file:///C)/Documents¥%20and%20Setti ngs/dausti n/Desktop/Deposition%20Transcripts/103006rsidle.txt
Case 3:04-cv-00374-JAP-JJH  Document 364-9  Filed 10/10/2007 Page 1 of 295

0001

2 INTHEUNITED STATESDISTRICT COURT
3 DISTRICT OF NEW JERSEY

R REEEEEEEEEEREER e X
5 InRe: ROYAL DUTCH/SHELL TRANSPORT Civil Action No.
6 SECURITIESLITIGATION. 04-3749 (JAP)
7 Consolidated Case
8 X
9
10 October 30, 2006
10:00 am.
11 Volume 1
12
13
14 Videotaped Deposition of RODNEY

15 SIDLE, held at the offices of LeBoeuf Lamb

16 Greene & MacRae LLP, 125 West 55th Street, New
17 York, New York, before Frank J. Bas, a

18 Registered Professional Reporter and Notary

19 Public of the State of New Y ork.

20

21

22

23

24

25

0002

1

2 APPEARANCES

3

4 BERNSTEIN LIEBHARD & LIFSHITZ LLP
5 Attorneysfor Lead Class Plaintiff

6 10 East 40th Street

7 New York, New York 10016

8 BY: TIMOTHY J. MacFALL, ESQ.

LAURA HUGHES, ESQ.

9 LESLIE DAVID, ESQ.
REBECCA COHEN, ESQ.

10 JEFFREY HABER, ESQ.

11

12

file://IC|/Documents¥%20and%20Settings/daustin/Desktop/Deposition%20T ranscripts/103006rsidle.txt (1 of 143)9/18/2007 4:00:28 PM



file:///C)/Documents¥%20and%20Setti ngs/dausti n/Desktop/Deposition%20Transcripts/103006rsidle.txt

Case 3:04-cv-00374-JAP-JJH  Document 364-9 Filed 10/10/2007

13 DEBEVOISE & PLIMPTON LLP
14 Attorneysfor Royal Dutch/Shell Transport
15 and The Witness
16 555 13th Street, N.W.
17 Washington, D.C. 20004
18 BY: COLBY SMITH, ESQ.
DAVID C. WARE, ESQ.
19
20
21 EARL D. WEED, ESQUIRE
22 Senior Litigation Counsel
23 Shell Oil Company, Litigation Department
24 910 Louisiana, OSP 4836
25 Houston, Texas 7701
0003
1
2 APPEARANCES(Cont'd):
3
4 LeBOEUF LAMB GREENE & MacRAELLP

5 Attorneysfor Roya Dutch/Shell Transport
6 1875 Connecticut Avenue, Northwest
7 Washington, D.C. 20009

8 BY: RALPH C. FERRARA, ESQ.

9

10

11 HUGHESHUBBARD & REED LLP

12 Attorneysfor PriceWaterhouseCoopers

13 One Battery Park Plaza

14 New York, New York 10004-1482
15 BY: SAVVASA. FOUKAS, ESQ.
16

17

18 HOGAN & HARTSON, LLP

19 Attorneysfor KPMG Accountants NV

20 875 Third Avenue

21 New York, New York 10022

22 BY: NICHOLASW.C. CORSON, ESQ.
23

24

25

0004

1

2 APPEARANCES((Cont'd):

Page 2 of 295

file://IC|/Documents¥%20and%20Settings/daustin/Desktop/Deposition%20T ranscripts/103006rsidle.txt (2 of 143)9/18/2007 4:00:28 PM



file://ICJ/Documents¥20and%20Setti ngs/daustin/Desktop/Deposition%20T ranscripts/ 103006rsidle.txt
Case 3:04-cv-00374-JAP-JJH  Document 364-9  Filed 10/10/2007
3

4 FOLEY & LARDNERLLP
5 Attorneys for Judith Boynton

6 777 East Wisconsin Avenue

7 Milwaukee, Wisconsin 53202-5306
8 BY: REBECCA E. WICKHEM, ESQ.
9

10

11 MAYER BROWN ROWE & MAW

12 Attorneysfor Sir Philip Watts

13 1909 K Street, N.W.

14 Washington, D.C. 20006-1101

15 BY: AIMEE LATIMER, ESQ.
AKRIVI MAZARAKIS, ESQ.

16

17

18

19 ALSO PRESENT:

20 NICO MINERVA, Grant & Eisenhofer

21 MICHAEL DRENKALO, Videographer

22

23

24

25

0005

1

2 VIDEOGRAPHER: We're now recording
3 on the record. My nameis Michael

4 Drenkalo, certified legal video specialist

5 for LegalLink, our addressis 420 Lexington
6 Avenue, New York, New York. Today is
7 October 30, 2006. Thetimeis

8 approximately 10:04 am. We're at the

9 offices of LeBoeuf Lamb Greene & McCrae,
10 125 West 55th Street, to take the

11 videotaped deposition of Rodney Sidlein
12 the matter of Royal Dutch/Shell Transport
13 Securities Litigation, United States

14 District Court, District of New Jersey,

15 Civil Action Number 04-3749 (JAP).

16 If counsel will please introduce

17 themselves for the record, our court

18 reporter Frank Bas of Legalink will swear
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in the witness.

MR. MacFALL: Timothy MacFall,
Bernstein Liebhard & Lifshitz, for
plaintiffsin the class.

MS. HUGHES:. LauraHughes, Bernstein
Liebhard & Lifshitz, on behalf of the lead
plaintiff.

MS. COHEN: Rebecca Cohen, Bernstein
Liebhard & Lifshitz, on behalf of the
class.

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

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

MR. CORSON: Nicholas Corson, Hogan
& Hartson, for KPMG Accountants NV.

MS. MAZARAKIS: Akrivi Mazarakis,
Mayer Brown Rowe & Maw for Philip Watts.

MS. LATIMER: Aimee Latimer, Mayer
Brown Rowe & Maw, for the plaintiff Philip
Watts.

MS. WICKHEM: RebeccaWickhem, Foley
& Lardner LLP, on behalf of defendant
Judith Boynton.

MR. WARE: David Ware, Debevoise &
Plimpton LLP, on behalf of corporate
defendants and Rod Sidle.

MR. WEED: Earl Weed, in-house,

RODNEY SIDLE
Shell.

MR. SMITH: Colby Smith from
Debevoise & Plimpton LLP on behalf of the
two corporate defendants, Royal Dutch
Petroleum and Shell Transport & Trading,
and for the witness.

MR. FERRARA: Ralph Ferrara, LeBoeuf
Lamb. I'm here for the two corporate
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defendants, Royal Dutch/Shell and Shell

Transport & Trading, aswell asMr. Sidle,
who is our witness today .
RODNEY SIDLE,

called as awitness, having been duly

sworn by a Notary Public (Frank J. Bas),

was examined and testified as follows:
EXAMINATION
BY MR. MacFALL.:

Q. Good morning, Mr. Sidle. We met a
few moments ago. My nameis Tim MacFall and I'm
going to be asking you a few questions today and
part of tomorrow in connection with the
litigation pending against Shell.

| just want to cover afew ground
rules. I'm sure your counsel has already
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RODNEY SIDLE
discussed it with you, but it will make things
probably alittle bit easier going along.

Even though the deposition is being

video recorded, it is also being
stenographically recorded. In order to have a
clear record, we need you to answer audibly and
verbally to each of the questions. Okay, sir?

A. Yes |will.

Q. Thank you. If a any point during
the deposition you would like to take a break or
confer with counsel, just let me know and I'm
sure we can accommodate you.

A. Very good.

Q. Mr. Sidle, have you ever had your
deposition taken before, sir?

A. Yes | have.

Q. Wasthat in connection with this
litigation?

A. (Noresponse)

Q. Withdrawn.

Was that in connection -- was that a
deposition conducted by the SEC in connection
with Shell?

A. Thatisoneof them. Yes.

0009
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RODNEY SIDLE

Q. Okay. Could you please describe for
me very briefly the other occasionsin which you
had your deposition taken?

A. I'veaso been awitnessfor Shell
in two different tax litigations. | had my
deposition taken and testified in one of those.

Q. Doyou recall approximately how long
ago that was?

A. Onewastwo weeks ago, and one was
about ten years ago.

Q. Okay. Thiswill probably be old hat
for you then.

Mr. Sidle, would you please describe

for me your education, beginning with college?

A. Yes. | wenttothe University of
Akron in Ohio, and | graduated with a BS degree
in chemical engineering in 1974.

Q. Areyou currently employed, sir?

A. Yes | am.

Q. By whom are you employed?

A. I'memployed by Shell International
E&P Inc.

Q. What position do you hold with
Shell?
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RODNEY SIDLE
A. Mytitleissenior reserves
consultant.
Q. How long have you held that
position, sir?
A. Since 2004.
Q. Couldyou please briefly describe
for me your duties and responsibilities as a
senior reserves consultant?
A. Yes. | provideadviceto the E&P
line organization on matters of reserves
determination, training, instructions, like
guidance documents, guidelines, rules, that sort
of thing, aswell as reviewing proposed reserve
changes and then giving my recommendations to
the E& P reserves committee for their final
decision.
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Q. Could you please describe for me

what E& P refers to?

A. Yes. That'san arm of the Shell
organization that is exploration and production.
Q. Did the position that you currently

hold exist prior to 2004?
A. No, it did not.
Q. Wasthat position created as a
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RODNEY SIDLE
consequence of Shell's recategorization of
certain of its reserves?

MR. SMITH: Objection to form.

A. The position was created because
Shell chose to change the way it was managing
its reserves data collection and instructions to
the business, and as aresult an expanded
organization was put in place, and | was part of

it.

Q. Thank you, sir. How long have you
been employed by Shell?

A. Thirty-two years.

Q. Thismay take awhile, but if we
can, could you please briefly describe for me
your employment history with Shell?

A. Yes. After graduating from college
in 1974 | started in atraining assignment with
Shell Oil Company in our California office,
where | went through the training program and
served as a production engineer.

In 1976 | transferred to Houston and
became areservoir engineer. | wasin Houston
In various reservoir engineering and reservoir
engineering supervisor positions until 1982. |
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oO~NO Ol h WNPE

RODNEY SIDLE

served in the Shell Oil E& P corporate office for
ayear in economics.

Thenin 1983 | transferred to
Bakersfield, Californiain aleadership
position, | served in several management roles
in Californiafor the subsidiaries -- several
subsidiaries that were there at thetime, in
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E&P.

| then, in 1990, returned to Houston
into the Shell Western organization that handled
onshore operations. | served -- strike that.

In 1990 | returned to the Shell E& P
corporate office in Houston in planning and
economics, and was there until about '93 or '94,
and then | went to the Shell Western E& P
offices, al'so in Houston, and served therein a
variety of positions.

In 1999 | became the reserves
manager for Shell Oil Western, which by that
time had consolidated, it was Shell E& P Company,
or SEPCO, which was al of the USE&P
operations.

And then in late 2003 | was
essentially seconded to Shell E&P Inc.
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RODNEY SIDLE
And in 2004 took on an official
position in Shell E& P Inc. as senior reserves
consultant.

Q. With respect to the 2003 time period
when you were seconded to E& P Inc., what
position did you hold at that time, sir?

A. | wasareserves manager for SEPCO,
the Shell Oil E&P arm.

Q. | believeyou said that SEPCO was
the US operations of Shell. Isthat correct,
Sir?

A. Itwasthe US portion of the
exploration and production operation of Shell.

MR. SMITH: Tim, your question

raises something. Sometimes you say at the

beginning of the depositions, but we didn't
hear, which is the convention of using the
name " Shell."

| think Mr. Sidle, because he comes
from the US operation, sometimes uses the
words "Shell Qil," and just so the record

Is clear, Rod, when you say Shell oil, are

you referring to the US entity, or are you

referring to the group as awhole?
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1 RODNEY SIDLE

2 THE WITNESS: When | refer to Shell
3 Qil, that isthe US entity that is Shell

4 Oil Company. And when | refer to the

5 international operations, I'll say Shell

6 International, I'll say the Group, or I'll

7 say Royal Dutch Shell.

8 MR. SMITH: If you don't mind. |

9 just wanted that to be clear for the

10 record.

11 MR. MacFALL: No, | appreciate that,
12 and in order to help keep the record clear,
13 although | have not been doing so in prior
14 depositions, | will endeavor to refer to

15 the international organization asthe

16 Group.

17 MR. SMITH: Thank you.

18 BY MR. MacFALL:

19 Q. Wasthere atime when SNEPCO made
20 periodic filings with the Securities and

NDNDNDN
rOWDNPRE

25

Exchange Commission?

A. I'mnot sure | understand your
guestion, because you said "SNEPCO," which is
Shell Nigeria, and | had no connection with them
at that time.
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RODNEY SIDLE

Q. Thankyou. I'msorry. Wastherea
time when SEPCO made periodic filings with the
Securities and Exchange Commission in the United
States?

A. SEPCO wasasubsidiary of Shell Oil
Company. Shell Oil Company did make filings,
both as a listed member of the Stock Exchange
until 1984, and then continuing after that until
all Shell Oil specific debt, which caused them
to be SEC registrants, while that was still in
existence.

Q. Do you recall when that debt was no
longer in existence? Approximately.

A. It was 2000, plusor minus afew
years. Late'90s, early 2000. Somewherein
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that period.

Q. Atthetimethat you became the
reserves manager for SEPCO, was Shell Oil still
making periodic filings with the SEC?

A. Yes

Q. Wereyou involved in that process?

A. Let medescribe my involvement. As
the reserves manager, | had the responsibility
to train the staff, to give them guidance, to

0016
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RODNEY SIDLE
review their work, to make sure it met the
requirements for compliance. And then the
result of that data was provided two places:
Oneto our financial organization within SEPCO,
Shell Qil, and also on to Royal Dutch/Shell,
each of whom used it in their filings.

Q. With regard to your responsibilities
in training staff, | believe you indicated that
you were responsible for ensuring compliance.
Compliance with what, sir?

A. Withregard to reserves -- and this
isagood place to introduce the term. My
background is as an engineer and a scientist, so
when | say the unmodified term "reserves,"
that's with alower case R, and it generically
means what it would to an engineer or a
scientist. It means the future production from
some project or field, without specification as
to any particular agency or entity that might
add additional requirements to what that entity,
called "reserves," might be.

When | refer to "proved reserves,”
or "SEC reserves," then | refer to those
reserves that fit the criteria that have been

0017
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RODNEY SIDLE
provided by the SEC, and in the cases of Shell,
then interpreted as to what those mean so asto
meet those SEC standards.
| also may refer to "probable" or
"possible” or "expectation” reserves. But the
unmodified term reservesis a generic one to me,
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and | would ask to make clear our

communications, if you mean proved reserves or
SEC reserves, we use that modified term, and if
you just have a generic question about the
technical concept, the reserves, then the
unmodified term works.
So now back to your question. What

| reviewed was the filings of "proved," SEC
reserves to make sure that, to the best of my
knowledge, they were in line with the guidance
of the SEC and Shell's requirements for those
proved reserves. And that's Shell Oil Company's
at that time. SEPCO.

Q. | takeit from your testimony that
you have an understanding, obviously, of the
term proved reserves. Right?

A. |do.

Q. Could you please describe for me

0018
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RODNEY SIDLE

what the term proved reserves means, as best you
can, generally?

A. I'll respond with a conceptual
description.

Q. That'sfine.

A. Rather than reading you Regulation
S-X 4-10(a).

Essentially what proved reserves
means are those reserves which will be produced
in the future with very high confidence that at
least that number, or more, will be produced,
and therefore there is reasonabl e certainty that
the volume that is associated with proved
reserves is going to be produced.

Q. Isthat your present understanding,
or your present summary of -- let me try that
again.

|s that a summary of your present
understanding of proved reserves?

A. Yesitis.

Q. Didyou have an understanding of
that term prior to 19997?

A. Yes
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Q. Wasyour understanding of the term

0019

=
FPBhoo~v~oohrwnpk

NNNNRPRRRRRERRR
WNPRPOOWONOOUDNWN

24
25

RODNEY SIDLE
proved reserves, prior to 1999, different in any
way from the summary you just provided?

A. That summary isavery genera one,
and reflects my understanding throughout the
period that |'ve been associated with proved
reserves.

Q. Inyour testimony you referred to
the SEC regulation that embodies Rule 4-10. Are
you familiar with that rule, sir?

A. Yes. |readitbefore.

Q. Doyou recall thefirst time you
read that rule, approximately?

A. No, actually | don't.

Q. Wereyou familiar with therule
during the time you were responsible for
training and reviewing proved reserves at SEPCO?
And I'm specifically referring to the 1999-2000
time period.

A. Yes

Q. You aso used the term "reasonable
certainty."

Could you please explain for me your
understanding of that term?

A. Inagenera sense, it means

0020
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RODNEY SIDLE
something of very high confidence. A value that
is highly likely to be either matched or
exceeded. It's consistent with the instructions
that I'm aware of that say that reserves that
are reasonably certain, proved reserves are much
more likely to increase over time as new datais
available than to decrease.

Q. Doesyour testimony reflect your
current understanding of the term "reasonable
certainty"?

A. My testimony today reflects my
current understanding. Yes.

Q. Doyou recal if you had an
understanding of that term "reasonable
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certainty” prior to 1999?

A. Yes, | had an understanding of it.

Q. Doyourecdl if your understanding,
prior to 1999, differed in any way from your
current understanding of that term?

A. |think it'sabit clearer now
exactly what the SEC means with the guidance
they've provided, where the terminology much
more likely to increase than decrease over time
was added, and that was March of 2001.

0021

25

RODNEY SIDLE
The general concept of being volumes

of high confidence has been the same throughoui.

Q. Withregard to the guidance that you
stated that the SEC issued in March of 2001, do
you recall how that guidance was disseminated by
the SEC?

A. Yes. That guidance was placed on
their website.

Q. Areyou familiar with the terms
"technical maturity” and "commercial maturity”
asthey relate to proved reserves?

A. Yes, | am.

Q. Breaking it down, with regard to
technical maturity, could you please explain for
me your understanding of that term, sir?

A. Yes. Technica maturity relatesto
the definition of the volumes that one would
expect to produce from a project, where that
project is sufficiently defined to know where
the wells will be placed, how they will be
drilled, how they will be completed, the
elements of the operation that will be the
development and the production, aswell asa
subsurface description of the resource that will

0022
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RODNEY SIDLE
be developed, things like the extent of the
reservoir, the thickness of the reservoir, the
types of fluid that it contains, a variety of
factors like that.
When you have the two of those

Page 13 of 295

file:///C)/Documents¥%20and%20Setti ngs/daustin/Desktop/ Deposition%20Transcripts/103006rsidle.txt (13 of 143)9/18/2007 4:00:28 PM



file://ICJ/Documents¥20and%20Setti ngs/daustin/Desktop/Deposition%20T ranscripts/ 103006rsidle.txt

Case 3:04-cv-00374-JAP-JJH  Document 364-9 Filed 10/10/2007

7 together, then you have atechnically mature

8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

opportunity.

Q. Could you please describe for me
your understanding of the term "commercial
maturity"?

A. Yes. Commercia maturity relatesto
other factors, such asthe rightsto produce
that you would get from the owner of the
minerals, that could be a national government,
or inthe US, alessor. It refersto the
economic conditions; in other words, isit
profitable to pursue, are the monies available
to be expended.

It also refersto any other elements
of approvals, be those partner approvals, if you
have a partnership. It could refer to agencies,
governmental or otherwise, that have purview
over the choice as to whether that resourceis
developed. So you may need permits, for

0023
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example, to be able to produce.
It refers, also, to markets. You

need to be able to have an economic opportunity,
you need to have a market into which your
product will be sold, and so the existence of
those markets, or any infrastructure needed to
deliver that product to market, is part of
commercial maturity.

Q. Didyou have an understanding of the
term technical maturity back in 19997

A. | wasfirst introduced to it about
that time frame.

Q. Okay. Could you describe for me,
briefly, how it was that you were introduced to
that concept at that time, sir?

A. Yes. Oneof thereasonsthat SEPCO
created the reserves manager position that |
filled in 1999 was to provide a person within
the SEPCO organization who could assist the
organization in adapting to the requirements
that the Royal Dutch/Shell group had at that
time for reporting of reserves, unmodified, and
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other volumes that were less mature than

reserves -- scope for recovery. Those were both
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RODNEY SIDLE

certain of the definitions that Royal
Dutch/Shell used, as well as several of the
categories that they had in identifying resource
volumes were unfamiliar to the US, and so in
that position | needed to become familiar with
the group rules and categories and practices to
be able to harmonize those with what SEPCO did.

Q. Theterm "technical maturity," was
that a-- withdrawn.

The concept of "technical maturity,"
was that a concept that was embodied in the
group as opposed to the SEPCO guidelines at that
time?

A. The concept was present in both
places. Theterm itself wasonly used in the
group.

Q. With respect to commercial maturity,
were you familiar with that term prior to 1999?

A. No, | wasnot.

Q. Andwhenisit that you first became
familiar with that term, sir? Well, let me ask
in order to save time. Wasthat in the same
context in which you became familiar with the
term "technical maturity"?

0025
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RODNEY SIDLE

A. Yes itwas.

Q. Wasthe concept of commercia

maturity -- withdrawn.

Prior to 1999 did SEPCO have
guidelines with regard to the booking of proved
reserves?

A. Yes, they did.

Q. Werethose guidelines distinct from
any group guidelines concerning the booking of
proved reserves?

A. Yes, they were.

Q. Did the SEPCO guidelines concerning
the booking of proved reserves embody the
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concept of commercial maturity in or about 19997

A. The concept, yes, to the extent that
it applied to the situation of US-based
operations.
L et me give you an example.
Internationally thingslike LNG
facilities or production sharing contracts,
PSCs, are elements of commercial maturities that
simply had no meaning within the US. So the
concept was there, but not to the extent that
you deal with it in an international setting.
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RODNEY SIDLE

Q. Couldyou give me an example of the
applicability of the concept of commercial
maturity in a US setting?

A. Yes Yes InaUSsetting you
would need to have alease, or fee, or some
legal right to have access to potential
reserves. So that's consistent with the
agreements that are needed.

Y ou aso would need to have an
economic opportunity, one that shows that it'sa
profitable investment. And that's another
example of an element of commercial maturity.

Q. Under the SEPCO guidelines
concerning the booking of proved reserves that
existed in or about 1999, were there specific
criteria applicable -- withdrawn.

With regard to the SEPCO guidelines
concerning the booking of proved reserves as
they existed in or about 1999, were there any
criteriathat had to be satisfied with respect
to technical and commercial maturity before
reserves could be booked as proved?

MR. SMITH: Objection to form.

A. Yes. The--theruleswe had at the

0027
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RODNEY SIDLE
time listed the appropriate practices and
methods for determining proved reserves, and
contained requirements such as, as| just
mentioned, an economic assessment of the
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opportunity to show that it was commercial.

Q. Did those criteriadiffer, depending

upon the size of the project involved?

A. They didindirectly, in that Shell's
business processes for demonstration of
commitment and securing funding, what's now
called FID, or sanction, were different for
different sized opportunities.

An example. A deepwater development
using atension leg platform, TLP, which could
cost a billion or more dollars, had a different
process in our approval system for sanction and
securing funding than a $200,000 well that was
the 85th well being drilled in afield where
there were 84 and there were likely another
fifteen to go. It had a process, but there were
different processes.

And so in one case we had avery
rigorous examination before a unique billion
dollar investment was made. In another case, if
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RODNEY SIDLE

it was a continuation of ongoing operations and
there was a track record of drilling profitable
opportunities, and there wasn't the major event
that was the approval process for avery large
Investment, within our standard system, we
didn't create one. We ssimply went with the
standards that were in our approval system. So
since those standards were somewhat different,
yes, indirectly, that then caused the reserve
requirements to be somewhat different.

Q. | believe you used the term "final
investment decision” in your testimony just now.
Could you explain for me what that is, sir?

A. Yes. Fina investment decisionis
the point at which a proposed project of a
certain magnitude goes to the approving
authorities. For very large ones that would be
the board, and that project is endorsed and the
release of funds to execute the project is
decided and granted.

Q. Under the SEPCO guidelines that
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existed in or about 1999, was FID required prior

to the booking of proved reservesfor large
projects?
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RODNEY SIDLE

A. Yes itwas.

Q. WasFID required for, for lack of a
better term, smaller projects?

A. FID didn't, initself, existin the
same way for smaller projects, therefore you
couldn't useit as the standard. Smaller
projects were reviewed within the context of an
annual budget, and once they were agreed to in
the budget, and the funding was then delegated
down into the organization to an appropriate
level, the equivalent of an FID then became what
is called an AFE, authority for expenditure.

Those typically occur immediately
before the drilling is done, and so they don't
have the period between a budget approval and
actual drilling of awell as FID may have with
the start of avery large project.
The equivalent that was used for

small project was the approval in the budget.

Q. Thank you. | believe you stated,
and | could be wrong, that the reserves manager
position that you held in '99-2000 was created
in order to have SEPCO adapt to the group
guidelines. Isthat correct, sir?
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RODNEY SIDLE
A. Therewere multiple reasons. That
was among them.
Q. Justto clarify, wasthere an effort
to have SEPCO fully adopt the group guidelines
in or about 1999-20007?
A. That was not theinstruction | was
given. | was given theinstruction to look at
the group requirements, to fully satisfy them,
but to do so by fitting the SEPCO rules within
the flexibility that was alowed by the group
rules, which athough SEPCO used deterministic
methods which did not -- was not the dominant
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method across the group, was certainly allowed

within the context of the group rules, and so
the harmonization that | was doing was to fit
the SEPCO rules within what the group allowed.

Q. | takeit then as part of that
process, you obviously reviewed the group rules
asthey existed at that time. Correct?

A. Yes | did.

Q. With respect to -- withdrawn.

Did the group guidelines provide a

process for the booking of proved reservesin or
about that time period, 1999-20007?
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RODNEY SIDLE

A. Could you explain what you mean,
"process'?

Q. I'll rephrase the question. Did the
group guidelines include criteria governing the
booking of proved reserves?

A. Yes, they did.

Q. Didyou have occasion to compare the
group criteria governing the booking of proved

reserves to the SEPCO guidelines concerning the
booking of proved reserves --

A. Yes

Q. --inor about 1999-20007?

A. Yes | did.

MR. SMITH: Let him finish his

questions.
BY MR. MacFALL:

Q. Doyourecdl if the group
guidelines required that large projects reach
FID prior to the booking of proved reserves, in
or around -- in or about the 1999-2000 time
period?

A. Asl recal, they did not.

Q. Did the group guidelines have
criteriagoverning -- withdrawn.
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RODNEY SIDLE
Were there other criteria specified
in the group guidelines with regard to the
economic status of a project and the booking of
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proved reserves?

MR. SMITH: Objection to form.
A. I'm--you say "other,” and I'm not
sure what other -- beyond what?

Q. Other than FID.

A. Ah, thank you. The group defined
the term "commercia maturity," which embodied a
variety of elementsthat were required to reach
commercial maturity, and the requirement was
that commercial maturity be achieved. That
included instructions around the status of
commitment and funding for projects.

Q. Would the commercia maturity
criteria of the group guidelines be satisfied by
aproject reaching FID?

A. Yes

Q. Areyou familiar with the term
"value assurance review"?

A. Yes | am.

Q. Could you please describe for me
what that is, sir?
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RODNEY SIDLE
A. Yes. Shdl instituted a program --

Royal Dutch/Shell instituted a program called
Value Assurance Review in which senior members
of the business organization -- business and
technical organization were brought together as
areview teamto look at proposed projects and
provide an outside-view on their readinessto
proceed to the next level of maturity in
progressing until ultimate approval and
execution. There were several levelsthat were
involved.

And that review then provided
guidance to the business as to whether a project
was ready to go through a stage gate into the
next type of operation to continue its maturity.

Q. Doyourecdl if the group
guidelinesin existence in or about 1999-2000
permitted a project that had not passed a VAR 4
review to book proved reserves?

A. Yes, | recall.
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Q. And could you please explain for me

if the group guidelines did in fact permit the
booking of proved reserves for projects that had
not passed the VAR 47
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A. Atthat timethey did not.

Q. Didthere come atime when that
changed?

A. Yes

Q. Do you recall approximately when
that was, Sir?

A. Therewasaprogression of changes
to the group guidelines that involved references
to different VAR, value assurance review, levels
that occurred from that period to, well, the
early 2000 period.

Q. Could you describe the nature of the
changes in connection with the value assurance
reviews?

A. Ingenera termsthey began making
reference to those reviews as an indicator of
maturity, and of commitment, and the level that
was required changed throughout that period.

Q. Could you describe for methe
various levels required? Withdrawn.

When you say the level required
changed throughout that period, are you
referencing the level of VAR review that needed

25 to be passed? Isthat correct, sir?

0035

1 RODNEY SIDLE

2 A. Yes | am.

3 Q. Didthat level increase or decrease
4 throughout that period?

5 A. It started by first being

6 referenced, and then it increased. | think the
7 first | remember seeing relatedtoaVAR 3,
8 whichat aVAR 3level you would have pretty
9 much fully completed the technical maturity

10
11
12

elements of assessing the reservoir, and
developing a plan by which it would be
developed. Later commercia elements that were
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typically looked at after that assessment were

made were brought into the picture by requiring
aVAR 4. And VAR 4 FID are approximately the
samething. So they aren't the same events, but
they typically occur at about the same time, so
areferenceto FID, or VAR 4, isessentidly a
reference to the same status of a project.

Q. Doyou recall when it was that you
first saw areference to VAR 3 in connection
with the booking of proved reserves under the

23 group guidelines?

24 A. Hm-mm.

25

0036

1 RODNEY SIDLE

2 (Pause in the record.)

3 _—

4 A. | don't remember the exact year. It

5 would have been in the early 2000 time period.
6 Q. Just solI'mclear, did that

7 reference indicate that it was permissible to

8 book proved reserves after aVAR 3, under the
9 group guidelines?

10 MR. SMITH: Objection to form. Are
11 you still asking about when he first saw
12 It? It sort of progressed over time. |

13 think we need atime frame to be clear.

14 MR. MacFALL: Sure. I'm talking

15 about the time that he first saw it. Yes.

16 A. Could you repeat the question,

17 please?

18 Q. Sure. Thereferencetothe VAR 3
19 that you indicated you saw in connection with

20
21

the booking of proved reserves under the group
guidelines, did that reference indicate that it

22 was permissible to book proved reservesif a
23 project had passed VAR 3?

24 MR. SMITH: Objection to form.

25 A. Itwas-- | don't remember exactly
0037

1 RODNEY SIDLE

2 what theword said at the time. It'simportant

3

to understand that when we're talking about
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individual qualifiers, that we don't become

confused that that isthe only element that is
ever looked at to determine whether aproject is
in or out of proved reserves. So I'll caution
you, as | do my students, that when you're
asking about any one element, please remember
that it's within the context of all other

elements being fully satisfied, so that that's

the only issue that remains.

The description of VAR 3 was put
within the context of commercial maturity, and
that's away to demonstrate a certain level of
maturity. It wasn't necessarily the only way.
And that's put within the broader context of
reasonabl e certainty.

So I'm qualifying to make sure
you're aware that that was an element of it, but
that's by no means the only element that was
considered.

Q. And]I just want to make sure |
understand. And | believe that | do.

But if other elements were
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RODNEY SIDLE

satisfied, am | correct that a project having

passed VAR 3 during this time period, when you
first saw referenceto it in connection with the
guidelines, would -- the passage of the VAR 3
would support afinding of commercial maturity

in order to book proved reserves?

A. | would need to go back and look at
the guidelines at that time just to be sure.
Q. You said that changed over time.
Did there come atime when aVAR 4 was required
in order to book proved reserves, in connection
with a project under the group guidelines?
A. Yes. Asl mentioned, VAR 4 is

essentially the same as FID, and through the

years, and through the implementation of the VAR
process, which is an important el ement of this,
itdidgotoaVAR 4 FID level for major

proj ects.

In part, because when the concept
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was first introduced into the requirements the

VAR process was hew, and so many projects hadn't
even qualified to be part of the VAR process.

Asit wasinstituted across more and more of the
group projects, then you had a greater pool of
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RODNEY SIDLE
projects that had actually been through the
process, and that milestone became a more
important indicator of project maturity.

Q. Do you recall approximately what
year it became a more important indicator of
project maturity?

A. Again, thiswas going on through the
early 2000 period.

Q. Atthetimethat you first saw a
reference to VAR 3 in connection with the
booking of proved reserves, and the guidelines,
did SEPCO continue to utilize its own guidelines
concerning the booking of proved reserves?

A. Yes, wedid use our guidelines, but
we were able to harmonize those such that we
were within the guidance provided by the group.

Q. Who was responsible for attempting
to harmonize the SEPCO guidelines with the group
guidelines?

A. Largely that was me.

Q. Could you describe the process by
which you attempted to accomplish that
harmonization?

A. Okay. You'veindicated the first

0040
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RODNEY SIDLE

step, and that is simply read them, and then
talk to the people that understood them within
the group, who typically was the reserves
coordinator, so that | had a good understanding
for what those words meant and how they were
administered. Then | looked at our own
processes to see where the things we were doing
either exactly aligned with, or Shell practices
were within what was allowed by the group. |
looked at places where there might have been
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some issues of difference and then tried to

resolve those.

Q. Do you recall who at the group you
spoke to, what individual you spoketoin
connection with your effort to harmonize the
SEPCO guidelines and the group guidelines?

A. Yes. When that first started, the
reserves coordinator was Remco Aalbers.

Q. Didyou actually speak with
Mr. Aabers or was your primary communication by
e-mail, or some other form?

A. Both.

Q. | redlize this was some time ago,
but do you recall asyou sit here today any
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RODNEY SIDLE
specific areas where the group guidelines
differed from the SEPCO guidelines?

A. Yes. Yes Two specific examples
come to mind. One was a place where the group
guidelines on royalty were written for the
international -- meaning outside the US --
situation where the resources were always owned
by a host government, and then the concept of

royalty in that type of outside-the-US setting
lent itself to claiming the royalty volumes that
were paid in cash to be included in the group
share, because it was simply an alternative form
of taxation and proved reserves are before tax.

When SEPCO began looking at -- when
| began looking at the group rules and applying
them to the US, that rule was not correct. In
the US, because we have the unique concept of
volumes being owned in the ground by private
parties, not just the government, the rules,
FASB and SEC, specify that reservesin the
ground owned by others could not be called part
of the company's share of reserves.

So that was a place where the group
rules had not anticipated the unique nature of

0042
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RODNEY SIDLE
resource ownership that existed in the U.S. And
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so there was a requirement for me to document

that and get the group rules changed to allow an
exception for US, and as it turns out Canada
also, those places where that general
International/national government ownership
situation did not apply. That was one where the
group rules needed to change.

