1040 million (5 percent) is currently considered
to be potentially at risk."
By potentially at risk, what did

you mean?

A. Thiscatalog was prepared, | think
aswe've discussed previoudly, it originated
from the conversation that | had with Mr. Roosch
when | took over the job and by potentially at
risk, primarily we mean or | intended to mean
reserves that are on the books that did not
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necessarily fully comply with the interna

guidelines that we had as of that date. We

spent some time discussing this yesterday. Such
that by when judged against the existing
guidelines, bearing in mind the guidelines had
changed over time, the reserves bookings here
would not necessarily have been in compliance.
Therefore, at risk primarily means at risk in
relation to our own internal reserves reporting

24 guidelines,

25 Q. And the consequence of thisrisk
0286
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2 would be a potential debooking; isthat correct?
3 MR. TUTTLE: Objection to form.

4 BY MR. HABER:

25

Q. Youcan answer.
A. Atrisk -- the approach we took
was, which we considered to be reasonable at the
time, was that where there existed a plan for
those reserves to become compliant within a
reasonably short period of time, typically two
reporting years, it was reasonable to maintain
those reserves on the books.
BY MR. HABER:
Q. And, again, the flip side of that
is that they were subject to possible debooking;
correct?
MR. TUTTLE: Objection to form.
BY MR. HABER:
Q. Youcananswer.
A. Theintention was should we --
should there be further, because the SEC was
issuing guidance, March 2001, they were issuing
guidance. At thistime they were also seeking
information on proved reserves attribution
practices. There was an environment in which it
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was felt that the SEC was continually updating
and if you like, tightening the criteria by
which its reserves should be applied, itsrules
should be applied. And if that trend should
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continue then, yes, there would be the

possibility that some of these bookings would be
called into question.

Q. I guessal I'mtrying to find out
Is once they're called into question and there's
a determination that there is no plan within a
reasonabl e time to bring them within compliance,
do those reserves then have to be debooked?

A. Yes

Q. Okay.

A. Andindeed they were, in some
cases.

Q. Now, on page 10743, thereisa
reference to a divestment of the field KMOC.
What is KMOC?

A. KMOC isnot afield, it'sa
company, an entity that was acquired during 2002
as part of the acquisition Enterprise Oil. This
was a company in which at thetime | believe --
well, Enterprise had a shareholding and was
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therefore an associate company of Enterprise --
I'm struggling now to remember precisely what
the abbreviation standsfor. | believeit's
something for Khanty Minsk Oil Company, it'sa
Russian based company.

Q. Waereyouinvolved in the due
diligence of the Enterprise acquisition?

A. No.

Q. Wereyou asked to provide any
analyses of the assets that were being acquired
by Shell?

A. Prior to their acquisition?

Q. Yes

A. No.

Q. And same question with regard to
the work in connection with the acquisition,
that is the period of time when the decision was
made to make the acquisition, again, it would
be -- | guess the best way to describe it would
be the due diligence period?

A. Prior to the acquisition, no.
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23 Q. Subsequent to the acquisition were

24 you asked to review the assets?
25 A. No, | wasnot asked to review the
0289
JOHN RICHARD PAY
assets. However, since it was the acquisition
of acompany and that company had filed reserves
under form 20F | took it upon myself to visit
the Enterprise office in London to learn more
for myself about the specific aspects of the
reserves that we had acquired.

Q. When did you visit the officein
London?

A. Itwasvery shortly after |
joined -- took up the position of group reserves
coordinator. | think it was probably in June or
July of 2002.

Q. Did anyone accompany you?

A. No.

Q. Wasthere apurpose for your
visit?

A. Tounderstand the reserves and
hydrocarbon resource volume inventory that we
had acquired.

Q. During your visit did you find
that there were -- that there was inventory that
was not compliant with Shell's guidelines?

A. Yes

25 Q. And canyou explainthat alittle
0290
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bit further, please.

A. | found examples of reserves
having been booked by Enterprise Qil in
circumstances that in answer to the question,

yes, were not in compliance with our own
internal guidelinesin several areas.

Q. Doyourecal any of the assets or

fields that were not compliant with Shell's

10 guidelines?

11 A. Thosethat arelisted on the

12 following page, 744. There are two identified
13 asbeing Enterprise acquisitions. Oneisthe

PP e
NEhEBowo~v~ouhr~rwnr

NNNNNRPRRRRRR
BWONRPOOWWOMNO UMW

©CoO~NOOLPA~,WN

Page 176 of 338

file:///CJ/Documents¥20and%20Setti ngs/dausti n/Desktop/Deposition%20T ranscripts/012307j pay.txt (33 of 134)9/18/2007 3:53:54 PM



file://ICJ/Documents¥20and%20Settings/daustin/Desktop/Deposition%20T ranscripts/012307) pay .txt

14
15
16
17
18
19
20
21
22
23
24
25

Case 3:04-cv-00374-JAP-JJH  Document 359-3  Filed 10/10/2007
Tempa Rossafield in Italy, the other isthe

KMOC asset that was the subject of your previous
guestion.

Q. Doyou know if the reserves that
were from the Tempa Rossafield, if those
reserves were restated as part of the
recategorization?

A. No, | don't. However, | would say
prior to the acquisition, of course, they were
not on Shell's annual report in any case, so it
would surprise meif any restatement were
necessary.
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Q. Werethey on Shell's annual report
in 20037
A. Not -- they were, but not in the
same volume as Enterprise had reported.
Q. Sotherewasstill avolume that
was reported that reflected reserves from the
Tempa Rossa project?
A. Inrelation to one part of the
project whereas | believe Enterprise had booked
reserves for future projects, aswell.
Q. Sotheanswer isyes, therewasa
portion of the project?
A. A portion, yes.
MR. TUTTLE: Can| ask aquestion?
Did Enterprise have areserve certification?
THE WITNESS: Not to my knowledge.
BY MR. HABER:
Q. Ifyoulook at page 745. After
the discussion of Nigeria SPDC there'sa

21 discussion of PSC entitlement?

22 A. Yes

23 Q. What doesthat refer to?

24 A. PSC stands for production sharing
25 contract. Thisisaform of petroleum licensing
0292
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2 or contracting in which companies such as Shell

3
4

participate in development projects and
generally receive compensation for that
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participation in the form of a cost recovery

revenue stream and a profit revenue stream.
Thisisdistinct from the type of arrangement
which is common in the US, for example, where
the companies take an equity stake and sharein
both costs and revenues in proportion to their
equity.
Q. What isthe significance of the
reference price?
A. Theamount of cost and profits,
oil or gas that Shell would be entitled to since
it isessentially afinancial compensation, cost
and profit, it is conventional to trandate that
financial compensation into avolume, an
equivaent volume of oil entitlement.
So for any given amount of
financial compensation, depending on the oil
price, the number of barrels that that would
tranglate into will vary. If theail priceis
high the number of barrels required to achieve
the financial compensation would below. If the
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oil priceislow the number of barrels required

would be high.

Shell'sinternal policy at that

time was to cal cul ate the entitlement based on

its business planning reference oil price which

at this time was $16 per barrel.
Q. Now, thisprice, the $16 a barrel,

did this have an impact on any of the key
performance indicators that Shell followed such
as ROACE, return on average capital employed?

A. I'mnot qualified to answer that
guestion, | don't know.

Q. Do you know what amid project
screening value is?

A. Inevauating our forward business
plans, arange of different oil price and
related product prices, gas, L& G, et cetera, a
range of pricing scenariosis used for
evaluating projects and business performance
going forward. Thereisalow price, the high
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price and the one you referred to is the middle

price.
Q. Now, isthismid project screening
value have any relation to the PSE entitlements
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that you just talked about? |Isthere any
connection?

A. The PSE entitlement would be
different if one evaluated the entitlement at
each of those different oil prices dueto the
relationship | explained.

Q. Isthereatime period with regard
to the PSC entitlement where the price of the

barrel of oil islooked upon? Isit annually?
Isit as the market changes? How isthat price
looked at?

A. | don't know. | suspect it would
depend on the precise terms of each individual
contract.

Q. Doyou know if there was any
accounting principle that governed what price to
use?

MR. TUTTLE: Objection to form,
callsfor alegal conclusion.
THE WITNESS: Can you specify
accounting principle?
BY MR. HABER:
Q. Like, forinstance, FAS 69?
A. 1 donot--wel,inrelation to
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accounting, no, | -- I'm struggling to answer
your question in terms of precisely what you
mean.

Q. Do you know what FAS 69 stands

for?

A. Yes

Q. What isFAS69?

A. Itis--1thinkit'sfinancia
accounting standard issued by the FASB,
dictating accounting and reporting requirements
with particular emphasis, | believe, on oil and
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gas entities, oil and gas producing entities.
Q. And| guess my earlier question

was do you know if FAS 69 governed the price
that should be used with regard to the PSC
entitlements?

MR. TUTTLE: Objection to form.
Be used in the contract? I'm just trying to
understand. That hasto be used inside a
private contract or used for reporting purposes?

MR. HABER: That'safair
distinction. Let'stake for reporting purposes.

THE WITNESS: Wéll, the answer to
the question isno, | don't know if thereis any
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specific direction in FAS 69 dictating
production sharing contract entitlement
calculations.

BY MR. HABER:

Q. How about in connection with the
contract itself when the contracts were being
negotiated, do you know if FAS 69 sort of
governed the price that was determined to be

used?

A. No.

Q. Wasthe pricing issue with regard
to these PSCs an issue that required your
attention during your tenure as a GRC?

A. Yes

Q. Whyisthat?

A. Thereisaclausein regulation SX
governing proved reserves definitions which
indicates that prevailing prices and cost
scenarios should be used in determining proved
reserves. It was brought to my attention that
some -- there is some uncertainty asto
precisely what that means in terms of the price
that one should assume in calculating proved
reserves and the issue arises specifically in
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the reporting of reserves for production sharing
contracts for the reason that I've explained.
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4 It was Shell policy at thetimeto
5 useitsreference price or project screening
6 pricefor business planning as afair reflection
7 of the prevailing price situation, whereas an
8 dlternative interpretation asis indicated here
9 isthat one uses the exact price pertaining to
10 thelast day of the reporting period, so-called
11 year end price.
12 The view that was reflected in the
13 policy that we had was that by taking the price
14 prevailing on one arbitrary day of the reporting
15 period, the resulting reserves entitlement would
16 be highly vulnerable to price fluctuations on a
17 day-to-day basis through the reporting period
18 and thiswasfelt not to fairly reflectin a
19 stable and consistent fashion reserve
20 entitlements from one year to the next.
21 Therefore, our policy was to use our internal
22 planning price as being areflection of the
23 current price conditions on a consistent basis
24 from one year to the next. So we used our
25 reference price rather than the year end price
0298
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as ameans of calculating that entitlement.

Q. Doyou know if the SEC had a
position on which price period should be used
for these contracts?

A. | don't know if it was before or
after | was specifically made aware that it was
required that we should use the year end price,
but that is -- that is known to me today to be

the opinion of the SEC.

Q. But at thetime of this exhibit,
which is Exhibit 6 in July of 2003, you were
unaware of their position?

A. | wasawarethat therewasa
discussion around the issue and | was aware that
the SEC favored the use of year end pricing. We
felt we had an internal -- we felt we could
argue the case for an alternative interpretation
with some degree of rigor.

Q. Do you know when the issue was

=
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raised by the SEC with Shell?

A. | can't recal exactly when.

Q. But certainly by thistime, being
July of 2003, it had been an issue that was
raised; isthat correct?
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MR. TUTTLE: Objection to form,
foundation.
THE WITNESS: | don't know.
BY MR. HABER:
Q. Aspart of your work on Rockford
did you review the reserves that were connected
to the PSC entitlements?
A. Yes

Q. Werethose reserves restated?

A. Yes

Q. What wasthe reason for the
restatement?

A. To adopt the SEC's preference for
year end pricing rather than reference pricing
asthe basis for the entitlement cal culation.

MR. HABER: Okay. Since we're
going to go back to a prior exhibit, thisisa
good time for usto take a break.

THE VIDEOGRAPHER: WEe're going off
therecord. Thetimeis11:32 am.

(A brief recess was taken.)

THE VIDEOGRAPHER: We are back on
therecord. Thetimeis11:51 am.

BY MR. HABER:
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Q. Mr. Pay, if you could turn back to
Exhibit 5.

A. Yes

Q. | wantto ask you aquestion, a
series of questions about the proposal
concerning score cards, which is 1F on page 82,
the Bates stamp.

Now, under the first sentence

there'sa paragraph in italics and it refers to
an observation by the group reserves auditor in
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the year end reserves report for 2001. Am |

reading this correctly?

A. Itseemsso, yes.

Q. Now, the group reserves auditor,
isthat Anton Barendregt?

A. Yes

Q. Andam/| correct that the
observation that Mr. Barendregt makes is that
thereis apossibility that score cards with
regard to reserves targets, "is seen to affect
the objectivity of staff and some OUs when
proposing reserves additions.” Do you see that?

A. Yes | seeit.

Q. Do you recal having any
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discussions with Mr. Barendregt about what he
writes here and what was written in that report?

A. | certainly discussed the issue

with Mr. Barendregt. He was keen to remove
reserves from score cards in order to avoid the
possibility of behavior such as he's describing
here.

Q. Areyou aware of any examples
where OU staff's objectivity was clouded by the
reserves addition target in the score card?

MR. TUTTLE: Object to form,
foundation, characterization of the document.
THE WITNESS: Inmy direct
experience, no.
BY MR. HABER:
Q. Wereyou ever advised of an
example where this occurred?
MR. TUTTLE: Objection.
BY MR. HABER:
Q. Youcananswer.

A. Mr. Roosch, my predecessor,
related an incident in which he felt that there
had been an inappropriate level of interest in
booking reservesin a SNEPCO asset which he has
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successfully resisted.
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Q. Did Mr. Roosch attribute the

effort by SNEPCO to book the reserves to the
score card?

A. That wastheinference that he
drew at the time in describing the situation to
me.

Q. Other than that instance, can you
think of any other examples that you were
advised of?

A. Not that -- no.

Q. Okay. Other than with
Mr. Barendregt, do you recall discussing the
issue of score cards with anyone at Shell during
your tenure as the group reserves coordinator?

A. Certainly as part of circulating
this document and in discussion with some of the
people who responded to it | discussed whether
or not it was appropriate to have reserves on
individual operating score cards. When | wrote
this | wasinclined to the view they should be
removed just to remove the potential for this
type of behavior.

The overwhelming response | got
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back to was that the views in the operating
units were such that it was seen as a legitimate
target provided it was properly -- properly
controlled.
Q. Wereyou surprised by that
feedback?
A. Not particularly. | also
understand the argument in favor of retaining it
in that reserves replacement is a reflection of
the performance of a business and actually
progressing projects. So to that extent itisa
measure of the success that an operating company
has in progressing its projects to alevel of
maturity that would enable execution and
production and that is the fundamental reason
why it was seen as my understanding as a
worthwhile and useful performance indicator to
retain.
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20 Q. Now, did you discusstheissue

21 with Mr. Brass?
22 A. | don't recall specifically
23 discussing that issue with Mr. Brass.
24 Q. Generally, do you recall any
25 discussions with Mr. Brass on the issue?
0304
JOHN RICHARD PAY

A. To methat soundslike the same
question.

Q. Okay. Well, when | hear it | hear
specific could be --

MR. TUTTLE: Every timeyou say
specifically he's going to ask you generally, so
iIf you don't have arecollection.

THE WITNESS: | don't recall

discussing thisissue with Mr. Brass.
MR. TUTTLE: Sorry.
MR. HABER: That's okay.
BY MR. HABER:
Q. Doyou recall discussing the score
card issue with Mr. Van der Vijver?
A. No.
Q. Doyou recall discussing the issue
with Mr. Nauta?
A. No.
Q. Thesame question with regard to
Mr. Harper?
A. Alsonot.
Q. Inthisdocument on this page it
appears that you're proposing an aternative to
25 the score card. Isthat correct?
0305
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A. May | have aminutejust to reread
the page?

Q. Please. Inparticular I'm looking
at the paragraph that beginsit is recommended
to remove.

A. Yes

Q. Okay. Soam| correct that in
9 thisdocument, in particular what I've directed
10 your attention to, you're proposing an

coO~NO O WNPE
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aternative to reserves additions in the score

card?
A. Thisiswhat iswrittenin this
draft document, yes.
Q. Andwhat isthat proposal? What
is the proposal ?
I'm just trying to get what you
were intending by this proposal.
As | understand it, a proposa is
to use a system of milestones. What I'm trying
to understand is why you made this proposal as
opposed to keeping, in your mind, the reserves
additions as part of the score card?
MR. TUTTLE: Objecttoform. You
can answer.
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THEWITNESS: I'm attempting in
this recommendation, which is a draft
recommendation, to address the auditor's concern
in terms of having reserves replacement on score
cards. I'm suggesting we respond to that
concern by removing reserves replacement from
the score card and replace it with alternative
metrics, which will still encourage operating
units to perform on project maturation, that
being the beneficial part of having reserves
replacement as atarget.
BY MR. HABER:

Q. Andthose aternative metrics, are
those reflected in the parenthetical which says
VAR 3, VAR 4, FID and if appropriate
confirmation of improved recovery performance?

A. Yes

Q. Doyou know if this
recommendation, other than the feedback that you
received, do you know if this recommendation was
supported by Mr. Brass?

MR. TUTTLE: Objection,
foundation.
THE WITNESS: No, and | don't
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remember whether it was or not.

BY MR. HABER:
Q. Do you know if this recommendation
was supported by any of your bosses?
MR. TUTTLE: Same objection.
THE WITNESS: No.
BY MR. HABER:
Q. You have no recollection?
A. Sitting here today, | can't even
recall if this phrasing was retained for the
final version that was submitted to management.
What | do recall isthat there was quite some
resistance to it from my peersin the operating
units,
(Pay Exhibit Number 7 was marked
for identification.)
BY MR. HABER:
Q. I'mhanding you Pay Exhibit 7 and
| will identify thisfor the record while you're
taking alook at it.
Thisis adocument that's titled
Note For Discussion Ep Proved Reserve
Management. Its Bates numbers are RJW 00852948
through RJW 00852965.
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Mr. Pay, have you seen Exhibit 7

before today?

A. Yes.

Q. Isthisthefinal version of the
draft note that we've been talking about a few
moments ago?

A. ltcertainly isalater draft.
Whether it isthe final draft, | don't know.

Q. Okay. If you turnto page 8 of
the exhibit which also on the Bates number ends
852955 and the discussion of the score cards, if
you just take amoment to look at it I'll ask
you a question.

A. Yes

Q. AmI correct that what'sin this
version of the note, which you said is alater
version, that it's now -- you're now proposing
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that the score card system with reserve

additions be maintained; is that correct?

A. Yes, inresponse to the feedback |
received from the operating units.

Q. AmI aso correct that as|
believe you just testified, that it was the
feedback that you received to maintain it with a
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system that would allow effective policing so
that the sore card system was not abused; is
that correct?

MR. TUTTLE: Objection to form,
characterization of prior testimony.

THEWITNESS: I'm afraid | didn't
retain the first part of your question when you
got to theend of it. Can you repeat it?

BY MR. HABER:

Q. Let merephraseit.

If you look at the paragraph that
begins however?

A. Yes

Q. The sentence that begins, "the
onus is on the center and OU technical
management to ensure the system is not abused
and that it is used as a stimulus for genuinely
constructive behaviors."

A. Yes

Q. What did you mean by that?

A. Thatitisthe-- that if reserves
additions are to remain on score cards that
there has to be an effective control mechanism
in place to ensure the proved reserves additions
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are compliant.

Q. Who did you intend would ensure
that there was such an effective control
mechanism?

A. Asstated here, primarily
technical management at the OU -- in the OU who
would be required to sign off on the reserves
estimate with assistance from the center being
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my role and my colleagues.

Q. When you say your colleagues, who
areyou referring to?

A. My supervisors.

Q. Now, did you intend at thistime
that there would be awritten policy that would
be used to ensure that the system was not
abused?

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

Q. How did you intend to use the
language here that the center and OU technical
management would ensure that the system is not
abused?

A. Wadll, we had our internal
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guidelines and that was the standard by which
proved reserves were expected to be reported and
| envisioned that as| state at the end of the
paragraph a concerted effort to increase the
level of awareness of importance in terms of
compliance. It doesn't say so in so many words
here, but to ensure people are aware of their
requirements to comply with the guidance.
Q. Andhow wasthat level of
awareness to occur?
A. I'mnot sure | had a specific plan
inmind at thistime.
Q. After thistime did you think
about this further, about how to make people
more aware?
A. Yes, | thought about it. | don't
recall ever writing down a policy.
Q. Isitfairto say then that at the
time you wrote this your intent was to ensure
that the system was not abused through reference
to Shell's guidelines and increased awareness of
the guidelines?
MR. TUTTLE: Objection to form,
characterization of the testimony.

0312
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BY MR. HABER:

Q. Youcan answer.

A. Atthetimel wrotethis|'m
envisioning that compliance would be in force
through dissemination and education in relation
to the guidelines.

Q. | guessiI'mjusttrying to
understand how -- through what mechanism would

that information be disseminated?

A. I'mnot surel can recall that we
ever got to the point of writing down a
procedure, but shortly after this, one of the
measures that we were in the process of
introducing at the time that project Rockford
started was to introduce regional resource
volume managers. So that's effectively people
performing my role in the center, but at the
regional level, so an additional step in
between. And part of the role that we -- that |
foresaw for those positions was to have more
continuous high level interactions with the
people involved in the estimating and sign off
process to ensure, to satisfy themselves that
the guidelines were disseminated and added to on
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acontinuous basis as part of the reserves
estimating process.

Q. Aspart of your work on Rockford
do you recall discussing the score card system?

A. No.

Q. Doyou know if therewas a
recommendation that came out of the Rockford
analysis of whether to -- withdrawn.

Do you know if the score card
system isin place today.

A. | believe the score card system is

in place today.
Q. Arereserves replacement included
in the score card?

A. | don't know.

Q. Doyou know if as a consequence of
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Rockford a recommendation was made to remove the

reserves replacement target in the score card?
MR. TUTTLE: Objection to form,
foundation.
THE WITNESS: | don't know for
sure, no.
BY MR. HABER:
Q. Doyou know if that was a
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recommendation from the law firm by the name of
Davis Polk?

A. Again, for surel don't know.
Q. Haveyou ever seen the report of
the Group Audit Committee that was, at least the
executive summary was publicly disseminated in
or about March or April of 20047
A. | haveseenit. | did not spend a
long time -- | would not say |'veread it from
start to finish and I'm currently familiar with
its content.
Q. Areyou aware of any
recommendations that were made in that report?
A. No, sitting here today.
(Pay Exhibit Number 8 was marked
for identification.)
BY MR. HABER:
Q. Weare marking Pay Exhibit 8.
While the witness is taking a moment to look at
it | will identify it for the record.
It isan e-malil series, two
e-mails. Thelatter email isfrom Remco
Aalbersto John Pay. The subject is EP reserves
management and that e-mail is dated
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September 24, 2002 and the Bates number of this
exhibit isVV 00010390 through VV 00010391.

A. Okay.
Q. Haveyou seen thise-mail exchange
before today?

A. Yes. It'san emall that
Mr. Aalbers sent to me.
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Q. Isthise-mail inresponse to your

e-mail which is Exhibit 5, the first page of
that exhibit?

A. Yes

Q. Other than through this e-mail, do
you recall having any discussions about the
draft note with Mr. Aalbers?

A. No, | don't recall.

Q. Other than thise-mail, do you
recall any subsequent communications with
Mr. Aabers concerning the draft note?

A. | certainly replied to himon a
couple of the points that he raises, by e-mail.

Q. If youlook at thefirst page
Mr. Aabers comment to 1B it says, "need to
think how to handle this adjusting the end
result versus the auditors - not sure how the
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othersdo -- | believe it should beit - but you
do not want to be accused of misinforming your
shareholders...or manipulating the books."
Do you have an understanding what
Mr. Aabers meant by this?

A. No. However, | agree with the
sentiment he's expressing and I'm careful in the
note | think to always make sure we are staying
compliant with the SEC rules as we understand
them, so | agree with his sentiment.

Q. Isit hissentiment you should be
sengitive to ensuring compliance with the SEC?

A. Sorry, can you repeat the
guestion.

Q. | sadwasit your understanding
that he was expressing that Shell ought to stay
compliant with the SEC rules?

A. Heisn't saying that, but such
assentment would be consistent with what he's
saying, | would say.

Q. Doyou recall replying to what he
wrote here?

A. | remember feeling | had to
respond to his comment in 1E.
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JOHN RICHARD PAY

Q. Andwhat do you recall about your
response?

A. | recal advising him that in my
opinion he's drawn reference here to Appendix B,
which isthe potential reserves exposure
catalog, suggesting that that should have a
limited circulation and | replied to him along
the lines that, well, yes, of course, it

shouldn't be circulated unnecessarily, but
actualy | have no problem with it being
circulated to management and to auditors, the
purpose of preparing that appendix was indeed it
would be available to such people.

Q. Didyou have an understanding of
what sort of trouble you would have if the
potential reserves exposure list wereto bein
the hands of the SEC?

MR. TUTTLE: Objection to form,
characterization of the document.

THE WITNESS: Y ou would haveto
ask Mr. Aabers what he felt by that statement,
but | was quite clear that the items that were
on the list were defensible, where they were
defensible and would be debooked where they were
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not defensible.
BY MR. HABER:

Q. Soinyour minditwasis
certainly appropriate if the auditors or the SEC
were to have seen the exposure list?

A. Indeed, because as part of the
exposure list there was a summary of the
reasoning or the justification behind retaining

the bookings or not, as the case may be.
Q. Doyourecal Mr. Aabers
responding to your response?
A. No.
(Pay Exhibit Number 9 was marked
for identification.)
BY MR. HABER:
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Q. Whilethewitnessislooking at

the document that we've just marked as
Exhibit 9, Pay Exhibit 9, | will identify it for
therecord. Itisaseriesof e-mails between
John Pay an Sarah Bell, the last of whichis
dated October 9, 2002 from Mr. Pay to Sarah
Bell. The Bates number is PER 00031460 through
PER 00031462.
MR. HABER: Why don't we change
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JOHN RICHARD PAY
the tape and then I'll ask some questions and
then we'll be able to break for lunch.

THE VIDEOGRAPHER: This marksthe
end of tape one, Volume 1, in the deposition of
Mr. Pay. We're going off therecord. Thetime
1S12:26 p.m.

(A brief recess was taken.)

THE VIDEOGRAPHER: This marksthe
beginning of tape two, Volumell, in the
deposition of Mr. Pay. We're back on the
record. Thetimeis12:27 p.m.

BY MR. HABER:

Q. Mr. Pay, do you recall seeing this
e-mail exchange before today?

A. Wiédl, evidently | must have seen
it before since I'm engaged init, but it's
not -- I've just been reminded of it, yeah.

Q. Do you recall looking at your
e-mail to Ms. Bell on the first page of the
document expressing surprise about the feelings
of the recipients of the draft note concerning
the score card issue?

A. Wadl, asl'vetedtifiedin a
previous answer to your question or in answer to

0320
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JOHN RICHARD PAY
aprevious question, yes, | was surprised people
were so strongly in favor of retaining reserves
replacement on the score card and the reason
offered was because of the benefitsin relation
to ensuring project progress and devel opment of
the business.
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Q. Now, if you turn the page, and

9 againthisisan e-mail from Ms. Bell to you

10
11
12
13
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15
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17
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19
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dated October 10, 2002 where she's commenting on
the draft note, and | would like to direct your
attention to the last paragraph that says page
8.

A. Uh-huh. Yes.

Q. If you see the second sentence it
says, "meetings | had with BP earlier this year
strongly implied that they only disclose volumes
associated with signed contracts as proved
reserves to the SEC. Thisisin contradiction
to SDA's policy of booking the total 'low
estimate’ on the grounds that the eventual sales
arecertain."