Another was where the SEPCO rules,
which grew up with operationsin the Gulf of
Mexico, allowed for volumes that were behind the
pipe. Now, what that meansis you have several
stacked layers, much as the pancakes | ate this
morning, that each contained oil and gas, and
you drew awell through them and you typically
start by depleting the bottom reservoir and the
ones above it have not been completed, they're
behind pipe, they're not flowing into the well
bore, and later you come in and complete them by
perforating gun shooting holes in the pipe and
then the upper layers contribute each in their
sequence. Therulesallow, in certain
circumstances, the volume is so penetrated,
they're not producing, to still be called
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RODNEY SIDLE
developed, because the essence of the
development operation, the drilling of the well,
is already complete.

The SEPCO rules were written around
the situation where that occurred in onshore
settings or in very shallow waters of the Gulf
of Mexico where that re-completion operation was
very trivial, in terms of both cost and effort,

and so it allowed any reserves behind pipe to be
classified as devel oped.

The group rules at the time
recognized that in some cases, that
re-completion could be very significant, both in
terms of its operation, or in terms of its cost,
and therefore put aqualifier on what could be
behind pipe, both in terms of practical
operation, do you need to put arigonit, or in
terms of cost -- 10 percent of the cost of a new
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well

At the time | waslooking at those
regulations and comparing SEPCO's positions with
Royal Dutch, we were in the midst of developing
deepwater Gulf of Mexico fields, which had a
very different character than the shallow
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RODNEY SIDLE
fields, and did require a significant operation
to get on the well, to recompl ete the behind
pipe volumes. So in that case my recommendation
was that we change the SEPCO rules to align with
the group practices, because the group's
practices better fit the situation that SEPCO
then had in its operation.
Q. Werethose guidelines regarding
volumes behind the pipe in fact changed?
A. Yes, they were.
Q. With respect to the prior issue that
you discussed, the payment of royalties, were
the group guidelines modified to make allowances
for the United States and Canada?
A. Yes, they were.
Q. Doyourecdl if during this process
you had any discussion with Mr. Aalbers or
others at the group concerning SEPCO relaxing
its requirement that large projects reach FID
before proved reserves were booked?
A. | recall some general conversations
about that. Yes.
Q. Do you recall who you had those
conversations with?
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RODNEY SIDLE

A. Oh, I'msurel had them at |least
with Remco. | know | had them with several of
the managers within SEPCO also.

Q. With regard to any conversations
that you might have had with Mr. Aabers, do you
recall the substance of such talks?

A. No, | don't.

Q. Wasthere an effort by the group to

have SEPCO liberalize its requirements
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concerning commercial maturity and the booking

of proved reserves?

MR. SMITH: Objection to form.

A. I'mnot sure what you mean by the
word "liberalize."

All'l can say is| worked with Remco
to have a harmony between what SEPCO did and
what the group required so that we were within
the flexibility of what the group allowed.

Q. Didyou have an opinion asto the
stringency of the SEPCO guidelines versus
out-of-the group guidelines in or about 1999 or
2000?

MR. SMITH: Objection to the form

and foundation.

0046
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RODNEY SIDLE
A. Itwascertainly easier -- it was
easy to note that the SEPCO guidelines gave to
me clearer guidance as to how exactly to
determine proved reserves. When | looked at the
group guidelines, there were elements of what
was included in there that were things | had
never dealt with before, in an international
setting, as | gave you examples. Production
sharing contracts. A requirement of LNG sales
contracts before you booked gas reserves.
Things that | smply had no basis for ever
touching before.
So | recognize that the group
guidelines covered a much broader range of E& P
situations than what my -- than what | was used
to did.
(Sidle Exhibit 1, document, three
pages, was marked for identification.)

BY MR. MacFALL.:

Q. Mr. Sidle, I'm now flinging a
document previously marked as Sidle Exhibit 1 to
you. Could you take alook at that document,

0047
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RODNEY SIDLE
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2 sir, and tell meif you recognizeit?

3
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MR. SMITH: | object to the flinging
of documents.
MR. MacFALL: Passed with some
vigor. | would note for the record that
the document was produced from the hard
drive, the native drive number document,
identifier number appears at thetopis
0103659522. | would also note for the
record, Mr. Sidle, that you are neither the
author or recipient of the document,
however, it does reference you. So you may
not have seenit.
(Witness reviewing document.)
MR. FERRARA: Isthere apart of
this document that you would like him to
focus on?
MR. MacFALL: My first question was
whether --

BY MR. MacFALL:

Q. Waéll, have you recognize -- do you

recognize this document, Mr. Sidle?

A. I'veseenitinmy preparation for

25 this deposition.

0048
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RODNEY SIDLE
Q. Okay. Beforewe get to specific

portions of the document, do you recall

4 attending an SPE -- withdrawn.

5 Do you know what the SPE is?

6 A. Yes | do.

7 Q. And can you please tell me what that
8 is,g§ir?

9 A. That'sthe Society of Petroleum

10 Engineers.

11 Q. Areyou amember of that society?
12 A. Yes, | am.

13 Q. Wereyou amember of the SPE in
14 1999?

15 A. | probably was. | don't recall for

16 sure.

17 Q. Doyou recal attending the workshop

18 that'sreferenced in this e-mail from
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19 Mr. Barendregt --

20 A. Yes | do.

21 Q. And that would be the SPE workshop
22 on Probabilistic Reserves Assessment?

23 A. Yes

24 Q. Mr. Barendregt, asindicated in this

25 document, also attended that workshop. Do you

0049

1 RODNEY SIDLE

2 recdl that, Sir?

3 A. Yes | do.

4 Q. Doyou recall meeting with

5 Mr. Barendregt during that workshop?
6 A. Yes

7 Q. Directing your attention

8 specifically to thefirst paragraph that appears
9 under the word "Wouter" -- actually, let me ask
10 youthis. I'm sorry.
11 The e-mail is addressed to Wouter
12 Van Dorp. Do you know who Mr. Van Dorpiis, sir?
13 A. No, | don't.
14 Q. Again, now going to that first
15 paragraph, Mr. Aalbers referenced -- I'm
16 sorry -- Mr. Barendregt references the workshop
17 and indicates that he had discussions with you
18 and made some notes following that discussion.
19 Do you recall having discussions
20 with Mr. Barendregt concerning reserves,
21 probabilistic reserves assessment in or about
22 thetime of this workshop?
23 A. | remember meeting Anton and having
24 some brief discussions with him, but | don't
25 remember the substance of any of it.
0050
RODNEY SIDLE

Q. Okay. If you go down --

A. EXxcuseme.

Q. I'msorry. There'sacaption
beneath that first paragraph, SPE Workshop on
Probabilistic Reserves Assessment, if you go
down to the third paragraph, the third full
paragraph that appears under that caption,
Mr. Barendregt references two papers that were

©CoooO~NOOLPA~WNPE

Page 30 of 295

file:///C)/Documents¥%20and%20Setti ngs/daustin/Desktop/Deposition%20Transcripts/103006rsidle.txt (30 of 143)9/18/2007 4:00:28 PM



file://ICJ/Documents¥20and%20Setti ngs/daustin/Desktop/Deposition%20T ranscripts/ 103006rsidle.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 364-9  Filed 10/10/2007
given during that workshop, and says"Apart from

US SEC standards,” and then it continues.

My questionis: Do you recall there
being a presentation concerning US SEC standards
at that workshop?

MR. SMITH: Objection to form.

A. | recal that avariety of reserves
issues had been discussed there, but it's been a
while, and | don't remember exactly what was
discussed.

Q. Okay. If you go down now to the
last paragraph that appears on that page,
beginning with the words "Main differences.”

Do you seethat, sir?

A. |do.

Q. Mr. Barendregt describes"Main

0051
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RODNEY SIDLE
differences between SEC guidelines and the
SIEP/SEPIV guidelines.”
Could you please tell me what SIEP
stands for?
A. SIEPis Shell Internationa
Exploration & Production.
Q. And SEPIV?
A. | believethat's Shell Exploration &
Production International Ventures.

Q. Theguidelinesthat Mr. Barendregt
isreferring to there, are those the group
guidelines, do you know?

A. | wouldbelieve so. Yes.

Q. Thereareaseriesof bullet points
that follow that sentence, and the first one
Mr. Barendregt indicates that SEC proved
undevel oped reserves need to have evacuation
facilitiesin place, and then he goes on to say
that the Shell guidelines, as he says, do not
insist on this.

With respect to the first part of
that sentence, do you recall the SEC requiring
evacuation facilities in place with respect to
proved undevel oped reserves?

0052
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RODNEY SIDLE

MR. SMITH: Objection to form and
lack of foundation. Areyou asking him
about the presentations at this conference?
MR. MacFALL: Let me clarify that.
That's fair.
BY MR. MacFALL.:

Q. Wereyou familiar with the SEC
requirements concerning the booking of proved
reservesin 19997

A. Yes, to the extent that they applied
to typical US operation, which was my focus at
that time.

Q. Doyou recall -- withdrawn.

Were you aware if the SEC had a
requirement with respect to proved undevel oped
reserves for evacuation facilities in place?

A. | don't--thatisatypical
situation you have with US devel opment, because
the US devel opments are essentially sitting in
the middle of amarket. Once you have a project
that drills wells, has facilities, there
typically isthe delivery to a sales point
that's not distant from the place where you're
developing the field. So that wasn't afocus of

0053
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RODNEY SIDLE

mine. That was just a natural assumption that
for US projects you would have that in place.

Q. Dol takeit from that, then, that
it wasn't an SEC requirement; if it was an SEC
requirement, you weren't aware of that?

A. Itwasn'tanissuel had to deal
with, so | have no memory of whether it was or
was not.

Q. Okay. The second bullet point
references monetary royalties, and | believe
that's what you had described previoudly, that
such were excluded from SEC reserves and
included in Shell's.

Actually, isthat bullet point
consistent with what you previoudly testified
about monetary reserves?
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A. Yes--

MR. SMITH: Objection to the form
and foundation.
A. Yes, the bullet point is exactly
what | mentioned.
Q. Thank you. Thethird bullet point
references something called I/OR. Do you know
what that is?

0054
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RODNEY SIDLE

A. Yes. That'simproved oil recovery.

Q. Mr. Barendregt wrote that the SEC
insisted on a successful test in the reservoir
itself. It then continues.

Do you recall if the SEC had such a
requirement in or about 19997

A. Yes

Q. Mr. Barendregt then continues that
the Shell guidelines -- and by that | take it
that he means the group guidelines -- accept a

neighboring analog. Do you see that, sir?

A. | seethat, yes.

Q. Doyourecdl if the group
guidelines in fact accepted neighboring analog,
in this context?
MR. SMITH: At that time?
MR. MacFALL: At that time. Thank
you.
A. | believethe group guidelinesin
1999 did allow an analog. Yes.
Q. Doyou recall if you ever discussed
the difference between the SEC requirement and

24 the group guidelines concerning I/OR, improved
25 reserve, with Mr. Barendregt?

0055

1 RODNEY SIDLE

2 A. Atthistime?

3 Q. Atthistime. Yes, gir.

4 A. No, | don't recal.

5 Q. I'would like now to ask you to turn

6 to the second page of that document, sir, and if
7 you look at the very bottom of the page you'll
8 seeacaption: "My Conclusions of the
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9 Workshop:" Followed by a series of bullet
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points. Do you seethat, sir?

A. Yes, | do.

Q. Inthefirst bullet point
Mr. Barendregt comments on the way reserves
estimation is practiced in the US, and then goes
on to describe that a number of Shell OUs having
experience with US consultants provide a much
more conservative estimate of prospects than the
Shell estimate.

My question is: Do you recall

discussing that with Mr. Barendregt at that
time?

A. No, I dont't.

Q. | redlizethat you didn't write
this, sir, but do you know what Mr. Barendregt
meant by a much more conservative estimate of

0056
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RODNEY SIDLE
prospects than the Shell estimate?
MR. SMITH: Objection to form and
foundation.
A. | don't know.

(Sidle Exhibit 2, e-mail exchange,
two pages, was marked for identification.)
A. Sothistimeyou had someone else
fling it for you.
Q. | don't want to be accused of
flinging unnecessarily.

Mr. Sidle, you've just been handed a
document identified, or marked for
identification as Sidle Exhibit 2. | would ask
you, sir, if you would look at that document and
tell meif you recognizeit.

(Witness reviewing document.)

A. | reviewed the document.

Q. Okay. Do you recognizethis
document, sir?

A. Yes

Q. Andwhat isit that you recognize it
to be?
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1 RODNEY SIDLE

2 A. I'msorry?

3 Q. Andwhat isit that you recognize it

4 to be?

5 A. Tobe It'sane-mail that | wrote

6 to Remco Aalbersin 1999.

7 Q. Okay. Also attached at the bottom

8 of the document in sort of reverse chronol ogical
9 order isan e-mail from Mr. Aabersto you. Do

10
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25

you see that, sir?

A. |do.

Q. Okay. Do you recall first receiving
the e-mail from Mr. Aalbers? This particular
e-mail that's part of Exhibit 2.

A. | seethatit'shere, but | don't
have amemory of it. No.

Q. Okay. With respect to the second
e-mail, which isyour response to Mr. Aabers,
do you recall authoring that e-mail, sir?

A. Asl said, | remember we had
discussions about this topic at the time.

Q. Directing your attention
specifically to the second page of the document,
which contains the body of the e-mail from
Mr. Aabersto you. If you could take alook at

0058
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RODNEY SIDLE
that, Sir.
Mr. Aabersisdiscussing in that
e-mall theidea of linking -- excuse me -- of
booking proved reservesin SEPCO utilizing the
VAR process, and he states here, "initial
suggestion was VAR 4, but maybe VAR 3 could also
be an option."
Do you recall, separate and apart
from the e-mail, if you had conversations with
Mr. Aalbersregarding utilization of the VAR
process in connection with the booking of proved
reserves at SEPCO?
A. | remember generally that topic was
being discussed at the time because of the
then -- the broader use of the VAR process as a
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standard way to review projects. So on one hand

you had an internal process with specific
milestones that didn't exist before that now was
being implemented. At the same time there was
the ongoing need to identify for proved reserves
purposes that point at which commitment and
expectation to develop was satisfied.

So there was a natural opportunity
to have a discussion about the relation of the

0059
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RODNEY SIDLE
two.
Q. Andasreferenced in Mr. Aalbers
e-mail -- withdrawn.

When Mr. Aalbersindicates here that
SEPCO was utilizing FID, as we discussed
previously, as a milestone or benchmark in
connection with the booking of proved reserves.
|sthat correct, sir?

A. Yes. For our large projects. Yes.

Q. Thank you. Now, do you recall if
the group guidelines provided that reserves, at
thistime, at the time of the email, whichis
September of 1999, could be booked upon the
passage of VAR 37?

A. | don't have a specific memory of
the language in the 1999 1100 document as it
related to demonstration of commercial maturity.

Q. Doyou recall what your reaction was
to Mr. Aalbers suggestion that VAR 4, or VAR 3,
be utilized at SEPCO inlieu of FID, in
connection with the booking of proved reserves?

A. Widl, my reaction was simply that |
needed to share my experiences with him. We
often had discussions and tested different

0060
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RODNEY SIDLE
ideas -- well, what about this, what about
that -- so the banter of sharing our experiences
and our knowledge was a standard part of our
interaction. He asked aquestion. | gave him
my experience that related to that.
Q. Andyou're providing Mr. Aabers
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appears at the first page -- or on the first
page of this document?
A. Yes Yes itis.
Q. Directing your attention
specificaly to the first paragraph, you
indicate that passing of VAR 4 together with
senior management commitment to monetize would
be adequate to meet proved reserve requirements,
and then you continue that in some rare cases
reasonable certainty can be defined at VAR 3,
but you indicate that you believe those were
exceptions.
Do you recall if that was -- if
what's here is consistent with what you believed
a thetime, sir?
A. Yes. Thiswasmy view at thetime.
Q. You go on to describe some of the

0061
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RODNEY SIDLE
issues under VAR 3, and then in the next
paragraph, the first sentence, you indicate that
you were reluctant to liberalize the booking
mark on a genera basis, and then it continues.
Could you please explain for me what
you meant by use of the phrase "liberalize the
booking mark," what were you talking about?
A. I'mnot surewhy | chose those

words. | think it generaly relatesto the
experience that | had had within SEPCO, all of
this applies to SEPCO experience, of situations
where things were booked that later, because of
changes in conditions, we had to take off the
books.

Q. Didyou view the adoption of aVAR 3
in lieu of an FID for SEPCO to bea
liberalization of the standards concerning the
booking of proved reserves?

A. Widl, it certainly lowered the VAR
level requirement from the maturity that you
would have at FID and VAR 4, to alesser level
of VAR 3. However, what you would need to do if
you did that was then insist on certain other
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criteriato demonstrate that you've satisfied
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RODNEY SIDLE
the proved reserves categories of commitment and
expected execution.
Q. I'wouldliketo direct your
attention to the next paragraph. Sir, the first
sentence reads. "At this point we changed to
requiring major projects pass FID before being
booked - conservative perhaps."
What did you mean by "conservative"
as used in that sentence?
A. If youlook at the SEC standards,
there's no reference made to FID, to project
sanction. What they refer to is acommitment on
the part of the parties, the operator, partners,
whatever the entity is, a commitment to execute,
funding being available, and then being expected
that that development, and the volumes
associated with it, will then be produced.
Nowhere in there does sanction FID, or any of
that, exist.
Shell's budgeting system, at the
time of 1999, was one where there was not a
separate clear milestone that was called
commitment. Systems, we had in budgeting in the
past, and years gone by did have that. But at

0063
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RODNEY SIDLE
that timeit didn't exist.
To makeit very clear to the staff,

you know, when they had reached a point that
satisfied the requirements, when you didn't have
one at exactly the point the SEC asked for, we
said well, what's the next thing that shows up

in our process that would have passed that and
had all of those requirements met and perhaps
even afew more, and that then is the sanction,

or FID point. You've gone beyond commitment to
the point of not only committing, but also
releasing the funds to execute. SEC doesn't say
you have to be at releasing the fundsto

execute. They say you have to be at commitment.
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So there remained within the

organization a discussion of, well, if we use
the very clear mark that we have with our own
internal processes of FID, aren't we actually
waiting longer than what the rules say we have
to, because at some prior date we've actually
been to the point of commitment, it's just that
there was no obvious and consistent benchmark to
know that you'd satisfied that.

Q. Soyour reference to conservative,

0064

25

RODNEY SIDLE
were you saying that the FID requirement was
conservative vis-a-vis the SEC requirements?
A. Yes
Q. Doyourecadl if you had aview of
the group guidelines, vis-a-vis the SEC
requirements at that time?
A. | don'trecall aview. My mission
at that time was ssimply to ensure that the
practices that SEPCO had, and wished to retain
use, fit within the rules that we were allowed
by the group.

Q. Did SEPCO ultimately changeits
guidelines so that proved reserves could be
booked after VAR 3 was passed?

A. (Pause.) They were not changed for
major billion dollar very big projects. There
were some smaller projects that, on an exception
basis, where the SEC standard of commitment and
maturity was met, but for a variety of reasons
may not have experienced and passed the VAR 4.
Those specific exceptions were, on afew cases |
can remember, were alowed.

Q. Doyou recal if the SEPCO
guidelines subsequent to 1999 continued to

0065
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RODNEY SIDLE
require maor projects to pass FID before proved
reserves could be booked?
A. For very large projects, yes.
That'swhat | recall.
Q. Doyourecdl if the SEPCO
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guidelines were different than the group

guidelines in that respect, subsequent to 1999?

A. Yes. Through that period the group
was implementing references to the VAR process,
and those references were at the VAR stages that
wereinitialy before FID, later became FID,
during the period where they were at stages that
were earlier than FID, they would have been
different from SEPCO's.

Q. Were SEPCO's guidelinesregarding
the booking of proved reserves subsequent to
1999 more conservative than that utilized by the
group?

MR. SMITH: Objection to form.

A. The SEPCO guidelines were written
specific to the issues that were addressed with
the projectsin our inventory in the US at that
time. They were the guidance that we felt would
be the best instruction to the staff -- excuse

0066
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RODNEY SIDLE
me -- to ensure their ease of understanding, and
satisfying SEC and group requirements.
| wasn't in a position, with my

knowledge at that time, to make a judgment about
the group requirements used in situations

outside the United States, or the circumstances
with where they were used to see if they were --
how they would have been different from the use
of the Shell -- the SEPCO guidelines. In some
cases the business processes we referred to in

the SEPCO guidelines were not business processes
that were used in othersin the Shell group.

Q. Did there ever come atime when you
had occasion to participate in the review of the
group guidelines?

A. Wadll, each year when they were
published, | would review the group guidelines
and offer comments, both to assist ensuring that
SEPCO, and the rules that we grew up with,
people were familiar with, and we wished to
retain, would still be allowed, as well as offer
suggestions from things that |'ve seen within
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the US industry as to how different terms and

practices are interpreted.

0067
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Q. Didthere ever comeatime,
subsequent to 2000, when you recommended that
the group guidelines be changed to permit the
booking of proved reserves only after major
proj ects had passed FID?

A. | remember sending in repliesto
each of the EP 1100 drafts and covering a
variety of topics. The specific elements of
each of those | don't recall, but it was a
common topic of the day, and it was quite likely
that | may have included that as a suggestion.

Q. AndI'msorry. | believeyou did
indicate this earlier, but the current group
guidelines, do they require that major projects
pass FID before proved reserves can be booked?

A. | think | mentioned that in 1999 |
don't remember exactly what the requirements
were for commercial maturities and where the VAR
standards were, | don't recall at that time that
they did require FID.

Q. I'msorry. I'mtalking about the
current guidelines as they currently exist.

A. Oh, asthey exist today?

Q. Yes, gir.

0068
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A. Yes, asthey exist today, mgor
projects, very large projects, with afew very
specific exceptions, require FID.

Q. Do you recall approximately when
that was changed?

A. It would probably be somewherein
the 2002, '3, '4 time frame. | don't remember
exactly which year it was.

Q. Do you know why that change was
made?

A. Theonly answer | ever got to that
guestion was dealing with the reporting of
business results, in that when Shell announced
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15 FID of large projects, atypical question that

16 would come from the audience, analysts,
17 stakeholders, whoever they may be, was well, how
18 many additional reserves did you book with that.
19 And the comment that | remember from -- and |
20 don't even remember who it was -- one of Shell's
21 leadership was that because Shell was booking
22 projects before FID, the actual date of FID
23 didn't have new things left to book, and so they
24 wanted to be able to, for reporting purposes,
25 align the delivery of additional proved reserves
0069

RODNEY SIDLE
volumes with the message that the funding for a
project was approved and released.

Q. Doyourecal if any specific
projects were discussed in that context?

A. No.

Q. Areyou aware of any projects where
reserves were booked -- proved reserves were
booked prior to FID? By the group.

A. Today?

Q. Letmegiveyouatime period. I'm
sorry. 2000 through 2004.

=
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13 A. Okay. But at any time during that
14 period did | know that, or --

15 Q. I'll rephrase the question.

16 A. Yes, please.

17 Q. Let'sstart off thisway. Areyou

18 aware today of any projects that had booked
19 proved reserves prior to reaching FID?

20 MR. SMITH: Objection to form.

21 Q. During the 2000 through 2004 time
22 period. I'm sorry.

N
w

A. Oh,yes |am.

24 Q. Could you identify those projects

25 for me, please?
0070

1 RODNEY SIDLE

2 A. | can't giveyou an exhaustive list,

3 | don't remember them all, but one very

4 memorable one was Gorgon.

5 MR. SMITH: When you reach a natural

Page 42 of 295

file:///C)/Documents¥%20and%20Setti ngs/daustin/Desktop/ Deposition%20Transcripts/103006rsidle.txt (42 of 143)9/18/2007 4:00:28 PM



file://ICJ/Documents¥20and%20Setti ngs/daustin/Desktop/Deposition%20T ranscripts/ 103006rsidle.txt

Case 3:04-cv-00374-JAP-JJH  Document 364-9 Filed 10/10/2007

6 breaking point, | think we've been going an
7 hour and a half or so, if we can take a

8 break?

9 MR. MacFALL: We can do that now.
10 VIDEOGRAPHER: Thetimeisnow
11 11:29 am. Thisisthe end of tape

12 number 1 of the deposition of Rodney Sidle.
13 Off the record.

14

15 (Recess))

16

17 VIDEOGRAPHER: Thetimeisnow
18 11:49 am. Thisisthe beginning of tape
19 number 2 of the deposition of Rodney Sidle.
20 Back on the record.

21 BY MR. MacFALL.:

22 Q. Mr. Sidle, | just would like to ask

23 afollow-up with regard to Exhibit 1, if that's
24 okay. If you could just get that document in
25 front of you again, Sir.

0071

1 RODNEY SIDLE

2 And specifically directing your

3 attention to page 2. At the very top of the

4 page there's areference to ongoing discussions
5 between SPE and the SEC regarding the update --
6 or possible update of SEC reserves definitions,
7 and then it continues.

8 Were you aware of those discussions

9 between the SPE and the SEC at that time?

10 A. No, | wasnot.

11 Q. Mr. Barendregt then continues,

12 "perhaps also including allowance for

13 probabilistic reserves estimation.”

14 Do you recall if any of this,

15 discussions between the SPE and SEC, and

NNNRER R R R
NFP,O®OOw-NO®

probabilistic reserves estimation, was that
discussed during the actual workshop, to the
best of your recollection?

A. | don'trecal.

Q. Okay. Mr. Barendregt then writes
about the employment of two petroleum engineers
by the SEC in connection with reserves
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definitions.

Do you recall if you were aware of
that at that time? And by "that," | mean the

0072
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RODNEY SIDLE
SEC's employment of two engineersto look at the
reserves definitions.
A. | don'trecal at that time, no.
Q. Okay. You can put that document
aside. Thank you.
Before the break we were talking
about the differences, and some of the
differences between the SEPCO guidelines
concerning the booking of proved reserves and
the group guidelines. Directing your attention
specifically to the 1999-2000 time frame --
withdrawn. Let me expand the time frame.
Actually, specifically directing
your attention to the period 2000 to 2004, was
it easier to book proved reserves under the
group guidelines than it was under the SEPCO
guidelines?
MR. SMITH: Objection to form.

A. I'mnot surel can answer, because |
just -- | don't know how the international
guidelines applied to an international situation
to be able to compare that to the SEPCO
guidelines compared to a US situation. Again,
my focus and my job responsibility was only for

0073
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the application of the rules for SEPCO in the US
situation. There was quite alot about things
that were different outside of the US that |
simply had no knowledge of, and thus it made it
difficult -- | had no ability to know whether it
was easier, harder, or what it was. My only
comparison is how doesit apply to the US.

Q. During the 2000 to 2004 time period,
were you ever involved in reviewing the booking
of proved reserves at OUs outside of the United
States?

MR. SMITH: Objection to form.
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A. My primary responsibility isfor the
US, but since | was based in Houston, and some
work was done in Houston, there were rare
occasions when simply because of my physical
proximity to those teams, and usually because |
knew ateam member on the team who had been part
of the SEPCO operation and had worked with me on
reserve issues, | was asked to offer some
comments.

Q. Doyourecal beinginvolvedin
review of the booking of proved reservesin
connection with Angola Block 187?

0074
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RODNEY SIDLE

A. Yes | do.

Q. Just generadly, could you describe
what AngolaBlock 18 is?

A. AngolaBlock 18 isareferenceto a
deepwater offshore track of the nation of
Angola, where Shell and other partners had
interest in that concession, and after some
exploration operations, were at a point of
considering the maturity of the resource that
they had discovered, including whether they
would be able to book proved reserves.

Q. Wereyou familiar with the technical
work, if any, that was done in connection with
AngolaBlock 18?

A. At what time?

Q. During the '99-2000 time period.

A. Notin'99, but perhapsit was 2000.
Perhaps 2001, would have been about the time
that one of the team members of the Angola Block
18 team, who had worked for SEPCO, contacted me
and asked if | could help them understand how
the rules applied to their situation.

Initialy, yeah, | met with him simply to
explain my understanding of the rules.

0075
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RODNEY SIDLE
Q. And when you say your understanding
of the rules, are you talking about the group
rules?
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A. Yes Thegrouprules. The

international rules that would apply to their
situation.

Q. Doyou recal if you recommended to

that individual that he speak with the group
reserves coordinator at the time?

A. Yes | did.

Q. Whoistheindividual that you spoke
to?

A. | don't remember exactly who all the
team members were, but the person that | knew
that | had worked with in SEPCO was Alan
Lockwood, and then | spoke with the team, and |
recall providing guidance to the team generally,
| don't remember exactly which individual, that
the group reserves auditor should be involved.

Q. Wherewas Mr. Lockwood physically
located? Was he working at Angola?

A. No. Heworked in Houston.

Q. Were there other members of the
Angolateam that -- with whom you were familiar

0076
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RODNEY SIDLE
during that period, 20017

A. Not peoplethat | had worked with
before. No.

Q. Werethere people that you worked
with subsequent to Mr. Lockwood's contact, or
initial contact with you, who worked on Angola
Block 18?

A. Yes. | met members of the team, and

| was introduced to them.

Q. Doyou recal any of those team
members?

A. Off thetop of my head | can't give
you any names.

Q. Doyou recall where the --
withdrawn. Were those team members al so located
in the United States?

A. When | met with them, | met with
them in the United States. Yes.

Q. Doyou know if they worked out of
officesin the United States?
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A. | know apart of the team was based

in Houston. | know there were other people that
were working on it, that were based in other
places. | don't know exactly where each of them

0077
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RODNEY SIDLE
was based.
Q. Inconnection with your review of
the reserves bookings at Angola Block 18, did
you have occasion to review the technical work
that was done --
MR. SMITH: Objection.
Q. --inconnection with that project?
MR. SMITH: I'm sorry. Objectionto
form.

A. Part of what | did to give them
guidance wasto at least go through a summary of
work that had been done to get some familiarity
with the situation at Block 18, to be able then
to give them guidance.

Q. Doyou recall what it was that you
reviewed?

A. Not specifically, no.

Q. Do you recall who prepared the
summary that you reviewed?

A. | believel recadl that Alan was one
of the members in the meeting, but there were
other team members that were there that
presented that summary to me.

Q. Doyou recall what Shell
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organization Mr. Lockwood worked for at that
time?

A. Hewas part of a Shell organization
that provided technical servicesto other parts
of Shell's operations and business entities,
but, frankly, Shell reorganizes so frequently
that the exact name of the organization at that
date and time, I'm not sure | could give you.

Q. Areyou familiar with an entity that
was known as Shell Deepwater Services?
A. Yes | am.
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Q. WasMr. Lockwood employed by Shell

Deepwater Services, or SDS?

A. Atonepoint intime he was,
Whether it was exactly at that point in time or
not, | don't recall.

Q. It might be helpful just to go
through some of the entities that might have
existed at that time.

Areyou familiar with an entity
known as SEPTAR?

A. Yes | am.

Q. Okay. And could you pleasetell me
what SEPTAR is?

0079
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A. Yes

Q. Orwas?

A. Wedll, SEPTAR isanother of Shell's
entities that changed character over time.
Actually in 1999, before | transferred to the
reserves group, | was employed by SEPTAR.

SEPTAR started as the SEPCO research
technology arm, so it was a part of the US E& P
SEPCO organization that dealt with E& P research
and technology application.

Later SEPTAR merged with an
equivalent organization within the group called
KSEPL, and that's Dutch, an acronym, so please
don't ask me what it means --

Q. Fair enough.

A. --butit had asimilar purpose,
research and technology application, and the
combined organization took the name SEPTAR. It
stands for Shell Exploration and Production
Technology and Applied Research.

Q. Doyourecal when it was that
SEPTAR, based in the US as a SEPCO entity,
merged with the Dutch entity?

A. It wasaprocess that took place

0080
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over atime period. | know that process was
ongoing about 1999, because that was the
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occasion that caused the opportunity that became

my job as reserves manager to open up, so | know
it was in the process of being done at that
time. Exactly when it started and exactly when
it ended, | don't know.

Q. What did you do for SEPTAR?

A. | worked for one of the technical
leaders, doing reservoir engineering studies and
other special work.

Q. You described that SEPTAR was
involved primarily -- withdrawn.

Y ou described SEPTAR'swork in
connection with SEPCO. During the time that you
were there, do you recall if SEPTAR did any work
for non-US OUs within Shell?

A. Yes

Q. Could you describe the nature of the
work that you're familiar with having been done
by SEPTAR for other OUs?

A. Okay. Thework that I'm
specifically familiar with is a piece of work
that | did myself, which was to support our

0081
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RODNEY SIDLE
Brazil asset at looking at a business
opportunity offshore in Brazil. The EP support
work that was done by SEPTAR was very broad in
base, from drilling, to geology, to installation
of offshore facilities, a great breadth of work,
and exactly how much of that was done for US
versus outside of the US organizations, | don't
know. Some was done for organizations outside
the US.

Q. Withregard to the specific project
that you have experience with involving Brazil,
do you recall how long that project lasted while
you worked on it at SEPTAR?

A. Oh, whilel worked on it, | was only
there for probably about nine months, and |
worked on it probably the last six of those nine
months.

Q. Werethere other individuals at
SEPTAR also working on that Brazilian project
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21 withyou?

22 A. Yes | believetherewere. A

23 geophysicist, ageologist, a geoscientist was
24 also working on it with me.

25 Q. Doyou recal theindividual's name?
0082

1 RODNEY SIDLE

2 A. No, | dont't.

3 Q. Doyourecal if there were any

4 other entities or organizations, Shell entities

or organizations in the United States that
worked on the Brazilian project, besides SEPTAR?
A. Besides SEPTAR?
(Pause.) No, | don't.
Q. Now, you mentioned alittle while
ago Shell Deepwater Services, and you indicated
that you were familiar with that organization.

Correct?
A. Yes
Q. Do you know where Shell Deepwater

Services was physically located in the time
period of 2000 -- 1999 to 20047

A. The headquarters, the leadership of
the organization was located in Houston, |
believe.

Q. Doyou recall, during the time
period '99 to 2004, approximately how many
individuals worked at SDS in Houston?

A. No, I dont't.

Q. Areyou familiar with the kind of
work that SDS in Houston did during that time

0083
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period?

A. Onlyinavery genera way.

Q. And could you describe for me your
understanding of it?

A. Yes. Asthe nameimplies, deepwater
business ventures were -- one of the
organizations that supported them was SDS, using
technologies that Shell had developed for

deepwater drilling, deepwater exploration,
deepwater development.
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Q. Youidentified Mr. Lockwood as

possibly having worked for SDS at some point.
A. | think he did work for them. It's
just, as like with any big company, people move
in and out of subsidiaries quite commonly. And
so at a specific point in time, | can't be sure
that that was where he was employed.
Q. Doyourecdl if you had any
involvement -- withdrawn.

Do you recall having any interaction
with SDS in connection with the work you did for
AngolaBlock 18?

A. Yes. Therewere members of the SDS
team that worked on the Angola Block 18

0084
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development, and members of the people that |
met with, that | had my technical discussions.

Q. When you say technical discussion,
could you just generally describewhat it is
that you mean by that, sir?

A. Okay. Thetechnical discussions|
would typically have -- | have no exact memory
of what went on -- but the typical discussions
would be to look at the maps that showed the

acreage that was available.

L ook at seismic information or other
information that tried to suggest where the
potential accumulations of oil and gas would be.

Look at placement of wellsto see
where wells and information were sampled.

Look at the results of the
information from that drilling.

L ook at technical analysis of core
samples, of fluid samples, of production test
results.

L ook at subsurface mapping of the
distribution of the thickness and extent of
layers, not just amap view, but cross-sections.

L ook at arepresentation of

0085
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potential recoveries as theoretically calculated
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by areservoir ssmulator, which tried to

represent the physics of oil and gasflow in a
porous and permeable subsurface layer.

Look at potential development plans,
where might producing wellsbe. If itwasa
water injection project, where would water
injection wells be. What were the dynamics of

their interaction to try to suggest how much ail
and gas could be produced.

Also, we would look at economics to
see what the cost of that development might be
and what the value of projected production would
be to seeif there were revenues sufficient to
cover the costs and make it a profitable
project. All of those are examples.

Q. | redlizethat you indicated that
that was -- those were examples, or exemplars of
what you would typically discuss.

Do you recall if you reviewed any
such work -- withdrawn.

Do you recall if any of the work you
just described was done by SDS in connection
with Angola Block 18?

0086
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A. I'mnot sure which business entity
created the information | saw.

Q. Didyou ultimately make a
recommendation with the booking of proved
reserves in connection with Angola Block 18?

MR. SMITH: Objection to form.

A. | don't recall beinginvolvedinthe

final review by which a decision to book or not
occurred. My engagement in the first session,
and later in ameeting that included Anton
Barendregt, was to look at the technical work
and provide guidance to the team about what they
had, and what -- what they could do in addition
to what they had that would best satisfy the
Shell International -- the group --

requirements. Some of the things they had were
simply not mature enough -- we talked about the
concept of technical maturity -- some of it was
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not technically mature to the point where it

looked to be even close to satisfying proved
reserves.

Some portions seemed more
technically mature, also had the opportunity to
be able to meet the commercial maturity
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standards, and so the guidance that we -- that |
participated in the discussions to give was to
help them focus on how they could direct their
efforts to the things that had a higher
likelihood of actually meeting atest.

Q. Doyourecal if you did any work in
connection with any projectsin New Zealand?

A. Yes. | wasaskedtolook at the
Maui field in New Zealand to assist the
New Zealand staff in understanding the criteria
for expectation, and scope for recovery volumes.
Not for proved reserves,

Q. Wasthat under the group guidelines?

A. Yes. That would be under the group
guidelines.

Q. Doyourecal if either the GRC, or
Mr. Barendregt, were involved in work at the
Maui field in New Zealand?

A. Could you explain what the GRC
means, the way you've used it?

Q. I'msorry. Group reserves
coordinator.

A. Okay. Let'ssee. Well, they didn't
participate while | wasin New Zealand reviewing

0088
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the datafor the field.
| don't actually remember what
discussions may have been held at that time.

Q. Doyourecal if you did any work in
connection with Bongain Nigeria?

A. TheBonga Southwest, whichisa
separate accumulation from the main Bongafield,
was a discovery where the question of, again, of

maturity to meet group standards for proved
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reserves arose. Unfortunately, the timing and

logistics of how that arose were limiting, in
terms of how the group could respond to provide
review of the proposed booking of new proved
reserves.

| don't remember exactly what year
it was, but the time of the year was that the
information that there was a proposal to book
some proved reserves at Bonga Southwest appeared
very late in the reserve reporting year -- |
don't remember if it was late December or very
early January -- but because of the timing of
the first notice that that was being proposed,
there was limited opportunity for any of the
normal group reviewersto sit down with the
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RODNEY SIDLE
Bonga Southwest team and really go through the
details or the basis of that proposal to book
reserves.

The team that was doing the work on
behalf of SNEPCO, which isthe Shell Nigeria
offshore subsidiary, was based in Houston, and
their work was available for review in Houston,
and | was contacted by the reserves coordinator

at thetimeto ask if | would go take alook at
their work and use my judgment as to the
international standards and provide them --
provide him with my view as to whether or not it
seemed sufficiently mature to actually meet the
group's standards.

So | did that, and | concluded and
documented in an e-mail that it did not meet the
standards and should not be booked as proved
reserves.

Q. Do you recall who were the members
of the team involved with the Bonga Southwest
project? If you don't recall, that's fine.

A. 1'd be happy to draw the diffusivity
equation for you, but you asked me names, and

25 I'mreally in abad shape.
0090
1 RODNEY SIDLE

Page 54 of 295

file:///C)/Documents¥%20and%20Setti ngs/daustin/Desktop/Deposition%20Transcripts/103006rsidle.txt (54 of 143)9/18/2007 4:00:28 PM



file://ICJ/Documents¥20and%20Setti ngs/daustin/Desktop/Deposition%20T ranscripts/ 103006rsidle.txt

=
FPBhoo~v~ouohrwnN

NNNNNRPRRRRRERRR
BRWONRPOOWONOOUNWN

25

Case 3:04-cv-00374-JAP-JJH  Document 364-9  Filed 10/10/2007
Q. Fair enough. Do you recall -- this

may or may not help -- do you recall what
organizations or entities those individuals
worked for, besides SNEPCO?

A. Many of those teams were composed of
people from avariety of entities, and so it's
difficult for me to know just from aface that's
there. Even if | know the person or entity that

he'swith at that point in time. | don't
recall.

Q. Okay. It occursto methat thereis
another entity that you may or may not know
about, but I'll ask. Areyou familiar with
something called the Bellaire Technology Center?

A. Yes yes | am. | worked there when
| was part of SEPTAR.

Q. Okay. Could you describe for me
what the Bellaire Technology Center is,
vis-a-vis SEPTAR, for example?

A. Yes Yes SEPTARisan
organization, it's an arm of one of Shell's
entities, first SEPCO, and later the group, but
it isan organization. Bellaire Technology
Center isafacility. Simply abuilding,
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parking lots, laboratories, offices, where a
variety of different Shell organizations have
located from time to time, but dominantly it's
tenant is the research arm of Shell that is

located in Houston. Most times that was people
who are part of SEPCO, but later when it became
part of the group, there were people that were
from avariety of different backgrounds that
occupied that facility.

Q. Just with respect to SEPTAR, and I'm
sorry. | do apologize for jJumping around, it's
just that things occur to me when we talk.

Do you recall approximately how many
individuals were employed by SEPTAR at the time
that you were there?

A. No, I dont't.

Q. Do you have any idea how many people
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19 were employed by the Dutch entity that

20 ultimately joined with SEPTAR?

21 A. Yes. KSEPL. No. No, | don't know.
22 Q. Thank you. Do you recall an

23 individual named Phillip Denning?

24 A. Phillip Denning?

25 Q. (Nodding head.)

0092
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2 A. Yes

3 Q. Could you identify Mr. Denning for
4 me?

5 A. Phil Denning was a staff personin

6 the, at thetime | knew him, SEPCO finance

7 organization.

8 Q. Doyou know an individual named

9 Robert, or Bob Deere?

10 A. Yes

11 Q. Could you identify Mr. Deere for me?
12 A. When | first met him, Bob also was

13 part of the SEPCO finance organization, but I've
14 continued to work with Bob now that he's been at
15 the Royal Dutch/Shell group corporate finance
16 controller'slevel.

17 MR. MacFALL: May | havethis

18 marked, please.

19

20 (Sidle Exhibit 3, e-mail string,

21 five pages, was marked for identification.)
22 -

23 BY MR. MacFALL.:
24 Q. Mr. Sidle, you were just handed a
25 document that has been marked as Sidle Exhibit 3
0093
RODNEY SIDLE

for identification. You'll seethefirst page
isan e-mail involving the two individuals we've
just discussed. It may help, in terms of
whether or not you recognize the document, to
turn to the second page and you'll see that
there's an e-mail on which you were cc'd.

A. Okay.

Q. If youjust take alook --

©CoooO~NOOLPA~WNPE
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A. Canl have amoment to read it,

please?

Q. Yes. | wasjust goingto say, just
take alook at the document and let me know when
you're ready to discussiit.

A. Thank you very much.

(Witness reviewing document.)

A. Okay. I'vereadit.

Q. Doyou recall theissues
described -- or discussed in these e-mails, sir,
coming up in or about March 20007

A. | remember theissues. | don't
remember exact timing. This seems about right.

Q. Okay. And theissuesinvolve well
count for indeterminate wells, is what
Mr. Denning describesit asin one e-mail.
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My understanding, and thisisa
gross generalization, it had to do with the
difference between group treatment of certain
wells and SEPCO's treatment of certain kinds of
wells. Isthat correct, sir?
A. Inabroad senseit redly relates
to whether you want the data capture that you
use internally to benchmark your performance to
be the same as or separate from other
requirements for reporting similar data. And
the issue that's described in here is one where,
as Phil's explaining it, he would prefer to keep
those as two separate sets of data so that you
preserve the individual elements and
distinctions of each, whereas for ease of
reporting, the group asked if it would be
possible to have just one set of data.
Q. If I could direct your attention now
to the first page of that document, sir.
A. Allright.
Q. Itisane-mail from Mr. Denning to
Mr. Deere. Inthat eemail Mr. Denning refersto
the group wanting a one-size-fits-all ability to
deal with this.

0095
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RODNEY SIDLE

If | could specifically direct your
attention, sir, to the middle of the very last
paragraph on that first page. Do you see
there's a sentence that begins, "I1f | read
between the lines of Remco's e-mail."

Do you seerthat, sir?

A. | seethat.

Q. Okay. If you could just read from
that line to the bottom of the paragraph to
yourself, and let me know when you're ready.

(Witness reviewing document.)

A. Okay. I'vereadit.

Q. Mr. Denning appears to suggest that
thereisa-- that reporting in the manner that
the group suggests would -- could be misleading
to investors, or at least he seems to suggest
that here.

Do you recall ever discussing that
with Mr. Denning?
MR. SMITH: Objection to form and
foundation.

A. Widl, I'm not sure | agree with the
preface that you've outlined. But your question
isdo | recall discussingit. No, | don't.
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Q. Without characterizing what's said
here, do you recall discussing what's stated
here in the last paragraph of that exhibit, on
the first page, with anyone at any point?

MR. SMITH: Objection to form and

foundation.

A. Not the specific items here, in
terms of that exploration well count. No.

Q. Doyou recall ever discussing --
withdrawn.

In or about 2000, April of 2000, do
you recall if SEPCO or the group had drawn any
criticism from investors with respect to its
past exploration performance?

A. No.
MR. SMITH: Objection to form.

Page 58 of 295

file:///C)/Documents¥%20and%20Setti ngs/daustin/Desktop/Deposition%20Transcripts/103006rsidle.txt (58 of 143)9/18/2007 4:00:28 PM



file://ICJ/Documents¥20and%20Setti ngs/daustin/Desktop/Deposition%20T ranscripts/ 103006rsidle.txt

18
19
20
21
22
23
24
25

Case 3:04-cv-00374-JAP-JJH  Document 364-9  Filed 10/10/2007
Q. No, you don' recall or no, they

hadn't drawn any criticism?

A. No, | don't recall.

Q. Wereyou awareif there was any
analyst commentary on SEPCO's past exploration
performance in or about March of -- April of
20007 I'm sorry.

A. That'snot an area of my expertise.
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| just didn't study those things. | don't
recall.

Q. Okay. | takeit that your response
would be the same with respect to analyst
commentary about group exploration efforts?

A. Youtakethat correctly.

Q. Thank you.

(Sidle Exhibit 4, e-mail and
attachment, Bates number RIW00113489
through RJW0013496, was marked for
identification.)

BY MR. MacFALL.:

Q. Mr. Sidle, you've just been handed a
document that has been marked for identification
as Sidle Exhibit 4. 1 would ask you to take a
look at it, sir, and tell meif you recognize
it. 1 would note that it is a short e-mail
followed by afairly lengthy attachment. But
please take your time and just let me know when
you're done.

24 (Witness reviewing document.)

25 Q. Do you recognize this document, sir?
0098
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2 A. Yes | do.

3 Q. Andjust for therecord, the first

4 page of the document is an e-mail from

5
6
-
8

Mr. Aabersto you cc'ing Aidan McKay and

Mr. Van Nues, and it concerns a document

prepared by the SEC and received by KPMG.
Just directing your attention to the
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long paragraph there in the e-mail. It says:

"Production of natural gas should include only
marketable production of gas on an 'as sold'
basis," and then it continues.

Do you recall if this requirement --
withdrawn.

Do you recall if the "as sold basis'
was a requirement of the SEC regarding -- I'm
going to withdraw that again.

With respect to booking of proved
reserves, do you recall if the SEC required that
gas be the subject to sales contracts or
actually sold prior to such bookings being
permitted?

MR. SMITH: Objection to form.

A. | think the question you're asking,
it always required the gas be sold because it
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RODNEY SIDLE
had to be sold to create the revenue that made
it economic. Thetopic | believe you're
addressing is, is the volume to be calculated
and classified as reserves for proved reserves
purposes, the volume that is sold, as opposed to
another representation of volume, for example,
the amount of gas that actually came out of the
well, rather than just that portion that
ultimately made it through the sales meter.
The SEC rules were and remain, for
proved reserves reporting, that it could be
either, aslong as the treatment was consi stent
within the description of the reserve and the
calculation of the economic basis of that
reserve, called the standardized measure.

Q. Thank you. Now, you had mentioned
the Gorgon project alittle bit ago. Do you
recall that, sir?

A. Yes, | do.

Q. Okay. The Gorgon project, was that
anatural gas project?

A. | believeso. Yes.

Q. | believe you had indicated that you
were aware, or became aware at some point, that
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proved reserves were booked in connection with
that project prior to it reaching FID. Isthat
correct?

A. That'scorrect.

Q. Areyouawareif proved reserves
were booked in connection with Gorgon prior to
any sales contracts being in place?

MR. SMITH: Objection to form. Lack

of foundation.

A. Atwhat time? At any time?

Q. During the period 2000 to 2004?

A. Yes, by late 2003 and 2004 | became
aware of some information about the Gorgon
project, and became aware that the volumes were
booked in the absence of a sales contract.

Q. That booking would therefore -- and
by that booking, I mean the booking of Gorgon --
would then therefore fail to satisfy the SEC's
reguirements concerning the booking of proved
reservesfor gas. Correct?

MR. SMITH: Objection to form.
Objection; lack of foundation. Objection;
lack of qualification.

A. (Noresponse)

RODNEY SIDLE

Q. Beforeyou answer, maybe this will
address some of Mr. Smith's concerns.

A. Okay.

Q. Aspart of your duties and
responsibilities at Shell, were you called upon
to opine as to whether the booking of various
proved reserves would comply with the SEC's
reguirements concerning the booking of proved

reserves?

A. That was asking mefor all the US
projects that -- all of the projects SEPCO had,
because that was my responsibility as reserves
manager. On a unique and one-off basis,
occasionally | was asked for such guidance
relative to the Shell standard, which were at
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17 that time thought to align with the SEC, and on

18 those one or two or three occasions when | was
19 soasked, | did give guidance.

20 Q. Based on your experience asreserve
21 manager and your experiences within Shell, is
22 the booking of proved reservesin connection
23 with anatural gas project prior to the

24 execution of afinal sales contract, or asaes
25 contract with respect to that gas, in violation

0102
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2 of the SEC requirements concerning the booking
3 of proved reserves?

4 MR. SMITH: Objection to the form,
5 it's hypothetical. Objection; lack of

6 foundation.

7 A. | canrelate to the situation that

8 you asked, because that's the one I'm familiar
9 with.

10 Q. Okay.

11 A. And at thetime | was looking after

12 the US operations, our typical process would be
13 to make sure that we had a market for the gas,
14 in other words, a connection to a point of sale.
15 Within the US there are many placesin the

16 distribution system where you can have that

17 access, so aswe were booking gasreservesin
18 the US, we would say well, where will it be sold
19 and then what isthe price that you will receive
20 there, asastandard part of assuring that we

21 had all the information necessary to determine
22 if you could meet proved reserves requirements.
23 Q. Okay. Fair enough. Let meask you

24 this. During the course of your comparison of
25 your review of the group guidelines and SEPCO's

0103

1 RODNEY SIDLE

2 qguidelines, or at any other point -- withdrawn.
3 Did the SEC rules apply to projects

4 outside of the United States?

5 A. Yes

6 Q. During those times that you were

7 asked to review the booking of proved reserves
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In connection with projects outside of the

United States, did you ascertain, as part of
that process, whether the booking of proved
reserves would comply with SEC requirements?
MR. SMITH: Objection to form and
lack of foundation.
A. When | waslooking at projects
outside of the US, | used the group guidelines
asmy basis for determining what could be called
proved or expectation reserves. The information
that | had at that time, and the knowledge that
| had at that time about the group guidelines,
was that the instructions that were there were
consistent with how the SEC saw things to be
applied outside of the U.S.
Q. Didyou ever become aware --
withdrawn.
Were you aware of any specific
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RODNEY SIDLE
instances in which the Shell guidelines -- the
group guidelines -- were inconsistent with the
SEC requirements concerning the booking of
proved reserves?
MR. SMITH: Objection to form.

A. Weéll, one example was the royalty
situation, certain of the circumstances of
ownership of mineralsin the US were different

from the international situations that the group
guidelines were broadly written to address. So
that's an example. Yes.

Q. Wereyou aware of any other
examples? And I'll direct your attention to the
time period of 2000 to 2004.

MR. SMITH: Objection to form.

A. Therewerethingsthat | saw in the
document that as | relate them to the US
experience, | found it difficult to understand
because | didn't have aparallel US experience
to say whether they were or were not consistent
with that understanding.

My attempt in looking at the group
guidelines was not to ascertain how the SEC
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applied internationally, because | smply had no

0105

©CoooO~NOOOLPA~WNPE

10

NNNNNRPRRRRRRRR
BWONRPOOWONOUNWNER

25

RODNEY SIDLE
basis for knowing that. It was to ensure that
the way | saw the SEC rules being applied within
the US, that the group guidelines allowed meto
do that, and so | could continue to follow the
rules that we had established within SEPCO and
had maintained for some time.
Q. Wereyou ever called upon to review
the group guidelines to assess their compliance
with the SEC requirements?
A. Again, the focus of my work was on
US operations. | personaly did, through SPE
and others, you know, get information from time
to time that | passed on to the group so that
they would be aware of that, and then could
consider that within the pool of information
they had when they prepared the guidelines.
Whether or not that was better guidance or not
of what the SEC meant, | didn't know. But |
wanted them to share at least the things | was
hearing so they could make a proper judgment of
what the rules should be.
Q. Okay. But | guess my gquestion was:
Were you ever personally requested to review the
group guidelines to assess whether or not they
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were complying with the SEC requirements?
MR. SMITH: S$till in this 2000-2004
time frame?
MR. MacFALL: Yes. Thank you.
A. Itwasaservicethat | provided. |
don't remember the exact request, but | did get
draft copies of the guidelines, as| believe
other reserve managers around the world did, to
provide feedback to things that are
clarifications, questions as to should we say it
this way, should we say it that way, thingslike
that. Andyes, | did provide feedback like
that.
Q. Doyou recall thetime period -- do

Page 64 of 295

file:///C)/Documents¥%20and%20Setti ngs/daustin/Desktop/Deposition%20Transcripts/103006rsidle.txt (64 of 143)9/18/2007 4:00:28 PM



file://ICJ/Documents¥20and%20Setti ngs/daustin/Desktop/Deposition%20T ranscripts/ 103006rsidle.txt

16
17
18
19
20
21
22
23
24
25

Case 3:04-cv-00374-JAP-JJH  Document 364-9  Filed 10/10/2007
you recall the specific year when you first did

that?
MR. SMITH: Objection to form.

A. It was probably around 2000, 2001,
to the best of my knowledge.

Q. Doyou recal any specific instances
when you reviewed the group guidelines, or a
draft of any changes, proposed changes to the
group guidelines, when you found that either an
existing guideline or proposed change failed to

0107

=
FPBhoo~v~oohrwnpk

NNNRPRRRRRERRR
NFRPOOWWOW~NOOUDNWN

RODNEY SIDLE
comply with the SEC requirements concerning the
booking of proved reserves?

A. Weédll, again, my experience at that
time didn't really give me clear guidance asto
how the things | was used to applying in the US
would apply internationally. So my comments
were typically here's something | seethat as |
apply it to the US, | may not do it that way for

the US, like royalties, for example, but here's
my guidance as to the things that | see within
the US have that information so you now can
consider that in an international setting and
whether or not that is an appropriate way to go
internationally, as well as within the US, or
there's some reason, guidance information,
whatever others may have, that would suggest,
no, the way that the statement is made in the
guidance document is indeed correct.

Q. I'msorry. | sort of wandered
afield from Exhibit 4. We talked about the
e-mail. The attachment begins on page 2 of the
document, Sir.

A. Yes

Q. Andit'sfrom the Division of

RODNEY SIDLE
Corporation Finance: Current Accounting and
Disclosure Issues, dated June 30, 2000.
A. Mm-hmm.
Q. Doyou recall reviewing this
document, or the information contained in this
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document, in or about June of 20007

A. Yes. Yes, that'swhen it was
published on the website as a draft for comment,
so it would have been after that. Yes.

Q. Okay. | would liketo specifically
direct your attention to page 3 of the document,
which isthe first page of text in the actual
attachment.

Do you have that, sir? Beginning at
the top it says "Issues in the Extractive
Industry"?

A. | havethat.

Q. Thesecond full paragraph bears a
caption "Definition of Proved Reserves."

There are two paragraphs that are
unnumbered followed by a numbered paragraph that

23 saysNo. 1, Proved Oil and Gas Reserves. Do you
24 seethat, Sir?

25 A. Yes, | seethose.

0109

1 RODNEY SIDLE

2 Q. It'sabout athird of the way from

3 the bottom of the page.

4 A. Yes

5 Q. Okay. Thisgetsalittletricky,

6 but in that paragraph, seven lines from the

7 bottom of that paragraph, about halfway through,
8 there's a sentence that begins with the words,
9 "If theareain questionisnew."

10 Do you seethat, sir?

11 A. |do.

12 Q. Andthenit continues. If you could
13 just read that to yourself, and | would like

14 specificaly to discuss the last sentencein

15 that paragraph.

16 (Witness reviewing document.)

17 A. Yes

18 Q. Thelast sentencein the paragraph
19 discusses the concept of reasonable certainty,

NDNDNDN
WiNkFkO

and the likelihood of an upward revision being

greater than adownward revision in that regard.
My questionis: Were you aware,

prior to the time that this material was issued
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for comment, of asimilar requirement in

connection with proved reserves from the SEC?
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RODNEY SIDLE
MR. SMITH: Objection to form.

A. | believel answered aprior
question of yours earlier today that | was
certainly aware of the concept of reasonable
certainty, and that it required a high
confidence that the volume you produced that was
reasonably certain would have high likelihood of
being produced, or better. Thiswas the first
time | saw aclear explanation that that meant a
much more likely positive or upward revision
than downward with future information. The
concept was the same. But thiswas a more
succinct and direct way to explainit.

Q. Doyou recall if you discussed that
particular concept, as embodied in the sentence
we just read, with Mr. Aalbers at any point?

A. | don't remember adiscussion about
specifically that.

Q. Do youremember if you discussed
this material with Mr. Aalbers? And by this
material, | mean the attachment to the e-mail,
which is Exhibit 4.

A. Yes. Thiswasadraft that was
posted by the SEC prior to the issuance of a

0111
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RODNEY SIDLE
final guidance document, and | recall providing
it to, | don't remember if it was Remco, or
Anton, or both, but providing to people that |
spoke to about reserves issues in the group so
that they could be aware of it.
Q. Do you remember if you had any
discussions with them subsequent to your
forwarding it to them?
A. | don't remember any specific
discussions, no.

Q. If I could direct your attention now
to the next page of the document, ending in
Bates number 3492. Do you have that, sir?
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A. Yes.

Q. You'll see at the bottom fifth of
the page there is a numbered paragraph 3. |
would actually like to direct your attention to
the fifth line in the paragraph -- or from the
bottom of the paragraph that precedes that,
which | guessis numbered 2, beginning with the
words, "In the absence of afluid contact.”

Do you seethat, sir?
A. Just amoment.
Q. I'msorry. Takeyour time.
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RODNEY SIDLE
A. | seeaparagraph that begins, "In
the absence of information on fluid contacts.”

MR. FERRARA: Sorry. You'rein
paragraph 2 or 3?

MR. MacFALL: I'msorry. Let me
start again. | amin paragraph 2. Itis
the penultimate sentence in that paragraph.
A. Yes, | havethat.

Q. Okay. That sentence, and the
balance of the paragraph, actually references
LKH. Areyou familiar with the term LKH, sir?

A. Yes, | am.

Q. Okay. Could you please describe for
me what that is?

A. LKH isan acronym that refersto the
lowest known hydrocarbon. In other words, the
indication that you would have as to the
presence of hydrocarbon at a structural position
in a subsurface accumulation.

Q. Didthe SEC, at thistime, in or
about 2000, June of 2000, have requirements
concerning the booking of proved reserves from
reservoirs below the lowest known hydrocarbon?

MR. SMITH: Objection to form.

0113
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RODNEY SIDLE
A. The--if yougo uptothe, let's
see, first, second -- third sentence in the
paragraph labeled 2, you find the sentence,
quote, "In the absence of information on fluid
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contacts, the lowest known structural occurrence

of hydrocarbons controls the lower proved limits
of the reservoir,” end quotes. That statement
comes directly out of rule 4-10(a), and was the
basis for guidance until further clarification
in this document came out.

Q. Asapractica effect of that --
withdrawn.

Under the SEC rules, wasiit

permissible to recognize proved reserves below

16 the LKH based on seismic data where there had
17 been no actual fluid contact?

18 MR. SMITH: Objection to form. Is
19 there atime frame?

20 MR. MacFALL: During thistime

21 period. I'm sorry.

22 MR. SMITH: Before or after this

23 came out?

24 MR. MacFALL: Let'smakeit 2000 to
25 2002.

0114

1 RODNEY SIDLE

2 A. Okay. There's another sentencein

3 herethat'srelevant to that question. If

4 you'll give me amoment to find that --

5 Q. Yes, sure.

6 A. --I'll point it out to you.

7 MR. FERRARA: While he'slooking.
8 Is your question whether before this

9 interpretive language was put out, that

10 whether the SEC would permit use of seismic
11 technique?

12 MR. MacFALL: It actually related to
13 the period after, but, you know what, | can
14 break it down, because it's probably

15 clearer that way. But I'll let Mr. Sidle

16 finish, sure.

17 MR. FERRARA: Let him finish looking
18 at the document.

19 (Witness reviewing document.)

20 A. Allright. Sincewe've now

21 qualified time periods, | would like you to

22 re-ask the question --
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23 Q. Sure

24 A. --and thetime period that applies
25 to the question.
0115

RODNEY SIDLE

Q. Okay. With respect to the period
prior to the issuance of this draft guidance,
okay, which would be pre-June 2000. Areyou
aware if the SEC permitted the booking of proved
reserves for hydrocarbons below the LKH based on
the use of saeismic data where there had been no
physical contact with the fluids?

MR. SMITH: Objection to form.
10 A. Therewas no written instruction in
place beyond the phrase "In the absence of
information on fluid contacts," which, taken in
the context of rule 4-10(a), and the concept of
reasonable certainty, meant that the information
you needed should be highly reliable to be able
to provide information on fluid contacts.

So it's conjecture as to whether the
SEC agreed or not. Theresimply is-- | have no
data asto their exact position.

Q. Did there come atime when you
understood that the SEC actually required
physical contact, physical fluid contact in
order to book proved reserves below the LKH?

A. Yes, theredid.

25 Q. Andwhen wasthat, sir?
0116
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RODNEY SIDLE

A. Let'ssee. It would probably have
been about August of -- August or September of
2003.

Q. Andwhat was the event that gave
rise to that understanding?

A. Okay. After the publication of this
document in its final form, which was 2001, and
experience that | had within SEPCO in the
10 deepwater, where we found seismic data was
11 remarkably consistent and indicative, SEPCO
12 developed atechnique that demonstrated
13 reasonable certainty in the application of

©CoooO~NOOLPA~WNPE
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seismic datafor identifying fluid contacts,

hydrocarbon fluid contacts in wells. We looked
to this document, which | don't have itsfinal
form, but the language didn't change for this
portion, at least, and I'm now on page that ends
in 495, the portion of the paragraph that

starts, the page ends a sentence, and then the
first full sentence on the page reads as

follows: "The use of high-quality, well
calibrated seismic data can improve the
reservoir description for performing volumetrics
(e.g., fluid contacts.)"
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RODNEY SIDLE
That information suggested that in

certain well calibrated, high-quality seismic
situations, a validity of that datawould be
considered. About that same time documents
published by the SPE included a reference of how
to use seismic for proved reserves, which to the
SPE, of course, meant their definition of proved
reserves, and so we looked at the situation we

had of very highly reliable seismic and a
screening technique that qualified when the
seismic datawere of ahigh caliber that would
meet a standard of reasonable certainty, and
when it was not, developed a technique that
within SEPCO allowed us to book some additional
reserves below the lowest penetrated point, but
not below the lowest known point, because to us
we knew where that point was, and then discussed
that with the SEC.

That occurred initialy in an SPEE,

Society of Petroleum Evaluation Engineers
meeting that the SEC engineers annually
attended, when | demonstrated the basis for the
technique to him, in an off-the-record, let's

just share ideas type of format, and the
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response that was given to the presentation |
made by the SEC, again, off the record personal
opinion, no binding nature to it, was that it
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looked interesting, but they would have to

review it on a case-by-case basis.

Later, avariety of questions arose
that allowed -- well, that were best dealt with
by John Pay, who was then group reserves
coordinator, and | visiting the SEC's officein
Washington and speaking with each of the
engineers, Jm Murphy and Ron Winfrey, as well
asfor aportion of the meeting Roger Schwall,
who was their supervisor in corporate finance,
about the technique and a variety of other
| Ssues.

At that time we were able to go into
considerably more detail as to the technique.
The fact that we had 100 percent successratein
our hind casting, in other words, testing the
technique against known situations to see if you
had used it before you knew the answer, would
you get the right answer. 1n 100 percent of the
cases we tried it, the answer wasyes. Some
cases to prove that seismic was good; in some
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RODNEY SIDLE
cases to prove that seismic was bad. But our
method gave us exactly the right answer in each
case.
The SEC looked at the data and |
believe were impressed by the work we had done,
but at that point made it very clear that they
were not ready to accept that for general use.
While they may feel comfortable with it by
having Shell use it, the question they
specifically asked was, is this technology
something that a, quote, "mom-and-pop" il
company would be able to use, and it was
difficult to say that that would be something
they could use. And for whatever reason, after
asking that question and getting that answer,
they then said don't use it, go to penetration.
Q. At that timedo you recal if Shell

had booked any proved reserves based on the use
of seismic, where there had been no penetration,
using the process you just described?
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22 A. Theonly thing | was familiar with

23 at that time was the practices of SEPCO in the
24 Gulf of Mexico where we did have some volumes
25 that were so booked.
0120
RODNEY SIDLE

Q. Wasthe SEC aware of those volumes
during the course of those discussions?

A. Yes. Infact, they asked mewhy |
even bothered to come and talk to them because
the volumes that were booked were so trivial.

Q. And thiswasduring this -- wasthis
during the same meeting that you previously
described?

10 A. Yes itwas

MR. MacFALL: Why don't we go off
12 the record.

13 VIDEOGRAPHER: Thetimeis
14 12:58 p.m. We're going off the record.
15 (Lunch recess taken at 1:00 p.m. )
16

17

18

19

20

21

22

23

24

25

0121

©CooO~NOOOLPA~WNPE

[EEY
=

1 RODNEY SIDLE

2 AFTERNOON SESSION
3 (1:56 p.m.)

4 VIDEOGRAPHER: Thetimeis 1:56 p.m.
5 Back on the record

6 RODNEY SIDLE,

7 resumed as a witness, having been

8 previously sworn by the Notary Public,
9 was examined and testified further as
10 follows:

11 EXAMINATION (cont'd)

12 BY MR. MacFALL:
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Q. Good afternoon, Mr. Sidle.

A. Good afternoon.

Q. Beforethelunch break we were
discussing Sidle Exhibit 4, which isthe SEC
materials, which have been circulated for
comment. | would like now, sir, to ask you to
go back to page ending in Bates number 3491,
which isthefirst full page of text.

A. 3491. Okay.

Q. And again, with regard to the
material that we discussed previously concerning
technical data establishing that an upward
revision is more likely than a downward, or

0122
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RODNEY SIDLE
negative revision, which appears at the bottom
of the last full paragraph that appears on that
page.
Do you have that, sir?

A. Yes | do.

Q. Doyourecdl if the group's
guidelines for the booking of proved reserves
was consistent with the material contained here,
during this time period?

A. It certainly referenced the same
concepts that the proved volumes for Shell's
guidelines needed to meet a standard of
reasonable certainty, and that that standard was
one of high likelihood. | don't believe at that
time the language that was here of "much more
likely" was used, because it wasn't in common
use at the time. But the concept was the same.

Q. Doyou recal if that concept was
embodied within SEPCO's guidelines concerning
the booking of proved reserves at about that
time?

A. Yes. Yes, they aso had the same
basic concept. Yeah.

Q. Doyourecal if the group guideline

0123
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RODNEY SIDLE
embodied the concept that revision was more
likely to be positive or upward as technical
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data became available?

A. Weédll, it's the same basic concept of
reasonable certainty, it's just a different way
tosay it. And asl said, that particular
language didn't show up, wasn't actualy in
common use until it came out in this document,

first in draft form, which thisis, although

it's important to note that this draft had the
disclaimer at the front, that these were only
views of the staff and not official commission
guidance -- which actually -- actually showed up
in the final draft also, the website guidance.

So this represented their thoughts, and | think

it was useful to help clarify what they were
thinking.

Q. Doyou recal if there was any
discussion at SEPCO of any need to revise or
amend SEPCO's guidelines regarding the booking
of proved reserves, based on the SEC's
dissemination of these materials in June of
2000?

MR. SMITH: Just so therecord is

0124
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RODNEY SIDLE
clear, are you asking him about the
specific portion of this that you were just
talking about, or are you asking him
generally about the whole document?
MR. MacFALL: I'm asking him more
generdly.
MR. SMITH: Okay.

A. Wedid, actually as an annual event,
look at the result of the SEPCO reserves
determination to make sure that we were seeing a
consistent positive trend. Now, the concept of
"much more likely," rather than simply "more
likely," was an element of it that may not have
been clear, but the concept that it was more
likely that you would have a positive, and
therefore a conservative number booked, was
clearly in the books. Yes.