Do you know how long the policy

that's discussed in this e-mail wasin effect at
SDA?

0321
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JOHN RICHARD PAY
A. No.
Q. Doyouknow if it wasin effect at

4 thetime of the Gorgon booking?

A. No.

Q. Didyou ever ask Ms. Bell?

A. Notthat | recall.

Q. Didyou ever investigate the
issue?

A. Not that | recall specificaly in
relation to SDA.

Q. Didyou ever ask anyoneto
investigate the issue in relation to SDA?

A. | don't think so.

Q. Aspart of your work in Rockford
do you know if thisissue was reviewed and
considered?

A. Itwasn't by meand | don't know
if it was by anyone else.

Q. |Ifyoulook at the again, her
e-mail to you, this time under the portion of
the page that says page 2. At the bottom of the
paragraph she writes, "on arelated matter -
perhaps there is potential for a'reserves
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reporting modul€' to be included in one of the
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JOHN RICHARD PAY

reserve engineering phase Il courses. | am not
aware of any reserves formal training within
Shell - asfar as| understand people pick up on
thejob - which could lead to
misinterpretation.”

Do you recall responding to
Ms. Bell with regard to what | just read into
the record?

A. No, I don't recall responding. If
you have aresponse you would like to show me it
would perhaps refresh my memory.

Q. | don'tat the moment. Again,
just looking for your recollection.

A. Uh-huh.

Q. Doyou know if subsequent to this
e-mail, which is October of 2002, Shell
implemented aformal training course, as
Ms. Bell is suggesting here?

MR. TUTTLE: Objection to form,
foundation, characterization of the document.
THE WITNESS: The-- yes. Shell
did introduce additional training pursuant to
Rockford, project Rockford.
BY MR. HABER:
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Q. Soit was after the announcements
of the recategorization?

A. Correct.

Q. Do you know who gives those
courses?

A. | don't know everyonewhois
involved in delivering those courses. By chance
| met Jan-Willem Roosch in the restaurant at
work and he mentioned that he was involved, this
was a few weeks ago, in delivering those
COUrses.

Q. Has Shell made it mandatory for
reservoir engineers to attend these courses?

A. Shell'smade it mandatory for
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everybody involved in the proved reserves

estimating process to attend these periodically.
Q. How periodically?
A. | don't know exactly the standard
that applies. For me personaly it applies

21 every two years.

22 Q. Such arequirement was not

23 existing prior to Rockford; isthat correct?

24 A. That'scorrect.

25 MR. HABER: Thisisagood timeto
0324

1 JOHN RICHARD PAY

2 break for lunch.

3 THE VIDEOGRAPHER: We are going
4 off therecord. Thetimeis12:33 p.m.

© 00 N O O

(Whereupon, at 12:33 p.m., alunch
recess was taken.)

0325
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JOHN RICHARD PAY
AFTERNOON SESSION
(2:20 p.m.)
THE VIDEOGRAPHER: We are back on
therecord. Thetimeis1:20 p.m.
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Case 3:04-cv-00374-JAP-JJH Document 359-3 Filed 10/10/2007
EXAMINATION BY COUNSEL FOR

THE LEAD PLAINTIFF -- RESUMED

BY MR. HABER:

Q. Good afternoon, Mr. Pay.

A. Good afternoon.

Q. Doyou know -- | believe we
mentioned his name a couple times through this
deposition, but just for clarity sake, whois
Frank Coopman?

A. Frank Coopman was the chief
financial officer of Exploration and Production.
Whether he held that position at the beginning
of the timethat | took the group reserves
coordinating job, | can't remember, but
certainly he was through much of that period.

Q. Do you know who Mr. Coopman
reported to?

A. Mr.Vander Vijver, | believe.
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JOHN RICHARD PAY
Q. Haveyou heard of adotted line
reporting within Shell?
A. Ingenera or specifically for
Mr. Coopman?

Q. Ingenerdl.

A. | understand what the term means,
yes.

Q. What doesthat term mean?

A. Not adirect supervisory reporting
relationship, but one that is nevertheless
beneficial to the person that the -- at each end
of the dotted line. So typically an example
where that would exist would be where we have
teams of in my own field of expertise, if we
have field devel opment teams, the various
individual members of that team will have
different areas of specialization, but will
report directly to the project manager, whereas
they would have a dotted line relationship to
the senior engineer in that area of expertise
within that organization.

Q. Didyou have adotted line person
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24 that you reported to?

25 A. Not that I'm aware of.
0327
1 JOHN RICHARD PAY

2 Q. Withregard to Mr. Coopman, do you
3 know if he had a dotted line person that he
4 reported to?
A. Not that I'm aware of .
Q. Do you know who Judith Boynton is?
A. | believe shewas-- | don't know
formally her job title, but | understood she was
asenior financial officer within the group.
10 Q. Doyou know if Ms. Boynton was the
11 dotted line person to whom Mr. Coopman reported?
12 A. |think | already stated I'm not
13 aware of any dotted line relationships for
14 Mr. Coopman.
15 Q. Doyou recall during the time
16 where Mr. Coopman served as the CFO of EP in
17 your tenure as GRC having discussed Shell's
18 reserves replacement ratio, generally speaking
19 now?
20 A. With whom?
21 Q. Mr. Coopman, I'm sorry?
22 A. Fromtimetotime, yes.
23 Q. Do you recal the sum and
24 substance of those discussions?
25 A. | would characterize them
0328
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JOHN RICHARD PAY
generaly as being information similar to the
type of information we reviewed earlier under |
think it was Exhibit 5. So information on
latest estimates and so forth -- no, it wasn't
5. 6.

Q. Do you recall having discussions
with Mr. Coopman concerning the projects or
operating units that were identified on the
10 potential reserves exposure catalog?

11 A. Yes

12 Q. When do you recall having those
13 discussions?

14 A. Specificaly towards the end of

©CoooO~NOOLPA~WNPE
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2002 we considered the items on the list and we

made proposals for the approval of Mr. Coopman
and Mr. Brass of certain debookings that we --
that | was recommending. So that is aspecific
instance of, frankly the only one | can
specifically recall, of discussing those items

with Mr. Coopman.

Q. Doyou recall Mr. Coopman
expressing any concern about the items on that
list?

A. At that time, no.
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JOHN RICHARD PAY

Q. How about subsequent to that time?

A. In connection with project
Rockford, once the decision had been made to
recategorize reserves, Mr. Coopman expressed the
opinion to me that all items on the list ought
to be recategorized for the sake of prudence.

Q. Do you know if Mr. Coopman was on
ateam that was responsible for conducting the
investigation that was project Rockford?

MR. TUTTLE: Objection,
foundation.

THE WITNESS: | only hesitate
because I'm not sure there was a defined team in
relation to project Rockford, but certainly from
the instigation of project Rockford | and
Mr. Coopman worked very closely on the project.
BY MR. HABER:

Q. Werethere other people who you
worked closely with on the project?

A. Initidly it was Mr. Bell and
Mr. Darley.

Q. WhoisJohn Darley?

A. John Darley was the EP executive
responsible for the technology function within

0330
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JOHN RICHARD PAY
Exploration and Production.
Q. Prior to your work with Rockford
had you interacted with Mr. Darley in your
function as group reserves coordinator?
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A. No, not substantially.

Q. When you say not substantialy, in

8 what way did you interact with him?

9
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A. Hewas, | believe, present, for
example, at ExCom meetings where | may have
delivered presentations containing information
similar to that contained in Exhibit 5. So he
would have been present when | was discussing
these conditions with ExCom generally, but |
don't recall any discussions with him one to one
with one another.

Q. Doyourecal ever having any
discussions with Mr. Coopman concerning the
Sarbanes-Oxley Act of 2002?

A. Yes. I'mtrying to remember
precisely when. Certainly in relation to
project Rockford, yes.

Q. Andwhat was the sum and substance
of those discussions?

MR. TUTTLE: I'mjust going to
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JOHN RICHARD PAY
instruct the witness if those discussions
included counsel to Shell that we should go off
the record and talk about that to ensure we
don't waive a privilege inadvertently.

MR. HABER: Okay, that'sfair.

MR. TUTTLE: If your discussion
involving Sarbanes-Oxley involved counsel we
should talk about that off the record.

THE WITNESS: That's not how | was

going to characterize my response.

MR. TUTTLE: Okay.

THE WITNESS: Redly al | can
recall in relation to such discussions was that
Mr. Coopman took the Sarbanes-Oxley Act and
requirements and what it embodied very seriously
and | recall he spent alot of time
familiarizing himself with that act and taking
actions, the detail of which | don't know,
within hisfinancial community to ensure that
appropriate actions were taken, to assure
compliance. And my perception isthat he saw
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23 therole of reporting the Rockford project

24 essentially a part of that piece of work.
25 BY MR. HABER:
0332
JOHN RICHARD PAY
Q. Do you recall any discussionswith
Mr. Coopman prior to Rockford where the subject
matter was the requirements under
Sarbanes-Oxley?
A. | don't recall any particular one
on one discussions | had with him before then.
MR. HABER: Let's mark.
(Pay Exhibit Number 10 was marked
for identification.)

MR. HABER: For the record, we've
marked as Pay Exhibit 10 is a one page series of
e-mails being two e-mails. Thelast of whichis
from Frank Coopman to John Pay with acc to
Lorin Brass. It's dated January 29, 2003 and
the subject line says reserves letter of
assurance and there are two Bates numbers on
this. Thefirst oneisV 00070710 and the
second oneis DB 04809.

THE WITNESS: Yes.

BY MR. HABER:

Q. Haveyou seen thise-mall
correspondence before today?

A. Yes
25 Q. Okay. If youlook at the e-mail
0333
1 JOHN RICHARD PAY
which isthe last one from Mr. Coopman to you it
says, "with all due respect, | think you should
first sit down with me and/or Lorin, I'm not
just ajoker signing the reserves and | want to
give my boss completed staff work. If you do
not change your approach | will no longer sign
of f!"
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Can you tell me the context in

10 which this e-mail was sent?

11 MR. TUTTLE: Objection to the
12 extent it callsfor speculation.

13 MR. HABER: It'sinresponseto an
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e-mail that he sent.

MR. TUTTLE: You'reasking him why
Mr. Coopman sent this e-mail?

MR. HABER: If hehasan
understanding in the context in which it came,
yes.

THE WITNESS: It'sin the context
of an e-mail | had written to -- I'm struggling
to understand what it is that you would like me
to say.

| had sent an e-mail to Jan-Willem
van der Vijver copying Lorin Brass and Frank

0334
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JOHN RICHARD PAY
Coopman. | believe thiswasin reply to another
e-mail Walter had sent me previously and Frank
Coopman, | think, is registering some discomfort
with the fact | was communicating directly with
Walter without first consulting him or Lorin.
BY MR. HABER:

Q. Isthat what you understood him to
mean by |I'm not just ajoker signing the
reserves and | want to give my boss completed
staff work?

A. | understood that at the timeto
mean that he was disappointed that | had not
discussed my e-mail to Walter with him before
sending it.

Q. Do you recal having any verba
communication with Mr. Coopman about this
subsequent to the e-mail?

A. | know that | discussed thiswith
him. | cannot sitting here today remember
exactly what was said, but the tone of my
discussion was apologetic, | believe.

Q. Thesubject line of your e-mail
says reserves letter of assurance?

A. Yes

0335
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JOHN RICHARD PAY
Q. Asdoesthe other one. Whatisa
reserves letter of assurance?
A. Thiswasaletter signed each year
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as part of the compilation of the reserve

statement for form 20F. It was signed by, in
this case it would have been signed by

Mr. Coopman, the chief financial officer, and
Lorin Brass, the director, with responsibility

for preparing those numbers. And it wasa
|etter to, | believe, the external auditors KPMG
and PricewaterhouseCoopers to the effect giving
their approval of the numbers and/or endorsement
of the numbers that had been compiled.

Q. Now, the signature that you just
talked about, isthat a signature on a
certification that isincluded in the 20F?
MR. TUTTLE: Objection to form,
foundation.
THE WITNESS: Areyou asking me if

that letter itself was reproduced in the 20F?

BY MR. HABER:

Q. Let merephrasethat. You

mentioned in your testimony a moment ago that
the letter each year, you say this was a letter

0336

PP e
NEhEBoo~v~ouhr~rwnr

NP RRERERR R
OQOWOoW~NOU AW

21

JOHN RICHARD PAY
signed each year as part of the compilation as
part of the reserve statement for the form 20F.
And | guess| want to know isthat letter
included in the 20F?

A. No. | intended that to mean the
reserves that are included in the 20F are the
subject of aletter that is signed.

Q. Now, do you know, are you aware of

a Sarbanes-Oxley certification being included in
the form 20F?

A. No.

Q. Now, if you look at the e-mail
from you to Mr. Van der Vijver, the second
paragraph in particular it says, "KPMG have
asked us to acknowledge certain areas of
potential overstatement of reservesin the
letter of assurance that Frank and Lorin will
give them."

Who did you communicate with at
KPMG where this request was made?
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A. Ifitwasn't Mr. Van Dalen it

would have been one of his assistants.
Q. Do you recall when the request was
made?
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JOHN RICHARD PAY

A. No.

Q. Doyou recall the sumand
substance of -- withdrawn.

How isthat request made?

A. I'mstruggling to remember
precisely the manner in which it was brought to
my attention, whether it was a written statement
or whether it was verbal. That's the only
reason | hesitate, but the mattersthat I've
drawn attention to here were brought to our
attention by KPMG as being areas that they
stated here felt there may be a potential for
overstatement and wished to have some comfort
that the letter of assurance, at least
acknowledged those areas.

Q. Doyourecdl if the letter of
assurance did acknowledge those areas?

A. Tothe best of my recollection, |
think it did.

Q. Didyou prepare the letter of
assurance?

A. | --1certainly assisted in its
preparation. Whether | was the sole author, |
can't remember.

0338
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JOHN RICHARD PAY

Q. If youlook down to the last full
bodied paragraph, the one that begins further
uncertainties?

A. Yes

Q. Thereisareferenceto avolume
of cash again reserves. To what does that
refer?

A. Atthistime, at the end of 2002
we registered reserves for the cash again field,
| believe, in aquantity of 380 million barrels.
Very late in the process we discovered that
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there had been a calculation error, an

arithmetic can error in the calculation of that
figure such that -- -- it wasn't a calculation
error, it was a misunderstanding, | think on the
part of those preserving the reserves estimates
to cash again. We discovered that they had
included in that figure of 380 million barrels a
figure of 45 million barrels that would have
been produced beyond the end of the production
license for cash again. The reason for the
uncertainty, as| recall, stemmed from there
being alack of clarity on precisely the
duration of that production license.
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JOHN RICHARD PAY

Q. Inparticular, what was the issue
that surrounded this lack of clarity on the
duration of the production license?

A. Aslrecadl it, it was different
interpretations of what the wording of the
license actually implied. Asl recal it, the
duration of the license was clear in terms of
number of years. Theissue that was not clear
from the terms in the license was when that
period began. And aswe were reviewing thiswe
came to the conclusion that an earlier start
date and therefore an earlier end date would be
appropriate in reading the license which would
mean some of the volume that had been registered
and included in all our tabulation and data
included that 45 million barrels that would fall
outside the license period.

Q. Andwho wastaking the contrary
position?

A. Again, the cash again operating
unit who had originaly filed the numbers.

Q. Andwho wasthat?

A. | believe my contact in that
organization was Zaheer Malik, Z-A-H-E-E-R new

0340

1
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2 word, M-A-L-I-K.

3

Q. Now, was Mr. Malik an employee of
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Shell?

A. Yes
Q. Thiswould then be the operating
unit in cash again or Kazakhstan?

A. They were not physically located
in Kazakhstan, as | recall, and we were not the
operator of that field. The team representing
Shell'sinterest was based in The Haguein
Rijswijk.

Q. Who was the operator of that
project?

A. | believeit wasAgip, A-G-I-P.

Q. Had the project reached FID at
thistime? At thistime being January of 20037

A. | understood that it had.

Q. Doyou know if any reserves that
were booked as proved in the cash again project
had been restated as part of Rockford?

A. | can'trecdl if they were or
not.

Q. With regard to the work you had
done on Rockford, do you recall reviewing and
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considering the cash again booking?

A. Yes wedid. I'mstruggling to
recall what the outcome of the Rockford work on
-- gpecific was.

Q. Do you recall what the substance
of the consideration in the review was?

A. | believe the issue was whether in
hindsight, in fact, full commitment to
proceeding with the project had at that

particular time, the end of 2002, been achieved.
Q. And what were you looking at with
regard to the analysis concerning full

commitment to proceeding with the project? What
factors were you looking at?

A. Internal approvals, approvals of
all the partnersin the venture. All government
approvals and permits required to execute the
development. | believe it was subsequently
found that there were one or two that were not
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21 actually achieved until the year after.

22 Q. You'rereferring now to government
23 approvals?
24 A. | believethat was the issue.
25 Q. Do you recal having any
0342
JOHN RICHARD PAY

discussions with Ms. Boynton concerning the
Issues that were raised by this e-mail, the
e-mail now isfrom you to Mr. Van der Vijver?

A. 1think | can honestly say I've
never had a conversation with Ms. Boynton.

Q. Okay.

A. Sorry. Correct that.

| delivered areport to her as

part of project Rockford at a hotel where she
was staying and that, as | recall, isthe only
interaction | had with her.

Q. Prior to Rockford you don't recall
any interaction?

A. Absolutely not.

Q. Did Mr. Coopman ever communicate
to you the relationship that he had with
Ms. Boynton?
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19 A. Yes

20 Q. Anddo you recal what he said?
21 A. Heindicated to methat hedidin
22 aprofessional sense not get along with

N
w

Ms. Boynton very well and had therefore -- had
been previously working, as| understand it,
directly for her and had chosen to cease that
0343

1 JOHN RICHARD PAY

2 job and come to work in EP instead.

3 Q. Didheexplaintoyouwhyina

4 professional way they had not gotten along?

5 A. Notin detail, no.

6 Q. Do you recall making any

7 presentations to the CMD during your tenure as
8

9

NN
(G2 NN

GRC?
A. TotheCMD, only in connection
10 with project Rockford during and after
11 December 2003.
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Q. Prior to project Rockford do you

recall being asked to prepare materialsin
connection with a CMD meeting?

A. Yes

Q. Andwhen wasthat?

A. Therewas one specific occasion
on -- I'm just trying to remember.

My recollectionisthat in

October 2003 there was -- | believeit wasa CMD
meeting that took place on the, | think it was
the 21st of October, at which Walter, Walter van
der Vijver had asked me to prepare some
information that he would then present. | was
not myself present in that meeting.

0344
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Also, | understand that some of
the documents that | did prepare during my
tenure of which Exhibit 5 would be atype
example, that at least some of those documents |
understand were made available to the CMD.
Q. Andwhat's the basis of your
understanding?
A. My recollection or the impression
| have is that there were notes that were
prepared for CMD.
Q. Isit possible the meeting that
you're referring to in October of 2003 was a

14 meeting to the Group Audit Committee?

15 A. No. That was a separate meeting
16 at which | was present.

17 Q. Okay. Wereyou invited to attend
18 that meeting?

19 A.  Which meeting?

20 Q. I'msorry, the Group Audit

21 Committee meeting?

22 A. | believe Frank Coopman was

23 invited to attend and he asked me to attend with
24 him.

25 Q. Didyou, infact, attend that

0345

1 JOHN RICHARD PAY

2 meeting?
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3 A. Yes

4 Q. Didyou stay for the entire
5 meeting?
6 A. No. | was present only for the

7 topic that Mr. Coopman and | were specifically

8 thereto present.

9 Q. And what topic was that?

10 A. The Group Audit Committee |

11 presume through its chairman had asked

12 Mr. Coopman to prepare a -- sorry, strike that.

13 | don't know if Mr. Coopman was

14 asked to prepare or whether he volunteered it,

15 so sorry, strike that.

16 But the two items on the agenda

17 wereto provide the Group Audit Committee with
18 feedback, areport on status of the progress

19 in-- that had been made in relation to the

20 group reserves auditors recommendations at the
21 end of 2002 and my mind's gone blank on what the
22 second agenda item was.

23 Q. Doyou recall if the second agenda

24 item had to do with the status of the reserve

25 situation in Oman, Gorgon and Nigeria SPDC?

0346

1 JOHN RICHARD PAY
2 MR. TUTTLE: Objection,
3 foundation.

4 BY MR. HABER:

5 Q. Youcananswer.

6 A. It certainly was not that.

7 Q. Doyou recal during the time that

8 you attended the meeting, the GAC meeting, those
9 issues, those particular operating units or

10 projects were discussed?

11 A. No, they were not, to the best of
12 my knowledge.
13 Q. You mentioned auditors

14 recommendations that were made at the end of

15 2002. Do you recall what those recommendations
16 were?

17 A. I'msorry, it probably seemslike

18 | have an atrocious memory. If you havethe

19 document available | could refresh my --
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Q. If I hadit | would refresh your

recollection. I'm just trying to see what you
know.

A. Therewerel think seven
recommendations by the reserves auditor as part
of hisend of year report at the end of 2002. |

0347
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JOHN RICHARD PAY
can't remember specifically what the issues
were.
Q. Okay. When you were referring to
the auditor's recommendations you were referring
to the group reserves auditors recommendations?
A. Yes
Q. Youwere not referring then to any
recommendations that may have been made by the
external auditors?
A. No.
Q. Okay. Andif | understand it
correctly, those recommendations that were made
by the group reserves auditor, were they also
included in his year end report?
A. That's where they were documented.
Q. Okay. Do you know if the Group
Audit Committee acted on those recommendations?
MR. TUTTLE: Objection, form,
foundation.
THE WITNESS: No.
BY MR. HABER:
Q. During the part of the meeting
that you attended did the -- did any member of
the Group Audit Committee say that they were

0348

©CoooO~NOOLPA~WNPE

10

JOHN RICHARD PAY

favorably supportive of the recommendations that
Mr. Barendregt made in his report?

A. ldon'trecal. My recollection
of the meeting was that the Group Audit
Committee of which this meeting -- meeting of
which this was one item on the agenda was that
day running late, behind schedule. Mr. Coopman
and | were kept waiting for quite a period of
time before we were invited in for the subject
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matter. We had a presentation prepared which

had been submitted in advance to the group which
we were prepared to present. There had also
been a briefing paper that had been submitted |
believe some weeks in advance, aswell. And
when we walked into the meeting the chairman
suggested that since they were running late the
presentation would be dispensed with and he
invited simply a question and answer session
from the members of the Group Audit Committee
which is then what proceeded. And my
recollection is most of that discussion centered
around the recommendation that we were making
that proved reserves from major projects should
be deferred until FID. My recollection isthe
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Group Audit Committee, two or three of its
members spoke, some in favor of the
recommendation, some against. Beyond that, |
don't recall any substantive discussion.
Q. Do you recall who spoke in favor
of the recommendation?
A. | have no ideawho these people
were.
Q. How many members of the Group
Audit Committee were there?
A. Presentintheroom, | would guess
maybe 10. 8to 10, something like that.
Q. Who wasthe Chair of the
committee?
A. | believethat'sMr. Aad Jacobs
or was at the time.
Q. 1think | asked you about the
Group Audit Committee when you talked about the
CMD meeting, so let's talk about that meeting.
Y ou said that you recall aCMD
meeting on October 21, 20037
A. | recadl it becauseit was
happening at the same time.

25 Q. Didthe CMD meeting precede or
0350
1 JOHN RICHARD PAY
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follow the Group Audit Committee meeting?

A. My recollection isthat the two
meetings proceeded in parallel, at the same
time.

Q. Wereyou invited to attend to make
a presentation on a particular issue or issues?

MR. TUTTLE: Objection, form.
It's inconsistent with his prior testimony.
MR. HABER: Okay. I'll rephrase.
I'll withdraw.
BY MR. HABER:
Q. Let mejust go back.
Did you attend that October 21,
2003 CMD meeting?
A. No.
Q. Okay. Do you recal preparing any
materials in connection with that meeting?
A. Yes. | recal preparing two or
three slides that Walter would present and
delivering, hand delivering those slides to
Mr. Van der Vijver before the CMD meeting
started.
Q. Anddo you recall what the nature
of those slides were, what the content of those

0351

1
2
3
4
5

© oo ~NO®

JOHN RICHARD PAY
dlides were?

A. Itwasinrelation to the latest
estimate as it was then for proved reserves
additionsin 2003,

Q. Didthat information include
information concerning PDO?

A. | can't remember.

Q. Do you know if that information

included information concerning SPDC?

A. Yes itdid.

Q. What in particular about SPDC was
included in the slides?

A. Through 2000 -- well, beginning in
2002 and proceeding through 2003 there had been
astudy in progress, which | referred to
previously in my testimony as the Kluesner
study, which was an attempt to gain a deeper
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understanding of the reserves disposition in

Nigeria SPDC. Through 2003 -- from earlier in
2003, typically quarter one, quarter two, the
information, the preliminary information that

had come from that study was that areas had been
identified in the proved reserves balance of

SPDC that were not complying with the SEC rules.
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This suggested that those particular volumes may
well need to be debooked at the next report end

of year report which is at the end of 2003.

However, the information that also

accompanied that preliminary information
concerning noncompliant reserves. At the same
time the study team was reporting that they
believed that they had identified several areas
where reserves could have been booked but had
not been. Therefore, the perception was that
whilst some debookings would need to be made at
the end of 2003, also some new bookings could be
made to other properties and fields. Through
2003, the mgjority up to that point in October |

in my role had formed the view that while some
debookings would be necessary they would be
counteracted by some bookings and there would be
a-- there may be anet -- negative revision,

but | think through much of the year | was
thinking that would be -- according to the
information | had available to me, | had the
impression that would be on the order of

200 million barrels negative revision.

| believe as part of the

0353
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information | gave on SPDC in the presentation
to which you're referring, | was at that stage
beginning to contemplate that the volume might
be bigger than 200, although | had no clear
evidence for that at that time. Such evidence
came on November 14th, some three, four weeks
later, but | indicated in that slide that the
volume to be debooked may be bigger than
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200 million barrels, although we didn't know

precisely how much at that stage.

Q. What happened on November 14th?

A. My recollectionisthat on
November 14th we received areport or a
communication from Nigeriafrom the studies team
which indicated that whilst previously they had
been of the opinion that there would be these
positive bookings possible to offset the
debookings, that that was no longer the case
and, in fact, there were no or very limited
opportunities to add reserves to the inventory
on the basis of the work they had done.

Q. Doyou recal any other findings
of -- that were made and that were related to
you on November 14th?
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From that particular study?

Yes.

Not -- not specifically, no.

Okay. Sincewe'reonit --
(Pay Exhibit Number 11 was marked
for identification.)
BY MR. HABER:

Q. [I'mgoing to hand you what we just
marked as Pay Exhibit 11. While Mr. Pay is
looking at the document I'm going to identify it
for therecord. It'saseries of e-mailswith
an attachment. Thelast of the e-mailsisfrom
John Hoppe, H-O-P-P-E, dated February 5, 2003.
It'sto Mr. Pay with a cc to Anton Barendregt,
Phil Davis, Ojo Sanni, Mark Corner, Guy Cowen
and Promise Egele.

The subject line reads SPDC

forecast constrain reserve estimates versus
business plan. There are two Bates ranges
identified in the document. Thefirst oneisV
00130581 through V 00130589 and the second one
is Corner, C-O-R-N-E-R, 00579 through Corner
00587.

A. | haven't read through it fully

o>o>

0355
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JOHN RICHARD PAY

now, but I'm reminded of the issue.

Q. | haveafew questions about the
exhibit. We've been talking about this Kluesner
team and | think this document precedes the
team, but it does sort of talk about the issues
with SPDC that we've been talking about
yesterday and today so | want to ask you a
couple of questions, ailmost as sort of a

starting point.