Q. Doyou recal if there was any
discussion within the group, as opposed to
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SEPCO, of revising the group's guidelines based

on anything that was disseminated by the SEC in
this particular document?
MR. SMITH: Objection to form and
lack of foundation.
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RODNEY SIDLE
A. Weédll, the entirety of the document,
of course, coversalot of topics, and there
remained ongoing dialogue before, during and
after this, asto on some of those topics what
the proper approach was.
| entered into these dialogues at
times when it was consistent with my role of
ensuring that SEPCO's rules were allowed to be
followed, so long as we were consistent with the
group's, so certain of these topics would come
up from time to time as they applied to SEPCO,
and we talked through the issue of LKH as one
example.
Beyond that | provided the
information so that the group could useitin
considering international operations as they
understood the guidance should be used.
Q. When you say there was a dialogue,
do you recall specifically who it was that you
communicated with in the group concerning these
issues? And by "these," | mean the concepts
embodied in this document relative to proved
reserves.
A. Not trying to point to specific
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RODNEY SIDLE

discussions, I'm not sure | remember each
specific discussion, but broad when | had those
types of discussions, it would either be with
the reserves coordinator, who several people
were in that role during the time period that
we've been discussing from 2000 to 2004, or with
the auditor, Anton.

Q. And by Anton you're referring to

Mr. Barendregt?
A. Anton Barendregt. Yes.
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Q. Thank you. My pronunciation is not

good.

With regard to the actual process by
which proved reserves were reported at SEPCO
during the 2000-2004 time period, were reserves
reported on an annual or a quarterly basis?

MR. SMITH: Objection to form.

A. (Noresponse)

Q. Let merephrase the question just to
makeit alittle easier.

A. Okay.

Q. Were proved reserves reported
internally within SEPCO on a quarterly basis?

A. Internally SEPCO looked at and noted
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RODNEY SIDLE
potential changes to be realized with the
official year-end reporting on a quarterly basis
during the year.
Q. Werechangesin reserves--
withdrawn.
Could you describe for me the
reporting process with regard to changesin
proved reserves throughout the year at SEPCO?
A. Okay. Within SEPCO we had each
guarter an update of our estimate, because they
weren't official yet, an estimate of proved
reserves changes that would occur at the end of
each quarter. Those wereinitially validated by
the review of an internal SEPCO team that |
typically led, talking with the technical staff
to ascertain the basis for those, and validate
that they indeed satisfied our requirements. At
that point during the year, assuming they did
satisfy the requirements, we would log them in
as changes that then we would communicate to the
group for official reporting with our
disclosures at year-end.
We aso would have, intypically the
October, late October/early November time frame,

0128
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an annual review that went back and looked at
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old items, whether we had reviewed them or not,

If there had been changes made. If there had
been no changes, then the prior reviews were

satisfactory. But to make surethat at least in

that November -- typically early November
review, we had looked in detail at each of the
proposed changes, above some size materiality
limit, to validate that they were -- they were
appropriate.

We then -- when that was done, we
entered them into our database that kept track
of the proved reserve changes, then at year-end
we essentially reran the database to include al
of those changes and calculated all the numbers
that were submitted to the group as our proved
reserves at year-end of that year.

Q. Thereporting at year-end, was that
part of the group's ARPR process?
A. Yes itwas
Q. Now, | believe you indicated that
you were involved in the quarterly review. Were
you also involved in the annual review at SEPCO?
A. Yes. Yeah, | typicaly led both the
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RODNEY SIDLE
quarterly reviews and the annual reviews while |
was the reserves manager.

Q. Did anybody assist you in those
reviews?

A. Yes. Wehad atechnica team that
included typically ageologist, and where
appropriate, a geophysicist, and another
reservoir engineer that comprised the team
within SEPCO that looked at the reserves.

Q. Canyou identify, by name, any of
the individuals that you worked with during the
time period of 1999 through 20047

A. Yes. Yes Theteamtypicaly
consisted of John Bickley, who isageologist.
Rich Moen, M-O-E-N, who is ageophysicist. And
A.J. Durrani, D-U-R-R-A-N-I, who is areservoir
engineer, and aso the manager of reserves
data -- reserves administration. He was the
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person that brought both reservoir engineering

expertise as well as managed the collection of
the data in our databases.
Q. Thosethreeindividuals, were they
al -- withdrawn.
Can you identify what organizations

0130
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RODNEY SIDLE
within Shell -- SEPCO -- those individuals
worked?
A. Organizations?

(Pause.) A.J. was aways part of
SEPCO, and he was part of the reserves
management group that | led. For a portion of
that time, each of John Bickley and Rich Moen |
believe were part of SEPTAR. And then later
John Bickley was part of SEPCO. He transferred

in from SEPTAR to SEPCO.
| think through that entire period

Rich was part of SEPTAR.
Q. Thank you.
A. Mm-hmm.

Q. During this same period, 1999 until
2004, were you familiar with the reserves
reporting process utilized by the group?

A. Thereporting process being the
ARPR, meaning that database by which data are
entered and transmitted to the group for their
calculation of overall group reserves, yes, |
believe | wasfirst introduced to it in late --
well, in 1999, when | came in, the data at that
time were provided from finance directly into
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RODNEY SIDLE

the ARPR, because my group hadn't existed long
enough to have taken on those responsibilities.

Then from 2000 on, my group took
over the responsibilities for filling out the
ARPR. | think that's -- | might be off on one
of those years, but that's about right.

Q. Okay. Thank you.

Do you know if any of the operating

units within the group besides SEPCO performed
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quarterly reviews of changesin their reserves?

Proved reserves?
A. | don't know.
(Sidle Exhibit 5, e-mail string, two
pages, was marked for identification.)

BY MR. MacFALL.:

Q. Mr. Sidle, you've just been handed a
document that has been marked as Sidle Exhibit 5
for identification. | would ask you to take a
look at that, sir, and tell meif you recognize
it.

(Witness reviewing document.)

A. Okay. I'vereviewed it.
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Q. Do you recognize this document, sir,
or recall this document?
A. | basicaly recall the discussions
at thetime. But the details of this document,
| didn't exactly know -- remember until | had
read it here.
Q. Okay. For the record, the document
Isan e-mail string between yourself and
Mr. Barendregt. The most recent e-mail being
dated December 20, 2001. The subject line reads
re: Comparison SEC and Shell Interpretations.
The document is laid out so that the
earlier of the e-mails appears at the end of the
document. The author and recipient are
indicated on the bottom of the first page, and
the text of the e-mail follows on the second
page. That email is-- I'm sorry -- from
Mr. Barendregt to you dated December 10, 2001.
Sir, directing your attention
specifically to the second page of the document,
the paragraph -- the single paragraph that
appears there, Mr. Barendregt indicates that the
e-mail covers what he describes as afirst
attempt at a more complete and up-to-date
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overview of our current interpretation of the

SEC guidelines and those by the SEC themselves.
Do you recall seeing such a
document, sir?

A. Yes | do.
Q. Doyou know why Mr. Barendregt had
prepared that document?

A. Other than the fact that the
guidelines were typically revised once ayear to
bring in whatever information was necessary --
better explanations, other guidance -- | assume
that that -- that that was part of that ongoing
process.

Q. Thesignature line appearing at the
bottom of the second page is Anton A.
Barendregt, Shell Group Reserves Auditor.

Areyou familiar with the role of
the group reserves auditor?

A. Now or then?

Q. Then.

A. Then. Only generally. | knew that
the person in that position was the person that
typically would come around to the businesses
from time to time and check the processes to see
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If they were following the standards that Shell
had.
Q. Doesyour understanding of the
duties and responsibilities of a group reserves
auditor now differ from what you just expressed?
A. Weédll, the character of thejob asit
Istoday in the current organization is
different from what it was then, because the
organization has changed quite considerably from
what it was then.
Q. When did that change occur?
A. 2004.
Q. Prior to that change occurring in
2004, did your understanding of the role of the
group reserves auditor differ from your
understanding at the time of this document,
which was December of 20017?
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A. No. Notredly.

Q. Wasit part of the group auditor's
function to assist in the revision of the
group's guidelines in or about 20017
A. | don't know.
MR. SMITH: Objection to form.
Q. Doyou know why Mr. Barendregt had
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forwarded that draft document to you?

A. | believe, asit says here, he
simply wanted comments from myself and three
others.

Q. Doyou know why Mr. Barendregt was
soliciting your comments with respect to that
document?

A. Wadl, again, asit says here, it

appears he was trying to update the guidelines.

Q. Doyou believe Mr. Barendregt
reached out to you because of his belief that
you had expertise with respect to the SEC
reguirements concerning the booking of proved
reserves?

MR. SMITH: Objection to form.

A. I'mnot sure about whether he --
expertise. We certainly had discussions about
it, and | think he was trying to tap into people
that had -- he had had meaningful discussions
with before.

Q. Doyou recal if you had discussions
with Mr. Barendregt about differences between
the Shell -- I'm sorry -- between the group
guidelines regarding the booking of proved

0136
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reserves and the SEC requirements, prior to the
time of thise-mail?

A. | --1 can'tthink of specifics, no.
| don't recall any specific discussions. That
was just anormal part of when we spoke to each
other to talk about a variety of things that
related to reserves. That may or may not have
been part of them.
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Q. Directing your attention to the last
of the e-mailsin the string, which appears at
the top of the first page, from Mr. Barendregt
to you.

A. Okay.

Q. Thesecond full paragraph appearing
underneath your name, Rod --

A. Yes

Q. -- Mr. Barendregt writes: "The
original reason for putting out my first draft
at this stage was to show people here that our
Shell guidelines are in some respects already a
little more relaxed than the SEC
interpretations.”

Do you recall ever discussing with

Mr. Barendregt that, | take it he means the
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group guidelines, the possibility that the group
guidelines were more relaxed than the SEC's
requirements?

A. | don't recall adiscussion of that.

Q. Doyou recall discussing that with
Mr. Barendregt subsequent to the receipt of this
e-mail?

A. Subsequent to this, of course, he
had a table that, as the caption indicates,
looked at comparing the SEC and Shell
interpretations, so that made it clear to me
that there were some potential differences. But
at thistime, as I've mentioned before, my
interest was to make sure that SEPCO was allowed
to use the guidance they had, and that
interpretations of how Shell's or SEC's or
others definitions of reserves, including proved
reserves, applied internationally was simply not
part of my remit, and not where | focused my
time.

Q. Didyou focus your attention,
however, on whether or not the group's --

24 (Interruption.)
25 MR. MacFALL: Why don't we go off
0138
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RODNEY SIDLE

the record until thisis over.

MR. SMITH: Weren't you required to
take all of that down?

VIDEOGRAPHER: Thetimeisnow
2:20 p.m. Thisisthe end of tape number 2
of the deposition of Rodney Sidle.

(Recess))

VIDEOGRAPHER: Thetimeisnow

2:24 p.m. Thisisthe beginning of tape

number 3 of the deposition of Rodney Sidle.

Back on the record.

BY MR. MacFALL.:

Q. Mr. Sidle, we were discussing the
e-mail exchange between you and Mr. Barendregt
dated December 2001 before the break.

With respect to Mr. Barendregt's
statement concerning the group guidelinesin
some respects being alittle more relaxed than
the SEC, as he putsiit, interpretation, do you
recall if you ever reviewed the group guidelines
to ascertain whether or not they were more
relaxed or -- more relaxed than the SEC
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requirements?
A. | didreview the group guidelines.
| offered my personal view. Knowing how that
they should be applied -- how the SEC meant they
should be applied in international situation was
not an area of my background or experience. So
what | did was look for where there were SEPCO
issues and tried to provide specific instruction
there, to make sure that SEPCO's practices that
had been well established were able to fit
within the framework of the group guidelines,
and then beyond that ssmply provide whatever
information | had, because | was on SPE
committees and had access to other industry
information, to help the group, whoever was
preparing the document, have that as information
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that they should -- they could use when they put

the rulestogether. Aslong as| had given them
al theinformation | had, | relied on them to
make the judgments as to how Shell's
interpretation of those rulesto be used
internationally fit with the requirements.

Q. Doyourecal if you formed an
opinion, whether or not you expressed it to
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Mr. Barendregt, as to whether or not the group's
guidelines with respect to the booking of proved
reserves were in some respect -- some respects
more relaxed than the SEC requirements?
MR. SMITH: Objection to the form
and foundation. And isit possibleto get
atime frame for that question?
MR. MacFALL: During 2001.
MR. SMITH: Okay.
MR. MacFALL: 2002.
A. Again, what | could see, and what |
had knowledge of, in 2001, was dominated by the
application of the rules within the U.S.
Clearly there were some differences between what
the group had for guidance internationally than
what we had for use in the US, | could see that,
however, | didn't have abasis for instruction
to know exactly how to interpret some of the SEC
guidance when it was applied toaUS -- or
outside of a US situation, because the parallels
were ssmply not clear to me.
L et me give you an example. One of
the SEC statements in Rule 4-10(a) relatesto
drilling units and productive units, which is

0141
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built around US state regulation -- oil and gas
regulation laws and spacing units for drilling
wells. Thereisno parale internationaly, it
doesn't exist. So internationally someone would
have to interpret that instruction based on US
requirements in a manner that related to how
things were done in the many different countries
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around the world where that rule would need to

be applied.

That's an expertise | didn't have.
That's a background | didn't have. So | didn't
really know how to take that text that was
written around a uniquely US situation and apply
it in other places. That's an example.

Q. Directing your attention again to
the 2001-2002 time frame. Were you aware of any
specific provision of the group guidelines that
was non-compliant with SEC requirements
concerning the booking of proved reserves?

MR. SMITH: Objection to the form

and foundation.

A. Therewere elements of the text that
seemed a different explanation than the way the
SEC explained things, but the fundamental basis
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remained exactly the same: reasonable
certainty. Soto simply look at the text and be
abletojudgeif it wasbeingused in a
compliant manner or not was, frankly,
impossible. 'Y ou needed to be able to see how
people were interpreting that text, what actions
they were taken -- were taking, and then be able
to make a judgment.

Now, | didn't have access to any of
that information, so it was impossible for me to
know, just looking at the text, whether or not
it was being interpreted and acted on in away
that may or may not have been compliant. That
wasn't the focus of my assignment and that
wasn't information that | had access to.

Q. Again, directing your attention to
Exhibit 5. The following sentence
Mr. Barendregt writes. "Hence, any pressure to
move the limits even further should be
resisted.”

Do you recall if you ever discussed
with Mr. Barendregt the existence of any
pressure to revise the guidelines with respect
to -- and the group's guidelines, I'm sorry --
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RODNEY SIDLE
with respect to the booking of proved reserves?

A. | don't remember any specific
discussions, no.

Q. Wereyou generally aware of any
pressure within the group to relax the
guidelines concerning the booking of proved
reserves?

MR. SMITH: Objection to form. At
thistime frame?
MR. MacFALL: Yes.

A. No, | wasnot.

Q. Wereyou ever aware of any pressure
within the group to relax the group's guidelines
concerning the booking of proved reserves?

MR. SMITH: Objection to form.

A. No. During the time period of this,
and subsequent changes to the guidelines,
actually things went the other way, they
gradually made more strict the requirementsin a
number of places. So the actions taken were
actually opposite of that.

Q. Could you identify for me any
examples where the group guidelines were made
stricter with respect to the booking of proved
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reserves?

A. Wadl, wetalked about one earlier
today, and we talked about the commercial
maturity being tied to VAR 3, and then later to
VAR 4, and FID. That's a perfect example.

Q. Do you know why those changes were
made? Specifically with regard to the VAR and
FID requirements.

A. Wadl, again, as| said, two things
were happening. The new process called VARs was
being implemented, and so as it wasfirst coming
in, it took awhile to go through the inventory
of all Shell projects to reach maturity
milestones and then to progress from one
milestone to the next, so that that process was
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being implemented.

At the same time Shell was looking
at its projects and judging, as | gave you an
example before, also that really for very large
projects the right sequence of events was to be
able to announce to the various interested
outside parties when you officially approved a
project that there was a certain amount of
proved reserves that then qualified to be so
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RODNEY SIDLE
recognized.

(Sidle Exhibit 6, e-mail exchange,

Bates number PAY 0149 through PAY 0150, was

marked for identification.)
BY MR. MacFALL.:

Q. Mr. Sidle, you've just been handed a
document that has been marked as Sidle Exhibit 6
for identification. | would ask you to review
that document, sir, and tell meif you recognize
it.

A. Okay.

(Witness reviewing document.)

A. Allright. I'vereviewed it.

Q. Do you recognize the document, sir?

A. Yes, | do.

Q. Okay. Andwhat isit that you
recognizeit to be?

A. Thisisan e-mail interchange
between myself and Jan Willem Roosch.

Q. Do you recal the substance of the
communication as embodied in the email?

A. Yes, | do.
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Q. For therecord, the most recent of
the e-mailsisfrom you to Mr. Roosch dated
March 12, 2002. There are various e-mails
shown, the first of which isan e-mail from you
to Mr. Roosch dated March 8, 2002. The body of
that e-mail, the text of that e-mail appears on
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the second page of the document, and | would ask

you, Mr. Sidle, if you could turn to that page.
Directing your attention to the
second full paragraph that appears under the
words Jan -- or Jan Willem -- thereisa
reference there -- you make reference to your
belief, or seeming to you that Anton B. was part
of the team. | takeit by Anton B, you're
referring to Mr. Barendregt. Correct?
A. Thatiscorrect.
Q. The second sentence in that
paragraph indicates that you have recently noted
that this may have changed.
Do you recall what it is that you
meant by that?
A. Yes. Yes. Asl mentioned here, |
would engage in discussions around reserves
knowledge, learnings, questions, just to have

0147

PP e
NEhEBoo~v~ouhr~rwnr

NNNNNRPRRRRRR
BWONRPOOWWOMNO UMW

RODNEY SIDLE
dialogues on, both with Anton and with the
person that was the reserves coordinator, Remco,
and then Lee, to Simply share ideas.
At thetime | wrote this, | found
that | was not having the dialogues with Anton
that | had previously, and | don't remember
whether he suggested or | just took the
Initiative to contact Jan Willem about that, but
that absence of the historic dialogue prompted
thise-mail.
Q. Andjust for purposes of
clarification, when you say Lee, are you
referring to Lee Yaxley?
A. That's correct.
Q. Youindicated in the following
sentence that it seemed to you then, at the time

of thise-mail, that you should not be doing
this.

Do you recall why it was that
that -- why it was it seemed to you that you

should not be consulting Mr. Barendregt?
A. Wadll, that's my assumption, based on
hislack of response, that there was some
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communication line there that had been opened
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previously that now was deemed to be not

appropriate to continue, and so | was seeking --

| mean | couldn't ask Anton to talk to me when

Anton couldn't talk to me, so | asked Jan

Willem.

Q. Andif | could direct your attention

now to the first page of the document, sir.

About halfway down the page appears an e-mall
from Mr. Roosch dated March 11, 2002 to you. In
the first full paragraph Mr. Roosch describes
Mr. Barendregt's role as the group reserves
auditor.

Directing your attention
specifically to the third line from the bottom
of that first paragraph, beginning with: "He
even reworked ..."
Do you seethat, sir?
A. Yes, | seethat.
Q. Andthenit goeson, "the Shell
guidelines single handed."
Do you recall Mr. Barendregt doing
so; specifically reworking the group guidelines?
A. Again, | had dialogues on and off
between the reserves coordinator and with Anton
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on topics and then a document was written. |
wasn't -- it wasn't clear to me exactly who or
how many people wrote that.
Q. I'wouldliketo direct your
attention now to the second paragraph in that
e-malil, the one immediately following. The
second sentence states. "Anton B. will be
invited to comment and debate from an SEC
perspective.”
It then continues: "We at Shell aim
for compliance with the spirit of SEC rule."
For purposes of completion, it then
continues. "Compliance audits by the group's
reserves auditor are against Shell guidelines
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16 and not against the letter of SEC (FASB)."

17 Did you have an understanding of
18 what Mr. Roosch meant when he said that Shell
19 amed for compliance with the spirit of the SEC
20 rule?
21 MR. SMITH: Objection to form.
22 A. It wasunclear to me what he meant
23 by "spirit."
24 As| read the 1100 document, the
25 guideline document from the first time | saw it,
0150
RODNEY SIDLE
it began with a paragraph that indicated that
the instructions provided therein had been
reviewed and were compliant with SEC
requirements. So when | read this, it left me a
little unsure of what was being meant, because
the document was portrayed to me, in the text
that was written there, that it was compliant.
Additionally, at that time it was
general knowledge among reservoir engineers that
anumber of Shell's practices that didn't
exactly show up in SEC text, for example, the
use of probabilistics, had actually been
discussed with the SEC, and that guidance was
given that the Shell practices were acceptable.
So there was that element that was
in the pool of knowledge at that time, that
while what we were doing may not look like it
meant the, quote, "letter of the SEC" as he
states here, that indeed we had guidance, and
were told that what we were doing was SEC
compliant.
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23 Q. Mr. Roosch was the group reserves
24 coordinator at thistime, at the time of the
25 e-mail. Isthat correct?

0151
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2 A. That'scorrect.

3 Q. Doyou know what Mr. Roosch's

4 responsibilities were generally at -- withdrawn.
5 Do you have an understanding of the

6 group reserves coordinator role with respect to
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the booking of proved reservesin or about 20027?

A. My understanding about 2002 was that

the reserves coordinator for the group was the
focal point for ARPR capture of data, it'sa
database, so there was an element of that
capture, and then calculations done on it to
come up with the exact data that were reported
inour disclosures. It wasthe -- that
coordinator was the owner, custodian, of the
guideline document, and so it was under that
custody that it was published. It wasn't clear
to me exactly who the author was or what
expertise was tapped into to createit, but they
at least were the custodian of it.

Q. Didyou have an understanding asto
whether or not the group reserves coordinator
had any role in assessing the propriety of
proved reserves booked under the group
guidelinesin or about 20027?
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MR. SMITH: Objection to form.

A. About that time| believe the
guideline document contained a statement that
said any significant new bookings should be
brought to the attention of the reserves
coordinator so they can then assure, through
whatever process there might be -- it was
undefined in the text -- so that they can then

assure a proper response to review the proposed
booking.

Q. Wasthat function similar to the
function that you served at SEPCO with respect
to review of changesin reserves on a quarterly
and annual basis?

A. Theresponsibilities| had in SEPCO
were similar to the auditor in that we audited,
reviewed, more accurately, the changes through
the process |'ve aready described, quarterly
and annually. They were similar to the reserves
coordinator in that my organization captured the
data and prepared the instructional document and
did training.
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Q. By instructiona document, are you

referring to the SEPCO guidelines?

0153

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

RODNEY SIDLE

A. Yes

Q. When you say that that function was
similar to the group reserves coordinator, do
you mean that it's your understanding that the
GRC, or group reserves coordinator, was
responsible for revisions to the group
guidelines?

A. They were the custodian of the
document. What resources they tapped into to
actually do the authoring, or how they captured
information that was ultimately created into
that document, | mean | made some submittals of
information to the coordinator, but the exact
process of who did that, | don't know.

Q. Wasthere anybody at SEPCO who is
responsible for ensuring that the SEPCO
guidelines regarding the booking of proved
reserves complied with the SEC requirements?

A. Yes Me.

Q. Do youknow if anyone at the group
level had a similar responsibility with respect
to the group guidelines concerning the booking
of proved reserves?

A. AsI| mentioned, the statement in the

=
g

©CoooO~NOOLPA~WNPE

10

[EEN
=

12
13
14

RODNEY SIDLE

guidelines suggested that there was areview and
validation, approval, assurance, whatever you
want to call it, a process that enabled the
statement to be made that they had been reviewed
and were judged compliant with SEC requirements.
Exactly how that was done, | did not know.

Q. Didyou ever discuss with Mr. Roosch
his statement that compliance audits by the
group reserves auditor are against Shell
guidelines and not against the letter of the SEC
rules?

A. | did not discuss that with him, no.

Q. AndI believe you stated, but
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correct meif I'm wrong -- | may have

misrecalled -- did that statement strike you as
being inconsistent with the language in the
group guidelines themselves, at the time that
you read this e-mail?
MR. SMITH: Objection; lack of

foundation.

A. Itinvolved one person's
interpretation as to what was the spirit and
what was the letter. | looked at the document
and it said that it had been reviewed and it was
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SEC compliant. | was aware like most reservoir
engineers that there had been thislegend of a
meeting, where SEC validation of the Shell
practices were accepted, and so | just looked at
It as one person's interpretation.
Q. Did it take on any special
significance for you that the one person who had
that interpretation was the group reserves
coordinator, who was the custodian of the group
guidelines concerning the booking of group
reserves?
A. Again, inwriting, | read that it's
SEC compliant, and I'm not aware of what's going
on behind all of this, other than | just don't
get to talk to Anton anymore.
Q. You can put that aside, sir.
Mr. Sidle, | just want to follow up,
| forgot to do so before, with respect to
Exhibit 4. Thereare-- I'm sorry. I'll wait
until you get that in front of you.
There are various handwritten
notations on that document. Do you recognize

24 the handwriting, sir?

25 (Witness reviewing document.)
0156
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2 A. No, | dont't.

3 Q. | takeit then that that's not your
4 handwriting?

5 A. Itisnot my handwriting.
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Q. Okay. Thank you.

(Sidle Exhibit 7, e-mail string,

Bates number TT 000310 through TT 000311,

was marked for identification.)
BY MR. MacFALL.:

Q. Mr. Sidle, you've just been handed a
document marked for identification as Sidle
Exhibit 7. 1 would ask you to take alook at
that, sir, and tell me when you're done
reviewing it. | would note for the record that
there is no indication on the document that you
are either the author or recipient of it.

(Witness reviewing document.)

Q. | stand corrected. Actually, there
isapart of the e-mail string which indicates
that thereis an e-mail from Mr. Roosch to you,
sir, and that appears in the bottom third of the
last page. My apologies.
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(Witness reviewing document.)

A. Allright. I'vereviewed the
document.

Q. Directing your attention
specifically to the first e-mail, which isthe
last e-mail that appears physically on the
document, from Mr. Roosch to you dated March 19,
2002.

Do you recall thise-mail, sir?

A. Not specifically, but againit's
part of the ongoing dialogue that | had with the
coordinator, and for awhile, with the auditor.

Q. Thereare severa other individuals
shown in the -- as recipients of this e-mail,
one of whom is Stuart Evans. Do you know
Mr. Evans?

A. Yes, | do.

Q. And could you please tell me who
Mr. Evansis?

A. Stuartisone of the more senior
reservoir engineersin the group. At thistime
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23 he was assigned to a partnership operation which

24 the group had interest in, Oman, PDO is
25 Petroleum Development Oman, an operating company
0158
1 RODNEY SIDLE
2 inthat country.
3 Q. Thecc'sinclude Mark Wharton and
4 Jaap Nauta. Do you know Mr. Wharton?
5 A. Thenamedoesn'tring abell. No.
Q. How about Mr. Nauta, or Nauta? If
I'm mispronouncing it.
A. Yes, I'vemet Jaap, and | know who
heis.
10 Q. Okay. What position did Mr. Nauta
11 hold within Shell at that time?
12 A. | don't know.
13 Q. Thetext of the e-mail indicates
14 that Mr. Roosch is forwarding to you, and
15 Mr. Evans, draft guidelines. Backing up a
16 little bit, the subject of the e-mail isNew PR
17 Volume Guidelines. Do you know what the PR
18 refersto there?
19 A. It would seem to mean proved
20 reserves.
21 Q. Doyou recall receiving draft
22 guidelines from Mr. Roosch in or about March of
23 20027?
24 A. Not specifically, no.
25 Q. Thetext of the eemail from
0159
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RODNEY SIDLE

Mr. Roosch to you and Mr. Evans indicates that
the draft guidelines strive to align better with
the SEC rule. Do you know what Mr. Roosch meant
by that?

A. I'msorry. Could you ask the
question again, please?

Q. Sure. Do you know what Mr. Roosch
meant when he wrote that the attached draft
10 guidelines strive to align better with the SEC
11 rule?
12 MR. SMITH: Objection to form.
13 A. Other than just what isimplied by

©CoooO~NOOLPA~WNPE
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the language, no. Just trying to align better

with the SEC rules.

Q. Atthistime, March 2002, were you
aware of any provisions of the group guidelines
that were inconsistent with the SEC requirements
concerning the booking of proved reserves?

MR. SMITH: Object to the form.

A. | think we've discussed this before.

My focus was on the US, and so | -- | kept my
focusonthe U.S. | provided information where
| had it that could apply internationally. It

was obvious in the reading of the group
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RODNEY SIDLE
guidelines and the SEC document that there were
some places where the text did not seem to
perfectly aign.

However, the document that was the
guidelines stated that it was -- had been judged
by othersto be SEC compliant, and the technical
staff at the time were aware of other meetings
for which there wasn't established text by the

SEC, it was aresult of that meeting where
Shell's practices were believed to have been, by
what we understood about that meeting, validated
by the SEC.

Q. Breaking it down first with respect
to thismeeting. Do you recall who attended
this meeting?

A. No.

Q. Do you know when the meeting
occurred?

A. No.

Q. How isit that you heard about this
meeting?

A. Asl said, it wasjust information
that was passed along to the staff in
communications, discussions. | could never find
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itinwriting. It wasjust general knowledge
that, you know, why are we using probabilistics.
Well, we got the guidance that that was okay.
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And that's the kind of answer you got. So that

was passed on from one to the other.

Q. AmI correct that you don't recall
specifically who you heard about the meeting
from?

A. | don'trecal.

Q. Separate and apart from the use of
probabilistics, do you recall any other specific
provision of the Shell guidelinesrelating to
proved reserves that were reportedly discussed
during this meeting?

A. No, | don't. That'sthe example
that's always been given me.

Q. Didyou ever discuss this meeting
with Mr. Roosch?

A. | don'trecall that | did. No.

Q. Doyou recall if you discussed the
meeting with Mr. Barendregt?

A. Yes, | dobelievel discussed it
with Anton, but | don't remember the time frame.
| don't know if it was this time frame or |ater.
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RODNEY SIDLE
Q. Do you recall the substance of your
conversations with Mr. Barendregt -- or
conversation with Mr. Barendregt concerning that
meeting?
A. Yes Yes Itwasl had heard this
meeting occurred. | couldn't find any reference
to it in any of the documentsthat | saw in the
guidelines. Do we have anything in our files
that actually shows, just what you asked, who
was there, what had happened, what did they say.
And after searching the files, which
was done pretty thoroughly in 2004, the answer
that came back was there was no written record
of that meeting occurring.
Q. Did the conversation that you had
with Mr. Barendregt -- I'm sorry. Withdrawn.
Y ou referenced the search in 2004.
With respect to your conversation with
Mr. Barendregt, however, do you recall the
substance of that discussion?
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A. Again, | don't remember the time

frame, but it was Anton, do you have anything
that came out of that meeting that could help us
better understand exactly what was said and what
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RODNEY SIDLE
was agreed to, and the answer that | got was no,
at that time he didn't have it.

Q. Doyourecal if Mr. Barendregt
indicated that he was aware that the meeting had
occurred?

A. No, | don't remember how he
responded to my question. Other than that he
didn't have any evidence of it.

Q. Doyourecal if Mr. Barendregt had
indicated that he had additional detail or
information concerning the meeting?

A. No.

Q. And by "no," you mean no, you don't
recall or no, he did not have?

A. No, I don't recall him saying
anything like that.

Q. Thank you. Directing your attention
now to the e-mail that immediately followed the
March 19, 2002 e-mail from Mr. Roosch to you and
Mr. Evans, thereis an e-mail dated March 21,
2002 from Mr. Evans to Mr. Roosch.

Do you recall if you've ever seen
this e-mail before?

A. No, | have not.
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Q. Mr. Evans, in thefirst paragraph of
that e-mail, talks about the 2001 ARPR, and then
follows an identification of the underlying
causes for the situation we find ourselvesin
today.
Do you know what Mr. Evansis
talking about there?
MR. SMITH: Objection; lack of
foundation.
A. No, | don't.
Q. What follows are severa points, the
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first of which is ambiguous guidelines, the

parenthetical indicates that Mr. Evans assumes
that Mr. Roosch's, or the new guidelines,
address that.
Do you recall if the group
guidelines were ambiguous with respect to the
booking of proved reserves back in or about
March of 20027
MR. SMITH: Objection; lack of
foundation.
A. Itwasn't-- | didn't have an
opinion as to whether or not they were ambiguous
for usein international settings. It ssimply

0165

©CooO~NOOOLPA~WNPE

10

NNNNNRPRRRRRRRR
BWONRPOOWWONOUNWNEPR

25

RODNEY SIDLE
wasn't an area of my experience or expertise.

| did find that the guidelines gave
me, broadly, the ability, within their

flexibility, to do what SEPCO felt were the
proper things within our guidelines, which did
add alittle bit more instruction specific to US
operations beyond what the group guidelines
provided.

So that flexibility that gave me the
opportunity to use Shell's guidelines was what |
wanted to maintain so we could use the
guidelines we had.

Whether or not that meant they were
ambiguous, | don't know.

Q. Didyou ever have any discussions
with anyone concerning whether or not the group
guidelines, in effect in March 2002, were
ambiguous with regard to the booking of proved
reserves?

A. No, | don't recall any discussions
about that.

Q. Doyourecdl if anybody ever
expressed that sentiment to you?

A. The question of ambiguous guidelines
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isonethat all reserves auditors and reviewers
deal with, including the SEC themselves. If you
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want to go back to one of the prior exhibits,

the statement that is made in the SEC draft
websiteisthat it'simpossible to issue
standards that are so specifically clear that
all peoplein al situations know exactly what
they're supposed to do.
So yes, it's not unusual for people
to say well, these are ambiguous, but it's
largely because they want such exacting and
perfect information for their situation, and not
to be put in a situation where they're required
to use judgment that, frankly, there's -- you
can't write guidelines that are so exacting they
cover everything.
| hear that -- | hear even today
that there's some ambiguity. But frankly, as|l
read them, they're very clear.

Q. Doyou specificaly recall, however,
anyone expressing to you specifically that the
group guidelines with regard to the booking of
proved reserves were ambiguous?

A. | don't recall aspecificindividua

RODNEY SIDLE
making that comment at thistime. No.

Q. You used theterm flexibility in
connection with the group guidelines, and |
believe you indicated that the SEPCO guidelines
were more specific. Isthat afar statement?

A. That'swhat | said. Yes.

Q. Okay. Could you describe for me
what you mean by -- withdrawn.

How were the SEPCO guidelines more
specific, as compared to the group guidelines,
in connection with the booking of proved
reserves?

A. Okay. Therearetwo dominant
processes that are often used to determine
reserves, little R. Oneisadeterministic
method, where a specific representation of an
opportunity is done on maps with wells, in
calculating volumes; another is a probabilistic
method, or arange of outcomes are considered,
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and then that range is used, with statistical

representations, to come up with volumes
associated with either a higher case, amiddie
case, or alower case.

So within the Shell group
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RODNEY SIDLE
guidelines, either of probabilistic methods,
then selecting a conservative or low-end case,
or deterministic methods, by building that
deterministic case around a conservative
representation of the resource, were
permissible. That was fine with me, because all
| wanted was deterministic. That wastheway US
SEPCO had always done its books, and even though
probabilistics were something that the group had
used for years, the fact that they allowed
deterministics left me the leeway to continue to
use the process that we felt most comfortable
with, because it's the one we had always used.

Q. You just described the difference
between the group and the SEPCO guidelines. My
question really hasto do with the level of
specificity.

L eaving aside the issue of
probabilistic versus deterministic, can you
think of any other way in which the SEPCO
guidelines concerning the booking of proved
reserves were more specific than the group
guidelines?

A. Yes. Another example would be
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references to SEPCO's budgeting process, which
was specific to the way the processes that SEPCO
used, in determining which projects they would
fund. There were references made to elements of
that that were simply tied to the work process
we had in SEPCO, that was different in different
businesses around Shell. Sowetied it to
things that were specific for the way we ran the
business in the US, because it applied to only
our country as opposed to the group guidelines
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that would need to provide a framework for all

countries.

Q. Did those budgetary references
involve commercial maturity of various projects?

A. Yes. Budgetary references would
have been a part of the determination of
commercial maturity. Yes.

Q. Canyou think of any other instances
where the SEPCO guidelines -- and | redlize, |
don't want you to necessarily go through all
provisions -- but to the extent that you can
think of any other areas where the SEPCO
guidelines were more specific than the group
guidelines at that time?
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RODNEY SIDLE
A. Wadl, another placewasin
ownership, because the typical ways of the
ownership of reservesin the ground involved
private owners, and it involved things like base
royalties, overriding royalties, back-ins, a
variety of ownership agreements that were
specific to the types of ownership in the US; we
had more detail on that.
Those are the ones that come to
mind. Asyou say, you lay the two down and we
can walk through and look for as many as you
would like. But those are examples.
Q. That'sfine. Thank you.
| would like to direct your
attention again back to the document, Mr. Evans
response to Mr. Roosch. Beneath ambiguous
guidelines, he lists behaviors driven by
scorecard compliance. My questionisin or
about this time period, March of 2002, were you
aware of any instance where proved reserves were
booked in order to achieve a certain result on
an OU scorecard?
MR. SMITH: Objection to form.
A. My experience within SEPCO was that
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that wasn't an issue, so | didn't know what
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happened in other OUs around the world.

Q. Item C, Mr. Evanslists as problems
only becoming apparent years down the road from
the original booking. Did you have any
experience with that in SEPCO?

A. Yes. That's part of the reason that
you classify reserves as estimates. | believe |

made reference to the fact that you had to have
some situations in SEPCO where we had data that
allowed us to properly book reserves, and then
changesin circumstances, and later information
caused us to need to remove those lines.

Q. Let meask you. With respect to
those circumstances where proved reserves had
been booked by SEPCO and a changein
circumstance arose which impacted those
reserves, did SEPCO de-book those reserves?

A. Yes, they did.

Q. Could you please describe for me the
process -- withdrawn.
Was there a processin place to
ascertain whether or not reserves, proved
reserves, should be de-booked?
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A. Yes
MR. SMITH: Objection to the form.
Do you mean in SEPCO?
MR. MacFALL: Within SEPCO. Yes,
please.
A. Yes, within SEPCO there was.
Q. Okay. Couldyou just briefly
describe for me that process?
A. Yes. | mentioned to you the process
by which reserve volumes changes were reviewed,
aquarterly process, supplemented by an annual
process. One element of that annual process was
to look at not only new bookings, but to look at
any changes, positive or negative, that would
have occurred because of new data being
available.
We had a quality control process
that in addition to instructing the staff to
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bring those forward, we also selected on our --

asthe reviewers, on our own account, fields
where we thought there would be useful to
continuously validate that even if no changes
were being brought forward, that that was the
right answer.
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So either through things the staff
brought forward, which could have included
de-booking volumes, or places where we, as
reviewers, said we need to see the project to
make sure we're still comfortable with the
volumes on the books, those things came forward,
the circumstances where de-bookings were
required were identified, and those were done.

Q. Within SEPCO who made the decision
to -- the final decision to de-book proved
reserves?

A. The-- 1 and my predecessors, asthe
focal pointsfor the reviews, would make a
recommendation, and then that went to, at least
in the time that | was in the position, a board
of the EP leadership, who reviewed the
recommendation and the documentation behind it,
and then made the decision.

Q. Canyou think of any circumstance,
or any incident, where SEPCO determined that
reserves should be de-booked -- proved

23 reserves -- but they were maintained on SEPCO's
24 booksfor longer than ayear?

25 MR. SMITH: Objection to form.

0174

1 RODNEY SIDLE

2 A. Timeframe?

3 Q. 1999 to 2004.

4 A. No. Therewere nonethat I'm aware

5 of.

6 Q. Did SEPCO endeavor to de-book proved
7 reservesthat had been identified as having

8
9
10

developed some problem in the same year in which
that problem was identified? Do you understand
the question? It was awkward. | can rephrase,
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if you like.

A. |think | understandit. Let me
rephrase what | think you meant and answer that
guestion.

Q. Sure

A. The SEPCO processwasto do
technical evaluations to ascertain what the
proper reserve level was, proved reserves. The
staff then would have their technical work
reviewed by the reviewers at that time, the team
that | led, and then arecommendation to make a
de-booking would be made, if that study indeed
showed that the proper compliant thing to do was
to de-book it. And that was done in the year
that the study was done.
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RODNEY SIDLE

Q. Thank you. The processyou just
described, do you know if the group had a
similar process with regard to the de-booking of
reserves during the same time period, 1999-20047?

A. I'msorry. Thetime frame again?

Q. I'msorry. 1999 until 2004.

A. During the early part of the period
| had very limited contact with their audit
function. Actually prior to Anton'svisit of
SEPCO in, | believe it was 2000, we had actually
never had the group auditor visit us, so that |
had no background to know what their process
was.

After hevisited, | at least had

some knowledge of what the process was, based on
what | saw in SEPCO. It wasthen my belief that
the process that the group had was essentially
the businesses reporting when a de-booking
situation arose, and then audit -- the group
reserves auditor periodically would come around
to assure that that was done.

Q. Your understanding of the group
process concerning de-booking of proved
reserves, was that based on your conversations
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with Mr. Barendregt?

A. It was based more on inference and
reference from what | saw him do to us. He had
no ability to discuss with me the results of his
studies or his actions with any other business.
That's one of the system -- one of thelegal and
structural conditions within Shell, isthat if
you'rein an OU, you don't really have rights to

the data from other OUs. And so it was
impossible for me to know that or for him to
tell me that.

But what | observed from his
processes was that that seemed to be the way the
process worked.

Q. Now, with respect to the quarterly
reviews done within SEPCO, you at some point had
used the term review and audit interchangeably.
Were the quarterly reviews quarterly audits?

A. Asl've better come to know what
audit actually means, the things that were done
within SEPCO are correctly called reviews rather
than audits. Because the depth of study that's
done at the time of that review is more
consistent with the term review than audit.
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However, the depth that isdonein

an audit does have a paralld in that the
involvement of the reserves group at getting the
work done, providing guidance as the
calculations are being done, does occur so you
do get a chance to get deep into the data and
make sure people are doing it right.

Q. How about the annual review at

SEPCO, was that an audit versus areview?

A. No, it actually wasareview.

Q. Okay. | believeyou indicated that
prior to 2000 Mr. Barendregt had not come to
SEPCO. Isthat correct?

A. That's correct. SEPCO had not
integrated itself into the group practice of
allowing the group reserves auditor to visit.

Q. Mr. Barendregt'svisit in 2000, was
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19 that an audit of SEPCO?

20 A. That wasthe word that was used by
21 thegroup. Yes.
22 Q. Wereyou involved in that audit by
23 Mr. Barendregt?
24 A. Yes, | was.
25 Q. Could you please describe for me
0178

RODNEY SIDLE
your role in that audit?

A. Yes. Asthereserves manager for
SEPCO | was the host, so | communicated with him
to set up the arrangements for what locations he
would visit, when he would visit, communicated
with him the schedule of what fields we were
going to review. He also gave me requirements
for other parties he wished to talk to other

than just the technical staff; people that
handled data, people in finance, things like
that. Peoplein tax.

So myself, or through my staff, we
arranged al the logistics for his visit.

Q. Doyou recall how long that audit
lasted?

A. | believe hewastherefor
essentially a complete week.

Q. Didyou have occasion to observe
Mr. Barendregt actually performing hiswork as
auditor during that audit?

A. For aportion of it, yes. Because a
portion of it he conducted while he was
physically in the meetingsthat |, asa

25 reviewer, and the review team, were conducting
0179
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to look at the projects.

A portion of it he conducted with
private interviews with others that were not
part of my review process, peoplelikein
finance and in tax.

Q. That portion of the audit process to
which you were privy --
A. Yes

©CoooO~NOOLPA~WNPE

Page 108 of 295

file:///C)/Documents¥%20and%20Setti ngs/daustin/Desktop/ Deposition%20T ranscripts/103006rsidle.txt (108 of 143)9/18/2007 4:00:28 PM



file://ICJ/Documents¥20and%20Setti ngs/daustin/Desktop/Deposition%20T ranscripts/ 103006rsidle.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 364-9 Filed 10/10/2007
Q. --that you had an opportunity to

observe, did it involve alevel of detail of
review that was greater or more in depth than
the reviews you conducted at SEPCO?

A. No. Itwasidentical.

Q. Do you know how often the group
performs audits of the various OUs?

A. During --

Q. During the 1999-2004 time frame.

A. Intheearlier part of that -- |
don't remember exactly -- well, 2004 was an
unusual year, and so prior to 2004 there was a
genera schedule that said the very large OUs
would be visited every four years, and smaller
ones could be up to seven years. Or, if there
was a special need identified for abusinessto
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RODNEY SIDLE
be visited outside of that schedule, then that
would be added to the schedule al so.
Q. Separate and apart from the audits
by the group reserve auditor, were you aware of
any review process, with respect to group OUs,
that were similar to the review process that
your group performed within SEPCO?
A. No, | wasnot aware of it.
MR. MacFALL: | want to go off the
record.
VIDEOGRAPHER: Thetimeis3:24 p.m.
We're off the record.

(Recess.)

VIDEOGRAPHER: Thetimeisnow

3:44 p.m. Back on the record.

BY MR. MacFALL.:

Q. Mr. Sidle, before the break we were
discussing the audit process, both within SEPCO
and the group. Y ou had described the general
schedule, the timing of audits within the group
by Mr. Barendregt.

Do you recall if the group also

0181
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RODNEY SIDLE

conducted audits based on need by various OUs?
A. Yes, | believe | added that to my
response, that the standard of four yearsto
seven years could also be supplemented outside
of that schedule, when a specific need was
identified.
Q. Now, going back to your testimony

concerning de-booking of proved reserves that
became problematic within SEPCO. I'm sorry.
Y ou described the process, and | believe you
indicated that after your group had reviewed and
issued areport, it then was reviewed, | believe
you said, by the EP leadership, but I'm not

sure. And | just wanted to clarify. After that
left you, where did it go?

A. Yes. My -- thereserves group, |

made a recommendation to the SEPCO EP leadership
team, which is chaired by the head of SEPCO's
operation, and had, for example, the chief
financial officer, the chief technical officer,

key members of the CEOs -- of SEPCO's staff on
the team. They then reviewed it and made the
final decision.

Q. Prior tothetime that

0182
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Mr. Barendregt -- well, prior to 2000 did the
group have any role in approving the de-booking
of proved reserves at SEPCO?
A. I'mnot aware of that. No.
Q. Iwouldlikeyou to turn your
attention back to Exhibit 7, sir, and
specifically direct your attention to the second
page of that document.
A. I'msorry. To which page?
Q. I'msorry. The second page of the
document we were looking at alittle bit
earlier.
Directing your attention
specifically to the next-to-last paragraph in
the e-mail from Mr. Evansto Mr. Roosch
beginning with the words "There is probably the
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need ..."

Do you seethat, sir?

A. | seethat.

Q. Okay. And he continues discussing a
hydrocarbon resource volume/value peer-review
process.

Do you recall if such a process was
put in place prior to -- well, put in place

0183

RODNEY SIDLE
ever, within the group?
MR. SMITH: Objection to form and
foundation.

A. Thismakes specific reference to the
conditionsin PDO, and that adds to the
complication of it being actually owned by a
foreign government, with Shell as a partner.
Exactly what happened there was not my -- | did

not have the ability to know.

Q. Okay. Thank you. Andif I could
ask you to turn your attention to the first page
of that document, sir. At the top of the first
page isthe last e-mail in this string from
Mr. Roosch dated March 22, 2002 to Stuart Evans
responding to hise-mail. Directing your
attention specifically to the, | guessit's the
third line down that says, "On the scorecard
pressure issue:"

Do you seethat, sir? It'sthe
first big paragraph beneath " Stuart.”

A. | seethefirst big paragraph. Yes.
| see that paragraph.

Q. Okay. Mr. Roosch writes: "RRR is
now such an important external KPI."

0184
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And then it continues. Are you

familiar with the term RRR?

A. Yes | am.

Q. Okay. Could you tell me what that
means, Sir?

A. That isreserves replacement ratio.

Q. Doyou know what KPI refersto?
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Case 3:04-cv-00374-JAP-JJH  Document 364-9 Filed 10/10/2007
A. Yes, | do.

Q. Okay. Andcanyou --

A. That'skey performance index. Or
indicator.

Q. Doyou recal if the reserves
replacement ratio was a key performance
indicator in or about March of 20027

MR. SMITH: Objection to the form
and foundation.

A. The references are being made here
to group policies and group scorecards, which |
had no knowledge of.

Q. WasRRR acomponent of -- withdrawn.

Did SEPCO utilize scorecards?

MR. SMITH: At thistime, in 20027

MR. MacFALL: Yes. I'msorry. Yes.
A. | don't recall any specific
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RODNEY SIDLE
information around scorecards. There were
certain business measures we looked at for our
performance, but the specific items that were
scorecards, | don't recall.
Q. Do you remember one of the measures
that was looked at by SEPCO was RRR?
A. RRRwasahistoric indicator that
had been used for some time of reserve
replacement, as the name implies, and it was a
measure that we looked at. Yes.

Q. Doyou recall approximately what
SEPCO's RRR was during the period -- well, let's
start with 20007

A. No, | don't.

Q. Okay.

A. | don'trecal.

Q. Doyourecal for any specific year
during that period, 2000-20047?

A. | don't remember specific values, no

Q. Okay. Thank you. I would like now
to direct your attention to the paragraph
beneath that, specifically the second sentence
in that paragraph beginning "one fatal flaw."

Do you seethat, sir?
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2 A. | seethe sentence, yes.

3 Q. Do you know what Mr. Rooschis
4 talking about when he references notional

© 00 N O O

25

project definition?
MR. SMITH: Objection to form.
(Witness reviewing document.)
A. | don't specifically know what he's
referring to. No.

Q. Doyou know what NPV stands for,
which isalittle bit later in that sentence?

A. Yes. Net present value.

Q. Directing your attention to the
following sentence, Mr. Roosch wrote: "The SEC
notion, that proved reserves disclosures should
only bein relation to projects that are
'reasonably certain' to go ahead, was pushed to
the background," and then the sentence
continues.

Do you recall if you ever discussed
that thought or concept with Mr. Roosch?

A. | have never seen this e-mail
before, and | don't recall ever discussing that
with him.

Q. Mr. Roosch then writes, "Vauable
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time and effort has been spent on a'parallel
industry' of virtual project definition with the
sole purpose of underpinning volumes to be
'booked.™
Do you recall if you ever discussed
that idea or notion with Mr. Roosch?

A. No, | don't recall.

Q. Doyourecal if Mr. Roosch's
observation in the sentence that we just
discussed was accurate in or about March of
20027?

MR. SMITH: Objection to form and
lack of foundation.

A. | don't know what he's referring to.

Q. Directing your attention to the
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following paragraph, the last sentence in that

paragraph beginning with the words "It is clear
to all."
Do you see that sentence, sir? The

next paragraph down, last sentence.

A. Okay. Thelast sentence of the
next -- it isclear -- oh, yes. Okay. I'm with
youl.

Q. Okay. Mr. Roosch discusses being

0188
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liberal with the implementation of guidelines,
and propping up numbers temporarily. Do you
recall if you ever had -- if you ever discussed
the group's implementation of the guidelines
being liberal with Mr. Roosch?
A. | don'trecal.
Q. Do you have any knowledge of whether
or not the group's implementation of its
guidelines with respect to proved reserves was
liberal in or about March of 20027
MR. SMITH: Objection to the form.

A. I'mnot familiar with its
application outside of the US, which was where |
focused my efforts.

Q. Directing your attention to the next
paragraph, the first sentence references an
observation made by the external auditorsto the
effect that Shell was then more aggressive than
Its competitives -- competitors, I'm sorry -- in
booking of new discoveries. Do you see that
sentence, Sir?

A. | seeit.

Q. Do you have any knowledge of whether
Shell was more aggressive than its competitors

0189
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in or about March of 2002 with respect to the
booking of proved reservesin connection with
new discoveries?
MR. SMITH: Objection to the form.
A. I'mfamiliar with Shell's practices
in SEPCO. | was not aware of that occurringin
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SEPCO. | did not believeit did occur in SEPCO.

| don't know what happened outside of the US.

Q. During the time that you --
withdrawn.

Prior to 2000, did you have any

interaction with Shell's external auditors?

A. | may have had some interactions
with PricewaterhouseCoopers, or they might have
been Price Waterhouse then, | don't recall
when -- when it changed -- because they were the
Shell Oil Company external auditors, and part of
the SEPCO reserves process was to engage Price
Waterhouse at areview of our reserves after we
had agreed internally as to what our reserves
changes would be. They would solicit
information from us on a representation letter
of thetraining of staff, the activities that
underpinned our reserves. They would look at

0190
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RODNEY SIDLE
the practices that were used by the people that
captured the data. And then they used that to
report back to the Shell Oil Corporation.

So any interaction, and I'm not
absolutely sure when | first wasinvolved in
that, it could have been prior to 2000, would
have been in that way.

Q. Doyou recal theindividual from
Price Waterhouse that you dealt with?

A. No, | don't.

Q. Doyou recal if it was more than
one individual?

A. No, | don't.

Q. With respect to the review done by
Price Waterhouse, was that an annual review?

A. Yes, itwas.

Q. Doyou recall approximately what
time of year that occurred?

A. Itwasyear-end, but | don't
remember if it was December or January. But it
was proximal to year-end.

Q. Do you recall approximately how long
the review by Price Waterhouse lasted?
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MR. SMITH: Objection to form and
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RODNEY SIDLE

foundation. Are you talking about the

review of -- the part of the review that he

described, or their audit?
MR. MacFALL: I'mtalking about the
part of the review that he described.

A. The process of review that they used
primarily engaged them spending time with the
person who administered our database and
capturing data from the database to summarize
different categorizations of the changes. They
did not do any form of technical review, which
was the principal participation that | had in
the process. How long they talked with the

person that collected the datato provideit to
them, | don't know. | just don't know.

Q. Doyourecal if aspart of that
review Price Waterhouse reviewed your technical
work or your technical review?

A. No. No, they had no engagement in
the technical review.

Q. Did Price Waterhouse conduct those
reviews throughout the period of 1999 to 2004?
And by "those reviews," I'm speaking
specifically at SEPCO.
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MR. SMITH: Objection to the form
and foundation.

A. For SEPCO, yes, they continued to do
that.

Q. Andjust so | have asense of the
timing, you said you thought it was
approximately year-end. Was that prior to the
time when SEPCO reported its proved reservesto

the group as part of the ARPR process?
A. | can't remember the exact timing.
(Sidle Exhibit 8, e-mail exchange,
two pages, was marked for identification.)
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BY MR. MacFALL:

Q. Mr. Sidle, you've just been handed a
document marked for identification as Sidle
Exhibit 8. | would ask you to take alook at
that, sir, and tell me when you're done
reviewing it and if you recognize it.

(Witness reviewing document.)

A. | reviewed the document.

Q. Doyou recall this document, sir?

A. Yes, | do.
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RODNEY SIDLE

Q. For therecord, the document is an
e-mail exchange between Mr. Sidle and John Pay,
the last of which is dated September 19, 2002.
The subject is the SPEE Forum on SEC Reserve
Definitions - Houston, October 22.

Do you recall if you attended that

forum, sir?

A. Yes | did.

Q. AndI believe you had previously
indicated that SPEE is Society of Petroleum
Evaluating Engineers. Isthat correct?

A. Evaluation Engineers. Yes,

Q. Thank you. Were you a member of the
SPEE?

A. Not at that time.

Q. Doyou recall attending this forum?

A. Yes | do.

Q. Now, it'salittle difficult to
follow because in the last -- or the most recent
of the emails you indicate that you replied to
Mr. Pay's comments below in red, and obviously
thisis not a color reproduction. But having
had an opportunity to look at the document,
there is material that appears in brackets.

0194

RODNEY SIDLE
Areyou able to identify the
bracketed material as your comments to Mr. Pay's
e-mail?
A. | believe the bracketed comments are
mine.
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Q. Now, specificaly directing your

attention to the second paragraph -- I'm
sorry -- of the email from Mr. Pay to you dated
September 19, 2002 that appears in the second
half of the first page. The second paragraph,
second sentence -- I'm sorry -- first sentence
indicates that one of Mr. Pay's objectives would
be to "see how the land lies with the
competition on their actual practicein
interpreting the SEC rules. There seemsto be
the possibility for quite agulf to persist
between the SEC intent and the actual practice
of producers."
And then you comment with respect
to, | believe it's British Petroleum and
ExxonMobile. Isthat correct, sir?
A. Thatiscorrect.
Q. Separate and apart from your
response in the bracketed material, do you
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RODNEY SIDLE
recall discussing with Mr. Pay Shell's
competitors interpretation of the SEC rules?
A. Itwasastanding topic for
discussion, as with many issuesrelated to
reserves, as to what we knew and how we were
able to discern it, about how our competitors,
or others, for example, consultants, interpreted
the SEC criteria
Q. Now, your response that references
British Petroleum and ExxonMobile, was that
response limited to the United States, or were
you referring to British Petroleum and
ExxonM obile worldwide?
A. If I could put thisdiscussionin a
framework --
Q. Sure
A. --it'seasier for meto answer.
Q. Sure
A. The SPEE forum was an event that had
been held for several yearsin arow about
October, where at |east one, or more recently at
this meeting both of the SEC petroleum
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engineers, Jm Murphy and Ron Winfrey, would

attend at an informal setting, offer their
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RODNEY SIDLE
personal observations on hypothetical cases.
It was a very instructive session,
even though unofficial, to gauge the thinking
from the SEC about how to address particular
ISsues.

Industry had the opportunity to

bring case histories, examples, hypothetical
situations to them for their hypothetical
responses as to interpretation. That gave the
opportunity to see what people were interested
in, and to get guidance from the SEC as to how
best to understand their directions. So it was
ahighly beneficial educational event.

The intent of this e-mail wasto
encourage John Pay to attend. | had attended
two prior meetings, and | found them most
beneficial, and | thought that were he able to
attend, he would find it educational also.

The intent of that education was
simply to have more data upon which to base our
foundation of interpretation for the SEC rules,
whether it be US or anyplace else.

Q. Was Mr. Pay the group reserves
coordinator at the time?
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A. Yes hewas.
Q. Doyourecdl if you provided --
withdrawn.
Did you ask any questions of the
SEC's engineers at that particular forum?
A. Not at this one, no.
Q. Doyou recall -- withdrawn.
Did you present them with any
hypotheticals at that particular forum?
A. Not at this one, no.
Q. Do you recal having done so at any
other SPEE forums?
A. Yes. Theprior one waswhen | made
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the presentation regarding seismic
gualifications for being used to determine
lowest known hydrocarbon.

Q. Didyou receive feedback from the
SEC engineers at that forum?

A. Yes | did. | believe | mentioned
that the feedback that | was given, for a
hypothetical case, their guidance being personal
opinion in a hypothetical setting, was that the
case that | was making for a qualified use of
seismic was interesting and would be considered
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RODNEY SIDLE
on a case-by-case basis.

Q. Doyou recall any other circumstance
in which you posed hypothetical questions to the
SEC engineers at a SPEE -- SPE forum?

A. No, | don't.

Q. 1 would like now to direct your
attention to the second page of the document.
Specifically the last paragraph in that e-mail,

Mr. Pay states: "I think thereisareal danger
that by a strict and dogmatic interpretation of
the rulesin Shell, we let the competition steal
aday's march on us," and then it continues.

Do you have any understanding of the
rules to which Mr. Pay is referring there? And
by that | mean, is he referring -- do you know
If he'sreferring to the SEC rules or the group
guidelines?

A. I'mnot entirely sure, but in the
context of the sentence, if it was arule that
would apply to our competition aswell asto
Shell, it would imply that it was something that
was a general industry rule, like the SEC rules.

Q. Doyourecal ever having a
discussion with Mr. Pay about a competitive
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disadvantage being inflicted upon Shell by
virtue of a strict compliance with the SEC rules
concerning booked reserves?
A. Yes, | believe we discussed that.
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Q. Okay. Could you please describe for

me the substance of the conversation that you
had with Mr. Pay?
A. Allright. Therewasastrong
desire for Shell's interpretation application of
the SEC rulesto be exactly the same as our
competitors; to achieve the comparability that
was intended as the basis for rulesthat al SEC
registrants would use. The discussion | had
with John was around how do we assure that that
comparability is present in our report.
Q. Doyou recall approximately when
that conversation occurred?
A. No, | don't.
Q. Wasthere any discussion of engaging
in comparable -- withdrawn.
Was there any discussion of engaging
in practices comparable to those of your
competitors -- and by yours, | mean Shell's --
where such practices were not in compliance with
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the SEC rules concerning the booking of proved
reserves?
MR. SMITH: Objection to form.

A. No, therewerenot. Inall caseswe
wished to be compliant, but interpreting what
was and was not compliant was the intent of
looking at others who were interpreting those
and achieving compliance to assure again that

comparability was afeature in what our
reporting achieved.

Q. Do you recall what specifically was
looked at or discussed between you and Mr. Pay
in that regard? And by that | mean what were
you looking at that was being dealt with --

A. | don't remember specific details.

No.
MR. FERRARA: I'm sorry. Isthis9?
MR. MacFALL: Itis.

(Sidle Exhibit 9, e-mail with
attached draft document, Bates number PAY

Page 121 of 295

file:///C)/Documents¥%20and%20Setti ngs/daustin/Desktop/ Deposition%20T ranscripts/103006rsidle.txt (121 of 143)9/18/2007 4:00:28 PM



file://ICJ/Documents¥20and%20Setti ngs/daustin/Desktop/Deposition%20T ranscripts/ 103006rsidle.txt
Case 3:04-cv-00374-JAP-JJH  Document 364-9  Filed 10/10/2007
23 1761 through PAY 0782, was marked for

24 identification.)

25

0201

1 RODNEY SIDLE

2 BY MR. MacFALL:

3 Q. Mr. Sidle, you've just been handed

4 what has been marked as Sidle Exhibit 9 for
5 identification. | would ask you to take alook
6 at that document, sir, and tell meif you

7 recognizeit.

8 (Witness reviewing document.)

9 MR. SMITH: Do you need him to look
10 at the whole thing or is there someplace
11 you can direct his attention?

12 MR. MacFALL: | can specificaly
13 direct his attention to various portions of
14 the document that | would like to discuss.
15 Unless Mr. Sidle would rather look at the
16 entire document.

17 MR. SMITH: It'sup to you.

18 A. | recal the document, but I'll need
19 to refresh myself on any particular portion of

N
o

it you want to discuss. So if you want to ask
about a particular portion, then I'll focus on
that.

Q. Okay. That'sfine. Let'sdiscuss
the document generally. | would note for the
25 record that the first page of that is an e-mall
0202
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RODNEY SIDLE
from you to Mr. Pay. The subject is"Reviewed
Document.”

Along with that e-mail is adraft of
adocument. It says"Note For Discussion,” in
parens -- I'm sorry, thisis on the second page
of the document -- it says "with comments as
shown using ‘track changes by Rod Sidle” The
document is captioned "EP Proved Reserves
10 Management.”

11 Did Mr. Pay provide you with this
12 draft document?
13 A. Yes, hedid.

©CoooO~NOOLPA~WNPE
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Q. Doyou know why?

A. Hewanted my views on what he was
proposing.

Q. Doesthisdocument relate to
reserves management within SEPCO or the group?

A. It'sagroup-wide, which would
include SEPCO, but is beyond just SEPCO.

Q. Do you know who the intended
recipient -- excuse me -- the intended recipient
of this document was, in final form?

A. Ingenerd, it was senior EP group
leadership. Exactly what -- which team or
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RODNEY SIDLE

organization or committee, | don't know.

Q. Areyou familiar with the term
ExCom?

A. Yes | am.

Q. And can you tell me what ExCom is?

A. It means the executive committee of
Shell. The group.

Q. Isthat within the EP -- group EP?

A. Itincludes membersfrom EP, but |
believe it's actually at the corporate -- the
corporate structure of what was then Shell's
Transport & Trading and Royal Dutch.

Q. Doyou know if this document was to
be disseminated to members of the ExCom?

A. | don't remember. Well, let's see.

No, | don't remember where the document was
going. Referenceis made to ExCom, but | don't
know if thiswas going to them or not. Okay.

Q. Doyourecal if Mr. Pay asked you
to comment, or make comments on the document at
the time that he forwarded it to you?

A. | don't specifically recall, but it
would make no sense for him to send it to me
unless he wanted my comments, because it was in

0204
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RODNEY SIDLE
draft form.
Q. Do you recall having any discussions
with Mr. Pay concerning this draft document?
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A. | remember we had discussions. |

don't remember exact topics.

Q. When you say you had discussions,
were those discussions about this document, or
just discussions generally?

A. Yes. About this document.

Q. Did Mr. Pay ever indicate to you
what the purpose of this document was?

A. Yes. Hewasattempting to institute
a procedure within the group that better looked
after the practices of reserves determination,
data capture, staff involved in that, management
involved in that -- the whole process.

Q. | believe you had previously
testified that you were involved primarily with
the practices -- with the proved reserves
booking practices at SEPCO as opposed to of the
group. Isthat correct?

A. That's--

MR. SMITH: Objection to the form.
A. That'scorrect.
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RODNEY SIDLE

Q. Thisdocument relatesto practices
within the group, or on a group-wide basis.
Correct?

A. Thatiscorrect. Thisisthefirst
instance in which | had access to any more than
just the guidelines to know what was going on
within the group.

Q. Did Mr. Pay ever indicate to you why
he was forwarding thisto you, if your
experience had been previoudly limited to the
proved reserves booking practices at SEPCO as
opposed to the group?

MR. SMITH: Objection to form.

A. Yes. SEPCO had an organization that
had looked after reserves, instruction,
determination, validation to review, and so an
instituted organization that helped with the
management of processes related to those in
reserves was part of what we had been doing for
sometime. | wasthe reserves manager, so | had
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the experience to know how within SEPCO the

organization of all of those things were done,
and then to be able to relate SEPCO's experience
for an organization and those practices done

0206

=
FPBoo~v~oohrwnpk

NNNNRPRRRRRERRR
WNPRPOOWONOOUDNWN

24
25

RODNEY SIDLE

within SEPCO could be an analog for what the
group might see asthey tried to implement
something similar group-wide.

Q. Did Mr. Pay actualy indicate that
to you, that the SEPCO processes could be used
as an analog for processes that might be applied
group-wide?

A. | believewediscussedit. Yes.

Q. Did Mr. Pay reach out to you with
regard to these processes? Do you understand --
I'll rephrase the question.

Do you recall if Mr. Pay first
contacted you with regard to assisting himin
the preparation of group-wide processes?

A. | don'trecal.

Q. | would like specifically to direct
your attention to the page ending in Bates
number 767 in this document, sir. Do you have
that page?

A. | havethe page.

Q. At thevery bottom of the page there
isan item 1(e), Potential Reserves Exposure
Catalog. Do you seethat, sir?

A. | seeit.

0207
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Q. Thefirst sentence discusses
maintenance of an inventory of all proved
reserves that are under threat of de-booking,
and then it continues.

Areyou aware if such a catalog was

actually prepared?

A. Thereisatablethat isapart of
this document, | believe.

Q. | believethat's correct, sir, and |
might save you sometime. Thereis-- the page
ending in Bates number 774, Appendix B.
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A. Ahyes.

Q. Isthat what you're referring to?

A. Yes. Yes, thiswasan entry that
represented what that catalog would look like,
as | understood it, at that time.

Q. Doyou know if Appendix B, this
catalog, was forwarded to you along with the
draft for comment?

A. Yes, itwas

Q. Okay. Andif | could ask you to
turn back to the original page we were
discussing.

A. Allright.
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Q. Actualy, if I could ask you to go
to the next page, ending in Bates number 768.
A. Okay.
Q. After thefirst short paragraph at
the top of the page, there appears materialsin
a parenthetical, which is underscored, with a
line next to it. Isthat material your comment
to this draft?
A. | believeso. Yes.
Q. Directing your attention to the
first sentence in that underscored material, it
says. "This proposal seemslogical but may have
legal problems either internally or with our
external auditors."
Do you recall what it isthat you
meant by that in connection with the preceding
proposal ?

19 MR. SMITH: Before he answers that
20 question, because it raises an issue of

21 law, it may be prudent for me to step in
22 the hall with him and understand the basis
23 for that understanding so that he wouldn't
24 inadvertently reveal advice of counsel. So
25 If we may do that before he answers?
0209

1 RODNEY SIDLE

2 MR. MacFALL: That'sfine.

3 MR. SMITH: Thank you.
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VIDEOGRAPHER: Thetimeisnow

4:28 p.m. Thisisthe end of tape number 3
in the deposition of Rodney Sidle. Off the
record.

(Recess.)

VIDEOGRAPHER: Thetimeisnow
4:35 p.m. Thisisthe beginning of tape
number 4 of the deposition of Rodney Sidle.
Back on the record.

MR. SMITH: We've had a chance to
confer off the record about this passage,
and | think, Tim, if you can focus on his
understanding as reflected in this
document, there shouldn't be a privilege
Issue that arises, SO ...

MR. MacFALL: Okay.

BY MR. MacFALL.:

Q. Mr. Sidle, inlight of what your
counsel has just stated, did you have an
understanding -- well, what did you mean by,
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RODNEY SIDLE
let's first just focus on problems, either
internally or externally -- I'm going to try
that again.

Problems either internally or with
external auditors, what kind of problem did you
mean when you referenced the internal problems?