With regard to the e-mail from
Mr. Hoppe to you and it's -- | want you to ook
at the third paragraph, the one that begins
Anton's statement and in particular towards the
bottom of that paragraph, although certainly you
can look at the paragraph to refresh your
recollection, but I'm interested in what of sort
of ends the paragraph, the sentence that begins,
"there remains scope for debate over whether or
not the levels of technical maturity of some of
the projects are adequate for them to be counted
as proved reserves and further work is desirable
to the extent which expectation forecasts need
to be discounted to support group undevel oped
volumes."

0356

JOHN RICHARD PAY
Do you recall what the debate was
at thistime that's being referred to?

A. I'mnot aware of an actual debate
going on. If you're drawing attention to this
specific word on the page.

Q. Wasthere an effort to look at the
technical maturity of some of the projects at
SPDC at or about thistime?

A. That'swhat | understood the
Kluesner project to be doing.

Q. And why was there an emphasis on
looking at the technical maturity of some of the
projects at SPDC?

A. Wadl, my understanding that that
was a key part of the study conducted by
Mr. Kluesner and his team was to review the full
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scope of not only proved reserves, but all

categories of reserves and scope recovery
efforts and to, shall we say investigate the
degree of maturity, the firmness of each of the
proj ects underpinning the volumes that we had in
the inventory for Nigeria

Q. Now, prior to thistime had such a
study or analysis been conducted at SPDC?
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A. | don't know if it had or not.

Q. Intheabout nine monthsor soin
your position as group reserves coordinator had
you directed anyone to conduct such an analysis
or study?

MR. TUTTLE: I'm sorry, other than
the Kluesner study?
BY MR. HABER:

Q. Yes. Other than the Kluesner

study, yes?
A. No.
Q. Who initiated the Kluesner study?
A. That | can't remember. I'm pretty
sure |l didn't initiate it. Precisely how | came
to hear that it was planned, aso | can't
recall, but | know that | was very supportive of
it in terms of -- that it would be a good step
in underpinning the audit trail, as we referred
to it yesterday, for the Nigeriainventory.

Q. Doyou know if Mr. Barendregt had
audited SPDC before February 20037

A. | believe his previous audit was
some years before, some time before 2003.

Q. Do you know when?

0358
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A. | think it was 1999 and another
audit was due in 2003.

Q. Didyou ever form an opinion of
whether it was appropriate to have such along
period of time between audits by the group
reserves auditor?

MR. TUTTLE: Objection to form.
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THE WITNESS: Prior to project

Rockford since that was the established practice
| did not object or -- | didn't form any other
opinion to it other than being supportive of it

as a business control.

BY MR. HABER:

Q. Soyou never questioned whether it
was appropriate to space out the audits or have
them more frequent?

MR. TUTTLE: Objection to form.
THE WITNESS: No, | don't think
SO.
BY MR. HABER:

Q. Looking again at Exhibit 11. If
you look at the second page of the document --
by the way, who is Ojo Sanni, if I'm pronouncing
that correctly?
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A. Yes. Atthetimehewasmy
contact point, my focal point for reserves
mattersin SPDC.

Q. If you could just take alook for
amoment on the first page at his reference
indicator. What is the D-P-E-N-R-E-S stand for,
if you know?

A. | don't know.

Q. Looking at the second page now.

The first paragraph of the e-mail from you to
Mr. Sanni, which is dated January 20, 2003, you
say, "a couple weeks ago we asked SPDC to
provide additional information on the
relationship between proved reserves,
expectation reserves and the business plan
forecast. So far thisinformation has not been
forthcoming."

During your time as GRC did you
find that SPDC was not responsive to requests
for information?

MR. TUTTLE: Objection.

MR. HABER: You can answer.

THE WITNESS: My experience it was
generally difficult to get questions of this
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nature answered.
BY MR. HABER:

Q. Didyou ever tak with any of your
predecessors to see if they had similar
experiences in obtaining information?

A. No, | don't recall such
discussions.

Q. Why did you seek thisinformation
from SPDC?

A. ltwasin-- may | just take some
time?

Q. Pease

A. Mr. Barendregt had relayed an
e-mail to me, sent an e-mail to me on the 7th of
January which isin this pack in which heis
suggesting that | require of three OUs,
operating units, information on the relationship

between the reserves that are booked and the
production forecast for those companies. And
my -- that is the context in which this e-mall
discussion is occurring.

Q. Do you have an understanding of
why Mr. Barendregt needed the information that
he requestsin that e-mail?
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A. What my understanding was s that
it was as part of his procedures to verify the
reports of the individual OUs concerned at the
end of 2002.

Q. Sothiswasin connection with his
function in the ARPR process that we had
discussed yesterday?

A. Correct.

Q. Now, if you look down at the next
e-mail, which is dated January 7, 2003, from you
to Mr. Sanni with acc to Mr. Barendregt,
looking at the second paragraph it says, "whilst
the issue of 2019 license expiry has largely
been resolved now, we still need to be able to
check the consistency of SPDC's proved reserves
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and projection profiles against the approved

corporate business plan in view of the
continuing influence of OPEC quota and
constraints."

What were you referring to with
regard to the influence of OPEC quota
constraints?

A. Wadll, Nigeriaisamember of OPEC

and as such is subject to OPEC production quotas
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and therefore by being situated in Nigeriaso is
SPDC. Thereisonly ashare of the production
that is available to the various companies
operating that. In aggregates they can only
produce up to the quota that's been assigned to
Nigeria
Now, in order to produce the

proved reserves that SPDC had registered before
the 2019 license expiry, SPDC would have had to
significantly increase their production rate.

The business plan showed thisis what they
expected to do and | had previoudly inquired and
| think previously mentioned that | made some
inquiries with them in relation to the

production gross that they expected and it's the
degree of certainty they had over whether it
would actually occur. And also | had made
inquiries as to whether it would be possible for
that production growth to occur given that the
country and therefore SPDC itself would be
subject to quotas. The answer | had received
from them from SPDC on that issue was that the
production growth included or took cognizance of
the effect of the OPEC quota, so it was not an
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unconstrained growth, it acknowledged a plan
that would still adhere to the OPEC quota.

So that had allayed my questions
that | had over the quota constraints, but still
it'sasignificant item -- it's a significant
element of the businessin Nigeria and therefore
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| wished to see that SPDC could produce a

production forecast which address both the
proved reserves they had on their books and the
expectation reserves which generally is ahigher
figure, taking into account whatever influence
of OPEC constraints there would be.

Q. Now, did you form an opinion of
whether SPDC could attain the production
forecasts that it had included in its business
plan?

MR. TUTTLE: Ever --istherea
time period.
BY MR. HABER:

Q. During thistime period?

MR. TUTTLE: He coverstwo years
or two different business plans.

MR. HABER: We'retalking right
now in January 2003.
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MR. TUTTLE: Okay.

THE WITNESS: The business plan
current would be the one prepared in 2002, which
IS --

BY MR. HABER:

Q. Correct.

A. Theonethat | had asked questions
of SPDC about?

Q. That'scorrect.

A. It'snot my place to approve or
disapprove their business plan, but the
questions | asked of SPDC in relation to the
production growth contained in that business
plan was such the answers clearly indicated to
me the people working in SPDC clearly believed
and stood by their business plan and quoted
specific projects which they stated would
contribute to the production growth.

Q. I'mnot asking what they believed,
I'm asking what you believed. Did you believe
what they were telling you was attainable?

A. Based ontheinformation | had
available, | had no reason to doubt what they
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were saying.
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Q. Waéll, among the pieces of

information that was available to you, had you
ever seen historical data showing SPDC's annua
production?

MR. TUTTLE: Objection,
argumentative. Excuse me.

THEWITNESS: Yes.
BY MR. HABER:

Q. Yes?

A. Yes, | had.

Q. Okay. And did that data aso show
SPDC's production, actual production against
forecasts?

A. Yes. They had ahistory of
showing in their business plans growth and
production which had not materialized.
Therefore, | was skeptical when the next
business plan continues to show that which is
why | asked the questions. However, in view of
the responses to those questionsit is true to
say | still remained alittle skeptical but less
skeptical than | had been before | asked the
guestions.

Q. Doyou know if one of theitems
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that the Kluesner team was to look at was the
ability of SPDC to attain the production targets
In the business plan?

A. I'mnot today aware of that being
on their terms of reference.

Q. Other than the Kluesner team, do
you know if there was any other study conducted
by anyone within Shell to determine -- let me

rephrase that.

Other than the Kluesner study team
and other than SPDC, do you know if there was
any study conducted by anyone within Shell to
determine whether the production forecasts in
SPDC's business plan were attainable?
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16 A. I'mnot aware of any such study

17 nor would | imagine anyone outside SPDC would be
18 capable of doing such a study in the required

19 level of detall.

20 Q. Didyou ever ask for such a study?
21 A. Notthat | recall.

22 MR. TUTTLE: Objection.

23 BY MR. HABER:

24 Q. Doyou recall what the production
25 growth rate that was targeted in SPDC's business
0367
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2 plan was?

3 A. Intermsof barrels per day?

4 Q. Yes.

5 A. Actualy, no. | know the shape of
6 the picture, but | can't remember specifically
7 thenumbersonit.

8 Q. How about in terms of percentage?

9 Do you know what percentage growth rate SPDC was
10 forecasting?

11 A. Widll, by growth rate, you mean the
12 change in production level that would be

13 required?

14 Q. Yes

15 A. | Dbelieveitwas-- | believeit

16 was 70 percent. That'sthefigure | have.

17 Q. 700r17?

18 A. 70, compared with the 2001

19 production rate.

20 Q. Looking at the exhibit, again 11,
21 | think we'reon. Yeah, Exhibit 11. The

22 paragraph that | --

23 A. Thepictureishere, actualy.

24 Q. Oh,itis. All right. When you

25 say the picture, are you referring to the graph

0368
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2 on page 1305857

3 A. Yes

4 Q. And what does this show?
5 A. Thisis-- thisisshowing the
6 historical production rate of oil in SPDC from
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1990 to 2000 and the forecast of production for

8 yearsthereafter until 2019, which at the time
9 was considered to be -- well, the license expiry
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date of the license is concerned.

Q. Andthehistorical, the 1990
through 2000, shows that production is less than
what's being forecasted. Am | reading that
correctly?

A. Yes

Q. Thispart of the e-mail chain
which reads recent history of proved reserves
booking, do you know who prepared this document?

A. No, | don't.

Q. WhoisMark Corner?

A. Atthetimel understood himto be
the supervisor of Mr. Hoppe.

Q. Now, on page 130582, which isthe
second page of the document, the first part of
the paragraph that we were talking about talks

0369
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about the issue of 2019 license expiry being
largely resolved?
A. Yes
Q. What doesthat refer to?
A. Wadll, the graph we were just
looking at a minute ago helpsto illustrate the
amount by which production ratesin SPDC would
need to increase if the proved reserves that
they had on the books would be produced before
the license expiry in 2019. In view of the fact
that production in previous years had not grown,
this was raising concerns that it might not, as
we've been discussing, be possible for SPDC to
produce those volumes before 2019. The reason
2019 was seen as a significant date was that the
licenses, production licenses on shore expirein
that year and my recollection is that there had
been the perception it would not be possible to
consider any production that SPDC might make
beyond that date as qualifying for proved
reserves since there would be no production
license.
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However, towards the end of 2002,

| or primarily -- | think it's another
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JOHN RICHARD PAY
Mr. Klusener actually.
Q. Kluesner?
A. Klusener, legal -- working in the
legal department in SPDC itself, together with
him investigated whether or not 2019 was
generally a constraint given the SEC rules, the
way | understood them at the time, would allow
for the extension of licenses where it was
certain that such licenses could be -- would be
extended with reference to past practice, et
cetera
| believe Mr. Klusener
commissioned a study from SPDC's own externa
legal counsel which gave an opinion on the
matter that was quite strongly in favor of SPDC,
in fact, having aright that could be exercised
under Nigerian law to extend the licenses and
therefore 2019 in itself actually was not a
constraint on the forward time frame over which
Nigeria could consider its production profile
and reserves estimate.
Q. Now --
A. Sorry. Thisiswhat is meant by
theissueis resolved.
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Q. Inconnection with the analysis,
the legal analysis of the license expiry issue,
do you recall outside counsel in the United
States being contacted?
A. | can't recall whether or not they
were.
Q. Do you recall hearing the name of
alaw firm by the name of Cravath Swaine &
Moore?
A. I'maware of that name. |'ve
heard it, yes.
Q. Doyourecal hearingitin
connection with the license expiry issue you've

Page 225 of 338

file:///CJ/Documents¥20and%20Setti ngs/dausti n/Desktop/Deposition%20T ranscripts/012307j pay.txt (82 of 134)9/18/2007 3:53:54 PM



file://ICJ/Documents¥20and%20Settings/daustin/Desktop/Deposition%20T ranscripts/012307) pay .txt

15
16
17
18
19

_ Case 3:04-cv-00374-JAP-JJH  Document 359-3  Filed 10/10/2007
just discussed?

MR. TUTTLE: Objection,
foundation.

THE WITNESS: I'm not 100 percent
certain, but it may be that somebody had made

20 the suggestionto -- | don't know. Possibly.

21 BY MR.HABER:

22 Q. Do you know who Bud Rogersis?

23 A. | cameto know Bud Rogersonly in
24 connection with project Rockford.

25 Q. Doyou know who aRory Milson is?
0372
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2 A. Never heard of him.

3 MR. TUTTLE: Isthisagood time

4 totake abreak?

5 MR. HABER: Okay.

6 THE VIDEOGRAPHER: We are going
7 off therecord. Thetimeis?2:28 p.m.

8 (A brief recess was taken.)

9 THE VIDEOGRAPHER: We're back on
10 therecord. Thetimeis2:51 p.m.

11 (Pay Exhibit Number 12 was marked
12 for identification.)

25

BY MR. HABER:
Q. During the break we marked as

three exhibits, documents relating to the SPDC
license expiry issue. Thefirst exhibit which
has been marked as Pay Exhibit 12 is a series of
e-mails with an attachment, the last of whichis
from Steve Ratcliffe dated January 8th, 2003 to
Mark Corner. The subject isreserves. The
Bates number, and there are two of them, isV
00130033 through V 00130039 and the other Bates
number is Corner 00032 through Corner 00038.

(Pay Exhibit Number 13 was marked
for identification.)
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BY MR. HABER:
We marked as Pay Exhibit 13 an
e-mail with an attachment. Thise-mail isfrom
Johannes Van Poppel to William Rogers, the date
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is February 3, 2003, and there's a cc to Peter

Folmer and the subject line reads urgent advice
requested on SEC regulations. The Bates number
for this document and attachment is LON 01540333
through LON 01540337.
(Pay Exhibit Number 14 was marked
for identification.)
BY MR. HABER:
Thefinal document that we marked
as an exhibit is Pay Exhibit 14 whichisin an
e-mail that attaches three documents. The
e-mail isfrom Mr. Pay, it's dated February 4,
2003, it'sto Andrew Hooks Klusener with acc to
Phil Davis and Malcolm Harper. The subject line
reads Nigeria oil/mining leases. Again, there
are two Bates ranges on this document. The

22 firstisV 00372200 through V 00372210 and
23 Harper 0120 through Harper 0130.

24 My first question to you, if

25 you've had an opportunity to look at these
0374
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2 documents?

3 A. Notin detail, but I've browsed

4 through them.

5 Q. Haveyou seen prior to today the

6 documents that we've just marked as Exhibit 12,
7 13, and 147

8 MR. TUTTLE: Can we take them one
9 aatime?

10 MR. HABER: We can.

11 BY MR. HABER:

12 Q. Haveyou seen what we've marked as
13 Pay Exhibit 12 before today?

14 A. I'mnot surethat I've seenitin

15 total. Much of it isan e-mail chainin which
16 I'm not copied, although | do have a -- thereis
17 ane-mail from meincluded within it,

apparently.
Q. You noticethat you'reincluded on

the ccs beginning on the second -- I'm sorry, on
the first page of the exhibit, the e-mail from
Mr. Klusener to Mr. Ratcliffe?
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23 A. Yeah.

24 Q. Whilewe'relooking at this

25 document, if you look at the second page of the
0375

1 JOHN RICHARD PAY

2 e-mall it says 2 of 3in the upper right-hand
3 corner, thisisan e-mail from Mr. Klusener to
4 Guy Cowan or G. Cowan. Who is Mr. Cowan?
A. I'mnot surel know.
Q. WhoisRon Van Den Berg?
A. Weédl, hisreference indicator
tells me he was the managing director of SPDC at
the time.
10 Q. Hadyou ever had any interaction
11 with Mr. Van Den Berg while you were group
12 reserves coordinator, prior to December 20027
13 A. Notthat | recall.
14 Q. |Ifyoulook at the e-mail it says,
15 "John Pay is going to run this through the
16 reserves auditors before year end but they have
17 been kept on board all aong, as| understand
18 it."
19 Do you have an understanding of
20 what reference Mr. Klusener is making here?
21 A. Doesit not speak for itself?
22 There's correspondence here
23 relating to the expiry of licensesin Nigeria
24 and thisis a statement that I'm going to seek
25 guidance, so check with the reserves auditors on

© 00 N O O
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2 theissue.

3 Q. Just so you understand, it was the

4 word this. | wanted to make sure | knew what

5 theword thisreferred to?

6 A. Okay.

7 MR. FERRARA: I'msorry. | lost

8 the question.

9 MR. HABER: He mentioned generally

10 | thought the reference was to the SEC defense
11 letter. What I'm trying to understand what his
12 understanding was at the time.

13 MR. FERRARA: What page of the
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document?

MR. HABER: Thison page 2 of 3,
if you look in the right-hand corner. It says,
"John Pay is going to run this through the
reserves auditors."

THE WITNESS: Yes, the
correspondence appears to be in relation to the
so-called SEC defense letter, which | can
explain in more detail if you wish, but the
attachment to this package does not seem to be
that defense letter and I'm not -- it refersto
license extensions. |I'm not sure the attachment
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isactually what isreferred to in the e-mail.
BY MR. HABER:
Q. If youlook at the next page, 3 of
3 inthe upper left -- withdrawn. Sorry.
If you look at the next page
though, page 3 of 3, does thislook like a draft
of adefense letter?
MR. TUTTLE: Thetext that'son 3
of 3?
MR. HABER: It says, "since 1999
the group has imposed,” et cetera.
MR. TUTTLE: You can asked him if
that looks like the SEC defense letter?
THE WITNESS: No, it doesn't. The
SEC defense letter would appear to have been an
attachment to this original e-mail and this
suggested text for a cover note, | think, to
SPDC management.
BY MR. HABER:

Q. Now, you had mentioned in a prior
answer that you could explain the SEC defense
letter in more detail, and | would like you to
do that if you can?

25 A. The SEC defense letter isatyped
0378

1 JOHN RICHARD PAY

2 |etter that we prepared as if responding to a

3
4

question, should it have been raised by the SEC
concerning license expiry in Nigeria. Soit was
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our position, written asif it wasin the form

of aletter to the SEC, assuming they would
asked us a question, which at that time they had
not. It wasfelt helpful. | can't remember who
suggested it. It was felt helpful to write it
in those terms so that we would have documented
on the shelves the activities that would be
necessary, but at the same time documentary to
internal views.

Q. Who was responsible for drafting
this letter?

A. lwas--1wrotealotof it. |
corresponded in -- | was assisted in so doing by
as| recall Mr. Klusener and Mr. Hooks.

Q. Whois Andrew Hooks?

A. To beperfectly honest | don't
know what his exact job title was, but he was
identified to me and was very active in terms of
providing advice and guidance on the issue of
license, license expiry, license renewal in
Nigeria
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Q. Now, if you look at Exhibit 14,
which is the e-mail from you to Mr. Hooks and
Mr. Klusener, with the cc to Phil Davis and
Malcolm Harper, it has three attachments. Have
you seen this document before?
A. Evidently | must have done.
However, until you refreshed my memory of it |
didn't recall. Y ou asked me a question earlier
about whether Cravath's opinion was sought.
Evidently it was. I'm sorry, | didn't remember
that.
Q. It'sokay. If you look at
Exhibit 13 for amoment. | know that your name
does not appear on the e-mail from Mr. Van
Poppel to Mr. Rogers, but I'm just wondering if
you have ever seen this document in connection
with your work involving the license expiry and
SPDC?
A. I'mnot surethat | have.
Q. Do you recal having any
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discussions with William Rogers or Bud Rogers,

as he'sknown?
MR. TUTTLE: Other than what he
testified before in project Rockford?
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MR. HABER: Correct. Well now in
the context --

MR. TUTTLE: Of this. Your
guestion was open ended on that point.

MR. HABER: Okay.

THE WITNESS: Sincel had
forgotten the fact that Cravath was consulted my
memory has not been jogged whether or not |
spoke to Mr. Rogers. | don't believe that |
did.

BY MR. HABER:

Q. If you go to Exhibit 14 for a
moment, and if you turn the page again to the
second e-mail on that page. And | again
recognized that your nameis not on it, but it's
an e-mail from Mr. Rogers to Mr. Van Poppel and
| believeit'sacctoaC. Taylor a Cravath.
DoesaMr. or Ms. Taylor refresh your
recollection about someone you may have
interacted with at Cravath at thistime?

A. No.

Q. Now, whilewe're still on
Exhibit 14, if you can turn to Harper 0124 and
the pagesthat follow. Isthisadraft of the
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SEC defense letter that you were talking about?

A. Yes

Q. Do you recall discussing the work
that was done with regard to the license expiry
issue in SPDC with Mr. Van der Vijver?

A. No, | don't recall any particular
involvement of Mr. Van der Vijver in this work.

Q. How about involvement by
Mr. Coopman?

A. I'msorry. | don't remember.

Q. You can put these aside.
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Now, in talking about the Kluesner

review. Do you recall when the term of
reference was executed?

A. Thework proceeded in phases or
had been planned to proceed in phases. |
believe the original terms of reference for the
first phase were concluded, | believe, late in
2002.

At the end of the first phase,
which | understand to have been principally a
data gathering phase, there was a term of
reference set for a more detailed review, the
second phase, and my recollection that was early
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in 2003, in the first quarter or so,
approximately.

Q. Didyou have any discussions with
Mr. Kluesner about the results of -- let's start
with the phase one aspect of the study?

A. | think | might have discussed the
phase 1 results with Mr. Kluesner early in 2003,
but my recollection most of the discussion
around that work was with Mr. Hoppe.

Q. When do you recall talking with
Mr. Hoppe about this study?

A. Atvarioustimes, particularly
through the year 2003.

Q. Do you recal the sum and
substance of those discussions?

A. Asl believe I've dready
mentioned, as part of the work there was an
endeavor to substantiate the audit trail behind
various aspects of SPDCs resource inventory,
including proved reserves.

Throughout the majority of 2003 up
until on or around November 14th the substance
of the information | was given by Mr. Hoppe was,
as I've said before, that certain elements of
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the portfolio appeared to lack the requisite
audit trail, but that -- which would lead to
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potentially debooking, whereas other elements

had been identified which would be capable of
being booked as new reserves additions, thereby
canceling to alarge extent the debookings that
may be necessary.

Q. Now, when you'rereferring to the
November 14th time frame are you referring now
to the second phase of the study?

A. Yes. Ataround that timethe
second phase had been completed or substantially
completed such that as | recall it the proved
reserves inventory of SPDC had been categorized
into or subdivided into a number of categories
according to the relative strength, if you like,
of the audit trail.

Now, at around that time or
sometime before there had been a discussion with
Mr. Barendregt who had been planning to make an
audit of the SPDC inventory in 2003, but due to
ill health was unable to travel to Nigeria.

And so | think sometime before
November 2003 ateam from SPDC had visited

0384

=
FPBoo~v~oohrwnpk

NP RRRRRERRR
CQOWWOW~NOOUAWN

JOHN RICHARD PAY
Mr. Barendregt to seek guidance, if
Mr. Barendregt would have any, in terms of input
to phase 3 of the study which was as | recall
intended to look at ways in which the audit
trail would need to be substantiated and
established.
It was -- so the discussion | had
prior -- the information that was available to
me immediately prior to November was the
categorization of those proved reserves and it
was, | think, part of the fallout from the
discussion with Mr. Barendregt and subsequently
information received in the middle of November
that indicated whilst we had clarity now on the
status of the proved reserves through the
categorizations indicated, the possibility to
offset with debookings by new additions was
found not to be there.
Q. And that wasfound as part of the
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phase 2 aspect of the study?

A. | think it was-- my recollection
Isit wasin the context of assessing the
results of phase 2 and setting awork path for
phase 3.
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Q. Do you know if the results of the
phase 2 study were presented to the ExCom?

A. No.

Q. Do you know if the results of the
phase 2 study were presented to the CMD?

A. No.

Q. Do you know if the results of the
phase 2 study were presented to Walter van der
Vijver?

A. No.

Q. Doyou know if the results were --
of the phase 2 study were presented to
Mr. Barendregt?

A. My understanding is that the
information that was available at the time that
the SPDC delegation met Mr. Barendregt, that
information included a summary of the then
results of the study.

Q. Now, at the time the phase 2 study
had pretty much concluded and the results
communicated had Mr. Barendregt conducted his
audit of SPDC?

MR. ADLER: Objection.
THE WITNESS: Wéll, as| think

0386
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I've already said, it was not afull audit of
SPDC so, no, he had not conducted an audit of
SPDC.
BY MR. HABER:
Q. Doyou know if Mr. Barendregt had
conducted a full audit of SPDC in 20037
A. My understanding is he didn't.
Q. Andthereason hedidn't --
withdrawn.
Do you have an understanding of
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why he did not conduct a full audit?

A. | believel'm on record as saying
he was too ill to travel and, therefore, the
full audit had to be postponed but was
substituted in the meantime by avisit from
personnel from SPDC to visit him in Holland to
discuss reserves issues as part of which the
Kluesner study results were discussed primarily
with aview to seeking his guidance as to what
additional work he would consider appropriate to
be done between when he met them and the end of
the year in order, if possible, to substantiate
reserves bookings by the end of the year.

Q. Do you know who the personnel from

JOHN RICHARD PAY

SPDC were that visited him in Holland to discuss
the reserves?

A. | can't remember who they were.

Q. Beforel passout that document,
one other follow-up question on the phase 2
results.

Do you recall having atelephone

conversation with David Kluesner towards the end
of November 2003 to discuss this study?

A. No, | don't.

MR. HABER: Okay.

(Pay Exhibit Number 15 was marked
for identification.)
BY MR. HABER:

Q. I'm marking as Pay Exhibit 15 the
proved reserves process audit, SPDC Nigeria,
dated 18-19 September 2003. The notein the
upper left-hand corner reads, 30 September 2003
isfrom Anton Barendregt. Its Bates numbers are
V00211034 through V00211043. And there's
another range of DB 018009 through DB 018018.

| ask you as you're looking this
over to -- thefirst question I'm going to ask
you isif you recall seeing this document before

0388

1
2

JOHN RICHARD PAY
today?
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3 A. Yes | do.

4 Q. AnNd, infact, you are on the

5 circulation distribution list; correct?

6 A. Yes.

7 Q. Andthe Hans Bakker that is aso

8 listed as being from EPS-P. That was your boss
9 at that time?

10 A. Yes. Hewasthe successor to

11 Mr. Nauta.

12 Q. Okay. Had you seen adraft of
13 thisaudit report before the distribution to the
14 larger number of recipients?

15 A. | can't remember whether | did or
16 not.
17 Q. Doyourecal if Mr. Barendregt

18 had provided you with copies of his audit
19 reports before they were finalized?