A. Wadl, certainly I'm not a lawyer and
| had no legal advice at thetime | wrote this.
| recognized that such alist could have a
potential for misinterpretation, and among the
potential misinterpretations was that that
table, and the fields listed on it, had reached
some point of conclusion, instead of simply
being identified and needing more study.

Q. How isit that you believe that that
would cause a problem internally?

A. Wewould like clarity -- any time
you put the list together, you want clarity as
to what actions are needed, and you want
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commitment to follow up on those actions. So

the concern was that that list would then not be
understood, and the proper responses would not
occur.

Q. | don't mean to belabor the point,
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RODNEY SIDLE

but when you say not properly understood, by
whom?

A. Wadl, if you look at thetitle of
the category, the title of the section, the
title of the table that is Appendix B refersto
potential exposures. All right? The text
described that to be proved reserves that could
be under threat of de-booking, in the event of
some future failure of the projects.

So you want to be clear to al who
read this that what you're attemptingtodo is
identify alist of things that need further
scrutiny, further study, and that it's clear
that the items on thislist have not been so
conclusively determined to be exposures, that
the action of de-booking is necessary.
Otherwise they shouldn't be on the list, they
should be immediately de-booked.

Q. You mentioned that that list is
susceptible of misinterpretation by, for
example, here specifically you citeto the
external auditors. Let me ask, that reference
to external auditors, are you referring to Price
Waterhouse and KPMG, or are you referring to
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Anton Barendregt?

A. Probably the -- | don't remember
exactly what | meant at the time, but | think in
the context it's being used, it would be the
financial externa auditors.

Q. Which would be Price Waterhouse and
KPMG?

A. Price Waterhouse and KPMG.

Q. Thank you. Let metry it onelast
time. The sentence, however, discusses problem,

Page 128 of 295

file:///C)/Documents¥%20and%20Setti ngs/daustin/Desktop/ Deposition%20T ranscripts/103006rsidle.txt (128 of 143)9/18/2007 4:00:28 PM



file://ICJ/Documents¥20and%20Setti ngs/daustin/Desktop/Deposition%20T ranscripts/ 103006rsidle.txt

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

Case 3:04-cv-00374-JAP-JJH  Document 364-9  Filed 10/10/2007
and you phrase it alternatively, either

internally or with the external auditors. Were
you concerned that within the group, that the
proposal that you're commenting upon might cause
some problems?

A. The problem would only be with
misinterpretation. The act of identifying
places where you want knowledge and focus and
study to identify that you continued to meet the
requirements of reasonable certainty is a proper
process. Y ou need to look carefully at your
inventory to make sure each year end you can say
that they are all reasonably certain.

So if there are places where you
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RODNEY SIDLE
start to -- and | use the euphemism asa
reviewer, even smell a concern before you know
it'sreally there, those are the ones where you
need to spend your time and focus.

So you have to have some way of
identifying things where it's not at al
conclusive, but those are the things you need to
look at.

And my concern was that in creating

such aligt, if it wasn't carefully explained,
it would be misunderstood. And my caution to
John was simply be clear that what you meanis
that these have -- they need that scrutiny, and
not that we would have things on the list that
actually have gotten to the point whereit's
clear they need to be removed -- de-booked --
because they no longer meet the standard of
reasonabl e certainty.

Q. | would liketo direct your
attention to the next sentence in your comment
on page 768, which states: "One could ask if
you have such concerns about the likelihood of a
booked project realizing reserve estimates, then
it by definition does not meet the reasonable

0214
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certainty standard and should be de-booked
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immediately from proved.”

A. Yes
Q. Theconcernsthat you're referencing
In this sentence, were those the concerns that
are summarized in Appendix B?
A. Theinformation that's provided in
the column in Appendix B that is labeled Comment
is an indication that there's something that
needs further study. Asl told you before, the
process that | was used to in SEPCO is that when
you identified places that needed further study,
you conducted the study, and then you determined
where you were, and if at year-end you needed to
de-book them, you did that.
It'simpossible for me to conclude,
in all casesfrom what's here, that -- al of
the details and the circumstances that could
determine whether they are or are not properly
on the books.
Q. But doesn't the second sentencein
your comment, beginning with "One could" suggest
that if these concerns are extant, then the
reasonable certainty standard is not satisfied
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RODNEY SIDLE
and those reserves should be de-booked?
MR. SMITH: Objection to form.
A. It saysone could ask, because
that's a concern you need to haveif you're
going to put thisinto adocument. One could
note that these are -- could be under threat of
de-booking. And | think the intent, as|
understood it at the time, of the document was
to create alist of places where focus was
needed to ensure that the SEC standards were
being met. And if we found with that further
capture of data they were not, then the guidance
that | give isthen we would need to de-book
them.

Q. Directing your attention to the
following sentence, beginning with the word
"however," you reference the possibility of
including arule concerning a percentage that
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would establish the level of de-booking as being

material asaway of avoiding what's discussed
in the prior sentence, which is de-booking.

A. | wouldn't use the word avoiding.
Recognize that there's limited resources at any
company. The things that you have the resources
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to do, especially if you have along list, isto
start with the big things that are the most
material and work your way down until you get to
the smaller things.

The intent of that was simply to say
we need to make sure that the very big things
are addressed first. If we have the time, we go
through all of them, but if not, then make the
things that should be left that you don't have
time to get to should only be very small things
that would not be material. Hopefully you can
get to them all.

Q. 1 would like now to direct your
attention to Appendix B on page 774, and that's
the actual Potential Reserves Exposure Catal og.
Do you have that, sir?

A. Appendix B?

Q. Yes

A. Yes

Q. Now, do you recall if you actually
reviewed Appendix B at the time that you
reviewed the draft -- the document in draft
form?

A. | believethat table was present in
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it. Yes.

Q. Doyourecdl if you reviewed it?

A. Ifitwastherel looked at it.
Yes. | don't see any commentsthere, so |
offered no commentson it.

Q. Inthe context of thetitle,
"Potential Reserves Exposure Catalog," could you
tell me what exposure means?

A. Wédl, | believeit wasexplained in
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the sentence that | read before. Let me go back

to 1(e) that says, quote, "inventory of all
proved reserves that could be under threat of
de-booking in the event of failure to execute
projects or failure of projectsto deliver as
expected." End quote.

Q. Going back now to the appendix, the
column on the right-hand side is captioned
"Comment (reason not to de-book.)"

Now, you had previously mentioned
this project generally, thefirst entry is
Australia Gorgon. Do you see that, sir?

A. | seeit.

Q. Andinthe parenthetical it says
1997. Isit your understanding that that refers

0218
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RODNEY SIDLE
to the year that proved reserves were booked in
connection with Gorgon?
A. Asllook at --
MR. SMITH: Objection to the form
and foundation.
A. Asl look at thetitle block that's
at the top of that first column, it shows
"Asset," and then in parenthesis "year booked."
So | would assume that that's what that means.
Q. Andinfact inthe comment it states
booked in 1997.
A. Itdoes.
Q. Itgoesonto state that it was
booked in anticipation of imminent FID,
subsequently deferred indefinitely, and then it
continues and states, "It isinevitable that a
resource of this magnitude will be developed
eventually."

Let me ask. Apparently, asl
understand it, the booking occurred in
anticipation of FID, which did not occur. Is
that also your understanding with respect to
Gorgon?

25 MR. SMITH: Objection to form and
0219
1 RODNEY SIDLE

Page 132 of 295

file:///CJ/Documents¥%20and%20Setti ngs/daustin/Desktop/ Deposition%20T ranscripts/103006rsidle.txt (132 of 143)9/18/2007 4:00:28 PM



file://ICJ/Documents¥20and%20Setti ngs/daustin/Desktop/Deposition%20T ranscripts/ 103006rsidle.txt

~No oabhowdN

8
9
10
11
12
13
14
15
16

Case 3:04-cv-00374-JAP-JJH  Document 364-9  Filed 10/10/2007
foundation. His understanding at the time

he received this document? Or his
understanding today?
MR. MacFALL: Let'sstart with the

time you received this document.

A. Atthetimel received this
document, | knew essentially nothing about
anything on the page with the exception of
AngolaBlock 18. | think Angola Block 18 was
the only place that | had had a detailed review
of the basis for reserves.

Q. Again, specifically with respect to
Gorgon. Looking at the comment section that
appears in this appendix, utilizing the
standards applicable in SEPCO, under the SEPCO

17 standards, or guidelines, should those proved
18 reserves have been debooked?

19 MR. SMITH: Objection to form and
20 foundation. You want him to make that
21 evaluation based on the few wordsin this
22 column of this document?

23 MR. MacFALL: If hecan't doit, he
24 can tell me he can't.

25 MR. SMITH: Tell him if you can do
0220

1 RODNEY SIDLE

2 it or not.

3 A. I'munableto make that

4 determination, based on the wordsthat arein

5
6
7
8
9
10
11
12
13
14
15
16
17
18

this column.
Q. Hardly surprised.

Did you discuss with Mr. Pay, or
anyone else, whether or not the maintenance of
proved reserves in connection with the project

specified here complied with the SEC rules?
A. | don't recal that discussion at
the time of this document.
Q. Doyou recall that discussion
occurring at some other time?
A. Yes, | recall seeing listssimilar
to thisin late 2003, early 2004.
Q. Wasthat in connection with Project
Rockford?
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A. Yes itwas.

Q. Doyourecal if proved reserves, in
connection with any of these -- and by these I'm
referencing the projects specified in Appendix
B -- do you recall if any proved reservesin
connection with those projects were actually
de-booked as a consequence of Project Rockford?
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RODNEY SIDLE
A. I'mawarethat certain of them were.
| don't know about every one.
Q. Which ones are you aware of having
been debooked?
A. Theonesthat I'm certain of are
Gorgon, Ormen Lange, and Waddenzee.
Q. Doyou know why the proved reserves
booked in connection with Gorgon were debooked?
A. Atthistime, or today?
Q. Wadll, do you know today why those
reserves were debooked?
A. Yes, | do.
Q. Okay. And why was that?
A. Therewasnot FID, and there was no
gas sales contract.
Q. Isthat different from what's shown
in the comment section next to Australia Gorgon
on Appendix -- or in Appendix B?
MR. SMITH: Objection to form.
A. Yesitis.
Q. Okay. How so?
A. There'sno referenceto gas sales
contract. Shell'srules allow booking before
FID if the volumes are committed to a gas sales

0222
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RODNEY SIDLE

contract and therefore the commitment to execute
the project has the foundation in a contractual
agreement to deliver the reserves. There'sno
reference in this to whether there was or was
not a gas sales contract.

Q. Doyourecdl if you ever inquired
with respect to -- withdrawn.

Y ou had previously stated that you
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did not utilize scorecards at SEPCO. Isthat

correct?

A. | believeyou asked if we had RRR on
our scorecards at SEPCO, and what | saidis|
don't recall about that particular measure.

Q. Did SEPCO utilize scorecards?

A. Most of the groups they used did, so
| believe they did, yes.

Q. Do you believe the existence of
scorecard criteriarelating to proved reserves
had an adverse impact on the booking of marginal
proved reserves?

A. I'mnot aware of specific examples,
but I'm familiar with that in SEPCO, that that

24 occurred. | don't know about elsewhere in the
25 group.

0223

1 RODNEY SIDLE

2 Q. Wereyou aware whether or not

3 Mr. Barendregt held a view with regard to the

4
5

© oo ~NO®

25

possible impact of OU scorecards and the booking
of proved reserves?

A. Yes Very aware.

Q. How isit that you are aware of
Mr. Barendregt's view?

A. We, severa times, had the
philosophical discussion around including proved
reserves on scorecards. Anton was categorically
opposed to it in any way, shape or form. | --
my position was that it wasn't bad, because it
caused focus on akey business indicator, but
should only be done so if there was a proper,
thorough and independent audit process to assure
that the volumes that were booked as proved were
indeed fully and correctly qualified.

Q. Yousadthat Mr. Barendregt was
opposed to the inclusion of proved reservesas a
metric or acriteria on the scorecards. Did he
express to you that he believed that the
inclusion of proved reserves on the scorecard
acted as improper incentive to book proved
reserves for the OUs?

0224
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RODNEY SIDLE

MR. SMITH: Objection to form.

A. | believein our discussions he
mentioned that risk concerned him, but details
asto whether it was or was not occurring he
didn't share.

Q. Did Mr. Barendregt ever expressto
you his belief, or abelief that proved reserves
had been improperly booked by any OUs within the
group? And I'll giveit atime period. Between

1999 and 2004.

MR. SMITH: Just to be clear about
the time period. Did he have that
conversation with Mr. Barendregt during
that time period, or were the bookingsin
that time period? Sorry. Just to be
clear.

BY MR. MacFALL.:
Q. Atany point during --
MR. MacFALL: I'll rephrasethe
question.
BY MR. MacFALL.:

Q. Atany point during the period of
1999 to 2004, did you have conversations with
Mr. Barendregt in which he indicated that any OU

0225
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RODNEY SIDLE
had booked proved reserves improperly?
MR. SMITH: Thank you. Objectionto
form.
MR. MacFALL: No good deed goes
unpunished.
A. Yes
Q. Doyourecal -- or could you
describe for me what it was that Mr. Barendregt
said?
A. Yes. | spokewith Antonin late
2003 and early 2004 as part of Rockford, and it
was at that time that he mentioned there may
have been some improper booking.
Q. Did heindicate the projects, or the
OUsinvolved in what he believed to be improper
bookings?
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A. No, not specifically.

Q. Did heindicate why he believed
certain proved reserves had been booked
improperly?

A. Why? Wéll, in creating the lists
that were part of Rockford, we had identified
what. But | don't remember the specifics asto
why, other than a misinterpretation of the

0226

1
2
3
4

RODNEY SIDLE
rules.
Q. Did Mr. Barendregt ever expressto
you how it was that reserves -- withdrawn.
Did Mr. Barendregt ever express to
you the means by which he believed those proved
reserves to have been improperly booked?
A. I'mnot sure | understand your
question.
Q. [I'll'try rephrasing again. Did he
ever explain to you why it was that the booking
of certain proved reserves was improper?
MR. SMITH: Object to form.
A. Wadl, why it wasimproper was it
either violated one or both of the Shell
criteria, or the SEC criteria
Q. Did Mr. Barendregt offer any greater
detail with respect to his belief that proved
reserves had been booked improperly in or about
the end of 2003, 20047
A. Heoffered detail in that we were
working on alist of those volumes for the
Rockford study that then needed review to

24 determine if they were non-compliant and should
25 beremoved, sointerms of statements of

0227

1 RODNEY SIDLE

2 condition, what was going on at WWaddenzee, for
3 example, or the technical details behind Ormen
4 Lange, we had discussions around that.

5 Q. And those discussions occurred, I'm

6 sorry. At the end of 2003, 20047

7 A. Yeah. End of 2003, early 2004. It

8 was project Rockford-related.
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9 Q. Okay?

10 MR. MacFALL: Why don't we go off
11 the record.

12 MR. SMITH: Sure.

13 VIDEOGRAPHER: Thetimeisnow
14 4:58 p.m. Off the record.

15

16 (Recess))

17

18 VIDEOGRAPHER: Thetimeisnow
19 5:10 p.m. Back on the record.
20 BY MR. MacFALL.:
21 Q. Mr. Barendregt -- Mr. Barendregt,
22 I'msorry. Mr. Sidle, | just have a couple of
23 more guestions with respect to the scorecard
24 issue, and the views expressed by

25 Mr. Barendregt, which is where that comes from.
0228

1 RODNEY SIDLE

2 | would like now to direct your

3 attention to page 769 of the exhibit before you.
4 Do you have that, sir?

5 A. |do.

6 Q. AndI would like specifically to

7 direct your attention to the parenthetical in

8 the underscored portion of that page.

9 A. Yes

10 Q. The preceding material references OU
11 scorecard, which iswhat we were discussing, and

their impact on the booking of proved reserves.
Asyou had indicated here, in this materia you
indicated mixed feelings, and you indicate that
you agree with Anton's observations about the
influence of reserve scorecards on OU staff
objectivity, but you like that they focus
attention on reserves addition.

My question is directing your
attention specifically to the last couple of
sentences in the underscored material, it talks
about the communication of standards required
for reserves addition at SEPCO, and frequent
audits, and then goes on to discuss that that's
hard to duplicate at the group-wide level
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RODNEY SIDLE
because audits are less frequent, and then you
state "allowing 'room™ quote-unquote "for
aggressive non-objective bookings to possibly
sneak by."
Were you aware of such aggressive
and non-objective bookings?
A. | waspointing out a hypothetical
objection.
Q. You had aso previously testified,
in connection with the scorecards, that
consistent with the underscored comments here,
that they were akey business indicator, and you
stated, "but should only be done so if there was
a proper, thorough and independent audit process
to assure that the volumes that were booked as
proved were indeed fully and correctly
qualified."
My questionis: Did you believe
that the audit process that was in place at the
group met those standards? And by "those
standards,” | mean thorough, independent and
assured that the volumes were indeed fully and
correctly qualified?
MR. SMITH: Objection to form and

0230
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RODNEY SIDLE

lack of foundation.

A. Certainly my understanding of the
group audit practices was as |'ve described
before. The frequency wasn't annual, which as|
note hereisimportant. As to thoroughness, |
only had one example at the time | read this,
that the one example, the first time that Anton
Barendregt visited SEPCO, to really have an

understanding of the depth and breadth of what
was reviewed.

So while | had a sampling of what
that process was, it would be difficult for me
to conclude how that was done in every other OU,
how it was done after seeing it over multiple
occasions. It would be hard for meto be able
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to conclude whether it was or was not adequate

when it occurred. | would observe that it
didn't occur annually, and that was something
that, as | pointed out here, left some room for
potential concern.

Q. Didyou ever talk about that with
Mr. Barendregt?

A. Talk about exactly which part?

Q. I'msorry. Tak about the fact that

0231
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RODNEY SIDLE
the audits were conducted on -- were not
conducted on an annual basis, left room for the
possibility of aggressive non-objective bookings
with respect to booked reserves?
A. Not with respect to that category.

We did talk about the fact they were not annual
audits, and | noted that what SEPCO always had
was an annual audit, and Anton noted that it had
been group practice not to review every year,
but because of the resources they had, and the
number of OUs to be visited, it wasn't practical
todoit annually. They did it at afrequency
that they thought was appropriate.

Q. Did Mr. Barendregt ever indicate to
you that he had endeavored to increase the
resources utilized by the audit function within
the group?

A. Not before Rockford, no.

MR. MacFALL: Why don't we go off
the record.

(Continued on next page to alow for
signature line and jurat.)

0232
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RODNEY SIDLE
VIDEOGRAPHER: Thetimeisnow
5:15 p.m. Thisisthe end of tape number 4
of the deposition of Rodney Sidle. Off the
record.
(Time Noted: 5:15 p.m.)
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RODNEY SIDLE

Subscribed and sworn to before me
this day of , 2006.
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WITNESS

INDEX

EXHIBITS

Sidle Exhibit 1.........cccovvieiriennene, 46
Document, three pages

Sidle Exhibit 2.........cccccviieiveenne, 56
E-mail exchange, two pages

Sidle Exhibit 3........c.ccoeveeienn 92
E-mail string, five pages

Sidle EXhibit 4..coooveeeeeeen 97
E-mail and attachment

EXAMINATION BY
RODNEY SIDLE  MR. MacFALL

PAGE

Bates number RIW00113489 through RJW0013496

Sidle Exhibit 5........ccccoooiiiiiee 131
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1

2 CERTIFICATE

3 STATEOFNEW YORK )

4 . SS.

5 COUNTY OF NEW YORK )

6

7 |, FRANK J. BAS, aNotary Public

8 within and for the State of New Y ork, do
9 hereby certify:

10 That RODNEY SIDLE, the witness whose
11 deposition is hereinbefore set forth, was
12 duly sworn by me and that such deposition
13 Isatrue record of the testimony given by
14 the witness.

15 | further certify that | am not
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16 related to any of the partiesto this

17 action by blood or marriage, and that | am
18 In no way interested in the outcome of this
19 matter.

20 IN WITNESS WHEREOF, | have hereunto
21 set my hand this 30th day of October, 2006.
22

23

24 FRANK J. BAS, RPR

25

0236

1

2 ERRATA SHEET

3 NAME OF CASE: InRe: ROYAL DUTCH/SHELL TRANSPORT
SECURITIESLITIGATION

4 DATE OF DEPOSITION: OCTOBER 30, 2006

NAME OF DEPONENT: RODNEY SIDLE
5
6 PAGE LINE(S) CHANGE REASON
7 I I I
8 I I I
9 I I I
10
11
12
13
14
15
16
17
18
19
20

RODNEY SIDLE
21
SUBSCRIBED AND SWORN TO BEFORE ME
22 THIS __ DAY OF , 20
23
(NOTARY PUBLIC) MY COMMISSION EXPIRES:
24
25
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0237
1
2 INTHE UNITED STATESDISTRICT COURT
3 DISTRICT OF NEW JERSEY
R REEEEEEEEEEREER e X
5 InRe: ROYAL DUTCH/SHELL TRANSPORT Civil Action No.
6 SECURITIESLITIGATION. 04-3749 (JAP)
7 Consolidated Case
8 X
9
10 October 31, 2006
10:05 am.
11
12 VOLUME I
13
14 Continued Videotaped Deposition of
15 RODNEY SIDLE, held at the offices of LeBoeuf
16 Lamb Greene & MacRae LLP, 125 West 55th Street,
17 New York, New York, before Frank J. Bas, a

18
19
20
21
22
23
24
25

Registered Professional Reporter and Notary
Public of the State of New Y ork.
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APPEARANCES

BERNSTEIN LIEBHARD & LIFSHITZ LLP
Attorneysfor Lead Class Plaintiff
10 East 40th Street
New York, New York 10016
BY: TIMOTHY J. MacFALL, ESQ.
LAURA HUGHES, ESQ.
JEFFREY HABER, ESQ.

DEBEVOISE & PLIMPTON LLP
Attorneys for Royal Dutch/Shell Transport
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and The Witness

555 13th Street, N.W.
Washington, D.C. 20004
BY: COLBY SMITH, ESQ.
DAVID C. WARE, ESQ.

EARL D. WEED, ESQUIRE
Senior Litigation Counsel
Shell Oil Company, Litigation Department

23 910 Louisiana, OSP 4836

24 Houston, Texas 7701
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1

2 APPEARANCES(Cont'd):

3

4 LeBOEUF LAMB GREENE & MacRAELLP
5 Attorneysfor Roya Dutch/Shell Transport and
6 TheWitness

7 1875 Connecticut Avenue, Northwest
8 Washington, D.C. 20009

9 BY: RALPH C. FERRARA, ESQ.

10

11 HUGHESHUBBARD & REED LLP

12 Attorneysfor PriceWaterhouseCoopers

13 One Battery Park Plaza

14 New York, New York 10004-1482
15 BY: SAVVASA. FOUKAS, ESQ.

16

17

18 HOGAN & HARTSON, LLP

19 Attorneysfor KPMG Accountants NV

20 875 Third Avenue

21 New York, New York 10022

22 BY: NICHOLASW.C. CORSON, ESQ.
23

24
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4 FOLEY & LARDNERLLP
5 Attorneys for Judith Boynton

6 777 East Wisconsin Avenue

7 Milwaukee, Wisconsin 53202-5306
8 BY: REBECCA E. WICKHEM, ESQ.
9

10

11 MAYER BROWN ROWE & MAW LLP
12 Attorneysfor Sir Philip Watts

13 1909 K Street, N.W.

14 Washington, D.C. 20006-1101

15 BY: AKRIVI MAZARAKIS, ESQ.
16

17

18

19 ALSO PRESENT:
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1 RODNEY SIDLE

2 VIDEOGRAPHER: We're now recording
3 and on therecord. Today is October 31,
4 2006. Thetimeisapproximately 10:05 am.
5 Thisisthe beginning of tape number
6 5 in the continued deposition of Rodney
7 Sidle in the matter of Royal Dutch/Shell
8 Transport Securities Litigation. All

9 attorneys present will be noted by our
10 court reporter, and we also remind the
11 witness that you're still under oath.

12 RODNEY SIDLE,

13 resumed as a witness, having been

14 previously sworn by the Notary Public,
15 was examined and testified further as
16 follows:

17 EXAMINATION (Cont'd)

18
19
20

BY MR. MacFALL:

Q. Good morning, Mr. Sidle.
A. Good morning.
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Case 3:04-cv-00374-JAP-JJH  Document 364-9  Filed 10/10/2007
Q. Yesterday before we broke, we were

discussing Exhibit 9, which was a draft that you
commented upon concerning certain reserves
within the group. | would like you to get
Exhibit 9 in front of you again, if you could.
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RODNEY SIDLE
| just want to ask some follow-up questions and
then wel'll finish that off.
A. Of course.
Q. Thank you. If | could ask you, sSir,
to turn to page 7881. Do you haveit, sir?
A. | haveit.
Q. | would note that at the top of the
page it reads General Comments From Rod Sidle on
EP Proved Reserves Management Topics.
| takeit, Sir, that you drafted
this portion of this document?

A. | believeso. Yes.

Q. What was the purpose of your
drafting this material ?

A. | had been given the preceding
document as a draft by John Pay for comment. |
provided comments both specific within the
document that we reviewed yesterday, some of
those, aswell as | aso provided some genera
thoughts that weren't specific to any particular
section, and therefore they were collected asa
separate document at theend. Thisisthefirst
page of that series of general comments.

Q. Thank you. Directing your attention

0243
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RODNEY SIDLE
on that same page specifically to thefirst
bullet point. It references something called
T&OE. Can you identify that for me, sir?

A. Yes. Anorganization within Shell
EP's technical community was called Technical &
Operating Excellence. It was agroup of
specialists, chief reservoir engineers, chief
geologists, people like that, who were put into

a separate organization within the technol ogy
department to try to advance Shell's
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Case 3:04-cv-00374-JAP-JJH  Document 364-9  Filed 10/10/2007
capabilitiesin their various technical arenas.

Q. Wereyou amember of that
organization, Sir?

A. Atthat time, no, | wasnot.

Q. Did you subsequently become a member
of that organization?

A. Yes. Yes, inthepositionI'min
now, I'm part of T& OE.

Q. Okay. Did that change -- or did
membership in that organization occur sometime
in the beginning of 2004?

A. Itwaswhen | moved into my current
position, it was about the middle of 2004.

Q. Thank you. Your referenceto T& OE

0244

=
FPBoo~v~oohrwnpk

NNNNNRPRRRRRRR
BRWONRPOOWONOOUNWN

25

RODNEY SIDLE
here was with regard to improving the reserve
booking process, according to the document. Do
you recall if you had specific recommendations
with regard to their involvement in the reserve
booking process?

A. Yes. Yes. Amongthem,if you go
down two bullets, to the OU reserves focal
points, was to engage the community that

provided the service of capturing the data at
the OU and sub OU levelsto get that group
together, which had never actually assembled as
an entity and talk about issues, efficiencies,
understandings. We already referenced the ARPR,
alarge database that required population and
collection every year. A number of process
issues of how to ensure full understanding and
make the overall processes as efficient as
possible.

We also looked at things like
training; how could we improve the materials
that were available to provide people better
understanding of what the Shell guidelines
actually meant, in addition to just publishing a
document.

0245

1
2

RODNEY SIDLE
So those are two examples.
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Case 3:04-cv-00374-JAP-JJH  Document 364-9 Filed 10/10/2007
Q. And actually in the second bullet

point, you reference certain OU's and proved
reserve management practices, you specifically
cite SEPCO in connection with such practices.
Could you please, briefly, describe
for me the reserve management practices that
were employed by SEPCO? And | know you touched
on that yesterday, but if you could expand upon
that.

A. Certainly. Certainly. Among the
things that were done in SEPCO, first in terms
of education, because that's the place you need
to start with the staff, we provided them with
the documents that they needed to understand the
rules, not just the 1100, but as I've mentioned
several times, an adaption of that, and an
expansion of that, that was specific to US
operations, to the SEPCO business practices, so
that they had a good understanding in the way
they worked in that business, how that related.
So that's a document.

We also did annual training. We
went to the various places within SEPCO where

0246
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RODNEY SIDLE

reservoir engineers did their work and provided
atraining session at least once ayear to give
them guidance, just generally, okay, now here's
aset of written rules, what do those mean; how
do you apply them. That was an important part
of it.

We also had consultation, so in
addition to the review process where we |ooked
at completed work, wasiit right or wasit not,
we provided hands -- you know, one-on-one
training, so when they had some specific
guestions -- and many times reserve rules
applied to unique situations, you can't always
generalize and anticipate everything -- then we
would work with them to help understand how the
rules would apply to their situation. So that's
all part of the education process.

Then we had the assurance validation
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Case 3:04-cv-00374-JAP-JJH  Document 364-9  Filed 10/10/2007
process, and we've been through that -- the

quarterly reviews and the annual review.

We aso had the data capture
process. So once you train them, they've
generated numbers, you reviewed them, you've got
the numbers that are the proper numbers, then
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RODNEY SIDLE
you have to capture them in some way. So you
fill out dataforms. They're sentin, there'sa
QC process of that data. Then there's the
assimilation of that data totalling an analysis.
All of those are elements of just
managing the processes that get you to the
proper reserves.
Q. With respect to the training aspect

of that, were you involved in the training
portion of that program, or reserves management
practices process?

A. Within SEPCO, yes, | was.

Q. Wasthere anyone elseinvolved in
that portion of those processes?

A. Thetraining typically was delivered
by me on what the rules meant, and delivered by
A.J. Durrani on the data capture and reporting
rules, so how to fill out the spreadsheets and
things like that.

Q. When you say what the rules meant,
are you referencing the Shell guidelines, the
group guidelines?

A. The SEPCO --

Q. The SEPCO guidelines?

0248
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RODNEY SIDLE

A. Yes. Thegroup guidelines were the
framework in which the SEPCO guidelinesfit, and
so we typically would talk about the things that
specifically applied to the US, because that was
my focus, that was their interest, and that's
what we talked about.

Q. Doyourecal if during that
training process you aso discussed SEC Rule
4-10?

Page 150 of 295

file:///C)/Documents¥%20and%20Setti ngs/dausti n/Desktop/ Deposition%20T ranscripts/103106rs.txt (7 of 97)9/18/2007 4:00:48 PM



file:///CJ/Documents¥20and%20Setti ngs/daustin/Desktop/Deposition%20T ranscripts/ 103106rs.txt

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

Case 3:04-cv-00374-JAP-JJH  Document 364-9 Filed 10/10/2007
A. Yes. Yes. I|'vegot afamousdlide

that | used at every single one of them where we
showed 4-10 and showed the foundation for the
SEPCO rules.

Q. Your recommendation that reserve
booking and management practices be adopted in
the group, can | take it from that that no such
process, that you are aware of, existed in the
group at that time?

A. | wouldn't say -- | didn't know
exactly what the processwas. | was certainly
aware of the part that touched me, but that
wasn't necessarily everything.

My intent, in general responses to
this document, was just as in that second
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RODNEY SIDLE
bullet, to share what we were doing, and
actually to encourage everyone else around the
world to share what they were doing, so that as
acollective, with that dialogue, we could look
for some combination or extension of that that
would fit the international needs.
Q. Wereyou awareif the group had a
group-wide training process in place at this
time?
A. Atthat point | had never
participated in any training, but | wasn't
specifically aware that there was or was not.
Q. 1 would like now to direct your
attention to the last bullet point that appears
on that same page, underneath the caption "Other
Thoughts." Do you see that, sir?
A. Yes
Q. Next to the bullet point you wrote:
"Control of 'low quality' proved reserves often
requires active enforcement of booking rules by
afreguent (at least near year end) audit of
reserves bookings before they are accepted.”
My first question is with respect to
your reference to "low quality proved reserve,”

0250
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RODNEY SIDLE
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Case 3:04-cv-00374-JAP-JJH  Document 364-9  Filed 10/10/2007
what did you mean by that?

A. Wadl, you may remember my reference
yesterday to reserve reviewers simply being able
to smell when there were situations -- not hard
evidence, so you couldn't make a judgment --
just the situations that existed, where you just
felt you need to dig deeper to understand. That
was the sort of thing.

Places where -- actually, | don't
like using sports analogies, because
internationally, because every time | say
football outside of the US, they don't know what
| mean, but in the sense of afootball game, the
guarterback hasto be able to sense that there's
alineman in his blind side about to hit him.
Y ou don't seeit, you don't have hard evidence,
but you have to sense that that's the case.

So that's exactly the case here.
Y ou have to sense that there are things out
there that you need to investigate to get hard
data on to be able to make a good decision.

Q. AmI correct that you were

recommending an audit of reserves bookings on an
annual basisin that bullet point?
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RODNEY SIDLE
A. What | noted herewas, as| did
throughout the document, offer my observations
and suggestions, and | noted that what | was
familiar with within SEPCO, what | was familiar
with with other companies, was an annual
process.
Q. Didyou receive feedback with
respect to that recommendation, specifically the
annual -- or the possibility of an annual audit?
A. | don't remember if it wasto the
reference of thiswritten text or just other
conversations, but | think, mas | mentioned
yesterday, | spoke with Anton about that idea,
and he mentioned that resource limitations made
it very difficult for asingle auditor to visit
every OU every year.
Q. How about with respect to the prior
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Case 3:04-cv-00374-JAP-JJH  Document 364-9  Filed 10/10/2007
bullet points, the three that precede that which

talk about the, or implementing atraining
process.
Do you recall having -- withdrawn.
Do you recall if you received any
feedback with regard to those suggestions or
comments?

0252

=
FPBoo~v~oohrwnpk

NNNNNRPRRRRRERRR
BRWONRPOOWONOOUTONWN

25

RODNEY SIDLE
MR. SMITH: Objection to form.

A. I'm not remembering -- | don't
remember exactly the feedback. | know that it
happened. The T& OE organization that was
responsible for this got together with
discipline leads for reservoir engineering, and
| was one of the discipline leads -- outside of
T&OE, but adisciplined lead -- and we organized

ameeting of the reserve focal points and other
key reserve staff around the world when we had
one of our global reservoir engineering
meetings, and at that time we talked about
sharing best practices, and we did that,
including SEPCO, and we talked about training
needs and putting together atraining set of
slides that could be used by all OUs around the
world so they would have a standard resource to
build on, and we got together the focal points
to talk about efficiencies that they found and
how they did the work, and shared those with
others.

Q. Doyou recal approximately when
that meeting occurred?

A. That was 2003. | think it wasthe

0253
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RODNEY SIDLE

spring of 2003.

Q. If I could ask you to turn to the
next page, sir, Bates number 782. And
specifically direct your attention to the first
bullet point that appears on that page. The
first sentence there states: "Any staff
interpretation that ExCom may unhappily view
technically valid downward reserve revisions
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~ Case 3:04-cv-00374-JAP-JJH  Document 364-9  Filed 10/10/2007
will only worsen the problem.”