20 MR. TUTTLE: Ingeneral?

21 BY MR. HABER:

22 Q. Yes. During your tenure as group
23 reserves coordinator?

24 A. | seemtorecal that, yes, it

25 would be normal for me to receive an advance
0389
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2 copy just to correct any factua errors, but

3 that's only for that purpose.

4 Q. Do you recall any instances where

5 you provided a challenge to his conclusions?

6 A. No, | don't. | didn't feel,

7 unless there was misrepresentation of something,
8 | was qualified to comment on then it wasn't my
9 placeto comment.

10 Q. If youlook down to the second to

11 last paragraph Mr. Barendregt gives agrade, if
12 you will, for hisaudit finding. And what he

13 saysis, "the audit finding is therefore that

14 the present status of SPDC's proved oil reserves
15 isunsatisfactory." Do you see that?

16 A. Yes

17 Q. Doyourecdl if inthe prior

18 audit of SPDC Mr. Barendregt had given a

19 satisfactory report?
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20 A. | don'tknow if hehad. | recall

21 that the one immediately prior to this-- well,
22 in 1999 was also unsatisfactory.
23 Q. Doyou recal the 1999 audit
24 report was unsatisfactory?
25 A. Ifitwas'99 or 2000, whenever it
0390
JOHN RICHARD PAY
was.

Q. What was your reaction when you
reviewed this report?

A. | don't recall any particular
reaction. It was consistent with what | was
going to understand from in particular the
Kluesner study at the time.

Q. Do you know how Mr. -- withdrawn.

Do you know if the results of this
report were provided to Mr. Van der Vijver?
A. Atthetimethat the report was

issued | believe they were not. They were,
however, provided to him later.

PP e
NEhEBowo~v~ouhrwnr

=
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15 Q. Doyou recall when?
16 A. | believe shortly after the start
17 of project Rockford.

[EEN
0o

Q. When did project Rockford start?

A. I'mnot sure there was an exact
date. | was aware that activity was ongoing
upon my return from leave on or around the 25th
of November 2003.

(Pay Exhibit Number 16 was marked

for identification.)
25 BY MR. HABER:
0391
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Q. We'vejust marked as Pay
Exhibit 16 a string of e-mails, the last of
which isfrom Mr. Van der Vijver, it's dated
November 23, 2003, to John Pay, with accto
John Bell and Frank Coopman. Subject line reads
2003 RRR review. The Batesrangeis V00090852
through V00090854. There's also another Bates
range of TT 000695 through TT 000697.
10 Have you seen this e-mail

©CoooO~NOOLPA~WNPE
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correspondence before today?

A. Thisisthe--yes. Thisisthe
manner in which | provided those audit reports
to Mr. Van der Vijver, the second e-mail.

Q. Sothesecond e-mail being the one
from you to Mr. Van der Vijver dated
November 17, 20037

A. Correct.

Q. Andif you look at the content of
that e-mail you state that the SPDC report, the

21 audit in 1999 got a satisfactory report?

22 A. | misremembered in my recent

23 answer to the previous question.

24 Q. There'salso areference to agood
25 report with regard to Oman?

0392
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2 A. Correct.

3 Q. Doyou recall Mr. Barendregt doing
4 an audit of Oman in 2003?

5 A. Yes

6 Q. Anddo you recal what the result

7 of that audit was?

8 A. Unsatisfactory.

9 Q. Ifyoulook a Mr. Van der

10 Vijver'se-mail of November 23rd to you he says
11 -- and I'm looking at the bottom now after the
12 bullet points, the hyphened points he says, "I

still find it amazing to compare the '99 and the

'03 audit write-ups for Nigeriaand Oman." Do
you see that?

A. Yes

Q. Do you recal having any
communications with Mr. Van der Vijver where you

discussed the reports for Oman and SPDC with him
and the discussion involved a comparison of the
prior reports and the reports in 20037

MR. TUTTLE: Objection to form.
BY MR. HABER:

24 Q. You can answer.

25 A. No, | don't. Thise-mail was
0393
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written while | was on leave and so | didn't

read it at thetime it was sent. By thetimell
returned from leave, as | recall on or around
the 25th of November, Mr. Coopman had already
set in his mind that a debooking would be
necessary, leading -- that was effectively
project Rockford. | don't recall then having a
discussion with Mr. Van der Vijver on the audit
reports.
Q. Doyou recall having adiscussion
with Mr. Coopman? And | takeit thismay bein
the context of what started project Rockford,
again on thisissue of the reports?
MR. TUTTLE: Object toform. Can
we just get that back one more time, because I'm
not sure | followed that.
BY MR. HABER:
Q. Okay. All I want to know isyou
said you don't recall having the conversation
with Mr. Van der Vijver when you were on leave.
When you came back did you have a conversation
about the audit reports for Oman and SPDC with
Mr. Coopman?
A. Sinceit wasthe audit reports and

0394
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the ancillary information that was coming in,
especially from SPDC that had caused those to
come to the conclusion that a recategorization
would be necessary, yes, | had discussion with
Mr. Coopman. Whether | discussed in detalil
these particular reports, | can't recall.
Q. Do you recall any discussionswith
Mr. Coopman at this time, November/December,
time frame where Mr. Barendregt's ability to
conduct the audits was called into question?
MR. TUTTLE: Object to form.
THE WITNESS: No, | don't.
BY MR. HABER:
Q. Doyou recall any discussion with
Mr. Coopman where Mr. Barendregt's judgment as a
reserves auditor was questioned?
MR. TUTTLE: Object to form,
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foundation.

THE WITNESS: No.
BY MR. HABER:
Q. Doyou recall any discussion with
Mr. Van der Vijver at or about this time where
Mr. Barendregt's judgment as areserves auditor
was questioned?
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MR. TUTTLE: Same objection.

THE WITNESS: Actualy, no.
BY MR. HABER:

Q. If youlook at the next part of

that sentence that we were just talking about it
says, "We better categorize the differences to
have alogical explanation." Do you know who
was tasked with that?

MR. TUTTLE: Object toform,
foundation.

BY MR. HABER:
Q. That project?

MR. TUTTLE: Sorry. | waswaiting
for the end.

THE WITNESS: My recollectionis
that each individual item specified here by
Mr. Van der Vijver was not specifically
allocated to any particular person. Mr. Coopman
and | principally prepared aresponse to this
e-mail. I'm not sureit actually addressed each
individual item that Mr. Van der Vijver talks
about here and | don't recall that sentence that
you referred to being addressed specifically in
that reply.

0396
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BY MR. HABER:
Q. Do you know to whom alogical

explanation would have to be made?

MR. TUTTLE: Object toform, calls
for speculation.

THE WITNESS: Indeed you would
have to ask Mr. Van der Vijver, | think.
BY MR. HABER:
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Q. | waswondering if you had an

understanding as to whom he was referring?
A. No, other than alogical

explanation would be required for a number of
purposes | can imagine.

MR. HABER: We have to change the
tape but while we're doing that I'm going to
mark another exhibit.

THE VIDEOGRAPHER: This marksthe
end of tape two, Volume Il in the deposition of

20 Mr. Pay. We're going off the record. Thetime
21 is3:30 p.m.

22 (A brief recess was taken.)

23 THE VIDEOGRAPHER: This marksthe
24 beginning of tape three, Volume I in the

25 deposition of Mr. Pay. We are back on the
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record. Thetimeis3:47 p.m.

(Pay Exhibit Number 17 was marked
for identification.)
BY MR. HABER:

Q. We'vejust marked as Pay

Exhibit 17 the SEC Proved Reserves Audit for PDO
Oman which was conducted on October 25th through
28, 2003. The noteis dated in the upper
|eft-hand corner, November 29, 2003.

There are two Bates ranges on this
document. Thefirst isV00102442 through
V00102456. The second range is OM 000590

through OM 000604.

A. Yes

Q. Mr. Pay, have you seen this report
before today?

A. Yes

Q. And, again, you are on the

circulation, the distribution list; correct?

A. Yes.

Q. Doyourecal being provided a
draft of thisreport before it was formally
circulated?

A. If formal circulation occurred on

0398
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the 29th of November, 2003, as seemsto be
indicated I'm quite sure | saw adraft of it
before that date.

Q. Doyou recal having any
discussions with Barendregt about his findings?

A. | don't recall any particular
discussion with Mr. Barendregt.

Q. Asyou see, at the bottom of the
first page, PDO was given an unsatisfactory
report; correct?

A. Correct.

Q. Didyou have any reaction to that
finding by Mr. Barendregt?

A. Itdid not surprise me.

Q. Why didn't it surprise you?

A. During the course of 2003, earlier
in 2003, | believe, possibly in May, | had made
avisit to Oman to better understand the basis
for the reserves estimates for PDO and | had
come to the conclusion that a significant
portion of the PDO reserves might not be
substantiated by the required level of technical
and commercial maturity.

Q. Did anyone accompany you when you
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visited Oman?

A. No.

Q. Didyou take any notes of your
visit?

A. | believel prepared atwo or
three page summary of my visit.

Q. Wasthat summary in atyped format
or a handwritten format?

A. Typed. | believeit was-- |
shared it with the people | had visited in Oman,
after the fact.

Q. Who are the people that you met in
Oman?

A. OnewasaMr. Briyya, who was my
reserves focal point in Oman, B-R | believe the
spelling isB-R-1 -- | believe the spelling is
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B-R-1 doubleY A. Another was Mr. Stewart

Clayton. And the third was Dave Kemshell,
K-E-M-S-H-E-L-L.

Q. How long wasthisvisit?

A. Thevigt at thetimewas, |
think, two or three days.

Q. Didyou meet anyone from the Omani
government?
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A. No.
Q. Didyou discuss your findings with
Mr. Clayton while you were in Oman?
MR. TUTTLE: Objection to form,
foundation.
BY MR. HABER:
Q. [I'll withdraw.
Did you make any findings during
the time you were in Oman?
A. My recollectionisthat |
expressed concern over the audit trail and the
degree of technical and commercial maturity over
some of the projects, constituting a significant
proportion of the PDO proved reserves inventory.
My recollection isthat | recall discussing
with -- sorry, repeating myself.
| recall discussing with the
people | mentioned that | visited a suggested
plan forward which was founded on plans they
already had in place to address this matter.
Q. Andwhat were those plans?
A. Itwasessentialy inrelationto
studies plans in terms of field devel opment
projects and seeking to define with them a

0401
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process by which reserves that would not be --
were not then planned to be underpinned by the
requisite study and technical definition within
areasonable time frame might be reprioritized
for such definition.
However, | would like to continue.
Q. Sure
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A. My perception wasit was unlikely

that such definition would be availablein time
for the end of the year. | knew this audit

would happen, | expected the audit to confirm my
views, and that is what happened.

Q. You mentioned study plans. Were
there any study plans that were developed at the
time of your visit?

A. | recall that PDO presented me
with afive-year study plan covering al of the
studies they intended to do within the next five
years.

Q. Do youknow if those study plans
were prepared by PDO personnel only?

A. They were presented as such. |
had no reason to suspect otherwise.

Q. Doyou know if any service
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organization provided any assistance in the
preparation of the plans?

A. No.

Q. Didyou communicate the findings
that you made while you were in Oman to your
bosses?

MR. TUTTLE: Objection to form,
foundation.
BY MR. HABER:

Q. Youcananswer.

A. lincluded an entry inthe
potential reserves exposure catalog indicating a
possible volume that might be at risk, pending
confirmation from the audit.

Q. Other than the potential reserves
exposure catalog was there any other means of
communicating the findings that you had made?

A. Notasl recal.

Q. Do you recall communicating your
findingsto Mr. Van der Vijver?

MR. TUTTLE: Objection to form,
foundation.

THE WITNESS: No, | don't.
BY MR. HABER:
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Q. |Ifyou--if youlook at Pay
Exhibit 17, the paragraph, the third to last
paragraph, the one that says, "the audit found
that PDO's Group share." Do you see that?

A. Yes.

Q. Inthe middle of the paragraph
towards the bottom there's a discussion of the
technical maturity of the projects and thenin

particular it says, "PDO have recognized this
and have embarked on an aggressive study program
to address the maturation of the associated
projects.”
Is this the program that you just

testified about or isthis-- or isthe
reference here to some other program, if you
know?

A. | understand it to refer to the
same thing.

Q. Okay. Aspart of Rockford were
reserves restated in Oman?

A. Yes

Q. Doyou recall the volume?

A. | believe the volumeis consistent
with the figures that you'll find in here,

0404
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roughly 400 million barrels of Shell share
reserves.

Q. Anddo you recall the reasons that
were attendant to the decision to restate the
reserves?

A. The confirmation of the lack of
technical maturity in relation to those volumes,
as was confirmed by the audit report.

Q. Doyou recall what it was about
the technical maturity that was found to be
problematic?

A. My recollection is principally
twofold: Either the technical studies had not
been progressed to the required level of
maturity. In other words, the studies hadn't
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been concluded. Or the studies were in relation

to the application of enhanced recovery
techniques which had yet to be proved effective,
which would discount them from proved reserves
attribution.
Q. Let'stakethefirst issue that

you identified, the technical studies had not
progressed to the required level of maturity.

What was the required level of
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maturity?

A. According to the guidelines at the
time, the internal Shell guidelines on reserves
estimating for major projects. And at the time
major projects | believe were defined as those
requiring more than $100 million of capital
expenditure and that would have applied to many
of the projects concerned, according to our own

guidelines must have reached VAR 3, whichisa
milestone in our project maturation system and
they had not done so.

Q. Alsoinyour answer when you're
referring to technical studies had not
progressed are you referring to field
development plans?

A. Usualy incremental field
development plans. Many of the properties for
which -- which we're discussing here are in fact
fields which were in production at that time and
they're in production today, but the plans
specifically addressed further development of
those same fields.

Q. Sotheissuewas not with the
portion of the fields that were actually

0406

1
2
3
4

5
6
-

JOHN RICHARD PAY
developing, but for future?
A. Incremental development plansand
specifications of what those plans should be.
Q. Now, the other part of your answer
you said that the studies hadn't been concluded
or the studies were in relation to the
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application of enhanced recovery techniques

9 which yet had to be proved effective.

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
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What are you referring to there?

A. Wiédl, thereis specific guidance
in the SEC clarification of the regulation SX
410 which states that improved recovery
techniques must be proved effective before
proved reserves can be attributed to them.

Q. And how are those techniques to be
proved effective?

A. Through observation of production
conformance, consistent with what had been
expected.

Q. Do you know who within Shell was
providing PDO with the enhanced recovery
techniques?

A. Tothe best of my knowledge, PDO
was responsible for its own definition of the

0407
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techniquesit would use.
Q. Doyouknow if SEPTAR was

providing a definition of techniques to be used?

MR. TUTTLE: Objection,
foundation.

THE WITNESS: The answer is no.

MR. FERRARA: Sorry. The answer
IS, no, they were not or, no, you don't know?

THE WITNESS: No, | don't know.
BY MR. HABER:

Q. Do you know a person by the name
of Said Al Harthy or Harthy?

A. I'mfamiliar with the name. |
believe he wasinvolved in, | believe he was
involved in business planning for PDO.

Q. Do you recall meeting with him
when you went to PDO?

A. | believe we met in the corridor
and exchanged afew words. | don't think we had
any more substantive discussion than that.

Q. Do you know what negative reserves
are?

A. I'mfamiliar with the expression,
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25 yes.
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Q. Andwhat isyour understanding of
that expression?
A. It'sanissue of arithmetic,
primarily. Typically, proved reserves estimates
are not updated on a continuous basis.
Typicaly, estimates might be made
when afield development plan is prepared.
Production pursuant to that plan
might then occur through the execution of the
activities that are planned on bringing the
facilities and wells into production.
It can happen that if in the
intervening years no updates to the -- no
revision is made to the proved reserves estimate
that the amount of production that has occurred
in the intervening years actually exceeds the
proved reserves estimate originally placed on
the books, causing the apparent amount of
reserves |eft to be produced to be negative.
And it's essentially an issue
that's created when an estimate of proved
reserves isregistered in the database or
whatever system is used to capture the
25 information and is then not updated in
0409
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subsequent years.

Q. When you went to Oman did you find
that there was an issue of negative reserves
with PDO's reporting?

A. | can't recall whether or not |
did.

Q. Okay. Haveyou heard of the
acronym STOIIP, S-T-O-1-1-P?

10 A. Yes

11 Q. What doesthat stand for?

12 A. It standsfor stock tank ail

13 initidly in place.

14 Q. Doyourecal aSTOIIP review

15 being conducted in Oman during your tenure as

©CoooO~NOOLPA~WNPE

Page 248 of 338

file:///CJ/Documents¥20and%20Setti ngs/dausti n/Desktop/Deposition%20T ranscripts/012307j pay.txt (105 of 134)9/18/2007 3:53:54 PM



file://ICJ/Documents¥20and%20Settings/daustin/Desktop/Deposition%20T ranscripts/012307) pay .txt

16
17
18
19
20
21
22
23
24
25

Case 3:04-cv-00374-JAP-JJH  Document 359-3 Filed 10/10/2007
GRC?

A. Now that you mentionit it rings a
bell, but I'm struggling to remember the detall
of it.

Q. Do you know what the focus of what
aSTOIlIP review is?

A. Yes indeed. STOIIPisameasure
of the amount of oil that ispresentin a
reservoir at initial conditions upon discovery.
By developing areservoir a proportion of the
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STOIIP can be produced. Typically, not avery
high proportion. It'stypical that an il

reservoir if an average -- on average one would
expect to produce maybe 30 or 35 percent of the
STOIIP over the lifetime of the field. Many of
the reservoirsin Oman have been on production
for along time, maybe are approaching that 30
to 35 percent recovery point and, therefore,
being close to being exhausted in terms of their
primary development many of the enhanced oil
techniques that | previously referred to arein
effect targeting the 65 to 70 percent of STOIIP
that is still sitting in the reservoir and which
may be exploited by additional recovery
techniques.

So aSTOIIP review, to me would
suggest an inventory is being made of the amount
of oil that was originally in place for each
reservoir, how much isleft to be produced, and
which might therefore be targeted by additional

22 recovery techniques.

23 Q. Sowithregard to Oman this would
24 be -- such areview would be conducted with
25 regard to fields that were already producing but
0411
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2 for which there was a belief that there would be

incremental production in afuture date; am |
correct?

A. That might be one reason why such
areview would be done.
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Q. Withregard to Oman do you have

any recollection having discussed this now asto
reasons why a STOIIP review was conducted?

A. My recollection and my memory has
been refreshed a little by the discussion we
just had, that areview was in progress
primarily for that purpose.

Q. Again, having discussed this, do
you recall when the review commenced?

A. My recollectionisthat it wasin
progress in or around 2003. | can't remember
specifically the time.

Q. And, again, just trying to refresh
your recollection, do you recall if it was being
conducted during your visit to Oman? That is
wasit in progress?

A. Thank you for reminding me.

| don't mean to be --
Q. That's okay.

0412
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A. | believeitwas. Actudly, |
remember walking into aroom and having a brief
discussion with ateam that was looking at the
portfolio. And now that you've reminded me |
think that is the study they were engaged with.

Q. Doyou recall who that -- who the
members of that team were?

A. Notin--notindetal. | can
remember one or two individuals. | think Wim
Swinkels, S-W-1-N-K-E-L-S, was on the team.

THE REPORTER: I'm sorry, the
first name?
THE WITNESS: W-I-M.
BY MR. HABER:
Q. Do you know who the other person
was?
A. | seemtorecall there werefive
or six peopleintheroom. It wasarelatively
brief visit. No, | can't recall who else.
Q. I'msorry?
A. No. If | gaveyou anamel'm
guessing. | think | know, but | don't know for
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sure.

Q. Doyou know where Mr. Swinkels
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worked within Shell?
A. Atthat time, no, | don't.
Q. Doyou know if he worked at PDO?
A. No, | don'.

Q. Who -- who was responsible for

conducting STOIIP reviews?
A. | don't know.

Q. Did Shell have a particular
service organization responsible for conducting
STOIIP reviews?

A. Wdl, first of al | answer your
guestion by saying it's not a routine type of
thing to do.

This sounds like a study that had
been -- to me it sounds like a study that had
been commissioned by PDO for their own
particular purposes.

Q. Whenyousay aSTOIlIPreview is
not aroutine review, can you recall any other
Instances during your tenure as group reserves
coordinator where a STOIIP review had been
conducted?

A. Wiédl, clarify my previous answer
in terms of STOIIP reviews that would go through

0414
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the entire portfolio of an operating unit are
not typically things one encounters happening on
aroutine basis.
However, as part of an individual
field or reservoir assessment the starting point
Is aways an assessment of STOIIP. Thisisthe
starting point of the evaluation.
So STOIIPiscalculated for
individual assetson anindividual basis. But
to look at the whole portfolio of an operating
unit, | can't recall any other instance of that
happening.
Q. Now, wasthere any license expiry
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15 issue in Oman that you recall?

16 A. Yes. My understanding isthat the
17 license, PDO's operating license was due to
18 expire, | think in either 2012 or 2014, I'm not
19 entirely clear on the date just now. And that
20 presented asimilar issueto that prevalent in
21 SPDC, which we've aready discussed.

22 Q. Do you remember how that issue had
23 beenresolved, if it had been resolved?

24 A. Therewasdiscussion. | was

25 involved in discussions with the regional

0415
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2 advisor for the Middle East situated in The
3 Hague who advised me that negotiations werein
4 progress to seek alicense extension.

5 Q. Do you know who was responsible

6 for the negotiations with the Omani government?
7 A. | don't know who was conducting

8 theinvestigations.

9 Q. Doyouknow if it with use Mr. Van
10 der Vijver?

11 A. No.

12 Q. Doyou know if it was Mr. Watts?
13 A. No.

14 Q. Doyou know if it was Ms. Boynton?
15 A. | don't know who was doing it.

16 Q. Again, just trying to refresh your

17 recollection?

18 A. No, | don't know.

19 Q. Doyou know if alegal opinion was
20 sought with regard to the license expiry issue
21 in Oman?

22 A. No.

23 Q. Withregard to seeking extensions

24 of alicense do you have an understanding of
25 what Shell's prior practice had been with regard

0416
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2 tothetiming when an extension would be sought?
3 MR. TUTTLE: Objection to form,

4 foundation.

5 THE WITNESS: | don't think there
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6 wasastandard practice, if that iswhat you're

7 referring to.

8 BY MR. HABER:

9 Q. Widl, itis.

10 | want to go back for a moment to
11 presentation to the CMD. | want to mark asthe
12 next exhibit, Exhibit 18.

13 (Pay Exhibit Number 18 was marked
14 for identification.)

15 THE WITNESS: Yes.

16 BY MR.HABER:

17 Q. Haveyou seen -- let me -- sorry,

18 identify for the record.

19 We just marked as Pay Exhibit 18
20 an e-mail from Ingrid De Wit, dated July 18,

21
22
23
24
25

2002, to Malcolm Brinded. The subjectisCMD
note pre-reading. It has two attachments, at

least that's what's reflected on the e-mail.

The Bates range is V00120778 through VV00120801.
There's another range, DB 07941 through

0417
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DB 07964.
Have you seen this document before

4 today?

5
6
-

A. The attachment to the e-mail, yes.
Q. And--
A. Or | should say the attachment to

8 the cover note, the one that's behind the cover

9
10
11
12
13
14
15
16
17
18
19
20
21
22

note.

Q. Theattachment you're referring
to, the note for decision reserves outlook?

A. Yes. Theone beginning on page
ending 780.

Q. Did you prepare this note for
discussion?

A. Yes

Q. Wereyou requested to do so by
someone?

A. Mr.Vander Vijver, | believe.

Q. Anddoyou recal the
circumstances surrounding Mr. Van der Vijver
requesting you to prepare this note?
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A. Yes.

Q. What did he say? What were the
circumstances?

0418
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A. Thecircumstances as | understood
them to be were in relation to the fact that
Shell's Reserves Replacement Ratio in recent
years had been below the 100 percent target and
were projected to continue below that target in
2002 and 2003 and, therefore, | understand that
Mr. Van der Vijver was seeking to understand the
reasons for that.

Q. Andin preparing this note were
you trying to provide the reasons for the
Reserves Replacement Ratio being below
100 percent over the past few years?

MR. TUTTLE: Object to form.

THE WITNESS: No. | would
characterize this note as being forward looking.
BY MR. HABER:

Q. Wasthere any message or messages
that you were trying to convey in preparing this
note?

A. My intention in this note wasto
inform as to inform management as to the
disposition of our hydrocarbon volumes inventory
and to try and help them to understand the
reasons why |less mature, unproved resource

0419
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volumes were not maturing to the proved category
at the pace that might have been desirable.
My intention was aso to indicate
areas where opportunities to improve that
performance might exist.

Q. Now, do you know if this note was
distributed to members of the CMD as pre-reading
material for a meeting?

A. Theonly evidencethat it wasis

the evidence | see before me now from the
covenants.
Q. Okay. Didyou ever get any
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feedback from any member of the CMD about the

content of the note?

A. No.

Q. Didyou receive feedback from
Mr. Van der Vijver during the drafting phase of
the note?

A. It'skind of inconceivable he
wouldn't have given me comments at some stage,
but | can't remember specifically what the
comments might have been.

Q. I wouldlikeyou to turnto page
16, and that's the page that ends 120795, it's
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Attachment 1g. Isthis-- withdrawn.
What does this attachment show?

A. Thisattachment is entitled,
Hydrocarbon Resource Challenges by OU, and it
attempts to summarize some of the issues
affecting hydrocarbon resource maturation in
various different geographical locations.

Q. Isthisaform of the potential
reserves exposure catalog that we've talked
about and looked at throughout proceedings
yesterday and today?

MR. TUTTLE: Object to form.
BY MR. HABER:
Q. Youcananswer.

A. Thisisareport that | produced
very early in my tenure of the resource
coordinator's job. Several of the issues that
you find on this attachment to which you've
referred were reproduced in the catalog to which
you've referred.

Q. Doyourecal Mr. Van der Vijver
commenting on Attachment 1g?

A. Asl said, | don't remember
specific comments received from Mr. Van der

0421
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Vijver.
Q. Other than receiving comments to
any of the attachments or the note do you recall
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any conversations with Mr. Van der Vijver

concerning the particular operating unit that's
identified in Attachment 1g?

A. Canyou please repeat the
question?

Q. What I'm looking for is rather
than just looking at this attachment do you
recall any discussionswith Mr. Van der Vijver
around July 2002 where you discuss SPDC, for
instance?

MR. TUTTLE: Object to the extent
asked and answered. We spent along time these
two days on SPDC and I'm quite sure you asked
him before if he had conversations with Mr. Van
der Vijver. | just want that on the record.

MR. HABER: I'msurel have.

However, I'm not certain that |'ve
asked him in particular about July of 2002.

BY MR. HABER:
Q. Doyou recall any discussions with
Mr. Van der Vijver in July 2002 about SPDC?

0422
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A. Sitting here today, no.

Q. Do you recall any discussionswith
Mr. Van der Vijver in July of 2002 where you
discussed SNEPCO?

A. No, | dont't.

Q. | believe we did have some
testimony about some discussion with Mr. Van der
Vijver concerning Australia; isthat correct?

A. Yes

Q. Doyou recall discussing with
Mr. Van der Vijver in July of 2002, Brunei?

A. No, I do not.

Q. How about discussing with Mr. Van
der Vijver, Kazakhstan? Again, sametime frame,
July 20027?

A. I'msorry, | can't help you.

Q. If you turn to page 8 of the note
under 4. -- 4 and then 4.1, 4 being External
Storyline. 4.1, 2001 Investor Relations, was
there areason why you included this section in

Page 256 of 338

file:///CJ/Documents¥20and%20Setti ngs/dausti n/Desktop/Deposition%20T ranscripts/012307j pay.txt (113 of 134)9/18/2007 3:53:54 PM



file://ICJ/Documents¥20and%20Settings/daustin/Desktop/Deposition%20T ranscripts/012307) pay .txt

22
23
24
25

Case 3:04-cv-00374-JAP-JJH  Document 359-3  Filed 10/10/2007
the note for discussion?