Could you please explain for me what
you were attempting to convey in that sentence?

(Witness reviewing document.)

A. Okay. The concept that I'm

advancing here is one of perception, so when the
people who make reserves determinations and
bring forward numbers that are fully supportable
by atechnical case, they would bring forward
numbers that, by the instructions, by the rules,
are reasonably certain, not absolutely certain.
And so although there's a -- the guidanceis
much more likely to have an upward revision than
adownward, it doesn't say there should never be
adownward revision. So it's anticipated,
because of the uncertainties, and the nature of
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RODNEY SIDLE
just determinations such as this, thiswill, on
occasion, athough those occasions will be rare,
but there still are occasions when there will be
downward revisions. When the message is sent
that whenever those downward revisions may
occur, that is not viewed upon as just part of
the normal job, just recognizing that some
things are uncertain and sometimes they will go
down, then the staff will react in away of
making sure there's never even a possibility of
it ever going down, absolutely certain. Which,
frankly, resultsin areserves understatement.
And that paragraph isintended to
convey that we should avoid creating a situation
where that misinterpretation could be conveyed
to staff, such that they would react in away
that deliberately understated reserves.

Q. Wasthat something, in your
experience, that was currently happening within
the group?

A. | wasnot aware of it within the
group. | had seen individual instances, on rare
occasions, in the past where there were
supervisors that simply didn't understand the

0255
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RODNEY SIDLE

nature of the uncertainties in booking reserves,
Q. When you write here "will only
worsen the problem,” do you know what it is that
you were talking about there?
A. Actudly | don't remember exactly
what that meant.

Q. Okay.

(Sidle Exhibit 10, e-mail string,
Bates number DB 01376 through DB 01378, was
marked for identification.)

BY MR. MacFALL.:

Q. Mr. Sidle, you've just been handed a
document that has been marked as Sidle Exhibit
10 for identification. | would ask you to take
alook at it, sir, and tell meif you recognize
it.

(Witness reviewing document.)

A. Thisisasequence of e-mails that
IS -- that primarily is aresponse from Chris
Kennett on the document that we just reviewed in
Exhibit 9, the EP proved reserves management
draft, through the T& OE organization that we had
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RODNEY SIDLE
mentioned, where we had a T& OE leader, who is
Min-Teong Lim. In the originating e-mail of
this sequence, he asked that | coordinate
comments from other reservoir engineering
leaders who were part of that |eadership group
on that draft document.
Chrissis hisresponse.
Q. Doyou know what Mr. Kennett's
position in the group was at that time?
A. Atthattimel believe Chriswasin
Shell Brunei -- Brunei Shell Petroleum, BSP, and
| believe he was either the chief reservoir
engineer or chief petroleum engineer.
Q. | would like specifically to direct
your attention to the second page of the
document, which is a continuation of
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Case 3:04-cv-00374-JAP-JJH  Document 364-9 Filed 10/10/2007
Mr. Kennett's various comments. With respect to

number 4, "OU scorecards that appears at the top
of the page." Do you seethat, sir?

A. | seethat.

Q. Mr. Kennett discussesthe
possibility of removing preserved reserves from
OU scorecards and replacing it with appropriate
milestones and comments that it would remove
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RODNEY SIDLE
pressure to find offsets for unexpected reserve
disappointments.
Were you aware of the practice of
using offsets -- or using reservesto offset
reserve disappointments, or other reserves which
were no longer properly classified as proved?
MR. SMITH: Objection to form.
A. | wasat that timethe reserves
manager for SEPCO, | was certainly aware of the
practices and processes in SEPCO. The intent of
this group of reservoir engineering leaders was
to share practices elsewhere. Those practices
were unknown to me, and | was not familiar with
what had or was occurring in Brunel at that
time.
Q. Directing your attention now with --
I'm sorry -- to number 5, Proved Reserve
Replacement Performance. Do you see that, sir?
A. Yes
Q. Mr. Kennett writes about the effort
to reduce what he calls historic conservatism in
Shell reporting for mature assets, and then it
continues. He notes, and thisisin about the
middle of the paragraph, "Thisis, however, a

0258
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RODNEY SIDLE

‘once off' gain now largely realized," and then
continues.

Were you aware of an initiative or
an effort to remove conservatism in Shell's
reporting practices that resulted in areserve
Increase?

MR. SMITH: Objection to form.
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Case 3:04-cv-00374-JAP-JJH  Document 364-9  Filed 10/10/2007
A. Again, | wasn't aware of most of the

international operation, and | wasn't aware of
the general practice internationally. Therewas
one example of thisthat | was aware of, and |
had seen data from Shell's UK operation called
EXPRO, where Shell and Exxon together owned
assets. That study, as| recall seeing it,

showed that for similar very mature fields
within EXPRO -- 50/50 ownership, so
theoretically the numbers should be exactly the
same -- Shell's probabilistic methods led to a
reporting significantly less than the
deterministic methods that Exxon had used, and
that then when Shell went back and looked at
using a deterministic method for very mature
assets, they were able to see why the
probabilistic method really didn't work well for

0259

=
FPBoo~v~oorwnpk

NNNNNNRPRRRRRERRR
AR WNRPOOWONOOURAWN

RODNEY SIDLE

very mature assets. And they did make a, as
mentioned here, one time correction by moving
from probabilistic in their very mature assets,
to deterministic, and then remained
deterministic after that.

Q. Wasthat change a group-wide change
or did it just relate to EXPRO?

A. That was specific -- the example
that | saw -- | don't know what was done
group-wide -- the example that | saw related to
EXPRO, the UK assets.

Q. Doyou recal approximately when
that change occurred?

A. | believeit wasinthe late '90s.

Q. Going down to the next paragraphin
number 5, the second sentence Mr. Kennett
writes, "With respect to undevel oped assets,
Shell appears to have been very aggressivein
the past, both by booking before FID and also in
many cases using probabilistic methodol ogy for
booking new discoveries," and then it continues.

At thistime do you recall if the
group guidelines specified a particular economic
status, such as FID or VAR, that needed to be
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RODNEY SIDLE
reached before proved reserves could be booked?
A. Let'ssee. Thisis2002. In 2002,
and in fact throughout the period where | had
the opportunity to see the group guidelines,
some form of technical and commercial maturity
was required. We discussed that yesterday.
The VARs actually are atechnical
maturity method rather than a commercial
maturity method. Although when you get to
VAR 4, that's essentially the same timing as
FID, and FID isacommercial measure.

So some form of requirement of
technical and commercial maturity would have
been in effect at thistime. Asl said, aswe
discussed yesterday, the benchmark, the
milestone that was used to define that maturity
did progress through the years, but at all times
there was some requirement for technical and
commercial maturity.

Q. Didyou believe that booking proved
reserves prior to FID was aggressive?

MR. SMITH: Objection to form.

A. Therequirement for booking reserves
was commercial and technical maturity. FID was
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RODNEY SIDLE
ameasure that would have been an indicator, but
it wasn't the only method. There were other
elements that could be looked at to fully
establish technical and commercial maturity.

Q. Doyou know what Mr. Kennett meant
here, then, when he talks about Shell appearsto
have been aggressive in the past by booking
before FID?
| don't know.

Did you ever discussit with him?

No, | didn't.

Y ou can put that aside, sir.

Okay.

>O >0 >

(Sidle Exhibit 11, document, Bates
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number L ON00142065 through LON00142086, was

marked for identification.)
BY MR. MacFALL.:

Q. Mr. Sidle, you've just been handed a
document marked as Sidle Exhibit 11 for
identification. | would ask you to take alook
at that, sir, and tell me if you recognize it.

(Witness reviewing document.)
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RODNEY SIDLE

A. | reviewed the document.

Q. Haveyou ever seen this document
before, sir?

A. | have seen documentslike this
during the Rockford period. | don't recall
having seen this specific one. | may have seen
it during that period.

Q. Withthat caveat, | would liketo go
through some of the information in the document
and see whether or not you were aware of it at
the time, or subsequently became aware of it
during your review as part of the Rockford
project.

A. Wiédl, | could categorically state
that the things in here that are not SEPCO, |
was not aware of at thetime. But we can talk
about subsequent, if you wish.

Q. Okay. That'sfine. If that'sall
we can do, that will be appropriate. We might
aswell do that now, since you haveit in front
of you.
| would like first to direct your
attention to the first page of the actual
review, which is page 067.

0263
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RODNEY SIDLE

A. Page06/. Yes.

Q. There'sachart that appearstoward
the middle of the page. | would like now to
direct your attention to the second paragraph
beneath that chart that starts with the words
"the most significant.”
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Do you seerthat, sir?

A. | seeit.

Q. Mr. Barendregt wrote: "The most
significant comment is that serious efforts have
been made during 2002 towards further alignment
of Group Proved reserves with SEC and Group
reserves guidelines.”

Now, | take it from what you said
before, at the time -- and thisis January
2003 -- you didn't have any personal knowledge,
| take it, of any misalignment between the SEC
requirements and the proved reserves that were
booked at various OUs within the group?

MR. SMITH: Objection to form.

A. Soyou'retaking about the
application of the rules to the volumes, rather
than the rules themselves. Isthat correct?

Q. At--yes

0264
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RODNEY SIDLE
At that time.
Yes.
That's correct, yes.
Were you aware of any misalignment
between the group guidelines, at thistime, and
the SEC requirements?
MR. SMITH: Objection to form.
A. | think we discussed this yesterday,
and as | had mentioned, as| laid down 4-10 and
the group guidelines, there were certain textual
difference, but within the group guidelines
there was a statement made that these did adhere
to the SEC requirements, and so again my focus
being on US things, which where we had rules we
knew werein alignment, | felt -- | believed
what was in the guidelines that they met the
requirements.

Q. Directing your attention to the
paragraph beneath that beginning with the words
"In spite of ."

Do you seethat, sir?
A. | seeit.
Q. Itsays: "In spiteof these

o >0 >
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significant efforts there are a number of
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RODNEY SIDLE
smaller itemsin the group proved reserves
portfolio that are not (or not fully) supported
by the present SEC or group reserves
guidelines."

And then Mr. Barendregt lists afew
projects. Again, | believe | know the answer to
this based on your prior statement, but at the
time of this document, or in or about the time

of this document, January 2003, were you aware
of any group proved reserves specifically
relating to the project shown as not being
supported or fully supported by SEC rules or
group guidelines?

A. Atthistimel was not even aware of
the existence of those projects.

Q. Did there come atime when you did
become aware of any of those projects and the
sentiment -- or the thought expressed by
Mr. Barendregt in that sentence?

A. Aswe got to the Rockford effort in
late 2003 and early 2004, yes, | did see some of
these names at that time.

Q. What wasyour role -- withdrawn.

Did you have arolein the Rockford project?

0266
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RODNEY SIDLE

A. Yes

Q. Could you please describe for me
briefly what your role was, sir?

A. Yes. Because of my familiarity with
the US application of the SEC rules, | was asked
to come to the group EP headquartersin Holland
and be part of ateam that looked at certain of
these fields, and a variety of others, where
there were questions about whether or not there
was an exposure based on Shell requirements and
SEC requirements.

Q. Aspart of your effortsin
connection with project Rockford, did you review
the various audit reports prepared by
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Mr. Barendregt for the fields at issue?

A. Certainly not all of them. Asl
said, I've seen forms like this before, but what
yearsit was, | don't recall. It could have
been this and it could have been others.
MR. SMITH: | thought his question
was about audit reports.
A. Oh.
MR. SMITH: Did | misunderstand your
question?
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RODNEY SIDLE
MR. MacFALL: It wasin fact about
audit reports.

A. | misunderstood your question. |
thought you were referring to this document.

Q. No.

A. No, | hadn't seen the audit reports.
With exception to the ones related to the US, of
course. | got those.

Q. Didyou see asummary of the
conclusions reached by Mr. Barendregt in
connection with the audits of various OUs,
conducted between 1999 and 2004?

A. Only theUSones. | didn't have
access to any of the others.

Q. Didyou have accessto any documents
summarizing his conclusions?

A. No.

Q. Didyou review, as part of your
efforts on Rockford, the proved reserve bookings
for various OUs in the group?

A. Yes

Q. Generally, could you describe for me
what documents, if any, you reviewed as part of
your effortsin Project Rockford?

0268
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RODNEY SIDLE
A. Intheearly stages of Rockford, I'm
trying to remember, | don't remember very much
in terms of documents at all, there were staff
that were brought in from the reserves managers,
primarily, from certain of the more involved
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OUs -- Nigeria being one example -- that

explained the circumstances of their current
proved reserves situation and characteristics of
some of the fields that were part of those
reserves, especially those characteristics that
would cause questions as to whether or not they
met with Shell or SEC standards.
So most of that early discussions
were not really documents, as much as
descriptions and tables of data, things like
that.

Q. Did there come atime when you
actually reviewed documents in connection with
the proved reserves of various OUS?

A. Laterintheproject | had the
opportunity to read documents like this, perhaps
this one, perhaps others, | just don't recall.

But those were the things that | remember
seeing.
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RODNEY SIDLE
Q. Aspart of your effortsin Project
Rockford, were you called upon to opine as to
whether or not certain volumes of proved
reserves complied with the SEC requirements?
A. My opinionsthat | could express
then, of course, were only with the expertise
that | had developed within -- within the US.
Many of the things, as|'ve mentioned, in
international settings | simply had no
experience on, so al I could do was relate to
SEPCO's and US situations.

As, let's use Nigeria as another
example -- as the circumstances there were
brought forward, | could offer the view of,
well, were these situations present in the US,
you know, here are the things | would look at,
here are the questions | would ask to try to
determine whether or not | felt comfortable that
they did, or could conclude that they did not
meet SEC requirements, as | knew them applied in
the US.

So | would provide that type of
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commentary, and then there were others who were

on the team that would bring in international
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RODNEY SIDLE
experience and their perspectivesto try to
provide some suggestion, guidance,
recommendations back to management as to how to
deal with thisinventory of volumes that looked
troublesome.

Q. Aspart of your role in Project
Rockford, were you ever asked whether or not
various -- certain volumes of proved reserves
should be de-booked?

A. Continuing on with that -- with that
discussion, yeah, | mean part of what | would
say iswhen they brought a set of circumstances

in front of me, | could apply -- | could say
well, were thisin the US, thisis how we would
treat it. And when they brought a set of
circumstances that was indeed complete and
conclusive, well, then my answer would have been
in the US we would have done this.

But again, that had to be put in the
context of an international setting, and others
had to assist with judgments of things | didn't
know about how international situation may be
different from my experiencesin the US.

Q. Doyourecal any of the specific

0271

RODNEY SIDLE
OUs for which you recommended volumes of proved
reserves be de-booked?
MR. SMITH: Objection to form. Lack
of foundation.
A. Thetwo that | remember are there
were -- and | don't remember individual field
names, just the circumstances -- there were some
circumstancesin Nigeriawhere it appeared that
projects, once planned, were not then going to
be done, and in a situation like that in the US,
it wasn't in our plan, we weren't planning to do
it, we would have removed the volumes.
There were some situations in Oman
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15 where the volume estimates were based on very

16 immature project understandings, without really
17 aclear and specific plan for how those volumes
18 would be developed and produced.

19 And again, if that occurred in the

20 US, then | would feel uncomfortable with calling
21 those proved reserves. They wouldn't seem to
22 meet the criteria.

23 Q. Didyou do any work in connection

24 with Gorgon as part of the effortsin Project

25 Rockford?

0272

1 RODNEY SIDLE

2 A. No. Not actudly. | had very

3 little contact with it.

4 Q. With respect to the reserves that

5 you looked at in Nigeria, was that in connection
6 with the SPDC OU?

7 A. Yes itwas.

8 Q. Do you recall the approximate volume
9 of proved reserves at issue?

10 A. | don't remember an exact number,

11 no.

12 Q. Doyou recall if proved reserves

13 were actually de-booked in connection with SPDC,
14 at the conclusion of Project Rockford?

15 A. Yes, | believe they were.

16 Q. Do you recal the volume of --
17 A. No, | don't.
18 Q. During the course of your effortsin

19 connection with Project Rockford, did you ever
20 consider whether the various issues that called

21 into question, in your mind, the viability of --

22 or the propriety of the reserves bookings at

23 SPDC should have cometo light in agroup audit?

24 MR. SMITH: Objection to form.

25 A. Could you ask the question again,
0273

1 RODNEY SIDLE

2 please?

3 Q. I'll rephrase the question. Sure.

4 While you were looking or reviewing

5 the proved reserves bookings at SPDC, did it
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ever occur to you that some of the issues or

problems to those reserves should have come to
light in agroup audit?
MR. SMITH: Objection to form. Lack
of foundation.

A. Given my relative inexperience with
the group audit structure, and how it was done,
other than the single example that | had in the
US, it was difficult for me to conclude what
should or should not have been done in that
audit structure.

Q. Waereyou ever asked whether the
problems with the proved reserves at SPDC should
have been picked up or caught during the group
audit?

A. | don't recall that being asked.

No.

Q. Didyou ever indicate to anybody
that you thought there were issues that came
up -- withdrawn.
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RODNEY SIDLE
Did you ever indicate to anybody
that any of the problem issues connected to the
proved reserves at SPDC should have been brought
to light in a group audit?
MR. SMITH: Objection to form.
A. | don'trecal that | did. No.
Q. | would like now, sir, to direct
your attention to the page ending with Bates
number 069.

A. 069. | haveit.

Q. Directing your attention to the
fourth paragraph from the bottom of the page,
beginning with the words "stricter application
of SEC guidelines."

Do you seethat, sir?

A. | seeit.

Q. Mr. Barendregt talks about stricter
application of the SEC guidelines and revision
of the group guidelines and the effect they had
on SNEPCO -- well, in connection with Bongaand
Erha
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23 Do you know what Mr. Barendregt was

24 referring to there when he references stricter
25 application of SEC guidelines?
0275
RODNEY SIDLE
A. Hemakesreference to stricter
application of SEC guidelines and consequent
revision of group guidelines. Exactly what he
was referring to, what sections or what change,
| don't know.
Q. If I could ask you now, sir, to turn
to page 071.
A. 071, okay. All right.
Q. Allittle bit from the top of the
page you'll see number 7, Reasonable Certainty
of Development. Do you see that, sir?

PP e
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13 A. | seeit.
14 Q. Mr. Barendregt writes, "During 2001
15 the SEC re-clarified their interpretation of the

=
(o))

FASB rules regarding the booking of proved
reserves' -- references -- or "(Refs 4.5)."

Do you know what Mr. Barendregt is
referring to when he talks about the
re-clarification of the interpretation of FASB
rules?

A. I'mnot sure |l know exactly what he
was referring to, but given the date of 2001,
and our discussions yesterday about the March
25 2001 guidance that the SEC has made available, |
0276
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RODNEY SIDLE
think it'slogical to speculate that that's what
he meant.

Q. Areyou referencing the -- we looked
at yesterday an exhibit that was the proposed,
or draft --

A. Yes. Finalized with aMarch 2001
version that expanded the draft we saw
yesterday, and that's what the official guidance
10 was, that was prepared. Now, whether that's
11 exactly what he meant here or if he meant
12 something else, | don't know.

13 Q. The next sentencein that paragraph

©CoooO~NOOLPA~WNPE
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reads. "One of the stipulations was that proved

reserves could only be booked for projects whose
development was not subject to 'reasonable
doubt.™

A. | seethat.

Q. Okay. Based on your understanding
of the SEC rules, could proved reserves have
ever have been booked for projects that were
subject to a reasonable doubt?

MR. SMITH: Objection to form.

A. Wiédl, certainly it's clear from the

SEC rules, especialy from my understanding of

0277
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RODNEY SIDLE
how they were applied within SEPCO, which isthe
basis of my knowledge at that time, that
reasonable certainty was required. Exactly what
Anton means here by "reasonable doubt," he
doesn't define. So whether reasonable doubt is
enough to mean you're not reasonably certain, or
there's some doubt and you can still be
reasonably certain, isunclear. I'mnot surel
know exactly what he's meaning by the statement.
Q. If I could now direct your attention
to page 073 of that document, sir.
A. 073. Allright. | havethat.
Q. Number 11, it'stoward the top of
the page, the second numeral down, reads Group
Guidelines - first time booking of new fields.
Do you seethat, sir?
A. Yes, | do.
Q. |Ifyoulook at that first paragraph,
and if you would just read that to yourself,
you'll seethat Mr. Barendregt indicates that
all major projects of VAR 3 would need to be
passed before a -- before proved reserves could
be booked, and references FID in connection with
new gas markets.

0278
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RODNEY SIDLE
My question -- well, let me know
when you're done reading that paragraph. 1I'm
sorry.
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(Witness reviewing document.)

A. Okay. I'veread the paragraph.

Q. Actudly. Thefirst sentencein the
next paragraph, if you could read that also,
where he opines on the VAR 3 review.

(Witness reviewing document.)

A. l'vereadit.

Q. Yesterday we talked alittle about
the evolution of the standards under the group
guidelines. At some point you indicated that
you thought it was VAR 3 and then moved to
VAR 4.

But we had some trouble in terms of
the timing, | guess. Does this help refresh
your recollection asto when aVAR 3 was
appropriate as a milestone for the booking of
proved reserves?

A. Thedate of thisdocument, |
believe, was early '03, so it would be looking
back at reviews donein'02. From that | would
conclude that the VAR 3 standard was in place

0279
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RODNEY SIDLE
with the 2002 guideline document, and that
subsequent changes to higher levels of VAR came
later.

Q. If you go back to the document, the
third paragraph under 11, Mr. Barendregt
recommends passage of -- I'm sorry -- yeah,
passage of FID, or another strong public
commitment by the OU concerning development as a

milestone.

My questionis: Do you recal,
prior to 2004, whether or not the group
guidelines ever required passing of FID asa
milestone before proved reserves could be
booked?

A. Wizdl, we know they didn't haveitin
2002, so prior to 2004, it would only mean 2003,
and | would have to go ook at the guidelinesin
2003 and see whether it occurred there or later.

Q. Throughout this period SEPCO
required FID as a milestone prior to the booking
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22 of proved reserves on mgor projects. Correct?
23 A. That'swhat we discussed yesterday.
24 That is correct.
25 Q. Doyou know why it was that SEPCO
0280
RODNEY SIDLE
utilized FID as a milestone for magjor projects
in connection with proved reserves bookings?
A. Yes | do. Yes | do. Our
experiences in devel oping the deepwater Gulf of
Mexico were such that the projects were
extremely costly, literally abillion or
billions of dollars, and at the time that SEPCO
was entering into the developmentsin the
deepwater portion of the Gulf of Mexico, crude
oil prices and natural gas priceswere at a
particularly weak state. So the economics of
those ventures were challenged, given the cost
that it -- that it would require.
Because of that, there was
considerable uncertainty with the new projects,
whether or not they really would be funded by
the corporation, because of the questions of
profitability. And so the leadership at the
time said well, we can't be certain that these
very costly projects with challenged economics
will be approved, just because we think there
are good technical opportunities, we must wait
until we're certain the corporation is going to
25 approve this massive expenditure before we say
0281
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1 RODNEY SIDLE
2 thereisreasonable certainty and we go ahead.
3 And it was that experience in the

4 deepwater Gulf of Mexico that led to the rule

5 for very maor projects, we need FID.

6 Q. Did SEPCO ever change that standard?
7 A. Forthevery large projects like TLP

8 deepwater development, no, they never did. We
9 recognize that there were smaller projects that
10 were more routine, where that particular level
11 of uncertainty wasn't the same, and so for

12 smaller projects, then, we still required
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13 reasonable certainty, but we didn't necessarily
14 require FID.

15 Q. Thank you.

16

17 (Sidle Exhibit 12, series of

18 e-mails with attached booklet, EP Global
19 Processes - Hydrocarbon Resource Volume
20 Management, April 2003, was marked for
21 identification.)

22

23 BY MR. MacFALL.:

24 Q. Mr. Sidle, you've just been handed a
25 document that has been marked for identification
0282

1 RODNEY SIDLE

2 asSidle Exhibit 12. | would like you to take a
3 look at it, sir, and tell meif you recognize

4 it.

5 (Witness reviewing document.)

6 A. | reviewed the document.

7 Q. Do you recognize these series of

8 e-malils-- or this series of emails, sir?

9 A. Yes | do.

10 Q. Andfor therecord, the document is
11 ane-mail string with the last of whichisan

25

e-mail from Mr. Sidle to John Pay dated April 4,
2003. The subject is Organization Option:
Reserves Manager.
Mr. Sidle, | would like specifically

to direct your attention to the second e-mail
that appears on the first page of the document,
which isan e-mail from you dated April 4, 2003
to Gaurdie Banister, John Haines, Aidan McKay,
Bob Jefferis, Rob Ryan and Charlie Williams. Do
you have that, sir?

A. |do.

Q. First, could you identify Mr., or
Ms. Banister?

A. Mr. Banister --

0283
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RODNEY SIDLE
Q. Thank you.
A. --atthat timewasthe
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engineering -- the technical leader of the SEPCO

organi zation.

Q. Mr. Haines?

A. John Haineswasthe focal point for
the members of SEPCO that participated in the
T& OE discipline leads that were part of -- the
T& OE organization had dashed lines, if you will,
relationships to functional leadsin each of --
in the OUs. Within SEPCO John Haines was the
focal point within SEPCO functional |eads who
related to an T& OE functional lead.

Q. How about Mr. McKay?

A. Both Aidan and Bob Jefferis were
development managers within SEPCO.

Q. Mr.Ryan?

A. Rob Ryan was the business support
manager within SEPCO.

Q. Andfinaly, Mr. Williams?

A. Charlie Williams was my supervisor
at the time.

Q. What position did Mr. Williams hold?

A. Let'ssee. What washistitle?

0284
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(Pause.) Charlie was the manager of
agroup that provided technical servicesto
SEPCO -- boy, | can't remember the name of it --
but | was part of that group. The reserves
manager reported to Charlie, who had a
collection of other folks that did technical
administrative sorts of thingsto support the
business.

Q. | would liketo direct your
attention to the first full paragraph in that
second e-mail. Y ou describe a diagram
containing an organizational structure with
regard to HC resources. Does HC stand for
hydrocarbon?

A. Yes, it does.

Q. You describe the various reporting
under that diagram, and you conclude with the
sentence, "This has been fine when all we want
IS reporting of volumes."
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What isit that you meant to convey

in that sentence, sir?

A. What this conveyed was my
observation that the staffing level and people
assigned to reserves, instruction, training,

0285
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RODNEY SIDLE

determination, review, capture, reporting -- all
of that was limited to such afew number of
people that the only effective thing you could
do was just capture and report the data; that
the other functions of training, consulting,
elements like that, the precursors to the
capture of data, accurate data, didn't really
have people assigned sufficient to fully engage

In those responsibilities.

Q. Wasone of the responsibilities also
the assessment of the proved reserves proposed
for booking?

A. Itwasapart of that overall
processin that it looked at the example that |
was familiar with, the role that | had within
SEPCO, asamodel, saying that there iswork
that can be done at the local OU level to
provide kind of afirst order screening, if you
will, that could be used in addition to a
corporate -- aglobal audit function, to just
provide additional assurance that we had people
looking at things and getting it right.

Q. Inthe next paragraph you write:
"However, there is evidence to suggest we may

0286
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RODNEY SIDLE
need to change our approach.”
I'm sorry. I'm still on the first

page, Sir.

A. Oh.

Q. It'sthe next paragraph in that same
e-mall.

A. Min€e'son the next page.

Q. Ohn,I'msorry. | apologize. We
have slightly different versions of that same
document. Okay. Well, the second paragraph
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which appears on the second page of the document

in front of you states, "However" -- well, I've
aready read it.

By that sentence, did you mean that
the approach described in the preceding
paragraph was the one that was currently in
place within the group?

A. What that approach in that sentence
refersto is the statement in the prior
paragraph that talks about current
organizational structure where you have John Pay
with links to OU staff, some of which are only
part-time resource coordinators. That was the
current structure, and that was the approach

0287
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RODNEY SIDLE
that | was referring to.

Q. Youthenwrite, "Consider RRR for
2002 impacted by major reserve reduction for
volumes booked incorrectly (outside Group and
SEC guidelines),” and then it continues.

Do you recall what reserve reduction
you were referring to in that sentence?

A. | don't remember specific ones.
Thiswas written in the early part of 2003,
about the time that our annual results were
being made public for 2002, so I'm sure this
refers back to the disclosed values from 2002.

Q. Doyou recall what the RRR impact
was that you reference here?

A. | don't recal anumeric value, no.

Q. Do youremember if it was an adverse
impact?

A. Yes. | believeit was an adverse
Impact.

Q. | would like now to direct -- that
was the first bullet point that appeared under
the sentence "However."

| would like now to direct your
attention to the third paragraph, you'll seea

0288
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RODNEY SIDLE
star there, "A recent survey."
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A. Yes.

Q. Youwrote: "A recent survey of 20
larger OUs on reserve reporting processes shows
some OUs do not understand the fundamental SEC
‘proved area’ concept (and one OU believesit
does not apply to them!)"

And then the sentence continues.
Now, with respect to that first
part, what survey were you referencing in that
sentence?

A. Okay. Itwasonethat | did, asthe
focal point for the reserves subgroup of the
T& OE reserves functional leads, we broke down

into subgroups to address a variety of topics,

one being reserves, and | was the chairman of
that subgroup -- we developed alist of, | don't
remember how many, of 20, 30 questions, just on
situations, practices, elements of reserves
determination, data capture reporting review,

all of those sorts of things, and then several

of us called the larger OUs, the people who were
the reserves focal pointsin those, and asked
those questions to get their responses.

0289
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RODNEY SIDLE

Our intent was simply to compare
where people were in terms of their depth of
understanding, good practices, bad practices,
things that we could learn. We had to survey
the land -- the landscape for what people need
to be educated about before you decide how to
train them.

So that was an attempt to get
information on avariety of things, and one of
the questions related to an understanding of
proved area.

Q. Doyourecal the OUs-- the
specific OUs that did not understand the SEC
proved area concept?

A. | don't remember the specific ones,
except the one that said it did not apply to
them, because | didn't understand that response
at that time, but later I came to understand it.
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20 Q. Could you identify the one OU that

21 indicated that it believed it did not apply to
22 them?
23 A. That was Abu Dhabi.
24 Q. Didthe proved area concept in fact
25 apply to Abu Dhabi?
0290
RODNEY SIDLE
MR. SMITH: Objection to the form
and foundation.
A. Asl cameto find out later, the
reason they responded the way they did was
because all of their reserves were determined
based on performance data. The proved area
concept relates to reserve determination using
volumetric methods. So actually what they
should have said, though they were correct in
saying it wasn't applying to them, it didn't
apply in the country, it wasit didn't apply to
the method that they were using, which was an
SEC compliant method.
Q. Now, with respect to the other 20

OUs that did not understand the fundamental SEC
proved area concept, is the proved area concept

PP e
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e
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18 related to the booking of proved reserves?

19 MR. SMITH: Objection to form. You
20 mischaracterized the document.

21 MR. MacFALL: Withdrawn. Let me ask
22 you this.

23 BY MR. MacFALL.:

24 Q. Isthe proved area concept part of
25 the SEC rules concerning proved reserves?
0291

1 RODNEY SIDLE

A. ltispartof therules. Yes.

Q. Isanunderstanding of the proved
area concept necessary for the booking of proved
reserves?

A. Thereare multiple SEC compliant
ways to calculate reserves. When avolumetric
method is being used, the proved area concept is
important. |f other methods, like performance
10 methods, are being used, then proved areais not

©CooO~NOOTPA~WN
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apart of that determination method.

Q. With respect to the 20 OUs that you
referenced in this e-mail, do you recall if they
used the volumetric method?

A. | don't recal the details of which
OUs or exactly what comments they made that led
me to this statement.

Q. Didyou ever cometo learn of any OU
besides Abu Dhabi that used the performance
metric as opposed to volumetric method?

A. Oh, yes, most of them did. Inany
mature field you would typically, and in fact
you're instructed to typicaly use a
performance-based method.

Q. Did those OUs book proved reserves
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1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19

RODNEY SIDLE
based on that method?

A. Yes.

Q. Canyou identify any of them?

A. Wadll, any of our older OUs. Brunel
would be one. Oman would be another. | mean
most of our OUs had been around for quite some
time, and had mature fields, and in a mature
field it's appropriate to use performance-based

methods.

Q. Letmeaskyou: Doyou recal if
SPDC used volumetric or performance-based
methods?

MR. SMITH: Objection to form.

A. Atthetime of this document | would
not have had that knowledge.

Q. Did there come atime when you
|learned whether or not SPDC used volumetric as
opposed to performance-based metrics to book

20 proved reserves?

21 MR. SMITH: Objection to form. I'm
22 just not sureit's an either/or

23 proposition. That's why |I'm objecting.
24 MR. MacFALL: That'sfine. Why
25 don't we clarify that.

0293
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BY MR. MacFALL:

Q. Isitaneither/or proposition?

A. Itiscertainly not.

Q. Canyou use both?

A. Yes, you can use both and indeed are
encouraged to consider both in appropriate
considerations. You could use -- oneis
adequate. You're always encouraged to use

multiple methods. For very new fields which are
in the process of being developed, where you
have very little performance issue, you would
typically use volumetric data. In very mature
fields, where the best data you have to
characterize the reserve is how the field has
actually performed rather than the volumetric
data, which isinherently a bit less precise,

you would be using performance data.

So any business that had been around
long enough to have mature fields, and was
continuing investments for discovery so they
also had new fields, would have some blend of
both. It wasall new, it would primarily be
volumetric. If it wasall old fields, it would
primarily be performance.

0294
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RODNEY SIDLE
Q. Thank you for that clarification.
And let me ask you this: And besides Abu Dhabi,
were you aware of any OUs that only used the
performance -- only used performance data for
the booking of proved reserves?
A. Not at that time, no.
Q. Thank you.
MR. SMITH: We've been going about
an hour and fifteen. Do you want to take a
quick break, if you're done with this
document?
MR. MacFALL: That makes sense.
Thank you.
VIDEOGRAPHER: Thetimeis
11:20 am. Off the record.

(Recess.)
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19 -

20 VIDEOGRAPHER: Thetimeisnow
21 11:38 am. We're back on the record.
22 BY MR. MacFALL.:
23 Q. Mr. Sidle, I'm sorry. | wasn't
24 quite done with Exhibit 12. | just have a
25 couple of fairly quick follow-ups.
0295
RODNEY SIDLE

Again, directing your attention to
the second page of that document, sir, the
second paragraph on that page, the sentence we
were looking at before actually continues on,
and indicates that several OUs provide no
training to staff on proper reserve booking
practices, including new guideline changes. Do
you see that, sir?
10 A. |do.

Q. Do you recall which of the OUsyou
were referring to in that sentence?

A. No, | don't.

Q. Do you recall the approximate
number?

A. No.

Q. Just one other question, and |
believe it'sindicated on the first page of the
document. Y ou forwarded your April 4 e-mail on
that same date to John Pay. Correct?