A. My recollectionisthat | was
either instructed or advised to after
consultation with colleagues.

0423
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Q. Do you recall who you consulted
with?

A. Sincethiswasthefirst example
of such anotethat | had written, | consulted
primarily with a colleague by the name of David
Freedman, F-R-E-E-D-M-A-N to seek his guidance
asto the type of information | might include in
such a document.

Q. Do you recal having any
discussions with Rhea Hamilton?

MR. TUTTLE: In2002?
BY MR. HABER:

Q. Again, inregard to this section,
yes.

A. No. | couldn't say for sure that
she had taken ajob with Mr. Frank Coopman at
that time.

Q. How about -- do you recall having
conversations about this section with Simon
Henry?

A. I'mreasonably certain | didn't
encounter Mr. Henry until much later.

Q. If youtake alook at this section
what was the information upon which you based

0424
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this section when you drafted it?

A. May | readit again?

Q. Yes, please.

A. Areyou referring to 4.1 and 4.2?

Q. No. Just4.1.

A. Could you please repeat your

question?

Q. Withregard to preparing 4.1 |
asked what was the information upon which you
based this section on?

A. Wadll, there would have been a
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combination of sources of the information. |If

you're referring specifically to the
presentations to investorsin 2001 then | would
have been given access by, whom | can't
remember, to such external presentations.

Q. How about reviewing analyst
reports that were written by analystsin the
Investment community?

A. | read those as a matter of
routine.

Q. Andwhy did you read those as a
matter of routine?

A. Out of professional interest
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specifically in the way that information that we
were publishing and that | in my job was
responsible for collating was being used in the
analyst community.

Q. Andwith regard to the last
paragraph in 4.1, is that an example of an
awareness of what the analyst community was
saying about Shell?

MR. TUTTLE: Objection to form,
foundation, document speaks for itself.

THE WITNESS: That paragraph does
not appear to refer to statements by analysts.
BY MR. HABER:

Q. Thereference says, in "discussing
resource volumes." May | ask, who did you mean
in discussing resource volumes or with whom did
you mean?

A. What | meant was when Shell has
presented to, in discussions with external
parties, such as the analyst community, Shell
has stressed and | recall | saw presentationsin
which statements to that effect had been made
that expectation resource based was a more
reliable indicator of performance.

0426
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Q. Andwhat isyour understanding as
to the reason why it isamore reliable
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barometer for, asit says here, growth

potential ?
A. My understanding?
Q. Yes
A. Asanindividual, as an engineer |
would agree with the statement on the basis that
we plan our business and expect to achieve the
expectation resource volumes, not the proved
reserves volumes, over the full lifetime of a
field or aproject.

Q. Now, inyour prior answer when |
asked to whom you were referring in this
sentence in discussing resource volumes you said
with external parties such as the analyst
community.

Were there other externa parties
that you were referring to?

A. Atthetime, and I'm pretty sure
at the time | was referring exclusively to the
type of presentation that would have been made
by Shell representatives to shareholders or
their representatives or analysts in open forum.
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Typically the sort of presentation
that would be made to a company at the release
of annual or quarterly performance figures.
I'm not aware of any other
discussions that may or may not have been
carried out.
Q. Okay. Withregard tothe
information as contained in this note, did you
believe that you accurately presented all of the
information for the CMD's consideration?
A. Yes
Q. Anddidyou believe that the
information in this note was presented in a
clear fashion so that the recipient would
understand the messages that were being
conveyed?
MR. TUTTLE: Objection to form,
callsfor speculation.
MR. HABER: I'm asking what his
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belief was.

BY MR. HABER:

Q. Didyou believe you presented the
information clearly?

A. | believel did.

JOHN RICHARD PAY
Q. Okay.

MR. HABER: Why don't we just take
ashort break and then we'll go on to one, maybe
two more topics, but it should be relatively
brief.

MR. TUTTLE: Okay.

THE VIDEOGRAPHER: We're going off
therecord. Thetimeis4:35 p.m.

(A brief recess was taken.)

THE VIDEOGRAPHER: We are back on
therecord. Thetimeis4:46 p.m.

(Pay Exhibit Number 19 was marked
for identification.)

MR. HABER: Mr. Pay, | just handed
you what we're marking as Pay Exhibit 19, which
Isan e-mail with an attachment. The email is
from Frank Coopman, it's dated December 2, 2003.
It's to John Bell, Matthias Bichsal, John
Darley, with acc to you. The attachment on the
e-mail is called Script for Walter on the
prove...

If you look at the attachment it
is called Script for Walter on the proved
reserves position. The Bates number is
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RJW00780060 through RIW00780063.
THE WITNESS: Yes.

BY MR. HABER:

Q. Haveyou seen thise-mail and
attachment before today?

A. Yes

Q. Didyou have an understanding of
why Mr. Coopman sent this e-mail to you and the
otherslisted on here on the e-mail?

A. | don't know why he sent it to the
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people on the to list; Bell, Bichsel, and

Darley. He copied it to me | imagine because
I'm aco-signatory to it.

Q. Didyouassist Mr. Coopman in
writing this script?

A. My nameison the bottom of it as
well ashis. Yes, | did.

Q. Of thetwo of you who took the
lead in preparing the document?

A. Mr. Coopman.

Q. Doyou recall what your
contributions to these script were?

A. Ingenera?

Q. Yes

0430
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A. Any mattersrelating to proved
reserves estimates and the numbers involved.
Not the materiality section. | contributed to
the Fuel and Flare section. | believe that was
it.
Q. Why wasthis script prepared?
A. In effect thiswas Mr. Coopman's
and my response to the e-mail that | believe we
saw previously as Exhibit Pay 16, which was an
e-mail from Walter van der Vijver to me, copied
to Mr. Bell and Mr. Coopman concerning -- well,
we've covered what that document contains.
As| have mentioned before, when
Mr. Van der Vijver sent that e-mail | was on
leave. By thetimel returned from leave it was
evident to me that Mr. Coopman, informed
primarily by the audit results or the emerging
picture that we've discussed, particularly in
relation to SPDC and PDO had formed in his mind
the opinion that a recategorization of our
reserves was required and it wasin that vein
that we prepared this note.
Q. Was hethe one who had determined
to write the note or asit's called here, a
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script?
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A. Yes.

Q. And he approached you to assist
him in preparing it?

A. Yes

Q. Didheexplain why he was seeking

your assistance in preparing the script?

A. Inmy capacity asthe reserves
coordinator and, therefore, in possession of
certain factual information that would be
required to compl ete this document.

Q. How longdid it take you to draft
the document?

A. My recollection isthat this
specific document was prepared over a period of
acouple of days.

Q. When Mr. Coopman had approached
you to assist him with the drafting of this
document did you agree with his assessment that
there should be a recategorization?

A. Inlight of theinformation that
had recently emerged from PDO and SPDC in
particular | agreed that it was an appropriate
course of action.
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Q. Did thediscussionsthat you had

with -- withdrawn.
Did the discussion that you had

with Mr. Coopman when he approached you, did it
include operating units other than PDO and SPDC?

A. Yes. | think some of those are
actually specifically mentioned here or rather
the Gorgon example is given.

Q. Didyouand Mr. Coopman discuss or
within the discussion contemplate a group-wide
analysis of Shell's reserves position?

MR. TUTTLE: Areyou till on the
first discussion with Mr. Coopman?

MR. HABER: Yes. When hewas
approached, yes.

THE WITNESS: | don't recall if
there was such a discussion upon hisfirst
approach to me.
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BY MR. HABER:

Q. Wasthere subsequent discussions
where the scope of a debooking expanded to a
review of the group's reserves position?

MR. TUTTLE: Objection to form.
BY MR. HABER:
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Q. Youcan answer.

MR. TUTTLE: You can answer.
THEWITNESS: Yes. Inthe sense
this note initiated a rapid succession of events
in a short period of time, during which it was
determined that if a recategorization were to be
made it should ensure that no stone was | eft
unturned.
BY MR. HABER:

Q. Inyour answer you said -- you
say, yes, in the sense this note initiated a
rapid succession of eventsin a short period of
time. What events were you referring to?

A. Theinitiation of project Rockford
and the events surrounding that.

Q. When was -- when was it decided
that there would be this project Rockford
analysis?

MR. TUTTLE: I'mjust going to
caution Mr. Pay that to the extent that as we
move into project Rockford any of his answers
involve communications with counsel, again, as |
instructed you before, we should step outside,
understand what those discussions were and

0434

©CoooO~NOOLPA~WNPE

10

JOHN RICHARD PAY

ensure we don't inadvertently waive a privilege
by disclosing otherwise confidential
communications with counsel. So | redlize it
may not be exactly applicable to the time period
question, but | just want to make sure you
understand that as we go forward into project
Rockford questions. So.

THE WITNESS: Understood.

And I'm afraid I'm going to have
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to ask you to repeat the question.

BY MR. HABER:
Q. | knew you were going to say that.
| asked when was it decided that
there would be this project Rockford analysis?

A. Andyou'rereferring to -- when
you say project Rockford analysisyou're
referring to an analysis of the group's
worldwide reserves position?

Q. That'scorrect.

A. | can't remember a specific time
that it was decided. | would suggest | was
perhaps not -- not involved directly in that
decision. However, | -- my recollection is that
ashort period of time after this note was
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prepared | was asked to coordinate the
preparation of alarger dossier concerning the
entire gamut of the recategorization as we then
saw it, essentially addressing the 3.9 hillion
BOE of reservesthat originaly fell into the
Scope.
Q. Who asked you to prepare or
coordinate the, if you will, the portfolio of
assets to be reviewed?
A. | can't remember who gave methe
instruction.
Q. Do you know when the project
received its name, project Rockford?

A. | can't remember exactly when that
was.

Q. When you werefirst asked to
coordinate the materials was it presented to you

as project Rockford?
A. Notthat | recall.
Q. Doyou recal if the review got
its name, project Rockford, in December of 2003?
A. Wiédl, certainly not before, to my
knowledge. My recollection isthat it was
sometime in December 2003. | think you said '4,
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did you?
Q. '3. Iflsad'4l meant'3.

Now, at thetime -- |et's step
back again and look at the script for Walter.

At the time you prepared this
script with Mr. Coopman had you communicated the
content of this script with the external
auditors?

A. No-- | don'trecall having done
SO.

Q. Doyou know if Mr. Coopman had
communicated the content of this script to the
external auditors?

A. | don't know whether or not he
had.

Q. During the time that you were
drafting this script with Mr. Coopman do you

recall consulting with the external auditors,
advising them of what you were writing in this
document?

A. No. | don't recall any such
discussion.

Q. Withregard to your work on
project Rockford did you have any interaction
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with the external auditors?

A. Yes. Thereason I'm hesitating is
that | can't remember exactly when that
engagement started.

Obviously there was engagement
after the announcement of the 9th of January,
but --

Q. Thefirst announcement of

recategorization?

A. Correct. Yes. | can't remember
if there was any engagement before then.

Q. When you had had the interaction
with the external auditors after the first
announcement in January of 2004 do you recall if
there was an expression of agreement by the
auditors with the recategorization?

MR. TUTTLE: Object to form.
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THE WITNESS:. No, | can't

remember.
BY MR. HABER:

Q. Which auditors, KPMG or PWC, do
you recall having the interaction with?

A. Wadl, certainly KPMG, since their
representatives were physically sitting in our
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office at thetime. | don't recall whether or
not | was involved in discussions with PWC.

Q. Did KPMG have office spacein the
center throughout the year?

A. No, not to my knowledge.

Q. Werethey given office spacein
connection with the ARPR?

A. Yes

Q. Canyou think of any other time
during the year in which the external auditors
were given office space in the center?

A. Not in connection with my job.

Q. Now, with regard to the script,
again, do you recall having any discussions with
Ms. Boynton about the content of the script?

A. I'mpretty surel never discussed
this script with Ms. Boynton.

Q. Do you recal having any
conversations with Mr. Van der Vijver about the
script?

A. Atwhat time?

Q. After it was presented to him?

A. Obvioudy | had conversations with
Mr. Van der Vijver after that time. Whether

0439
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those conversations specifically refer to this
script, | can't remember. Certainly there were
conversationsin relation to the
recategorization exercise.

Q. Andwhat was-- I'm sorry, what
were the sum and substance of those
conversations with Mr. Van der Vijver?

A. | can't recal specific details of

Page 266 of 338

file:///CJ/Documents¥20and%20Setti ngs/dausti n/Desktop/Deposition%20T ranscripts/012307j pay.txt (123 of 134)9/18/2007 3:53:54 PM



file://ICJ/Documents¥20and%20Settings/daustin/Desktop/Deposition%20T ranscripts/012307) pay .txt

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

Case 3:04-cv-00374-JAP-JJH  Document 359-3 Filed 10/10/2007
them.

Q. Asfar asyou can recollect they
concerned the recategorization?

A. Yes. AndI would say that there
was -- the atmosphere at the time wasto try to
ensure that we made the recategorization as full
and as accurate as we could, so therewas a
drive for completeness in the analysis and an
understanding of what components there werein
the recategorization. It wasin that nature
that | recall the tone and tenor of the
conversations that we had.

Q. Andinthat regard was Mr. Van der
Vijver pushing for transparency and
compl eteness?

A. | wouldn't characterize -- | don't
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recall a push on his part, no. | wouldn't
characterize it in the terms that you just used.

Q. How would you characterize it?

A. | don't know what Mr. Van der
Vijver was pushing for or wanting, but the
discussions | had with him werein relation to
the detail and compl eteness of the assessment.

Q. That'swhat I'm referring to,

those conversations?

MR. TUTTLE: Object to the form.
I'm not sure that's a question.

MR. HABER: I'm referring to those
conversations, did he understand that Mr. Van
der Vijver was advocating for completeness and
transparency in the work that was being done,
that you were doing?

MR. TUTTLE: Objection, asked and
answered. | think hejust testified asto his
understanding of those conversations, but you
can tell him again.

BY MR. HABER:

Q. Youcananswer.

A. | don't know how elseto express
it than | already have.

0441
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JOHN RICHARD PAY

My recollection isthat there was
an interest in understanding what the components
were and what the volumes were and what the
status of the evaluation was, progress reports,
updates, how does it look now? What's the
latest, how are you getting along with the
documents, things like that type of questions.
Q. Okay. Now, looking at the e-mail
from Mr. Coopman to the recipients, Mr. Bell,
Bichsel, and Darley. He says, "please find
attached our draft note which is now with
Walter, no comments as yet. My functional boss
is not happy."

Do you have an understanding as to
why Mr. Coopman said his functional bossis not
happy?

A. Mr. Coopman indicated to me
verbally that Ms. Boynton had expressed her
disappointment with the document to him.

Q. AndwasMs. Boynton Mr. Coopman's
functiona boss?

MS. WICKHEM: Object to form,
foundation.

THE WITNESS: | didn't know. We
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referred earlier to doted relationships. |
don't know that he had a reporting relationship
to her.
BY MR. HABER:

Q. When Mr. Coopman indicated to you
verbally that Ms. Boynton had expressed her
disappointment with the document do you recall
the sum and substance of what he said?

A. Really, beyond saying that she was
angry that this note had been issued by e-mail
without prewarning, beyond that | don't recall
any specific comments.

Q. Did Mr. Coopman say that during
the discussion he had with Ms. Boynton she had
made a comment about the content of the
document?
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A. Notthat | recall.

Q. Did Mr. Cooper say that during the
discussion he had with Ms. Boynton she had made
acomment about the decision to debook reserves
that's reflected in the document?

MR. TUTTLE: Objection,
foundation.
THE WITNESS: Again, not that |
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recall.
BY MR. HABER:

Q. Did there come atime where you
learned what Mr. Van der Vijver had said once he
had reviewed this document?

A. Yes

Q. Andwhat did you learn was Mr. Van
der Vijver's response?

A. Shortly after the e-mail was

issued, whenis| think is a matter of public
record, | understand that Mr. Van der Vijver
suggested that the document ought to be
destroyed, that it wasn't what he had asked for
in his e-mail that we referred to in the

previous exhibit, and | was shown that e-mail on
Mr. Coopman's computer screen.

Q. Didyou understand Mr. Van der
Vijver to be directing you or Mr. Coopman to
destroy the document?

A. Widl, | didn't destroy my copy. |
didn't understand -- well, | didn't understand
it to be an instruction to destroy the document.
| didn't destroy my copy.

Q. If youdidn't understand his

JOHN RICHARD PAY
response to be an instruction to destroy the
document, what was your understanding of what he
was saying?
MR. TUTTLE: Objection,
argumentative.
BY MR. HABER:
Q. Youcan answer.
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A. My understanding of what he was

saying was that he realized the importance of
the message he had received and obviously was
upset about it in terms of its forward
implications.
(Pay Exhibit Number 20 was marked

for identification.)
BY MR. HABER:

Q. [I'mgoing to mark as Pay
Exhibit 20 an e-mail from Walter van der Vijver.
It's actually two e-mails. The last of the
e-mailsisfrom Walter van der Vijver, it's
dated December 2, 2003, and it'sto Frank
Coopman, rereserves. The Bates number is
RJWO00750996.

A. Yes

Q. Haveyou seen thise-mail before
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today?

A. It appearsto betheonel was
referring to in my previous answer.

Q. Doyou recall having a
conversation with Mr. Coopman after Mr. Coopman
had received this e-mail ?

A. |recdl that | did havea
conversation with Mr. Coopman, because

Mr. Coopman invited meto review thise-mail on
his screen. However, | cannot sitting here
today recall precisely what was said in that
conversation.
Q. Wereyou surprised by Mr. Van der
Vijver's reaction?
A. Actudly, no.
Q. Doyou know if -- withdrawn.
If you look at the last paragraph,
in particular the last sentence, he says, "I
have been absolute clear on this at numerous
occasions." And | believe the reference there
isto flagging issues and creating options and
not making firm recommendations?
MR. TUTTLE: Object to form,
characterization of the document.
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BY MR. HABER:

Q. Am/ correct that that's the
reference in this e-mail?

A. | don't know. | don't recall
having any conversations with Mr. Van der Vijver
in which he made such issues clear to me, so |
can only speak for myself.

MR. FERRARA: It's5:15. After

two days --

MR. HABER: We are coming to an
end.

MR. FERRARA: Canweendit?

MR. HABER: Shortly.

MR. FERRARA: How shortly?

MR. HABER: 20 minutes.

MR. FERRARA: It's5:15. We asked
to be out by 5:00. Y ou said we would be done by
5:00.

MR. HABER: | said 5:00, 5:30ish
iswhat | said, and | intend to try to honor
that. | also said that he would be able to
leave well in advance of the train that he has
to catch.

BY MR. HABER:
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Q. Now, | just want to ask you a
couple questions about the reserves guidelines.
| believe yesterday you had testified that that
was one of the responsibilities of the group
reserves coordinator; correct?
A. Yes
Q. And during your tenure did you
revise Shell'sinternal reserves reporting
guidelines?
A. Yes | did.
Q. Anddo you recal the reasons why
the guidelines needed to be revised?
MR. TUTTLE: Object to form. |
just want to make sure he understands you're
asking him for each one of therevisions, the
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reason why each revision was made.

MR. HABER: Generally. Generally
speaking.

MR. TUTTLE: | object at the end
of two daysto ask him to recall adocument. If
you have the document you can put it in front of
him.

MR. HABER: I'm just asking for
his general recollection as to why he revised
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JOHN RICHARD PAY
the guidelines.

THE WITNESS: Primarily to seek to
add clarity to the document in the way that it
should be used in the preparation of proved
reserves estimates. Whilst that had been the
objective of the revision that my predecessor
had made, Mr. Roosch, in April 2002, my
observation at the end of 2002 was still that

people had -- people who were using the document
had some difficulty understanding precisely what
was required of them, so | made some revisions

to attempt to correct that.

BY MR. HABER:

Q. Now, generadly -- I'm sorry. |
was going to ask you generally do you recall
what the revisions were?

A. Wiédl, | would -- my recollection
isthat in general they were to add clarity. |
believe there were some areas where we also
adjusted the criteriafor proved reserves
booking, particularly in relation to project
technical maturity and commercial maturity
around VAR 3 and FID milestones to make it
clearer which projects should be considered at

0449
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JOHN RICHARD PAY
each of those milestones for proved reserves
attribution.

Q. Werethese -- therevisionsto the
guidelines, did they need to be approved by the
ExCom?

A. Yes.
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Q. Andwereyour proposed revisions

to the guidelines approved by the ExCom?

A. | can't recall specifically
getting such approval. | find it inconceivable
that | would have issued them without approval.

Q. Werethe guidelinesto be applied
prospectively?

A. That wastheintention, yes.

Q. Wasthere any intention to apply
these guidelines looking backward,
retroactively?

A. Atthetimeit was considered that
that would not be necessary.

Q. Andwhy isthat?

A. For the reason that we wished to
improve our perceived -- our compliance with the
SEC rules, but not in so doing to create alarge
negative reduction in our reserves balance which
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would only be added again within a short period
of time through the projects concerned meeting
the revised prospective criteria. Thiswasthe
yo-yoing effect that at the time it was felt
would be an unnecessary consequence of us
Improving our criteria.

Q. Aretheguidelinestoday applied
retroactively, as well as prospectively?

MR. TUTTLE: Objection to form,
foundation.

THE WITNESS: | don't know, I'm
not involved in reserves estimating process
today.

MR. HABER: Okay. | have nothing
further. So | want to thank you very much,
Mr. Pay, and | appreciate you sitting through
these two days.

THE VIDEOGRAPHER: This marksthe
end of the deposition.

MR. FERRARA: Oh, no. Giveusan
opportunity to determine whether we have any
guestions.

MR. TUTTLE: Beforeyou closethe
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record.
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JOHN RICHARD PAY
THE VIDEOGRAPHER: We're going off
therecord. Thetimeis5:20 p.m.
(A brief recess was taken.)
THE VIDEOGRAPHER: We are back on
therecord. Thetimeis5:25 p.m.

EXAMINATION BY COUNSEL FOR
SHELL AND THE WITNESS

BY MR. TUTTLE:

Q. Mr. Haber, wejust have one
follow-up question which is afollow-up to one
of your questions earlier.

Mr. Pay, Mr. Haber asked you
earlier if you were surprised at Mr. Van der
Vijver's reaction to the script from Walter and
| believe your answer to that question was no.
Why weren't you surprised?

A. Widl, | wasn't surprised. When
Walter got angry or upset he kind of expressed
himself in extravagant ways. | characterize
this as an example of that. It was an example
of Walter being angry or upset about an issue
and he tended to use language of that type.
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JOHN RICHARD PAY
MR. TUTTLE: Okay. Thank you. We
have nothing further.
MR. HABER: Can| just follow up?
MR. TUTTLE: Sure.

EXAMINATION BY COUNSEL FOR
LEAD PLAINTIFFIN THE CLASS

BY MR. HABER:

Q. Didyou -- so did you understand
Mr. Van der Vijver's response to be one of anger
about the recommendation to debook?

A. | said anger or surprise or upset,
whatever. | understood the reaction to be
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Walter being upset to find the reality of the

situation in which we all found ourselves and
which to alarge extent we al shared in.

Q. And prior to thistimedid Mr. Van
der Vijver ever communicate a sentiment to you
about wiping the dlate clean?

A. Hehad used that type of
terminology in the past.

Q. Doyou recall when he used that
terminology?
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JOHN RICHARD PAY
A. | believe not long before then.
Towards the end of 2003 | seem to

recall a suggestion, which | think wasonly a
suggestion, that Mr. Van der Vijver was
suggesting that maybe we could -- | don't know
if he actually said wipe the slate clean, but
wordsto that effect. Restate our 1/1/2003
balance and then proceed from there.

MR. HABER: | have nothing
further.

MR. TUTTLE: We're done.

THE VIDEOGRAPHER: This marksthe
end of the deposition of Mr. Pay. Total number
of tapes used today was three. We're going off
therecord. Thetimeis5:28 p.m.

(Whereupon, at 5:28 p.m., the
deposition was concluded.)

JOHN RICHARD PAY
ACKNOWLEDGMENT OF DEPONENT
UNITED STATESDISTRICT COURT

| do hereby acknowledge that | have
read and examined the foregoing pages of the
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transcript of my deposition and that:

(Check appropriate box):

( ) thesameisatrue, correct and
complete transcription of the answers given by
me to the questions therein recorded.

( ) except for the changes noted in
the attached errata sheet, the sameisatrue,
correct and complete transcription of the
answers given by me to the questions therein
recorded.

DATE SIGNATURE
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JOHN RICHARD PAY
CERTIFICATE OF NOTARY PUBLIC
I, Paula G. Satkin, the officer before whom

the foregoing proceedings were taken, do hereby
certify that the witness whose testimony appears
in the foregoing proceeding was duly sworn by
me; that the testimony of said witness was taken
by me in stenotype and thereafter reduced to
typewriting under my direction; that said
proceedingsis atrue record of the testimony
given by said witness; that | am neither counsel
for, related to, nor employed by any of the
parties to the action in which these proceedings
were taken; and, further, that | am not a
relative or employee of any attorney or counsel
employed by the parties hereto, nor financially
or otherwise interested in the outcome of the
action.

My commission expires October 31, 2010.

PAULA G. SATKIN
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Shell Infernational Limited
Corporate Cenlre - Finance

H. Roger Schwall Shell Centre ‘
Assistant Director ' : london SE1 7NA :
Securities and Exchange Commission United Kingdom :
Division of Cotporate Finance Tel +44 {01207 934 5456 :
Mail Stop 0405 : _ Fax +44 [01207 934 7770
Washington, D.C. 20549, USA : Internet hitp:/ /www.shell.com :

31 Octobes 2002

M ll/l/o;x_..- . - . - . . . |

RE: Form 20-F for the year ended 2001
File Nos. 1-3788, 1-4039

Deéar Mr. Schwall,

With reference to the letter dated October 10, 2002, atmchcd for easy reference, please find the ' c
requcsted supplemental information below

Ou: replies to each of the. numbexcd qucsﬁons in your letter- are as follows. Our responses are
confined to offshore areas of operations and to the years reported in Fonn 20-F for the year ended’ oo
2001. |

1. Proved reserves were booked in 19 discoveries in the Gulf of Mexico on-which no pxbduction flow l
test was conducted. Similar bookings were made in other areas outside the United States: Brunei,
‘ Mala)‘vsia, Dcmn:u:k, UK _and Egypt. ‘

2. In the Gulf of Mexico the range is from ZET0 (1e booked in the same year as first commercial
production) to five years. ln the other areas mentioned it can extend to longer pesods when
developments ate scheduled according to the requirements of ong-term sales agreexents.

Of the 19 Gulf of Mexico fields mentioned in Question 1, 10 are already on producuon 1 has been
sold, while the remaining 8 are awaiting first production.

3. Noactual cost data covcnng the petiod in.question is available. We previously obtained an estimate
for a two-zone test in over 4000 feet water depth with combined flow pedods.of 15 days and total _
days on site for rig and related equipment of 125 days. Its estimated cost was $44 million. . Because i
of the complexities of this particular test, we would characterize its cost as being at the high end of ‘
the range for Gulf of Mexico deepwatcr testing,

Regisered in Englond number 3075807
Registered office: Shefl Centre London SE1 ZMNA
VAT 1eg number GB 235 7632 55 (101)
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4. Analogy with producng reservoirs 15 invoked, supported by open hole logs, MDT (1 e. wirehine
formation testers), pressurc gradient surveys, whole and /or sidewall cores and seismic data as
s LS T e
necessary for the purpose of establishing said apalogy. This may require more than one well with
such measurements for reservoirs in higher dsk/uncertainty situations. }*undamcntal]y, our practice
does not vary between areas. :

Our extensive experience in the Gulf of Mexico, as in other areas where this approach is justified,
provides us with a considerable knowledge-base on resexvoir setting, rock, and flmd types for use in
predicting the production petformance and reserves of new fields.

5. In our use, these data provide reservoir characterization that is at least as reliable as a production
flow test and they form an adequate basis for the judgment of economic productivity. Recently a
technical paper was presented by Shell at an industty conference, descnbmg our findings on this
matter. We include this paper as Attachment 1.

6. Such data are noi readily available. We note that all fields covered under Questions 1 and 2 that we
have brought mto production to date have achieved commerdial production rates.

We would like to draw your attention te the fact that the repulations of the Mineral Management
Setvice and the proved reserves definitions of the U.S. Department of Energy — Energy Information
Agency both acknowledge that a production flow test is not always required to cstablish proved
reserves. ) ' )

In conclusion, we welcome the opportunity to contribute our views on matters such as this. However, _
we respectfully suggest that information on industry practice might more effectively be obrained !
through an open, industry-wide consultative process.

If we may be of further assistance, pleasc do not hesitate to call. Hans van Poppel, on +44—207—934—' :
5182 :

Tim Morrison
Group Controller
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Wireline Formation Testers: Uses Beyond Pressures and Fluid Samples

- a Viable Replacement of Production Tests
Mohamed Hashem & Gustavo Ugueto
Shell Deepwater Services

Abstract

The wireline formation tester (WFT)
techniques we are proposing in this
paper virtually eliminate the need for a
production test, assuming reservoir
extent and continuity ar¢ not the sought
after parameters. ‘In the Gulf of Mexico,
where environmental regulations and
cost make production testing very
difficult, these techniques have been
used successfully in multibillion-dolar
deepwater investments without regrets.

The techniques go beyond simply
obtaining pressures and samples, and
shed light on the rock and fluid

properties such as: formation effective.

permeability, static temperature, and the
PVT properties of the reservoir fluid.
These measurcments can be made in
- real-time-down-hole, without the sample
ever reaching the surface. In addition,
analysis can be performed down-hole to
check for fluid variations within a given
geological setting, such as compositional
grading or varable fluid types in the
formation that will be produced. This
feature allows for a finer scale of
investigation than production tests.

‘The accuracy of these techniques is
contingent upon making measurements
on a clean uneontaminated formation
fluid sample, and this paper will also
describe the optimum ethod for

oblaining a sample with low
contamination feal-time. Furthermore,

. the limits of these predictive techniques
will also be discussed.

We  believe that by using these
techniques, we can predict the reservoir
properties with sufficient accuracy to
avoid . costly production tests and
therefore reach a development decision
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sooner ‘reducing the cycle time from -

discovery to first production;

The proposed techniques described in
this paper are protected by Shell for
Intellectual Property, however they will
be licensed and made available to some
wireline contractors for comnercial use
by the rest of the industry.

Introduction

In order to better understand reservoir.
characteristics and, therefore, make
sound financial decisions, oil companies
generally resort to production tests. A
production test can provide information
about reservoir extent,
deliverability issues, reservoir fluid
properties, and reservoir permeability.
Downsides to ‘conducting a production
test inclade the high cost, the
envirenmental limitations of flaring the

produced gas, ‘the long flowing period .

well

required to estimate the reservoir extent, .

and the uncertainty regarding the
permeability of individual flow units
within a reservoir {only the average

- permeability can be calculated).

As we will describe in this paper, a
conditioned WFT .can typically provide
the majority of the data sought by a
production test, with the exception of
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reservolr extent. By carefully selecting
high quality mput data, Shell has becn
successfully predicting production rates
for deepwater wells. The two most
important parameters for predicting rates
are the PVT properties of the reservoir
fluids and the formation permeability.

To demonstrate the accuracy of the PVT
results obtained by WFT, we compare
the results of a well sampled in the
exploration phase in 1997 using WFT
and then sampled during flowing the
well from the same zone in 2000. Table
1 shows the PVT comparison. The
results show excellent.agreement, yet the
- measuwrements were taken three years
apart.

Knowing the precise properties of the
produced fluid in advance allows the
proper design of the production and
“transportation facilities and can lead to
significant  cost  savings. Where
_differences between  WFT  and
production samples have been observed,
they are usually due to improper
acquisition or handling of the samples.
Some common problems that may cause
these differences are flashing  the
reservoir  fluids  during  downhole
sampling due to excessive pressure draw
down, incorrect recombination. of
surface samples, erroneous estimation of
reservoir temperature, etc.

The key for a successful early
determination of reservoir properties is
obtaining an uncontaminated WET
single-phase reservoir sample. - '

Uncontaminated Reservoir Samples
Previous papers’’ have = addressed

methods of obtaining reservoir samples
with low levels of contamination. The

Document 359-3

.works’
_circumstances. However, we have found
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technique we adopted, which relies on

the analysis of the pear-infrared (NIR)-

spectrum, has consistently led to the
recovery of samples with low levels of
contamination. While other methods,
such as magnetic resonance techniques,
are available today, we have not yet
tested them and we are not in the
position to comment on their success.

.By monitoring selected optical density

channels while sampling, and watching

their exponential decay, we successfully '

achieve 'very low contamipation. The
optical density values

the beginning of the test to the intrinsic
value of the native reservoir fluid.

Hashem et al' showed that the
Normalized Time function predicts the
cleaning time required, provided the
pumping is performed at optimum rates.
Corrections to the pumping time should
be added to the estimate if the pump is.

not delivering a maximum throughput. .

The method proposed by Mullins et al.*
utilizing 2 color build-wp technique’
accurately under  certain

that this technique is not applicable
wheén there is little contrast between the
color of the filtrate and. virgin fluid, or
when scattering of fines masks the
transition from filtrate to virgin fluid

_These two conditions occur commonly.

Another technique mentioned in the

literature involves stopping the pump

and checking for saturation pressures
was found to be impractical. Stopping
the pump to perform the PV test disrupts
the clean reservor fluid streamlines
converging towards the probe and could
result in extended clean up times.
Ideally, pumping shouid be maintained

until a sample is secured in the bottles.
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~ exponentially from total. absorption at
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Also, note that the correct placement of
the NIR mstrument, downstream from
the pump, is critical in the selection of
the sampling time during the cleanup.
The fines that flow with the formation
fluids can be detected much easier when
the NIR device is being rarified by the
pump stroke pulses’. The failure of
detecting such solids flowing. into the
tool can lead to cotting some internal
seals. possibly causing a pressure leak of
the sample while pulling out of the hole.

In wells dilled with a water-based mud
(WBM) we noticed that the amounts of
carbon dioxide (CO;) and nitrogen (N;)
are extremely elevated in sample bottles
that contained both water and gas, while
they show at normal levels in bottles that
did not contain drilling filtrate. The
elevated CO; or N components spoil the
PVT properties of the samples, and also
lead to incorrect Specific Heat values, a
property that determines the value of the
produced pas.

Shell has developed very successful
techniques that retrdeve very low
contaminated dry gas samples and very
dry condensates in wells dnlled with
either WBM or synthetic oil-based mud
(SOBM).

After describing how to obtain a sample
with low contamination, we would like
to discuss other properties that can be
derived using WFT. :

Uses Beyond Pressure and Samples

A/ Measuring Permeability, k

« Current Measurements
‘Limitations

Permeability has always been a critical
parameter in reservoir characterization.

Cwrrent methods have serious limitations:
of scale and extrapolation to the actual

permeability of the formation. While
core measurements can lead to accurate
results, uncertainties arise in parameters
needed to make the core measurements
under stressed conditions, such as

effective  stress calculations, tri-axial

loading, aging period required for
restoring native wettability and foremost

of all, elevating the core cell to insitu’

reservoir ternperature and pressure. Lab
equipment lrpitations, and the safety
constraints  of handling live reservoir
fluids or even refined oils at elevated
temperatire and pressure introduce an
error, leaving the issue of proper
representation  of the actnal insitu
condition unresolved.

Other . ways - of 1measuring the

permeability downhole require a

production test. with extended flow and.

shut in periods, only to get an average
permeability of thé flowing zones, an
uncertainty in itself unless individual

~zones contribution to the flow rates are

investigated.
*  WFT Permeability

We propose the use of the WFT pressure
transient  amalysis. for  accurate
permeability measurements. While the
measurement of existing techniques give
us tnobility (M) defined as the ratio of
permeability to viscosity in md/cp
: M=km (1)

The reason the solution of the pressure
versus  time - relationships = produce
“mobility” rather than permeability has

to ‘do with the fact that the radius of

investigation of this technique only tests,
the invaded zone. In the invaded zone,

SEC00719
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the viscosity is neither that of the mud
filtrate, nor the native fluid, but rather a
mixture or an emulsion with solids in
most cases, that has ap unknown
viscosity value. Therefore, when
_solving the diffusivity equations of
pressure  versus time, we arrive at a
. mobility term.

Document 359-3

" or - estimated.
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* Proposed Method of
Measuring Effective
Permeability

Our  proposed method calls for
performing a pretest before and after

_successfully obtamning a clean sample..

This second pretest, performed after
pumping some volume to the wellbore
mvestigates a much larger radius than
the typical 20 c.c. pretest, its derived
mobility comresponds to a bigger rock
volume filled with the reservoir fluids
for which the viscosity can be measured
By substituting ' the
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viscosity in Eq. (1) the permeability is

then resolved. In the case of -single-
phase flow, it represents the effective
permeability of the rock, or the end point
relative permeability at initial water
saturation and it is considered the best
representation of this in situ rock
property, having the proper stressing,
native fluids and no wettability issues.

validity of the asswmptions used in the
solution of the partial différential
equations of pressure versus time. These
assumptions considered incompressible
filtrate. fluid drawn into the tool during
the pretest. This is not valid if gas
reserveirs are being tested, especially
after the filtrate is displaced by gas after

‘pumping. Corrections using psuedo

pressures are then required to arrive at a
cortect permeability.

Figare 1 shows the graphical
representation of the pre and post sample
pressure testing technique.- '

. -One limitation to-this technigue is the
ability -to determine the comect flow

regime in order to solve the diffusivity

' Cantion should be noted regarding the '

equation with the proper boundiry
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conditions. Service companies test
pressure time relatonship with radial
and sphencal * models with  their
interpretation packages , and determine
the best matching fit to be the proper
representation of the flow regime. In our
verification tests we managed to match
the radial flow model successfully with
core plug measwrements and well test
measurements.  However, when we
tested it in fractured reservoirs, we found
it to be not as representative, due to the
physical limitation of the tester itself to
see - the fracture network in the area
across the flowing probe. The Dual
Packer.module provided better results in
this case.

The use of a cormrection factor derived
from the comparison of the pre and post
mobilities at the sampling spot and
applying it to other “pressure stations
only” derived mobilities did not lead to
the comrect permeability profile. This is
mainly due to the variable skin damage
and invasion profiles wrongly assumed
to be the same.

_ Another situation where this technique

will not work is when reservoir fines are
mobilized during pumping out creating a
worse skin damage at sampling time.

As different probe types have different
geometrical correction factors, we found
that the one that matched the core and
well test results the most was the Jarge
diameter probe. The comparison
included the Large Area Packer probes,
Gravel ' Packed probes, Dual Packer
probes and the. Normal (small) Diameter
probes.’ .

" B/ Formation 'I‘l;lie_'Sta'tic '

Temperature (FTST)

Formation True Static Temperature
(FTST) is another critical input
parameter used in casing cement design,
proper PVT analysis, proper placement
of subsurface safety valves, the need and
proper design of insnlated tubular, the
design of concentrations of injected
chemicals or inhibitors, the proper
design of the flowing pipelines and the
receiving  faciliies . and  other flow
assurance issues amongst many other
things. Production facilitics curtailment
due to wrong receiving temperature is a
very common occurrence around the
world. Incorrect  prediction  of
temperature could result -in  costly

“improper design. This was the reason

behind our drive to accurately predict if
not measure the formation true static
temperature.

Proposed Me_thod- of Me-:isuring FTST
Temperature

We have found that a single-phase clean
formation flmd sample amives at the
sampling tool at the static reservoir
temperature. The WFT provides
multiple gauge temperature readings.
These readings inay differ due to heat
interference from internal electronics.
As a matter of fact, there is only one
gauge that reads the true formation
temperature, and only when a clean
single-phase sample is collected.

Consider the Prandtl Number® (Pr),
defined as the ratio- of the Moinentum.
Diffusivity (v) ‘to the Theimal
Diffusivity (o);

P, =(via) - 2)
Where; |

Momentum Diffiisivity (v) is defined as
the ratio of viscosity g to density p;
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v=wp cpligmice) (3)

Thermal Diffusivity (o) is defined as;

a=vG )
where,
x is the thermal conductivity,
and ¢, is the heat capacity

Py value is 7.39 for water and 13.7 for
oil. This means that if water at a colder-
- temperature invades a porous media, it

will cool a bigger distance from the

. wellbore than SOBM  would have

cooled. Tt also suggests that oil filtrate
would need to invade a lot deeper to
achieve comparable cooling to WBM
'system. To explain these phenomena
better, consider two fronts, a temperature
front and a saturation front. What the
Prandtl Number suggests is that the
saturation -front is deeper than. the
temperature  front for water filtrate
invasion systems, and even deeper for

oil filtrate invasion systems.

JIn our case, the goal is to collect a clean

fluid sample ‘using WFT. A clean

“sample by definition has to come from

beyond the saturation front - the edge of

.the invaded zone, for it to be

uncontaminated.  Since the saturation
front is beyond the temperature front,

" therefore this sample has to amrive at its

pative static temperature, so long as the
fluid 1s flowing single phase. If water

“filtrate- is  flowing  with - oil, the
* temperature can be lower. In the case of
gas, after a short period of cooling due to -

the Joule-Thompson® effect, more gas
armive  at  its  pative  temperature
overcoming - this cooling effect and

ultitnately stabilizing at the formation -

true static temperature. ‘In ‘wells drilled

with SOBM, due to its miscibility with

the formation oil, the single-phase flow
is achieved a lot sooner, then the
temperature will stabilize before a clean
sample is obtained. It is very imoportant
to see a stable temperature before
sampling starts.

Figure (2a) shows the relative positions
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of the temperature front and the

saturation front while sampling.

Figure .(2b) shows the verification of
suoch - technique with a real Gulf of
Mexico example. In this example, a
producing TLP field was to be

complemented with a satellite subséa‘

development. Assuming the temnperature
of the producing field is the same as the
new satellite field, only seven miles
away, it should be hot emough not
requiring tubing insulation. The WFT
derived temperature suggested that the
satellite field static temperature is 30
degrees cooler and thus requires heat
insulation of the production tubing , a
$30 million cost. In order to resolve this
costly difference, the producing field had
an - opportunity to measuare ils

technique  during . sampling some

reservoirs in new mfill-drlled wells.

The temperature using the WFT
technique matched the downhole gauges
static temperatures of producing wells as

‘well as the cased-hole temperature

surveys during wells shut-in, within an

- temperature using the new WEFT.

accuracy of a degree Fahrenheit. This - .

‘proved the FTST measured-by WFT

technique is correct and confirmed the
decision for the subsea development to
insulate the production tabing. This was
decided three years prior to fust oil
production. Three years later, when
these subsea wells produced, their static
temperatures  matched  the  WFT
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measured temperatures exactly as shown
m Figure 2b.

We have made some ipteresting
observations on thiis issue:

« In very deep wells drilled with
SOBM and logged with the WFT
after a couple of days without
circulation,  the
observed during pressure stations
was very close to the formation
static temperature. We consider
this to be a special case due to
the very shallow temperature

disturbance -cansed by SOBM,
and the long time before

measuring the temperature.

» This technique measures lower

static temperatures in  wells

drilled with WBM, due to the

fact that hydrocarbon samples are
collected with some water filtrate

flowmg with it, to be separated
later. As noted before, if the
formation fluid is not flowing
single phase, the temperature is
not statie,

Lastly, while we believe in the validity
of the technique, as it was verified in
multiple developments around the world.
‘The physical explanation with the
Prandtl number is an attempt to explain
such phenomena

C/' PVT  Properties Downhole
I’redmhon Using NIR Devices.

The concept of predicting PVT_

_ properties like GOR, API, molecular
. weights using WFT NIR devices werc
discussed first by Hashem et al.

1997, Othcr attempts followed by Van
Dusen et dl At the time, as can be seen
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on the data set published in these papers,
these techniques were limited in their
accuracy resulting from a scatter in the
data set and a low regression confidence.
We have looked into this scatter
phenomenon, understood Hs teasons and
found a solution to it. Once a quality
control process was instated, regressions
were improved allowing the correlations
for other parameters to be developed.
We introduced new relationships with
Viscosity (1), Formation Volume Factor
(FVF), Compressibility, ' Saturation
Pressures (Psat), Molecular Weight
{Mwt) and Density (p) amongst a long

. list of conventional PVT report results.

Better PVT Correlations

The scatter of the points and low

regression confidence in earlier efforts
were mainly due to two main reasons,
the first had to do with alterations of the

_downhole sample while sampling, while

coming out of the hole, and while
transferring the sample to transportable
bottles. © Poor transfer of downhole
samples’ to transportable bottles is the
main reason causing different properties,

“even when all samples come from the

same depth: This is due to the alteration
of the sample caused by depressurization

. due to cooling effects while pulling out

of the hole. The pressure drop results in

- the: segrepation of the reservoir fluid

sample in the mother bottle, and when it

- is transferred to sub-bottles lighter fluids

get transferred first, then heavier fluids
follow in later sub-bottles, leading to
different PVT propertics from tbe same

sample depth.

We sb]ved this problem by using
agitating rings or balls in downhole
sampling bottles together with longer
reconditioning pened (heating and
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rocking) of the bottles at surface before
transferring their contents. The use of
nitrogen compensated boitles was found
to deliver the best quality samples.

The sccond reason for WFT sample h

misrepresentation is due to flashing the
reservoir fluids while sampling due to
excessive pressure drawdown.  The
introduction of “Low Shock Sampling”
solved that problem. - This technique
allows the backside of the sample

chambers and the pump to be subjected

" to hydrostatic pressure. The only way to
move reservoir fluids is by pumping

them at or above -hydrostatic pressure..

"~ The reservoir fluids are then elevated
and the chance of flashing them is
minimized. Meanwhile the formation is
subjected to a much-reduced draw down
pressures  preventing sand failures.
Furthermore, after filling the sample
chamber we continue to overpressure the
sample up to the pump maximum
delivery pressure, some 4000 psi above
reservolr - pressure. This elevated

- pressure helps raising the starting point
of the cooling effect depressurization,
lcading to a better representative sample
at the surface. .

These two teclmiqﬁes solved the
problems of reported differences in PVT
properties of WFT samples.

In our correlations, we compared the
term “Crude Optical Property, COP”
described by Hashem et al.' to the PVT
properties of the samples that utilized the
proper handling and sampling techniques
Justdescribed. The COP is defined as;

COP = HOP/(ODS-OD7)  {6)

‘While HOP “Hydrocarbon Optical
Property” is defined as;
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HOP = 20 - SUM(OD0~3) (1)

The values of the NIR spectrum used to
calculate the term “COP” were also’
refined, they werc improved by better

time picks, and more averaging of values
rather than applymg an instantancous
We plotted the “COP” values
against the different PVT properties of
only consistent valid fluid samples using
the techniques described and that
contained very low mud filtrate
contamination. - :

This refined the results of the correlation
with the NIR response, and resuited in
much better regression coefficients.
Figures 3a, 3b, 3¢, and 3d show some of
the ncw improved correlations. The
correlations were used in different basins
around the world, and proved to be
conditionally valid. Each region may
have its unique correlations.

For samples taken in wells drilled with
WBM, the water causes scatter of
Optica! Density channel 7 (OD7) due to
the interference of the water absorbance
spectrum with the ol over thisrange.

0OD7 is nommally very close to zero for

most hydrocarbon NIR spectrums. To
solve the water interference issue, we
substituted the value of OD7 by zero.
So the HOP equation (6) for the WBM
special case is; ' -

COP=HOP/ODS -  (8).
This makes the PVT properties

predictions  available - for samples
acquired in wells drilled with WBM.

The ability to predict properties like the
hydrocarbon density and  viscosity.
acourately is very useful specially if __used
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as an 1nput to other petrophysical
interpretations such as NMR logs or to
determine the permeability with the
-technique described in section A/ of this
paper. Also in cases where the
formation thickness is pot enoungh to
obtain a representative fluid pressure
grachent, this technique provides a very
valid altemative from its density
correlations.

Another use of the technique is for
geological correlations as a downliole
finger print technique. We have used
this technique successfully in. solving

some very complex turbidities sand

correlations. In some cases it indicated
discontinuities of what seemed to be
same sand members. A recent article in
the Oilfield Review® highlighted this
technique and illustrated 1t with an
example.

D/ PV'-I'- Prediction
Fressure Gradient

Using  Fluid

As we mentioned in the previous
section, once the quality of reservoir
fluid sample was perfected using the
previous methods of acquisition and
handling, the fluid properties can be

correlated to few parameters. We ‘

discussed  the  Optical  Density
cofrelations, now we introduce the PVT
correlations with the insitu fluid density.
We correlated the density in (gm/cc) or
as fluid pressure gradient in (psi/ft). We
‘can convert accurately reservoir fluid

density to pressure pradient as long as

the sample is valid with a representative
density, and the pressure gradient is
obtained using lots of pressure points
and coefficient of regression (RY of
0.999 or better. In these situations, we
can match accurately the insitu flnid
density as measured in the PVT lab to
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that obtained from the pressure pradient.
Figure 4a, 4b, 4c¢, and 4d show some of
these regressions, note the high
confidence of the correlations and their
wide validity from dry gas to heavy oil.

In these figures, Group A .represents.
mostly Gulf of Mexico samples, while
Group B represents Norway Samples.
Also note that the correlations are first
order relationships and not polynomials
like the COP derived ones. This suggest
that different basins may have the same
general relationship but with different
coefficients. A good example to that is
the insitu Density Vs GOR relationship,
where we plotted the properties of
Norwégian  hydrocarbon that was
published in Van Dusen et al.* and they
fit the same exponential- relationship
found for the GoM hydrocarbons, but
with a different coefficient. This helps
in a way that we can quickly build a
regional correlation for West Africa for

‘example, without having to wait until a

big statistical data set is collected like in
the GoM.

The properties prediction is-
(COP and Density) methods agree. We
also used this technique when we wanted
to get a good idea of the initial reservoir
fluid properties prior to production, by
looking at ", their - pressure  data  set

obtained prior to low shock sampling.

- Final Remarks

We have managed to successfully utilize
the WFT to obtain rock” and fluid
properties, we have mentioned only a
few of these wtilities in this paper. Some
of the other techniques that we- have not
discussed duwe to- time and space
constrains are the ability to get-all what

“more
.confident - when the two independent
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was proposed above but through casing. -
Another 1s the successful acquisition of
dry gas samples in .wells drilled with
SOBM. Sumlarly, water samples in
wells dnlled with WBM without the use
of chemical tags. Finally, we developed
techniques to get quality representative
samples of very high viscous oil that

" conventionally cannot be sampled by
WET due to its high viscosity. All these
techniques make the WFT a viable and - _ :
critical tool in our evaluation programs. S : ;
As mentioned before, with the proper ' '
PVT properties, permeability and
pressures we can then predict flow rates
successfully and thus  substitute
production tests, but not answer the
reservoir extent question.

The techniques mentioned in this paper - |
are all Shell’s protected techniques, and ' ' '
are currently Jicensed and  offered
commercially through the different
wireline contractors. '

10
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PVT Property | Wireline | Flowline
' _ Sample Results.

. | GOR (SCF/STB)} | 1644 1638
AP Gravity 405 39.2
Molecular wit 66.5 164.95

_{ Density (gm/cc) | 0.68 0.66
Viscosity (cp) 405 359
Saturation Press. | 45572 4822
“Psat” (psi)

1 FVE-Boi 1.9215 11928
(STB/RB) -
Compressibility | g 58 x10-6 | 8.08 x10°6
(psich) o :
COz (mole%) ] 0.14 0.148

~ Table 1. Comparison of PVT Results,

Between WFT Sample and Flowline
Sample.
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JW
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Carel van Bylandtlaan 30, Postbus 663, 2501 CR The Hague, The Netherands

Tek: +31 70377 7405 Other Tel: +31 621403855
Email: janwillem.roosch @ ope.shell.com
Internet; htip://www.shell.com/eandp-en

‘te/MNylitsupp0 1\Files\2247 1N0O I \Prod\R D_S  Production_EDOO\NEMAILWO00000. .
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- Reserves Replacement 20027

EXCOM wishes 10 have 2 ‘road map’ to a 100% (Proved) reserves replacement ratio.
The March latest estimate, including the OU's/NVO’s and risked strategic options
was about 600 mIn boe short of 100% replacement ratio. Below is a catalogue of the
major opportunities and threats.

Australia

Sunrise FLNG maturation (incl. FID) is expected (if successful) in 2003.

Gorgon may be partly developed via NW Shelf, subject to Train 5 (Guangdong)
Most of the Gorgon Proved resexves (550 min boe) however seem ‘stranded”.
Any Sunrise booking 10 help ‘manage’ Shell Australia stranded gas exposure.
Sunrise size ca. 250 min boe

Vincent — Enfield downside probably resolved in view of positive appraisal result.
Assume zero for this year.

Nigexia (SPDC)

Target/1.E zero N
Train 4/5 FID reached. Project gas to be matured.

T4/5 gas projects to 'manage’ Proved oil (aud gas) reserves exposure.
Assume zero can be maintained (to be confinmed by SPDC and EXCOM).

Nigeria (SNEPCO)

Target + 105.7 mln bo

LE + 45 min bo _

Bonga Main possibly overbooked, review pending more field data. -

Erha appraisal result was disappointing and project economics may put Shell funding
in doubt. Assuming that the JV elect to proceed with the project it is recommended
that Shell continues 10 account for (Proved) reserves, even if Shell funding is unlikely,
as divestment is an option {which is then the logical de-booking trigger).

Planned audit visit for September this year. It may be wise to postpone 1 year.
Technical/commercial maturity Bonga SW uncertain, but it seems attractive 10 use
any booking here to manage potential downside on Bonga Main and Frha.

On balance there is significant downside, but 2ero change may be defensible another
year. To be further explored.

Assume - 45 min bo

Shell Angola
TargeVLE + 33.3mIn bo (further review end-April)
BP very aggressive, determined to take a (positive) funding decision thls year.

NAMIBIA land bascd LNG&Power
Target/1LE  + 124.8 min boe
Project reserves needed = 5 tef. (900 min boe)

Current ‘Proved (P85) recoverable volume' 1.2 tef? ’
Appraisal wells (2) underway, to bring Proved to 2.25 tef (Shell share) 387 min boe
- VAR3: q4 2002 (a road map towards technical and commercial maturity)

- VAR4: g2 2003 (technical and commercial maturity)
- FID:  30/06/03
SO LE should be zero, causing downside of - 125 min boe

13-10-2004
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Shell Kazakhstan
Kashagan Phase I to cover 160 miln bo (Expectation, Proved 120 min bo?)
Maturity 2002 fikely. Milestones:

- FDP approval: 7

- VAR4: 7

- Fb- ?
Upside of + 120 min bo

Shell Sakhalin
Need FID (LNG or Qil anly) 1o book. Roadblocks to pass: (1) Cost, {(2) Russian
approvals and (3) Sales contracts. Project review in June.
Maturity 2002 envisaged:
= VAR4: 3rd ~7th June 2002
- Partner decision: 21st June 20072
- CMD: 25th June 2002
- Conference (<FIDY: 11™ December 2000,
Major Project Review 13/14 June
LNG Option 40% of 10 tef times Shell share (55%) = 2.2 tof = 378 nln boe
Qil only option?
Maximum upside of + 378 min boe

S0 Abu Dhabi - Whale

900 min bo unrisked project (is 28% share)

Probability of contract award in 2002 now 50% and 50% in 2003

POS 30% to get award of full 900 min bo, POS 70% to get 450 min bo.
In LE for 150 mn bo. So:

Upside of + 300 min bo, but downside - 150 mln bo.

Bidding in April, 5o further control after that. Relationship issue.

S0 Russia - Salym

Development of fully appraised W. Siberian oil field

230 min boc Expectation (Proved 100 - 1507)

Probability of FID 2002 = very small now (so effectively zero)

In Summary, 1aking all upside uprisked:

(min boe)

LE Additions February 2007 874

Nigeria (SNEPCO) (45) ,
Namibia (KUDU) (125)

Kazakhstan (Kashagan) 120

Russia (Sakhalin) 378

Abu Dhabi (Whale) 300

Total potential 1502 = 108 % RRR

13-10-2004 ’
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L] information Hem:Sponsored by MGDWV
- 19 FEB 2002

Note For Information
CMD 11" February 2002 ‘
EP Hydrocarbon Resources Update 1/2002

This note summarises the end 2001 Group resources situation, cleared by extemal
audit, and in part reported in the Q4’01 and FY'01 press raleasa. Ail numbers include
the effects of A&D activities unlass otherwise indicated. _

Summary

The total bamel of oil equivalent proved hydrocarbon reserves replacement ratio
(RRR) for 2001 was 74% (52% excluding ARD), lsading to a proved RRR three vear
rofling average, including AOSP additions (mining reserves) in 1999 of 81%, 101%
excluding A&D). The 2001 RRR is below the results quoted by our main competitors
(BP 191%, XOM 110%), and highlights a porffolio that is under-perfarming in terms of
adding reserves through exploration and maturing existing scope. Future RRR
performance over the plan period refies on the delivery of ‘big ticket’ bookings, e.g.
Kudu, Sakhalin LNG and Kashagan.

Our overall resource base contains some 20 bin boe of proved reserves (c.f BP 16
bin boe, XOM 22 bin boe) , some 13 bin boe of expectation reserves (of which some
8 bin boe currently fall outside of licanse expiry), some 17 bin boe of discovered
Scopa for Recovery (SFR). Our total discovered resources base is thus ca. 50 bin
boe (cf. XOM 70 bin boa) and additionally we have some some 27 bin boe of
undiscovered 3FR. Together with any volumes resulting from new exploration
licenses and acquisitions these volumes represent a significant opportunity to
increase aur proved reserves replacement performance and the EP organization is
being geared up to tackle each and avery slement,

Reserves and Resources

2001 Actual Addltions (See Table 1)

The Group proved reserves base at end 2001 is 19.1 bin boe (19.7 incl. AOSP) and
temains spiit at 50:50 oillgas. The 2001 proved RRR of 74% amounts to a reserves
addition of 1020 min bos, which in Figure 1 is broken out by type of ravision;

- 360 min boe of lsooveﬁkas\ & Extensions, mainly in USA, UK and Brunei

thg meten
- 350 min boe Eevisions & lmproved Recovery, mainly Netherdands, Denmark
and Sakhalin offsetting negatives from Canada (50 min boe based on field
performance), New Zealand (50 min boe based on studies on Maui field) and
Oman Gisco (110 min boe as a consequence of the rensgotiation of the GISCO
contract and acceleration of repayments)

- 310 min boe of Acquisitions & Divestments, mainly Fletcher and Pinedale.

The proved oll RRR is 85%, taking the 3 year average to 102% including mining
reserves and 77% without, and the proved gas RRR Is 86% contributing to a 3 year
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average of some 50%. During 2001 there were no changes to the reserves for
AOSP. Including AOSP, the three year average proved boe RRR is 81% (101% excl
ASD) and excluding AOSP, the equivalant numbers are 67% (86%).

The Total Resource base (the sum of expectation reserves and commercial
discovered SFR) has increased by 2.7 bin boo to 48.4 bin boe (see Table 2); this
Inciudas a 1.3 bin boa addition from Venezuela Urdaneta West which falls outside of
the cument licence perod. It should be further poted that total resources include
soime 1.1 bin boe from the consolidation of Sakhalin.

The Unit Finding and Development Cost (UFDC) for 2001 defined as the exploration
and davelopmeant cost incurred ($6. 1bin) divided by Group ofl and gas additions, excl.
purchases and sales, (0.73 bin boe) now stands at $8.3/boe for the year 2001, and
$4.8/hoe on a 3-year rolling average base (up from $3.50/boe in 2000, see Figure 2).
An Increase in UFDC was foracast at the time of develeping the Business Plan in
2000 when it was recognised that there would be a lag between stepping up capital
spending and the increase in subsequant reserves boakings. Together with the lowar
than planned bookings in 2001 this impacts directly on our compaetitive position on
this indicator where, up until this year, we wera the leading player. The Unit Finding
Cost {funding share) is $1.0/hoe yielding a 3-year average of $0.62/boe, reflecting a
continuation of an improving trend. Unit Finding Costs on a proved reserves addlitions
basis are $ 3,8/boe.

Comparison versus Business Plan

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

None of the strategic options associated with reserves bookings in 2001 materiaiised,
e.g. Saudi Gas, TZT, Satym, Bangestan, China, Libya.

Total SFR maturation to expectation reserves over 2001 was 0.92 bin boe or 2.2% of
the commercial SFR.

E!EOSUI'GS

Securitles and Exchange Commission (SEC) Alignment

Recently the SEC issued darifications that make It apparent that the Group
guidelines for booking Proved Reserves are no longer fully aligned with the SEC
rules, This may expose some 1,000 min boe of legacy reserves bookings (e.g.
Gorgon, Omen Lange, Angola and Waddenzee) where patential environmental,
political or commercial ‘showstoppers’ exist.

End of Licensa

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

Historical Perspective

In 1999 - 2001 the proved reserves additions have not fully replaced production and
the 2001 3-year rolling averags RRR's no longer benefit from the recent ‘bookings
rich’ period of 1996-88 (see Figures 4/5, reflecting performance with and without the
effacts of ARD and showing the impact of AOSP). Over that period, substantial
proved reserves additions were realised from major discoveries (Australia,Gorgon,
SNEPCo (Bonga), total 1.2bin bos), major revisions (Venezuela 0.3min boe) and
new business (Oman GISCO, 0.4bin boe). In addition, in 1998 significant bookings
were made by bringing proved reserves closer to expectation in mature fields (totat
1.2 bin boe) - this action brought us to Industry standard from a much more
conservative position,

Competitive Landscape

The Group RRR of 74% Is low in comparison with competitors who all posted RRRs
in excass of 100% (Figure 6). The competitors are able tp draw benefit from
portfolios which, following the rounds of industry rationalisation, appear to offer wider
choicas in key eéxploration and scope maturation targets,

2002 and Beyond: Qutiook for RRR

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

- We can expect fewer additions through the base plan, because of QUs affected by
‘end of license’, OUs with limited remaining exploration potential and the challenge
to find ways to increase expectation ressrve levels In mature flelds.

- And an increased reliance on strategic options and other big-ticket bookings.
Conlrol on timing of these bookings is an issue, as they are commonly occur in
frontier areas (Kashagan), face flerce competition for markets (T4/7T5, Sakhalin
LNG), rely on emerging technologies (Kudu, SURE), or are in areas with fimited
control (Saudi, Whals). The subsequent reservas booking profile may be “jJumpier”
than in the past and these major bookings will require additional steer to ensure
delivery of new reserves within the tighter SEC framewark.

Actions taken

In Q4 2001 and Q1 2002 a number of actions have been initiated to address
this emarging issue;

- even greater focus is being placed on succeeding in exploration,
a key challenge is to focus on the maturation of our 27 bin boe
of undiscovered scope for recovery

- simllarly EP is refocusing the organization to reinstate Tachnical
and Operational Excellence across the whole of its core
operations; hydrocarbon resources maturation is a key element
of this drive

- EP s looking again at the opportunities to accelerate the
maturation of our 17 bin boe of discovered scope for recovery
and speacificatly with GP looking at the opportunities to monetize
gas SFR
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- Stepping up the drive to extend licenses e.g. in Abu Dhabi,
Nigeria, Brunei, Oman and open up the opportunity to move the
8 bln boe expectation reserves which currently fall outside of
license expiry back into our within licanse resource base and
ultimately move to proved reserves.

Conclusion

Our reserves replacemant performance over the past few years dearly iliustrates the
emerging problams with our resource base and is bacoming a source of competitive
disadvantage. Over the plan period, the challenge will be to secure sufficient volumes

- from major boekings to supplement additions from a base plan portfolio and ensure
that existing exposures, if they transpire, are adequately offset.

However, we do have some nearly 50 bin boe of SFR and expectation reserves
cumently outwith license in our overall resource base which presents a significant
opportunity. We are refocusing our efforts on exploration and will pursue maore
aggressively the transfer from SFR to reserves but this will not be sufficiant to

. reverse the trends — success in major strategic options in MRH's or a major
acquisition is necessary.

Electronically signed by MGDWY
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Table 1: Summary of 2001 Reserves/Resources Replacement
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Table 2: Total Resource Base as at 31.12.01
jbin‘boesiermssrarnmgn e - ~ONEANGL {3 Qg 2g Total iy
Proved Developed 4.3 4.4 88
Proved Undeveloped 57 52 10.9
Total Proved 10.1 9.5 18,7
Expectation minus Proved 6.5 6.2 127
Total Expactation 16.8 16.8 32.7
(of which in Heense) (12.7) (12.0) (24.7)
SFR
Proved techniques 7.9 59 13.8
Unproved tachniquaes 27 0.2 2.8
Total Resources 276 21.9 484
Undiscovered 1586 11.9 275
Non commercial 2.4 26 50
Total Volume 45.5 364 819
Table 2 Total resource base at 1.1.2002. AOSP Mining reserves are Included
2
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Provad Reserves [bin boej

“inciuding 8% through Sakhalin consolidation

Figure 1: Total BOE Proved Reserves 2001
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Figure 3 : 2001 Reserves Actual versus Target
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Figure 4 : Proved RRR (incl A&D)
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Figure 5 : Proved RRR (excl. A&D)
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Figure 6 : Majors Proved Reserves Replacement Ratio [boe]
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Figure 7 : BP’01 Planned Reserves Replacement
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Unknown

From: ' Johnson, Dave SDA-OE on behalf of Johnson, Dave SDA-OE
Sent: 19 September 2002 09:30 _

To: Pay, John JR SIEP-EPB-P; Frost, David DB SEPI-EPA

Ce: Bell, Sarah SDA-OE/21; Faulkner, Andrew A SIG-GPA
Subject: Australian Gas Reserves :

Contacts: - Produced By Microsoft Exchange V6.0.5762.3

John / David

Sarah forwarded me a copy of your note of yesterday on the above and I thought we should respond not only with
comments on your note (attached) but also to share a couple of recent developments..

Firstly, Sarah has, in the last few days, completed two Notes for Information on both the SDA reserves bookings
for Gorgon and for NWS. I have circulated these notes to our management team for comment and had intended to
pass copies of both papers to you next week. These papers.document the history of these reserve bookings and
aim to provide a factual basis for discussion of SDA resource categorisation in the upcoming ARPR 2003 process. I
now attach copies of the draft papers and would welcome your input, especially with regard 1o interpretation of
the updated reserves guidelines. I must stress, however, that Tam not at this stage, looking to make a decision on
the future categorisation of these volumes and would ask that you give Tim & myself the opportunity o
incorporate your input before anything is passed onwards to Walter.

Secondly, I presented the background to these bookings to both Walter and Malcolm Brinded yesterday morning.
Both MD's now understand the history and categorisation of these volumes. Malcolm commented that had Gorgon
volumes been currently classed as SFR, we would not currently be able to reclassify these volumes as reserves.
However, given that the booking had already occurred and given the planned activities in the first half of next
year, it was probably nat appropriate that they be de-booked just now. With the concurrence of both MD's I wish
to solicit your opinions before any final decision is taken for the ARPR 01.01.03.

As I'm away overseas next week, please contact Sarah if you've any immediate queries. I look forward to hearing
from you. B - ' B

Cheers

Dave

Australia Gas Gorgon Fiekd ~ NWS Resource
NFF_sarah.ZIP Resource Categori... Categorisation - ...

David A. Johnson EXHIBIT ||2%40
General Manager- ’ .
JV Operations & Exploration

Shell Development (Australia) Pty Ltd.
250 St George's Terrace, Perth, WA 6000
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Checked by AVG anti-virus system (http://www.grisoft.com),
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. EPB-P 18 September 2002

Note For File
Australia Proved Gas Reserves

Following the award of the China Guangdong LNG supply contract to North West Shelf
LNG, the question arose as to the impact on EP gas reserves in Australia.

There is no impact of this deal on Eproral 100%-proved gas reserves in Australia. All
North West Shelf EP rechnical P85 proved gas reserves (excluding Gorgon) are already
considered to be proved. Although contracts have not been gggned wh:ch cover r.he'
entire resource base, th ; ible volun

reasonably centain_of _being ‘sold and thus_commercial (and, technical) _maturity
requirements for reserves bookings as_specified in the Group _Petroleurn Resource
Volume Guidelines are deemed to be satisfied. This methodology was sanetioned during
the latest SEC reserves audit carmied out in October 2000,

commirred—to-contraet._Under the recently awarded CING ventare, CNOOC will be

entitled to a percentage, currently ~5%, of INWS reserves, which wﬂ_l be divested equally
from the current six NWS5 JV parmers. Upon finalisatior contract, and

subsequent payments for the equity, SDA will be_required to reduce its_equity share of
proved reserves booking by the appropriate percentage. Currendy this approximates 1o a
reduction of ~0.2 Tscf Shell direct share proved reserves. Similarly a reduction in indirect
proved vohumes will result fonm the divestment of Woodside equiry to ONOQC

'The contract status at the end of 2001 is summarized in Artachment 1. SDA advises that
the Guangdong deal and other events will have changed the contractual sitation, which
is currently under review. Any changes will be reflected at the 31.12.2002 ARPR: Train 5
volumes are hkl:lyto be inchuded as committed volumes, but at the expense of Train 1-3 |
and - domestic gas extensions. Regardless, the range of technical reserves for the
‘Australian subsurface assers (as defined by the Proved and Expectation figures) straddles
the vohumes that are considered committed to contract. As such, any adjustments to the
contractual situation are unlikely to affect the EP (technical) reserves situation, apart
rom the divestment to (NI escribed above.

_Attachment 2. provides 2 summary of the recent changes in proved gas reserves in
Australia . Substantial proved reserves additions were made in 1996,-4d-1997, and 1998 l
principally in the Gorgon, Perseus and North Rankin fields. Woodside has no share of
Gorgon, which was first booked as pr roved reserves in 19987 (wrong in attachment 2 -
1ot 1997)) in the expectation that project sanction and sales agreements were imminent
‘with the Korean market.. As a result of the current market uncertainty, Gorgon volumes

were dgt!ged as ggggmtwd fog Qg ARPR 11200 —Jﬁae»pfepemea—ef—maws
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Attachmenf 1

Australia Gas Reserves:.C‘ontIhct Status

EPB—P estimates of the status at 31.12.2001, based on information supplied by SDA:

Contract Note 100% ' Shell share
Billion Nim? ar 9500 keal/ N Direct Indirect Total
SDA Woodside Shell

Domestic Gas Contracts ‘a2 660 10.4 46 150
LNG Contracts a 1013 - 160 7.0 230
Trains 1-3 Contract Extensions b 2482 92 172 563
Domestic Gas Contract Extensions b 633 100 44 144
Train 4 - : zh 1364 215 94 310
Wedge b 70 11 05 16
Methanex _ b 514 8.1 36 117
Total committed to contract 106.4 46.5 152.9
As reported at 31.12.2001 (ARPR) 106.4 46.5 152.9

Exchuding Gorgon: ' .

ARPR Proved Reserves (technical) 947 429 1376

ARPR Expectation Reserves (technical) 116.1 530 1659.0
Notes:

a Existing contract

b Included 25 “commirted” under the definiion (EP 2001-1100. seclion 4.3.9 ) which states
that ... "In countries with a mature gas market all gas reserves, which have a near

cedamtv of market lake-up can be classified gs commifted eu-the—erounds-that (at-

MMM@M&MmMMﬁMmLOI
was in place, and/or with “near cerainty” that the volumes will gventually be contracted, o

be “committed” under these definitions be-massered:
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Gorgon  Field Resource Categorisation - Note for Information
24/02/2004

1. BACKGROUND

The Gorgon Field lies ~150 kms offshore of Dampier in NW Rustralia.
This major gas field (c. 25 Tc¢f GIIP) was discovered in 1980 and is
operated by ChervonTexaco (57.14% equity) on behalf of a venture
including Shell Development Australia (28.57% eguity) and ExxonMobil
(14.28% equity). ;

Proved Gorgon “Reserves” were first booked by SDB at 1.1.1998, at
which point market conditions had supported work to FEED on a 2-
Train, Burrup-based ING project. A draft LOI had been delivered to
Kogas and a high degree of confidence of imminent market capture
existed. :

In mid-1998, there was a down-turn in the Asian economy and despite
receiving a “letter of comfort” from Kogas, ‘the Korean market failed
to mature as .expected.

Since that time, technical work has continued - the preferred
development concept now involving tie-back of an offshore sub-sea
infrastructure to an LNG plant and/or Domgas plant on Barrow Island.
Significant marketing efforts continued during this perioed, however,
to-date, no LOI's have been secured.

The continued c¢lassification of the Gorgon resouxc‘e volumes as
“Reserves” was re-examined during a Group Reserves audit in October
2000, which reported that: )

*Maintaining the preliminarily booked.volume of Gorgon gas reserves
was supported on the grounds that a gas market was highly likely to
be established in due course and that it must be considered likely

that an extension of the current 5-year Retention lLease will be

granted in 2002. ®

In April 2002, updated Group Reserves Reporting Guidelines were
issued. These guidelines include an updated and refined definition of
the term “Reserves”; a definition requiring that stringent, technical
and commercial maturity conditions be satisfied Dbefore rescurce
volumes may be included in this category.

‘This note for information summarises the history of Gorgon resource
bookings and gives-an overview of the current level of technical and
commercial maturity of the project, in relation to the critexia set
out in the group reserves guidelines. It aims to provide a factual
pasis for discussion as to the classification of the Gorgon resource
volumes in the upcoming ARPR 2003 process. '

" FOIAConfidential . V00331071 3
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Gorgon  Field Resource Categorisation ~ Note for  Information
24/02/2004 : .

2. RESERVES GUIDELINES

-Updated Group guidelines for distinguishing resources volumes between

Reserves and Scope for Recovery (SFR) have been issued (Reference 1).
Relevant extracts are given in Appendix 1 of this note and are
summarised below.

The term “Reserves” is used for resourcé volumes associated with a
project that is technically and commercially mature to the extent
that funding is reasonably certain to be secured. Volumes can move
from Scope for Recovery to reserves when: '

(1) THe Shell Shareholder technical* and commexcial**
assurance - processes have been satisfactorily passed and no
gsignificant issues exlst that could preclude proceeding with
the project. .

(2} Support to fund the project is reasonably certain (e.g.
the project survives the business planning processes of Capital
Allocation) and the project forms (or is reasonably certain to
‘form) part of the relevant business plan.’

* Technical maturity - VAR3 must have been completed for major projects.
**Commercial maturity - (i) profitability meets Groups criteria, (ii) market
availability is assured and (iii) Grovp funding is reasonably certain.

Assurance of market availability for gas projects means either (i)
“the gas must be contracted to sales or (ii) the gas is “considered
as reasonably certain. of being sold based on expectation of
availability of markets, along with ' transportaticn/delivery
facilities”. A previous third gualification has been deleted from the
2002 Guidelines, namely:

w+.."that, whilst not firmly planned, (the gas volumes) have been
ear-marked for future development and hénce .may reasonably be
anticipated to be so0ld based upon expectat.wn of avajlability of

markets and project financing”. {

The¢ new guidelines state that for majoxr projects. critically dependent
on new gas market capture, reserves booking should in-principle be
deferred until agreements have been signed, until near project FID.
They also clearly state that if proved reserves cannot be assigned to

‘a project, then: the related petroleum resource should be

retained/downgraded as/to SFR i.e. there can be no Expectation
reserves reported wlthout proved reserves.

In addition, Section 3.3.1 of the new guidelines states that
externally reported Group share of proved reserves “is limited to
future production within the existing licence or contract period,
including  any agreed extensions a$ may be covered by documented
evidence”.

'
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Gorgon Field Resource Categorisation - Note for Information g
24/02/2004 i

3. HISTORY OF GORGON RESERVES BOOKINGS

An historical overview of Gorgon reserves volumes, as reported by SDA i
in its “Annual Review of Petroleum Resources”, is given in Figure 1
and Table 1 below.

16 15.16 5.6 1.6 :
. g i
Cé‘ 14 - B Proven ;
B B Expectation :
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1.1.1996  1.1.1997 L.1.1998 1.0.1999 1.1.2000 1.1.2001 1._].2002

Fi.g_\.!re 1 Historical coverview of Gorgon reserves voluwes, as reported in SDA BRPR

_Al} 100% recoverable hydrocarbon volumes

SDA Annusl Reserves Report Submission .
GAS (Tscf) CONDENSATE (min bbi) L . Cotrment
Proven __Expectation .. Proven _Expectation ,

1.1.1996 0.00 9.40 [] 337 No proven reserves booked
1.1.1997 0.00 9.40 0 ki i No proven reserves booked
1.1.1998 92.50° 1140 109 137 Centified by NSAl (1P = 9.63 , 2P = 12.52 Tscf)
1.1.1999 10.65 1243 109 1313 Increase bs result of twe appriast wells Q4 1998
1.1.2000 10.65 1516 .1 10T 1313 Further increase as result of Shell technical review (proved fixed)
1.1.2001 10.65 15.16 110.7 1313 - [Nochange '
1.1.2002 10.65 15.16 110.7 131.3 No change

Proved Gorgon reserves were first booked by SDA at 1.1.1998, at which
point market conditions had supported work to FEED on a 2~Train,
Burrup-based LNG project. A draft LOI had been delivered to Kogas and
a high degree of confidence of imminent market capture existed.

. Gorgon reserves were independently certified in 1998 by Retherland,

Sewell & Associates (NSAI), immediately after the final two appraisal
wells were drilled in Q4 1998: The proven volume of 9.63 Tscf was
very close to the 1.1.1998 SDA booked volumes of 9.50 Tscf, and some
10% lower than the Shell reported volumes at 1.1.1999 of 10.65 Tsct.

A technical review was carried out by Operator in 1999 (Ref €), which
resulted in a further increase in technical reserves following
incorporation of appraisal information from the two 1999 wells. This
work was reviewed by SDA (Ref 7) and resulted in an increase of
“technical’ volumes from 10.65 Tscf to 12.59 Tscf proven (12.43 to
15.16 Tscf Expectation). However, due to market availability
uncertainty at the time SDA deemed it cautious to freeze the 1.1.2000

T T V00331073 5
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Gorgon Field Resource Categorisation - Note for Information.

24/02/2004

ARPR reported proven reserves at the 1.1.1999 level of 10.65 Tscf.
This number has been frozen ever since - a decision supported by the
2000 SEC audit as described below. Hence the currently reported
proven volumas ara some 20% lower than the technically accepted

. volumas.

A more detailed breakdown of the gas and condensate volumes as booked
in SDA’s 1.1.2002 ARPR is given in Appendix 6.

Chevron currently carry Gorgon recoverable gas volumes as 12.4 Tscf
(P90) and 14.8 Tscf (Expectation) ({(Ref 5), although it is believed
that they do not report SEC proved volumes and carry under a Scope
for Recovery Category. These volumes axe very close to the 1999 S5DA
technical review.

3.1 SEC Proved Reserves Audit 2000

Continued bdoking ‘of Gorgon reserves was supported by the Group
Reserves audit (October 2000), as summarised below.

*Maintaining -the preliminarily booked volume of Gorgon gas reserves
Afirst done at 1.1.1999) was supported on the grounds that a gas
market was highly likely to be established in due course and that it
must be considered likely that an extension of the current 5-year

" Retention Lease will be granted in 2002: ~

Further extracts from the reserves audit findings are shown in
Appendix 2, and conclude that there was little doubt that a market
for Gorgon gas would be found in the long term. Group reserves
reporting guidelines at the time allowed this gas, in-principle, to
be reported as reserves. One outstanding issue related to whether or
not the current retention lease (expiring in 2002) would be renewed.
Although there was little doubt that an extension would be granted,
there was no automatic right and Group guidelines were not clear on
‘the issue as to whether this would affect a reserxves booking. As such

it was recommended to maintain the current booked veolume of Gorgon

proven reserves of 10.65 Tsef (even when the actual volume had been
superseded by a 20% larger volume, following new technical work) and
not book any increases until either the Retention Lease had been
extended or until e.g. a letter of intent with a prospective buyer
had been signed. :

TN V00331074 6
FOIA Confidential

Treatment Requested

oo, Case.3:04:6v:00374:JAR-1JH. . Dacument 359-3..... Eimmxma/zo&hwag@m@maf

PAY 0711




i e A nghhc.vé&&i

'
Kl

Gorgon Field Resource Categorisation - Note for Information
24/02/2004

4. BENCHTEST OF GORGON VOLUMES AGAINST 2002 GROUP GUIDELINES

4.1 Technical Maturity

The foilowing summarises the status of The Gorgon project technical
maturity at 1/9/02:

1. Gorgen technical reserves have been independently certified by

NSAI (Dec 1998, Ref 3). A comprehensive review of the
cperator subsurface work was undertaken by SDA in late 19%9%9
{Ref 7).

2. Significant work has been carried out to, improve the 1998

development scenario, with a sub-sea tie-back to Barxow Island

. ING facility currently the preferred option. Economics of the

current 1-Train LNG-based scenario are robust to + 30% CAPEX
(summarised in Appendix 3).

3. A full EP VAR3 and GP VAR2 are currently planned for Q2 2003.

In preparation for this VAR a sub-surface technical review is

planned for September 2002. Within this timeframe a detailed
cost review of the onshore Barrow Island LNG plant is also
planned. ’

4. Operator has submitted the 2002 Retention Lease renewal and
results are pending. It is highly likely that renewal will be
granted, on the strength of significant technical and
commercial work , done to-date, although the minimal work
obligations proposed by Operator could be challenged. Henca
the currently booked Gorgon proved reserves are not strictly
limited to future production with existing licence periods
(Section 3.3.1, ref 1), although it is considered highly
likely that these production- licences will be granted in the
future.

5. One key issue for the current development scenario is access’

to Barrow Island. A sustainability review (Econemic, Social,
Environmental) of a Barrow Island development is currently
being carried out by the State Goverpment — an ‘in-principle’
decision is expected from Cabinet mid-2003, after which a
normal Environmental Impact Assessment would ‘be required.
Fall-back options inelude using a GBS-mounted LNG plant (FLNG

technology) close to the island or seeking Government support.

for a pipeline to the mainland.

6. Another key technical issue is related to the sequestration of
large volumes of reservoir CO; in a ‘local aquifer system.
Significant technical work has been carried out, with results
indicating that the aquifer can. easily accommodate the
volumes, with minimal risk of losses to surface. Rowever,
underground CO; sequestration has not yet been carried out in
Australia. Considerable industry-academia research is being
progressed on this issue, . funded by SDA and ChevronTexaco
amongst others. :
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4.2 Commercial Maturity

A project is deemed commercially mature, when {1) its profitability
meets the Group’s criteria (as applied through Shell’s corporate
Capital Allocation process), (2) market availability is assured (see
below) and (3) funding by the Group is ‘reasonably certain’. These
three criteria are addressed as follows:-

Profitability meets Group’s Criteria

BAppendix 3 summarises the current integrated economics . for a 2009
RF5U0 to a 1-Train LNG plant at Barrow Island (7 year ramp-up).
Business Plan Integrated project econcmics at Mid PSV were NPV7 S5
US$ 200 million and VIR7 0.32. Project economics are currently robust
to +30% CAPEX at current LNG mid-PSV. , ' -

At low PSVs the project is exposed, but there is scope to mitigate

this (and make project NPV, VIR neutral at Low PSV) by structuring a
variable transfer price. . )

Market Availability is Assured

A down~turn in the Asian economy around mid-1998 resulted in the
Korean market not maturing as expected, although a “letter of
‘comfort” had been secured from Kogas. Since that time significant
marketing efforts to find alternative markets have continued and
technical solutions to a 1l-train design case as well as Domgas
development scenarios have developed - however to date no LOIs have

been signed.

Although sales are not yet contracted and tough competition exists
within the Asia Pacific region, SDA considers that the gas is
“reasonably certain of being sold based on an expectation of the
availability of markets” as follows:

1. The current Gas and Power Asia-Pacific supply-demand picture,
as shown in Figure 2 below, suggests a reasonable base case
expectation for Australia to capture sufficient volumes for
three new LNG trains (after NWS Train 4) over the next decada,
_i.e. two trains into North East Asia and one into. US West
coast - with two or. four in the Low and High cases
-respectively. The rational for this level of market capture is
described in SDA Gas Master Plan (Ref 2), which has been
. endorsed by both SDA management and GP EXcom.

2. In the expected three-train growth scenario, it is considered
probable that the NWS TS5 &nd Sunrise FLNG will secure two of
the trains. For the third train it is currently considered
that NWS T6 is extremely -unlikely to be successful in
competition with Gorgon for a number of reasons {outlined in
Ref 2). Hence - on condition that the Gorgon venture is
successful in pursuit of a green-field development - it is
considered reasonably certain that market availability exists.

3. A draft LOI has been developed with Sasol-Chevron to provide
an initial volume of 4 TCF for a GtL plant, to be built on an
integrated site with. the ING plant on Barrow Island. Fiscal
support for GtL is required from the Federal Government -~
whose position is expected to be made clear within the next
months. In the event of a positive decision it is likely that
the 1LOI will be signed in the near future, to be followed with
an SPA in approximately one year. '

. o _\ -
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1. Evidence of the intense commercial work currently being
carried out is shown in Chevron’s “OPREP” roadmap in Appendix
5 .

In surmary, Gorgon is a major gas project dependent on new gas market
capture, Agreements have not yet been signed and it has not yet
reached FID, although it is considered reasonably certain that market
availability exists. : :

140 5 - . - . 5

0 : . PWH&M
120 i

10 . .

100

Australian
_Projects

g3

OPEN Suppiy/ Demand {mipa]

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Figure 2 Asis Pacific Supply and Demand outlook (includes USA West Coast) ~ Ref SDA
Gas Master Plan, Rpril 2002.

‘Funding by Group is Reascnably Certain i
Although described’ in the SDA Gas Master Plan as a ‘firm’ project,
the Gorgon project has not yet been tested in the Capital Allccation
Base Plan process, It is included in the SDA Business Plan 20032007
“as an Option. '

4.3 Benchtast Summary

From the above discussion, the current categorisation of Gorgon
resource volumés as “Reserves” is considered equivocal. A strict
_ intérpretation of the guidelines might suggest that reclassification
of these volumes, as Scope for Recovery, would not be unreascnable.
However, it may also be argued that current and planned near-term
activities might lead to confirmation of the booking of the. resources
.as “Reserves”. \ :

. 1 ) )
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%. POTENTIAL iSSUES / RISKS

The following paragraphs highlight a number of other issues /
considerations that are affected by the choice of resource category
to which Gorgeon volumes are assigned: :

5.1 Reserves Raplacemeht Ratio.

Re~categorisation of the Gorgon hydrocarbon volumes as SFR, would
lead to reduced SDA and Shell Group reported proven reserves of 10.65
Tscf. The impact of such a move on Reserves Replacement Ratio needs
to be quantified and managed.

5.2 Markat Confidence in Goxgon Development

De-booking Gorgon reserves could potentially have a detrimental
effect on the current marketing effort. Potential customers would
query why Shell no longer had reserves confidence. However, as
previously noted, it is believed that Chevron Texaco do not carry
their equity Gorgon volumes as “Reserves”.. ’

5.3 SDA Financial Acecounting
PRRT Status

The status of Gorgon volumes (in Reserves or Scope for Recovery
category) will have no effect on SDA’s PRRT status unless either (i)
future exploration activity in the permit were to be effected and/or
(ii) Gorgon were to be farmed-out or relinquished. None of these
scenarios would be a likely result of de-booking Gorgon volumes to
the Scope for Recovery category. -

Statutory Accounts

The statutory accounts carxying value for the Gorgon WA 25-P permit
is A$155.1 million (cf MAppendix “4). These historical costs
predominantly relate to exploration and appraisal wells in both the
Gorgon and West Tryal fields. Continued carrying of these historical

costs is Jjustified as ‘long as the SDA is actively pursuing
development and is largely independent on the categorisation of-

Gorgon volumes as SFR or reserves.

. 5.4 Exploration/Appraisal Carry

The group éarrying value for Gorgon is currently BR$32.9 million,
comprising: -

Gorgon 3 A$12.9 million
Gorgon 6 A$4.9 million
_Gorgon'appraisal AS$9.9 million
TAGO 1 AS$2.4 million
Mob/Demob A$2.8 million

These costs are being carried on the basis that we have plans to

develop Gorgon volumes in the future. A de-bocking of volumes from

reserves to Scope for Recovery would be on the basis that.the volumes

are not deemed commercially/technically mature at this stage but

would not imply that SDA no longer plan to-.develop the reserves. As

4 A
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with the statutory accounts position, there should be no reason to
write these costs off against EP NIAT.

5.5 Depreciation
Gorgon volumes are not being carried in the SDA depreciation

calculations, hence a de-booking of volumes to Scope for Recovery i
would have no effect on SDA's depreciation position. : :
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APPENDIX 1

CROUP DEFINITION OF RESERVES (EP 2002-1100)
Resource Volume Classification - Definition

A petroleum resource is any accumulation of hydrocarbons that. is
known or anticipated to exist in a sub-surface rock formation,
Jocated in the company's current exploration and production acreage.

Resource volumes are reported as the quantities of sales product for
crude "0il, natural gas and natural gas liquids. The corresponding
quantities of field recovery should be maintained by the 0OU (See
Appendix 6). The reporting of petroleum resource volumes should
further indicate the petxoleum .type, the reporting units and
conditions, and the Group share. S

Reserves and Scopa for Recovery {SFR) (figﬁre 1)

Resource volumes are tied to the project or activity that develops
them and are generally reported by field. The term resexves is used
for resource volumes associated with a project that is technically
and commercially mature 1O the extent that funding is ‘reasonably
certain’ to be secured. Resource volumes that do not meet these
criteria are classified as Scopea for Recovery (SFR) . Proved reserves
are the portion of reserves that is reasonably certain to be produced
and whigh will be reported externally. If no Proved reserves can be
assigned to a project, then the related resource volumes are to be
retained as SFR.

The concept of ‘reasonable gertainty’ requires ‘hard’ field data,
contracts and thorough evaluation to underlie the numbers. The
implication is that as more data becomes available, upward revision
is much more likely than negative revision.

§3) UL AR A R A ey
3 3 ‘:{‘ﬁﬁﬂ{%& 3 r{% i&ﬁ% PROVED
A o] RESERVES
R T
] RESERVES

. COMMERCIAL
SCOPE FOR RECOVERY
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s
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" Technical and Commercial Maturity

For a resource volume to pass from scope for recovery (SFR) to
reserves (for internal as well as external reporting), the associated
project (s) will have to reach both technical and commercial maturity.
This is deemed to be the case when:

1. The Shell shareholder assurance processaé have  been
satisfactorily passed both technically and commercially and no
significant issues that could -preclude proceeding with the
project existl. . : R

2. Support to fund the project is reasonably certain (e.g. the
project survives the business plannihg processes of Capital
Allocation) and the project forms lor is reasonably certain to
form) part of the relevant business plan. ’

Major reserves volumes that are no longer judged to be commercially
mature should only be de booked after thorough (re-)evaluation.

Project Basis

Reserves being future hydrocakbon product available for sale are tied
to projects (development) and activities {production operations). A
project is any planned creation or modification of wells, surface
- production facilities and/or production policy, aimed at changing a
company’ s sales product forecast. The aggregated production forecast
of an OU must therefore be consistent with its reported reserves.
This also holds for the ‘proved forecast’, as defined by the
aggregated ‘reasonably certain’ amount of hydrocarbons forecast to be
produced by the appropriate development/production scenario, duly
respecting license duration and overall constraints (e.g. ¢quota) .

Technical Maturity ) #

For a project to be technically mature, thexe should be a documented
definition of .a viable project that is anticipated to be implemented
with ‘reasonable certainty’. Such project definition should be based
on resource and development  scenario descriptions,  with
.drilling/engineering cost estimates, a production forecast {including
sensitivities) and economics. e

. For project reserves to enter into the Proved category, independent

. réview and challenge is required (as a control) to preserve integrity
of the external -disclosures. For major projects such review is
routinely executed through the Group’s Value Rssurance Review
process. Note that concept selection (VAR3) must at least have been
‘completed. In all cases, thexe should be ‘reasonable certainty’ that
nothing is standing in the way of a firm development plan (i.e. there
are no technical issues that could de-rail the project).

For smaller projects a documented developmént plan should suffice,
which may be noticnal if a well-established analogue is in place. The

1 Examples: Gas sales contracts, major infrastructure neteds, government approvals, un-tried rechnology

e \ ) .
FOIA Confidential ' V00331082 14 PAY 0719
Treatment Requested - -~ Do .




Case 3:04-cv-00374-JAP- JJH Document 359 3 Flled 10/10/2007 Page 322 of 338

e K, T A R L 0 L, 2 I Lt A as y73 PEAE T T b A ST 2 AL .
i

Gorgon Field Resource Categorisation - Note’ for Information
24/02/2004

quality of such plan should be a sufficient basis on which to judge
the likelihood of project funding (see below).

.CDMmercial Maturity

A project is deemed commercially mature, when (1) its profitability -
meets the Group’s criteria (as applied through Shell’s corporate
Capital Allocation process), (2) market availability is assured {see
below) and (3) funding by the Group is ‘reasonably certain’

Assurance of market availability for oil (and/or NGL) means at least
the ‘reasonably certain’ availability of a pipeline to a shipping
terminal or other outlet {(e.g. a refinery), whilst for gas this means
that the preduct is:

1. contracted to salés; or :

2. considered as reasonably certain of belng sold based on an
expectation of the availability of markets, along with ' !
transportation/ delivery facilities. H

For major gas projects critically dependent on new gas market
capture, reserves booking should in principle be deferred until
agreements have been signed, which is generally at or around project
sanction (FID).

The condition of marketability for gas reserves alsc applies to the
NGL products of a non-associated gas project: If the gas market is
not assured, neither the gas nor the NGL volumes can be reported
externally. ' |

——s
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Extracts from SEC Proved Reserves Audit — SDA 9-13th Oct
2000

“Some 10 Tcf (or 86 bln m3 Group share) of proved gas reserves have
been booked for the giant Gorgon field since 1.1.1999. This was done
on the strength of work done by the operator (WAPET, later Chevron)
showing that development of this field through an LNG facility
{stand~alone or, preferably, shared with the existing Woodside /
North West Shelf LNG facility) was commercially robust. ‘An important
challenge is finding a buyer in a market that is fully supplied until
2005 and in which there is still significant competition thereafter.
In the long term, however, theré can be little doubt that a market
will be found for this gas in' the East~ or South Asian rim. Hence,
the Group reserves- reporting guidelines do in-principle allow this
gas to be reported as reserves.

The outstanding issue is whether the stated Gorgon reserves can be
shown to be producible within the prevailing production licence.
Gorgon is .presently held under a Retention Lease, renewable for

" successive periods of 5 years under the condition that the field can
‘be considered likely_to become commercially viable within the next 15

" years and that the lessee is actively pursuing the evalvation of
commercial viability, including the conclusion of long term sales
contracts. The current Retention Lease expires in 2002. Although
there is little doubt that, on the strength of the significant
technical and commercial work done todate, an extension of the
Retention Lease will be granted, there is no formal right to this
extension. Hence the Group guidelines are not fully clear on this
issue.

The practical way forward (and recommendation from this audit) is to
maintain the presently booked volume of Gorgon reserves (even when
the actual volume has been superseded- by a 20% larger volume,
following new technical work) and not book amy increases until either
the Retention -lease .has -been extended or until e.g. a letter of’
intent with a prospective buyer has been signed.”

-
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APPENDIX 3

SUMMARY OF CURRENT ECONOMICS

The following economics for 1T LNG onshore BWI to End of Reserves
{including wellhead compression} show that even at +30% capex project
remains robust with VIR > 0.2 at mid PSV. Ramp-up assumption of 7 yr
- is pesismistic,.

At low PS5Vs the project is exposed, but there is scope to mitigate
this (and make project NPV, VIR netural at Low PSV) by structuring a
variable transfer price.

Note 'that CA 2003 submission for Stand-alone Gorgon LNG indicated
100% EP NPV (7%, mid PSV} of 200 mln US$ with a VIR of 0.32. -

Integrated Economic Results ~ 1T ING EoR @ BWI

Profitability Indicators

NPV US$MM (100%Egquity, RT 1.7.2002)
rP:oject Screening Value 7% VIR 7%
Low P8V (147} -0.10
Medium PSV 697 0.45

'Imqh PEV ) 1272 0.90

Sensitivity Analysis for Madium PSV
Ttan ! NPV 0S5Md (100% Equity, RT 1.7,2002)
™ VIR 7 %
lcan -t::msfar Prica 0.70 738 0.52
1.00 615 0.44
Capex +30% 30% 392 0.21
Assumptions

Depreciation - 20 yrs u/s, 15 yrs d/s

FX - $A/US%0.55

Full PRRT

7 yr Ramp-up

RFSU 2009

Gas transfer Price = US$0.80/mmBtu

LNG PSV: CIF Tokyo Bay less US$0.68/mmBtu freight
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APPENDIX 4

STATUTORY ACCOUNTS FOR WA-25-P

SDA — CAPITALISED INTANGIBLES
ENDING DECEMBER 2001

Permits Description : woll number
WAZ25P spar 1 .
- 1,417,000.00
bluebell MES09
AP01/AP06 , ) - 4,704,000.00
gorgon 1 - MES00 '
R 5,850,000.00
sultan 1
: 1,302,000.00
nth tryal 1
. 554,000.00
nth gorgon 1 MES05
7,599,000.00
wegt tryal 3 MA901
) o 8,306, 000.00
west tryal reentry APOIMESO3
- 2,475,000.00
general drilling APDIMOBLN '
west tryal 2
862, 000.00
central gorgon MAS10 :
§ 15,824,394.00
venture 1 APOIMED22 : ’
3,624,000.00
permit total .
28,000.00
surveys/eol to 31/12/87) APOIMESZ3
. 3,280,000.00
WAZ5/WA2Q5FP/WA213p APO1IMED47
. ' 96,548.99
XU ' . APOIME9ED
E 723,398.00
-YANNUT APOIMEO61 )
. 244,675.00
CUE APOIMESG2 ’ ’
: . 602,244.00
"North gorgon APOIME948
7,844,374.00
OBI One
Secure 0ld WE
: 287,718.00
256M
550,089.72
Gorgon 3 .
: 13,235,036.41
Gorgon 6

. 4,898,580.80
Trans Gorgon
' 42,503.00
surveys wef 1/1/88
10,161, 000.00
allocate from APO1 )
: 2,495,500.00
Iago 1
. 2,381,054.90
Pre drill WA2S
16,760.47

ta ™
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casing
58,553, 41

explore,off, lab :
57,655,923.87

WAZ5P ;- pemit total - o F' : « v 155,119,354.57
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. 1. BACKGROUND

This note for information summarises the. current methedology used to
determine externally reported proved reserves for the Rorth West
Shelf group of gas fields. It summarises what was defined as
“committed” under the Shell guidelines at ARPR1.1.2002, and qualifies
the impact that the recent successful CLNG contract will have on
proved reserves bookings.

The entire expectation ‘“economically and technically” producible
resource base (excluding Scope for Recovery) for the NRS is currently

"booked as expectation reserves. Of this expectation volume,

historically the entire P85 technical volumes have been externally
reported as proved reserves, regardless of the status of signed
contractual volumes. This is on the grounds that [quote from 2000
SEC audit]..

” there are likely to be ample opportunities for expansion of the LNG
market in- South and East Asia, particularly post 2005. Although there
is competition on the supply side, there can be little doubt that
buyers. can eventually be found for all ec¢onomically producible gas on
the NWS”.

Although contracts have not been signed which cover the entire NWS
resource base, the total economically producible volume is considered
to be reasonably certain of being sold and thus commercial (and
technical) maturity requirements for reserves bookings as specified
in the Group Petroleum Resource Volume Guidelines are deemed to be
satisfied. This methodology was sanctioned during the latest BSEC
reserves audit carried out in October 2000.

There is a legal right under the “Petroleum Submerged Land Act” to
extend production licenses beyond 2022, thus reserves have been
recorded for the total producing field life. :

As a result of the SEC audit in 2000, the proved reserves volumes for
the . NWS - gas fields were further increased by assuming Proved
Developed volumes for mature figélds."to be eqgual to Expectation
beveloped volumes. Thus since 1.1.2001° the Pioved reserves volumes
are greater than the sum of the individual P8BS field volumes  as
provided by Operator. Currently only the North Rankin field is
considered to be mature - thus the increase to date has been minimal.

The result of probabilistically adding the field volumes has not been

"included in the externally reported proved reserves volume. If this

were to be done it would add a further 2° TCF to the total proved
volumes. : )

Under the recently awarded CLNG venture, CNOOC will be entitled to a

‘percentage, currently ~5%, of NWS expectation reserves, which will be

divested equally from the current six NWS JV partners. Upon
finalisation of this contrdct, and subsequent payments for the
‘equity, SDA- will be required to reéduce its proved reserves booking by
the appropriate percentage. Currently ‘this approximates to a
reduction of ~0.2 Tscf Shell direct share proved reserves.
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Proved UR (100% TSCF) -

2., HISTORY OF NWS RESERVES BOOKING

An historical overview of the 100% Ultimate Recovery Proved volumes
{reserves + cumulative production) as reported in the ARPR since
1.1.1996 is shown in the following figure. Details, change

explanations and Shell direct share volumes are shown in Appepdix 1.

History of NWS Proved reserves

BProved UR
300049 | (100% Tscf)

L N
s &
g8 8
.

15.00 4

10.00 -

3.00 1

111996  1.1.1997 1.1.1998 111999 1.1.2000 1.1.2001 1.1.2002
ARPR year

Historically WWS reserves have been booked by Shell Development
Australia on a field-by-field technical and commercial maturity
basis,  irrespective of the volumes associated with signed gas
contracts in place. This was on the grounds that .there are likely to
be ample opportunities for expansion of the LNG market in South and
East Asia, particularly post 2005. Although there is competition on
the supply side, there can be little doubt that buyers can eventually
be found for all economically producible gas on the NWS. Thus market
availability criteria set out in EP 2001-1100, Section. 2.3.4,
(extracts in Appendix 2} were deemed to be satisfied for all
economically producible gas. Under this scenario the successful China
deal only serves to accelerate proved reserxves production from

‘currently assumed contract extensions.

Major changes of externally booked proved reserve since 1996 have

" been as follows:-

¢ At 1.1.1996 only four fields were considered technically mature
{angel, Perseus, North Rankin and Goodwyn). Recovery factors
were low and did not include depletion compression.

* Major increase at 1.1.1997:- The Echo yodel field was

" considered technically mature for the first time. Significant
increased recovery for North Rankin and Perseus as a result of
compression being included.

—

—
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¢ Major increase at 1.1.1998:- A number of smaller gas fields
{Dixon, Keast, Dockrell ete¢} were transferred from SFR to
reserves post technical/economic studies. North Rankin and
Perseus recoveries increased as a result of simulation work and
production data. '

s Minor decrease at 1.1.1999 ~ as a result of Goodwyn drilling

results _
* Minor decrease at 1.1.2000 - various technical revisions
* Minor increase at 1.1.2001 -~ Gaea discovery and increasing

North Rankin proved developed reserves to equal expectation
developed volumes post SEC recommendation for mature fields.

* Minor increase at 1.1.2002 - as a result of including Athena
volumes. for the first time (extension of Perseus field into
non-equity acreage).

The. above. changes reflect technical recovery factor changes;

‘discoveries and maturation of field specifi¢ volumes from SFR to

reserves with the execution of technical/economic studies. They do
not reflect changes in the volume of gas committed to signed
contracts. . :

3. SEC AUDIT OCTOBER 2000

SDA proved reserves as at 1.1.2000 were audited by the Group Reserves
Co-ordinator (Anton Barendrecht) in October 2000. The inclusion of
all economically producible NWS volumes into proved reserves
(regardless of signed contracts) was endorsed. In fact it was
recommended to increase externally reported proved reserves for
mwature fields by - booking expectation, as opposed to PB5, volumes.
Specific audit review comments pertaining to technical/commercial
maturity are as follows:

Table 1 extraction from SEC reserves audit check-list

e
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2.0% Have all proved gas | Not all of these. There is
reserves been contracted|still uncontracted gas in the
to sales N NWS fields.

2.10 | If not - can - they | Existing NWS gas buyers are
reasonably be expected to|likely to be quite willing to
be sold in existing | extend currént contracts:
markets and through | Existing facilities’ 1life span
existing facilities? is not seen as a constraint

2.11 | If neither, can they | There are likely to be ample
reasonably be expected to |opportunities for expansion of
be developed and sold in a | the LNG market in South and East
future market? Asia, particularly post 2005.
Although there is competition on
the supply. side, there c¢an be
little doubt that buyers can
eventually be found for all
economically producible gas on
the NWS,

1.16 |Are projects technically| Those projects pertaining to
mature or is further data |proved reserves are mature,

gathering necessary? with the possible exception of
Egret, where the low reserves
estimate does not appear to

pass screening criteria

2.01 |Are projects commercially|Yes ; those that are not are
mature (positive NPV for |classified as SFR

Group ref criteria over a
range of possible future

scenarios/low case
reservoirs? . '

2.02 | Ate projects economically|Yes, with the possible (minor)
viable . exception of Egret)

4. EXISTING LICENCE PERIOD

-Whilst there is little doubt that.buyers can eventually be found for

all economically producible gas on the NWS and market availability
criteria can be satisfied, externally booked proved reserves should
be limited to future preduction within the existing production
license period, unless there is a legal right to extend the
productlon license (EP 2001-1100, Section 4.3.1) . The NWS production
licences expire in September 2022. Under the PSLA (Petroleum
Submerged Land Act) the NWS venture have a statutory right to extend
the production licences until the end of field life. Thus reserves
have been recorded for the total producing field life.

5. COMMITTED VOLUMES

The.guidelines for committed gas at 1.1.2002 (EP 2001-1100, section
4.3.9, unchanged in the updated 2002 guidelines } state that ....

~in_countries with & mature gas market all gas reserves, which have a near certainty of
market take-up can be classified as committed" . .
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Under these definitions SDA considered gas reserves to be "Committed
Reserves” if there is an L0I in place oxr if there was a "near
certainty” that the volumes will be marketed. For the ARPR 1.1.2002
it was concluded that Current Domgas Contracts & LNG Contracts, NWS$S
trains 1-3 & Domgas extensions to 2029, and Methanex but not Syntroleum or
BHP DRI could be classified as committed volumes as summarised in the

Committed Volumes as at 1/1/2002 (Tscf, 100%) ARPR 2002
Production as at 1.1.2001 6.40
Remaining contract volumes as at 1.1.2001:-

Curent Domgas Contracts 226
Current LNG Contracts 347
T1-3 Extensions 8.50
Domgas Extensions 247
T4 : . . 467
Wedge 0.24
BHP DRI - 0.00
Syntroleum 0.00
Methanex 1.76
Remaining contract volumes at 1.1.2001 . 23.07
Production as at 31/12/2001 6.96

-|Remaining contract volumes at 1.1.2002 22.51]

following table:-

Out of the expectation NWS reserves volumes of 24.6 Tscf, 22.51
Tscf was considered "committed” under the guidelines/assumptions

.above. This resulted in an indirect share "fraction of committed

expectation " of 91.7%. Externally reported proved reserves of 20.0
Tscf (100%) were reported at 1.1.2002 i.e. under the intexpretation
of “committed veolumes as discassed above, the committed volume
exceeded Proved reserves.

_The above refleéts a snapshot - &s -agreed at. 1.1.2002, clearly the

impact of China’ and ‘other ‘events will have changed the situvation.
CLRG, volumes will now be included as committed ~ but at the expense
of Train 1-3 and Domgas extensions. The latest view of post~China
committed contracts is currently under investigation and will be
included in the ARPR 1,1.2003. It is possible that extensions to
current contracts will no longer be considered as committed.

6. IMPACT OF CLNG DEAL

Under the recently awardéd CLNG venture, CNOOC will be entitled to a
percentage, currently ~5%, of NWS expectation reserves, which will be
divested egually from the current six NWS JV partners. Upon
finalisation of this contract, and subsequent payments for the

“equity, SDA will be required to reduce its proved reserves booking by

the appropriate percentage.. Currently this approximates to a
reduction of ~0,2 Tscf Shell direct share proved reserves.

E
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APPENDIX 2  Extract £rom  EP-2001-1100 -
Requirements for commercial maturity for reserves
bookings ' :

2.3.3 Commercially Mature .

A commercially mature project is . commercially viable over a
sufficiently large portion of. the range of possible scenarios that -
reflect the remaining resource uncertainties as well as the remaining
commercial uncertainties, including the availability of markets (see
below). The definition of what constitutes ‘a sufficiently large
portion’ may vary from case to case but it does require the project
NPV for the proved reserves scenario to be positive for appropriate
commercial criteria. It is also likely to include an assessment of
the capital exposure in case of project failure due to adverse
‘resource realisations. The selected range of scenarios should Dbe
documented and auditable.

'2.3.4 Market availability

An essential requirement for commercial maturity is also that a
market must be available or reasonably expected to be available for
the hydrocarbon products. For oil and NGL this means at least the
(expected) availability of a pipeline to a shipping terminal or other
outlet (e.g. a refinery). For gas this means an expectation that
access to a gas market will be available, i.e. the gas must be:

1. contracted to sales; or ’

2. considered .as reasonably certain of being sold based on a
reasonable expectation of the availability of markets, along
with transportation/ delivery facilities that are in place; or

3. whilst not firmly planned, have been earmarked for future
development and hence may reasonably be anticipated to be sold
based upon expectation of availability of markets and project
financing. ' ‘ i

For -major gas projects critically depending on new gas market
capture, reserves booking should in principlé be deferred until
agreements have been signed, generally at or around project sanction
(FID) .

fThe condition of marketability to gas reserves also applies to the
NGL products of a non-associatéd gas project. If the gas market is
not matured (or likely to be matured) and the go~ahead of the- project
is still uncertain, neither the gas reserves nor the NGL reserves can
be booked.

2.3.5 Commercially Viable

A scenaric is . commercially viable if the NPV is expected to be
positive under the applicable {or expected) terms and conditions for
the acreage and for the current advised Group reference criteria for
commerciality. ’

2.3.6 Economically Viable

2 project is eéconomically viable if the expected NPV under the
applicable terms and conditions for the acreage exceeds the
separately advised Group project screening criteria or if the project
has already been approved by shareholders. Projects generally have to
demonstrate economic viability in order to obtain investment approval
{See Ref. 13). '
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