A. Yes | did.

Q. Why did you forward that e-mail to
Mr. Pay?

24 A. At that time John was not a member
25 of thereservoir engineering functional lead
0296
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RODNEY SIDLE
team within T& OE, and so he didn't naturally get
acopy of thisasit was distributed among the
T& OE functional lead team within reservoir
engineering, nor, obviously, was he part of
SEPCO, the team that | distributed to in the
first email, so | wanted to make sure that he
was aware that this document was being
circulated within the T& OE reservoir engineering

©CoooO~NOOLPA~WNPE

Page 179 of 295

file:///CJ/Documents¥20and%20Settings/daustin/Desktop/Deposition%20T ranscripts/ 103106rs.txt (36 of 97)9/18/2007 4:00:48 PM



file:///CJ/Documents¥20and%20Setti ngs/daustin/Desktop/Deposition%20T ranscripts/ 103106rs.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 364-9  Filed 10/10/2007
functional group that worked on reserves so that

he could add comments if he wished.

Q. Did Mr. Pay hold the position of
group reserves coordinator at that time; do you
recall?

A. Yes hedid.

Q. Thank you.

(Sidle Exhibit 13, e-mail dated
June 22, 2003, and attachment, Bates number
DB 02027 through DB 02033, was marked for
identification.)

BY MR. MacFALL:
Q. Mr. Sidle, you've just been handed a
document marked for identification as Sidle

0297
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RODNEY SIDLE
Exhibit 13. | would ask you to take alook at
it, sir, and tell meif you recognizeit.
(Witness reviewing document.)
A. I'velooked at it.
Q. Doyou recall having seen this
document before, sir?
A. Yes | do.
Q. For therecord, the document is an
e-mail with attachment. The e-mail is dated
June 22, 2003 from Mr. Barendregt to Mr. Pay and
yourself. The subject is Comparison SEC versus
Group Guidelines.
Directing your attention to the
first sentence of the first paragraph,
Mr. Barendregt writes of recent excitements. Do
you know what he's referring to there?

A. No, | don't.

Q. Didyou ever discuss with him why he
prepared this document comparing the SEC
requirements and the group guidelines?

A. | don't recal that | did, no.

Q. Doyourecdl if you had any
discussions with Mr. Barendregt about the
attachment, the actual chart that he prepared

0298
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RODNEY SIDLE

comparing the SEC requirements and the group
guidelines?

A. | know | provided comments on
this-- atable likethisat onetime. | don't
remember if it was this one or its predecessor.
Or it may be both.

Q. Didyou have adiscussion with
Mr. Barendregt about the predecessor table that
you might have worked on?

A. I'msorry. Could you repeat it?

Q. [I'll rephraseit.

Do you recall that there was a prior
version of this document, or atable like this
that wasissued or circulated to you prior to
June of 20037

A. Yes. | remember aprior version of
this, yeah.

Q. Do you remember talking to
Mr. Barendregt about that earlier version of the
document?

A. Again, | remember commenting on that
form of adocument, and | don't remember if it
was the earlier one, this one, or both of them.
25 But | did comment in aform like this, of a

0299
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RODNEY SIDLE

comparison. Yes.

Q. Didyou have discussions with
Mr. Barendregt, if not about this particular
document then about the earlier version, with
regard to why it was that he was preparing that
document?

A. No. Not specificaly. No. Not
that | recall.
10 Q. 1 would like now to direct your
11 attention to the third full paragraph on the
12 first page of the document, beginning with the
13 words"I have highlighted."
14 Do you seethat, sir?
15 A. | seethat, yeah.
16 Q. Mr. Barendregt references
17 specifically that he's highlighted where it

©CoooO~NOOOLPA~WNPE
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would seem that the group guidelines may perhaps

not be in full alignment with the SEC
interpretations.

Do you recall discussing with
Mr. Barendregt that any part of the group

23 guidelines did not comply or misaligned with the
24 SEC reguirements?

25 MR. SMITH: At or around thistime?
0300

1 RODNEY SIDLE

2 MR. MacFALL: At or about thistime.

3 (Witness reviewing document.)

4 A. | recal genera discussions around

5 that. | don't recall specific details.

6 Q. Inthat paragraph Mr. Barendregt
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goes on to identify four subjects which he
believes might be the subject of possible
nonalignment. The first oneis production
testing.

Do you recall ever discussing that
with Mr. Barendregt, in terms of the SEC
requirements and the group guidelines perhaps
being different?

A. | believel did discussthat one,
because that one had a specific -- was a
specific item of interest to SEPCO.

Q. Didyou discussthat with
Mr. Barendregt or someone else?

A. | believel discussed it with
Mr. Barendregt. | may have discussed it with
others.

Q. Do you recall who those others might
have been?

A. No.

RODNEY SIDLE

Q. Okay. Do you recall what it was
that you discussed about production testing and
the group guidelines with Mr. Barendregt?

A. Yes. Yes, | do. Oneof the
practices that SEPCO had, aswell as, frankly,
all of industry, in the Gulf of Mexico,
especially the deepwater Gulf of Mexico, was
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that new fields and new reservoirs were

discovered, appraised, and then projects
installed without afull flow to surface
production test, and yet we felt reasonable
certainty was achieved with the datawe had in
hand and booked reserves for that.

Q. Didyou ever discuss production
testing in the context of the group guidelines,
outside of the SEPCO context, with
Mr. Barendregt?

A. No, | don't recall that | did.

Q. The next subject identified by
Mr. Barendregt in this document is LKH, and |
believe that's lowest known hydrocarbons.
Correct?

A. Yesitis.

Q. Doyourecal if you ever had

0302

RODNEY SIDLE

discussions with anyone concerning LKH as a
possible subject of nonalignment between the SEC
requirements and the group guidelines?

A. Yes Yes, | did.

Q. Could you please tell me who it was
that you discussed it with?

A. Yes. | recall taking with Anton
about it, because he was interested in the
seismic method that SEPCO had developed and
used.

Q. Didyou understand that use of the
seismic method at that point to be in compliance
with the SEC requirements concerning LKH?

MR. SMITH: ThisisJune of '03?
MR. MacFALL: Yes.

A. Yes. InJuneof '03, whichisprior
to John Pay and | meeting with the SEC in their
offices that we discussed yesterday, | believe
it to be in compliance, because it was
demonstratively reasonably certain.

Q. Do you know why Mr. Barendregt
identified LKH as a subject of possible
nonalignment between the group guidelines and
the SEC requirements?
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RODNEY SIDLE

A. | believe that would be because
there are differences between the SEC language
and the language that was in the group
guidelines, and the seismic example is one of
those.

Q. Without going through the chart,
becauseit's fairly lengthy, do you recall if
you ever discussed that with -- the language
differences, I'm sorry -- discussed the language
differences between the group guidelines and the
SEC rule with Mr. Barendregt?

MR. SMITH: | object to the form of
the question. If you need to refer to the
chart to answer the question, you should
feel free to do so.

MR. MacFALL: Absolutely.

MR. SMITH: I'm sorry. | just
didn't want him to misunderstand.

MR. MacFALL: I'msorry. That's
fine.

A. Could you ask the question again,
please?

Q. Sure. Doyou recall ever discussing
the language differences between the group

0304
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RODNEY SIDLE
guidelines and the SEC requirements, that you
just mentioned, with Mr. Barendregt? Regarding
LKH. I'm sorry.

A. LKH, okay. Very good. Yes. Yes.
Again, we spoke about SEPCO's belief that the
use of seismic, aswe qualified it, fit the
requirements of reasonable certainty, and
therefore the belief that the SEC would find

that acceptable.

Q. Outside of the SEPCO context again,
do you recall any conversations with
Mr. Barendregt concerning LKH and possible
nonalignment between the group guidelines and
the SEC requirements?

A. Not outside of that topic. No.
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17 Q. Mr. Barendregt also specifies

18 lateral continuity of production as a subject of
19 possible nonalignment between the group
20 guidelines and the SEC requirements.
21 Do you recall if you ever discussed
22 that topic with him?
23 A. | don't recal that one. No.
24 Q. Andthelast oneisimproved
25 recovery pilots. Do you recall discussing that
0305
RODNEY SIDLE
with Mr. Barendregt?
A. | don't recall discussing that one.
No.
Q. Skipping the next sentence and going
to the sentence that begins " They all concern
areas,”" in that same paragraph. Do you see
that, sir?
A. I'msorry. Could you repeat that,
please?

Q. Sure. Inthethird paragraph, |
guess it's the next-to-last sentence, beginning
with the words "They all concern.”

PP e
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14 Do you see that?

15 A. | seethat.

16 Q. Mr. Barendregt wrote, "They all

17 concern areas where strict adherence to the SEC
18 interpretations would lead to unrealistically
19 low reserves."

20 Do you recall discussing that with

21 Mr. Barendregt at any point?

22 A. No, | don't.

23 Q. Didyou have any understanding as to
24 whether or not the group was not strictly

25 adhering to the SEC, as he putsiit,

0306

1 RODNEY SIDLE

2 interpretations in connection with those areas
3 and the booking of proved reserves?

4 MR. SMITH: At thistime?

5 MR. MacFALL: Atthistime.

6 A. Agan, my dataset was SEPCO, and |
7 believe SEPCO was adhering to the SEC
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requirements. Outside of that, | didn't have
data.

Q. Didyou ever ask Mr. Barendregt why
he said that?

A. No, | did not.

Q. Didyou ever tak to anybody else
about that?

A. | don't recall that | did, no.

Q. Inor about June of 2003, subsequent
to the receipt of this e-mail, did you undertake
any actions to assess whether or not the group
was adhering to the SEC requirements concerning
the booking of proved reserves?

MR. SMITH: Objection to form.

A. NotinJuneof 2003. No.

Q. Did there come atime when you did
take such action?

A. Asl explained in my Rockford
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RODNEY SIDLE
participation, | was part of ateam and |
offered my observations relative to a SEPCO
example, to certain international situations,
which | then had the opportunity to see data
related to.
Q. Thank you.

(Sidle Exhibit 14, e-mail dated
December 20, 2003, two pages, was marked
for identification.)

BY MR. MacFALL.:

Q. Mr. Sidle, you've just been handed a
document that has been marked for identification
as Sidle Exhibit 14. Do you recognize this
document, sir?

(Witness reviewing document.)

A. Yes, | do.

Q. For therecord, Exhibit 14 isan
e-mail from you to Mr. Pay and Mr. Barendregt
dated December 20, 2003. Subject: Rockford
thoughts while flying.

| take it from that subject line
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that this was after Project Rockford had started
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RODNEY SIDLE
and during the course of your involvement. Is
that correct?
A. Yes. Thisoccurred on my planeride
back to Houston. Aren't |aptops wonderful.
Q. I would like specificaly, sir, to
direct your attention to the second bullet point
that appears after the sentence that starts with
"Although."
In that bullet point you
specifically discuss group guidelines,
interpretations of SEC definitions, and the
acceptance of those interpretations by the
external auditors, as fulfilling SEC
requirements.
Y ou then pose a question with
respect to whether or not the external auditors
validated it and whether or not there are
documents concerning that validation.
My questionis: Do you recall if
you received aresponse to that query?
(Witness reviewing document.)
A. | recal that | never saw such
documents. | don't recall whether that was
because there was no response, or | got a

0309
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RODNEY SIDLE
response that there are no documents. Buit |
know | never saw them.

Q. Doyou recal if you ever discussed
that topic, separate and apart from the e-mail,
with either Mr. Pay or Mr. Barendregt?

A. Separate from the e-mail. Separate
from thise-mail, no, | don't recall.

Q. Andjust soI'mclear, because |

think the question was alittle vague. Did you
ever discuss with them the external auditor
validation of the group's guidelines, separate
and apart from the existence of any documents
memorializing such validation?

A. Theonly reference to adiscussion

Page 187 of 295

file:///C)/Documents¥%20and%20Setti ngs/daustin/Desktop/Deposition%20T ranscripts/103106rs.txt (44 of 97)9/18/2007 4:00:48 PM



file:///CJ/Documents¥20and%20Setti ngs/daustin/Desktop/Deposition%20T ranscripts/ 103106rs.txt
Case 3:04-cv-00374-JAP-JJH  Document 364-9  Filed 10/10/2007
16 of external auditor validation of the group

17 guidelineswas -- that | recall -- was the
18 comment that'sin this e-mail.

19 Q. Didyou ever have discussions
20 regarding that topic with anyone, besides
21 Mr. Pay and Mr. Barendregt?

22 A. Notthat | recall. No.

23 Q. Thank you.

24 --

25 (Sidle Exhibit 15, series of

0310

1 RODNEY SIDLE

2 e-mails, Bates RIW00780458 through

3 RJIW00780461, was marked for identification.)
4

5 BY MR. MacFALL:

6 Q. Mr. Sidle, you've just been handed a

7 document marked as Sidle Exhibit 15 for

8 identification. | would ask you to take alook
9 at that, sir, and tell meif you recognizeit.

10 A. Allright.

11 (Witness reviewing document.)
12 A. Allright. I'vereviewed it.
13 Q. Do you recognize this document, sir?

14 A. Yes, | do.

15 Q. Andfor therecord, the document is

16 aseriesof e-mails, thelast of whichisa

17 December 31, 2003 e-mail from you to Anton
18 Barendregt, with a cc to various individuals.

19 Mr. Sidle, | would like to direct

20 your attention specifically to the second page
21 of that document. At the bottom third of the

22 page thereisan e-mail from you dated

23 December 30, 2003 to John Darley. The subject
24 is. Responseto Walter's questions. Do you see
25 that, sir?

0311

1 RODNEY SIDLE

2 A. 1do.

3 Q. Inthefirst paragraph you indicate

4 that John Pay advised you that there were

5 certain questions that had been raised by

6 Walter. My questionis: Isthat areferenceto
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Mr. van de Vijver?

A. Yes. Water meant Walter

9 vandeVijver.

10
11
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13
14
15
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19
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Q. Beneath that appears the number 1
with a question next to it, which reads; "Isit
credible for Shell to claim 'Only with the SEC
reserves guidance since 2001 were we able to
first realize our internal reserve guidelines
and practices did not comply with the SEC proved
reserve definitions.™

Do you recall being advised by
Mr. Pay that this was a question for
Mr. van de Vijver?

A. Yeah, he-- I'm trying to remember
if it was a phone conversation or an e-mail, but
he did advise me that that was a question. Yes.

Q. The paragraph that appears beneath
that with R-E-Sin caps, is that your response
to that question that's posed above?
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RODNEY SIDLE

A. Yes itis.

Q. Itstates: "I do not believe this
iIsacredible position," and then goeson to
explain that the reason for that is -- well,

I'll read it. It states: "Not only did amajor
OU in our fold have different knowledge and
considerable experience with interpreting the
SEC rules, but other outside USA indicators
existed," and we'll go through those.

With respect to the major OU, which
you state had different knowledge and
considerable experience with interpreting the
SEC rules, was that areference to SEPCO?

A. Yes, itwas.
Q. You aso state "outside USA
indicators."

Thefirst -- one example that you
giveisexternal auditors expressing concern
over PSC reserve evaluation oil price practices.

Could you please explain for me what
you meant by that?

A. Yes. Among theinformation that was

Page 189 of 295

file:///CJ/Documents¥20and%20Settings/daustin/Desktop/Deposition%20T ranscripts/ 103106rs.txt (46 of 97)9/18/2007 4:00:48 PM



file:///CJ/Documents¥20and%20Setti ngs/daustin/Desktop/Deposition%20T ranscripts/ 103106rs.txt

24
25

Case 3:04-cv-00374-JAP-JJH  Document 364-9  Filed 10/10/2007
shared with me when | was part of Rockford was

that at least one of our external auditors felt
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RODNEY SIDLE
that Shell's practice of using our view of
future price was inconsistent with the SEC's
requirement for use of year-end -- actual
year-end price.

Q. Doyou recall when you had heard

that the -- withdrawn.
When did you learn that the external
auditor expressed that view?
MR. SMITH: Objection to form and
foundation.

A. Asl recal, it was as part of the
information shared with me during the Rockford
episode.

Q. Do you recall which auditor that
was?

A. No, | don't.

MR. SMITH: Objection to the form
and foundation.

Q. You next write: "Current Shell
staff who have worked for other companies
(outside USA) and more diligently followed SEC
rules would have noted our variance from such
practices."

What did you mean by that, sir?
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RODNEY SIDLE

A. It'scommon within the industry, the
oil and gas industry, for technical peopleto
move between companies, so there are people
within Shell's ranks who had worked for other
E& P -- 0il and gas companies and observed those
companies practices for booking proved
reserves.

Comments that were made to me from
certain of those were that they noticed
differences between the company that they had
worked for before and their practices and
interpretations of the SEC rules, and what Shell
was doing, in an international -- in an
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international application of the rules.

Q. With respect to those differences,
did they indicate that the Shell guidelines were
less compliant with the SEC requirements than
those of Shell's competitors?
MR. SMITH: Objection to the form
and foundation.

A. Therewasn't aconclusion of lessor
more compliance. It was a note that they were
different.

Q. Youwrote: "Current Shell staff who
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RODNEY SIDLE

have worked for other companies outside the USA
that more diligently followed SEC rules," and
then it continues.

How isit that -- withdrawn.

By that did you mean to express that
the other companies more diligently followed the
SEC rules than Shell?

MR. SMITH: Objection to form and

foundation.

A. Could you repeat the question,
please?

Q. Sure. The sentence here references
other companies outside the United States that
more diligently followed SEC rules. That's what
the sentence states.

How isit that you learned that

these other companies outside the United States
more diligently followed SEC rules?

MR. SMITH: Objection to form and
foundation. | don't think that's what that
sentence says.

Q. Let'stryitthisway: Whatisit
that you were intending to convey in that part
of the sentence?
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RODNEY SIDLE
A. Fromthefolksthat | was talking to
that had experience outside of Shell, they were
noting that prior experience was a practice, and
that Shell was using a different practice, and
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so they ssimply noted those two were different.

They were different approaches that

8 wereintending to follow SEC rules, that at the

9
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time the reserves were being determined, both
seemed practical approaches. Now, with the
hindsight that we had at this point in time, it
became clearer that probably the Shell practices
were not the ones that should have been
followed.

Q. Specificaly the phrase that "more
diligently followed SEC rules," what were you
referring to there?

A. Itwasageneralization of the
example. | don't remember the details of the
conversation.

Q. Youthenwrote, "We simply did not
react to these warning signals."

And by "warning signals" in this
sentence, are you referring to the facts
expressed above in that same paragraph?

0317

=
FPBoo~v~oohrwnpk

NP RRERRRERRR
CQOWWOWNOOUAWN

21
22

RODNEY SIDLE

A. Inall of those examples, yes. Not
any onein particular. All of those.

Q. Youthen alsoindicate that, "We did
not proactively seek clearer understanding of
the SEC rules from available industry sources."

What industry sources were you
specifically referring to there?

A. A common practice for oil and gas
companies would be to use reserve consultants,
companies that maintained a high level of
expertise and also have contact -- more frequent
contact with the SEC than most oil and gas
companies do, to bring in another opinion.

Q. Areyouawareif Shell's competitors
use such consultants?

A. Somedo. Some do not.

Q. Wereyou aware of the use of such
consultants prior to your involvement in project
Rockford?

A. Yes | was

Q. Mr. Sidle, | would like now to
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direct your attention to the subsequent e-mail,

which actually physically appears above that
e-mail, and that is dated December 31, 2003 from
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RODNEY SIDLE

Mr. Barendregt to you. And heindicates that he

IS going to comment on your e-mail.
He writes on question 1, "You're

right on the issues of PSC and lateral size of
proved area, of course. The 2001 SEC guidance
did not, or hardly, change our perception on
these issues and we knew that Group reserves
were possibly exposed in this respect,” and then

it continues. Well, he specifies PSCs only, and
then it continues.

Were you aware that there was
exposure in connection with PSCs and latera
size of proved areas under the group guidelines?

MR. SMITH: Objection to the form.

A. Atwhichtime?

Q. Prior to Project Rockford.

A. No, | wasnot.

Q. Did Mr. Barendregt ever discuss that
with you?

A. No, hedidn't.

Q. Didyou agree with Mr. Barendregt's
assessment that the 2001 SEC -- as he putsiit --
guidance redlly didn't affect that particul ar
issue?
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RODNEY SIDLE
MR. SMITH: Objection to form.

A. Widl, I think actually Anton missed
my point. His response was specific to details,
and trying to decide which detail we learned
about in 2001, and which detail may have been
there before. The point that | had in my
response was keyed around the word "credible.”

Remember the date. The dateisthe
very end of December. And just alittle more
than aweek later Shell hasto bein front of a
public audience of investors, media, and needs
to take a position as to the condition of our
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reserves.

And the point that | was trying to
make in thisresponseis let's not spend alot
of time trying to find excuses or trying to
identify exactly what happened when for purposes
of that public announcement. That serves no
useful purpose. What we need to do, asa
corporation, as Shell, isto simply say we made
amistake. We're working to identify all
elements of the mistake. We're going to correct
the mistake. In numbers, we're going to correct
the processes that led to the mistake, and wel'll
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RODNEY SIDLE
go forward.
And so this rather short response
that | gave to the John Pay question was all
around avoiding lengthy, complex, detailed
discussions around individual e ements of what
did or did not happen, and when it happened, and
rather just let'slook forward. It's not
credible to go back and try to work through all
the details. | don't know if | could have done
it, or anyone could have doneit. Let'sjust go
forward and say we made a mistake.
And then Anton tries to go back
through all the details of well, what about LKH,
and what about PSCs, and all of that. And
certainly his points are quite right, and indeed
later, as you see in the document that you've
handed me, | agree with certain of those points.
But he didn't get the message that this was not
the place, and the time, to try to have that
debate. What we needed to do at that point, for
purposes of that public announcement just afew
days later, we needed to simply say we made a
mistake. We are going forward. We're going to

25 correct it. And that was my point.

0321

1 RODNEY SIDLE

2 MR. MacFALL: | think we --

3 VIDEOGRAPHER: Four minutes.

4 MR. MacFALL: Why don't we go off
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the record and change the tape.

VIDEOGRAPHER: Thetimeisnow
12:20 p.m. Thisisthe end of tape
number 5 in the deposition of Rodney Sidle.
Off the record.

(Recess.)

VIDEOGRAPHER: Thetimeisnow

12:23 p.m. Thisisthe beginning of tape

number 6 in the deposition of Rodney Sidle.

Back on the record.

BY MR. MacFALL.:

Q. Mr. Sidle, you just gave afairly
thorough explanation of what you intended in
your response, and indicating that
Mr. Barendregt misinterpreted that in his reply
e-mail to you.

| would just note, sir, with respect
to the public relations aspect, or the investor
aspect, the written response actually identifies
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RODNEY SIDLE
things which are contrary, or suggest that a
position change within Shell only occurred after
the issuance of the SEC guidance.

My questionis. You gave onefairly
elaborate answer, but the written text of the
e-mail doesn't say that. If you intended for
what you just stated to be the actual response,
why didn't you write it?

MR. SMITH: Objection to form.

A. |intended -- | gave examples of

why. The simple short answer of well, we didn't
know until March 2001, didn't seem credible.
So -- remember, I'm focusing on the word
“credible.”

Isit credible? Will people believe
you if you take that stance? And so my answer
was look, here's the setting. People are going
to dissect every word we say. Do we want to
stand up there, do we want to say it's credible
to take this position, and then try to answer
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all of these lengthy questions and details, or

do we want to simply say, we got it wrong.
We'reintending to fix it now. We will change
the numbers, we will change our processes. We
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RODNEY SIDLE
will look forward and do it right. That was the
point.
Again, | didn't want to go into

lengthy orations here or in the text. Simply,

here are some examples of why people might point
to it not being credible. So let'sjust forget
that argument. Let's break with this

credibility question and simply say we did
something wrong and go forward.
Q. Besidescredihility, the issues that

you identify in your response to this question,
specifically that SEPCO interpreted and complied
with the SEC rules, and the other various issues
that you identify, did you also understand or
believe -- let me rephrase that.

Did you believe that the issues you
identified in your response meant that Shell
should have recognized that its group guidelines
did not comply with the SEC proved reserve
definitions even prior to the 2001 guidance?

MR. SMITH: Objection to form. And

foundation.
A. lt'scertainly very difficult for me
to put myself in the international position that

0324
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Shell faced as of the day and know what the
circumstances were in which they created the
rules in which they operated -- whether meetings
that were legendary were actually held or not --
those are things that | didn't know then and in
some cases don't know now.

However, in 20/20 hindsight today,
and knowing what | saw in Rockford, certainly --
which is knowledge | had at the time | wrote
this-- it certainly led me conclude there were
opportunities for sharing of knowledge that,
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with 20/20 hindsight, | wish people would have

taken advantage of .

Q. Andalsoinlight of when thiswas
written, which is after the start, certainly, of
Project Rockford, you aso wrote that there are,
or there were, warning signals to which Shell
did not react. Andisthat aview that you held
when you wrote this, that there were warning
signals?

A. Wiédl, as| waslearning things,
through going through Rockford, | started to see
some of the documents that you have showed me,
or other things similar to that, and to me -- we

0325

=
FPBoo~v~oohrwnpk

NNNNNRPRRRRRERRR
BRWONRPOOWONOOUNWN

25

RODNEY SIDLE
talked about being able to sense where there's
something that needed greater depth of study --
to me, | couldn't conclude whether they were
right or wrong, but | could conclude that those
were things that probably needed some study.

Q. Based on your experience asan
auditor within SEPCO, during the course of
Rockford, along those same lines, did you see
things that you thought were -- should have --
were red flags for auditors, in connection with
proved reserves?

MR. SMITH: Object to the form.
A. Within SEPCO?
Q. No. Let merephrase the question.
Based on your experience as an
auditor in SEPCO, during the course of Rockford,
did you see things that you believed were red
flags for auditors concerning the booking of
proved reserves by the group?
MR. SMITH: Objection to form.

A. Wadll, during my -- my initial
participation in Rockford, | started to have
access to certain data, and while | wasn'tin a
position to, in amost al of the cases, have

0326
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sufficient detail to reach afull conclusion,
certainly the things that were shared with me,
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4 if | had been auditing such asituationin

5 SEPCO, would have led me to ask some additional
6 questions to better understand the circumstances
7 of that volume and that field's booking.

8 MR. MacFALL: Why don't we go off
9 the record.

10 VIDEOGRAPHER: Thetimeis

11 12:30 p.m. Off the record.

12 (Lunch recess taken at 12:30 p.m.)

13

14

15

16

17

18

19

20

21

22

23

24

25

0327

1 RODNEY SIDLE

2 AFTERNOON SESSION

3 (1:16 p.m.)

4 VIDEOGRAPHER: Thetimeisnow
5 1:16 p.m. Back on the record.

6 RODNEY SIDLE,

7 resumed as a witness, having been

8 previously sworn by the Notary Public,

9 was examined and testified further as

10 follows:

11 EXAMINATION (cont'd)

12 BY MR. MacFALL:

13 Q. Good afternoon, Mr. Sidle.

14 Mr. Sidle, are you familiar with something known
15 asthe reserves committee?

16 A. Which reserves committee?

17 Q. Letmetry adifferent question.

18 Did you serve on any reserves committee within
19 the group during the period of 2000 to 2004?

A. Inlate 2003, in the early part of
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2004, | was a member of the Shell E& P reserves

committee. | was also a member of other
reserves committees in industry, so hence my
guestion.

Q. Thank you. With regard to the Shell
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RODNEY SIDLE
E& P reserves committee that you were a member
of, what was the purpose of that committee?

A. The committee was formed prior to my
joining, | believein the middle -- earlier in
2003, or perhaps even late 2002. It wasput in
place, to the best of my knowledge, to be a part
of the Shell E& P process of reviewing the proved
reserves disclosures that Shell made.

Q. Canyou identify the other members
of the committee at the time that you joined?
A. Atthetimel joined, Frank Coopman
was a member, | believe chairman of the
committee.
John Pay was a member of the
committee.
And John Darley was a member of the
committee.
There may have been others. Those
aretheones| recal.
Q. Mr. Coopman, was he the CFO of the
group at the time?
A. Hewasthe CFO of E&P.
Q. Thank you. And | believe we had
identified Mr. Pay as the group reserves

0329
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RODNEY SIDLE

coordinator. Did he hold that position at that
time?

A. Yes hedid.

Q. I'msorry. | just don't recall if
we talked about Mr. Darley previoudly, but what
position did he hold within the group at that
time?

A. John Darley was the head of the
technology part of Shell E&P.

Q. You taked about the committee's
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purpose at the time of formation. Could you

describe generally your activities as a member
of that committee?

A. Yes. Atthetimethat | joined the
committee, it was to provide a perspective that
| had acquired as part of SEPCO on the
determination of SEC proved reserves.

Q. Did you sharethat perspective with
the other members of the committee?

A. That'swhat | was askedtodo. Yes.

Q. Werethere any actions taken based
on your perceptions as shared with the
committee? And by actions, | mean actions by
the committee.
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RODNEY SIDLE
A. Wadll, the way the committee
functioned was that issues from within the
group, Shell E& P, that related to reserves were
brought to the committee. The committee engaged
parties that had knowledge of those issuesto
provide comment on the elements of the issues
that were critical to adecision, that would, in
some cases, have included my observations, and
then they took a decision.
Q. When you say adecision, was that
with respect to whether or not to book proved
reserves?
A. That was among them. Yes.
Q. What were some of the other
decisions that were to be made by the committee?
A. Oh, other things about reporting of
proved reserves. About process, interna
processes, of how things were done. The form of
the data capture that was the ARPR. Language
that was in the guideline document. Things like
that.
Q. Atthetimethat you were onthe
committee, did the committee make any
recommendations concerning revisions to the

0331
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RODNEY SIDLE
group guidelines concerning the booking of
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proved reserves?

A. | don't recall for the periodin
which | was actually on the committee whether
that occurred. The committee reorganized in
2004 such that | was an invitee to the
committee, but | was not a member of the
committee. And during that period, when | was
an invitee, | do recall that discussions about
changes to the guideline document were made.

Q. Thosediscussions, did they occur
subsequent to Project Rockford?

A. Yes, they did.

Q. Did the reserves committee, while
you were amember, interact directly with the
OUs within the group?

A. Yes. Yes, they did.

Q. Justsol canget asenseof it.

Was it the OUs that came to the committee with
specific questions concerning whether to book
proved reserves?

MR. SMITH: Objection to form.

A. I'mnot certain | can say they came
directly to the committee. There was achain of
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communication within the line organization of
Shell E& P that ultimately got questions raised
to higher levels, and when it got to alevel
that caused the committee to need to be engaged,
they were. Now, whether that came directly to
the committee or up through the coordinator,
John Pay, or other means, | just don't know.

Q. Thank you.

(Sidle Exhibit 16, document, four
pages, was marked for identification.)

BY MR. MacFALL:

Q. Mr. Sidle, you've just been handed a
document that's been marked for identification
as Sidle Exhibit 16. | would ask you to take a
look at that document, Sir.

| would note for the record that
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there is no indication of the author or

recipient, asfar as| cantell, on the

document, but | would ask, after you've had an
opportunity to review it, if you can tell me if
you've ever seen it before.

25 (Witness reviewing document.)
0333

1 RODNEY SIDLE

2 MR. SMITH: While he'sreviewing the
3 document, | would just note for the record
4 that the document has no Bates number, or
5 anything on it to indicate what its origin

6 Is. Not even one of those numbers that you
7 see attached to e-mails sometimes.

8 MR. MacFALL: You arecorrect. | am
9 fairly confident that the document was

10 reproduced from your production. We can
11 substitute a document with a proper

12 identifier number, if we can locate one.

13 If Mr. Sidle does not recall the

14 document in any event, then it may be a
15 moot point, and we'll just move along.

16 MR. SMITH: | just wanted the record
17 to reflect it.

18 A. Yeah, I've never seen this before.

19 Q. That'sfine. You can put that side,

20 then.

21 L et me ask, separate and apart from

22 the document itself, to the extent that there

N NN
ok~ W

are certain entities identified in the document,
let me just ask you if there are entities that
you're familiar with, or organizations you're

0334
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RODNEY SIDLE
familiar with.
Do you know what GDWSis?

A. I'venever seen that before.

Q. Okay. How about SOI?

A. SOl -- the SOI reference, I'm aware
of, whether that's what they mean here or not,
is Shell Offshore Inc., which is one of the
subsidiaries of Shell Oil Company that dealt in
the offshore portions of the Gulf of Mexico.
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Q. Sothat was part of SEPCO?

A. Yes. Itwaspart of SEPCO.

Q. Thereisareference in the document
to something called SDW-WDU. And that appears
at the third page of the document. Do you know
what that acronym stands for, sir?

A. No, | don't.

Q. That'sfine. You can put that
document aside. Thank you, Mr. Sidle.

(Sidle Exhibit 17, e-mail with
attachment, Shell Visit Programme - DPR
Staff, four pages, was marked for
identification.)
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RODNEY SIDLE
BY MR. MacFALL.:

Q. Mr. Sidle, you've just been handed a
document marked as Sidle Exhibit 17 for
identification. | would ask you to take alook
at this document, sir, and tell meif you
recognizeit.

(Witness reviewing document.)

A. I'vereviewed the document. | do

recall it. Yes.

Q. For therecord, the document is an
e-malil, the most recent of which is dated
July 28, 1999 from Mark Varner to several
individuals, including yourself. The subject is
Meeting with Nigerian visitors - July 29 & 30 -
1154 BTC.

Do you actually recall the visit by
the Nigerian officials that's referenced in this
document, sir?

A. Yes, | do.

Q. That visit involved an official of
the Nigerian government. Correct?

A. Yes, itdid.

Q. Specifically aMr. Ogunjana of the
Department of Petroleum Resources?

0336
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RODNEY SIDLE
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A. Yes.

Q. Didyou havearoleinthevisit by
the Nigerian officialsto SEPCO?
A. Yes | did.
Q. Okay. Could you please describe
that for me?
A. If youlook at the last page of
Exhibit 17 you'll see an agenda. That agenda
highlights the fact that | spoke to them on two
different topics on the two days that they were
in Houston, one that had to do about the Shell
Oil Company, SEPCO, reserve reporting practices,
and then on the next day about value assurance
reviews.

Q. Do you know what the purpose of that
visit was?

A. Yes. Itwasintended to showcase
Shell's technol ogies that, in this particul ar
case, were available for determination of
reserves.

Q. That showcase involved -- withdrawn.

That showcase took place in Houston.
Correct?
A. Widl, there were multiple meetings.

0337
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RODNEY SIDLE

The portion of it that was Houston is summarized
on that page that | pointed out as the agenda,
that's the last page of this document.

Q. Now, with respect to the
presentation that you gave, the first
presentation, it says introduction to SOC
reserve management and reporting practices. And
| believe the SOC, isthat Shell Oil Company?

A. That is Shell Oil Company.

Q. Doyou recall why the visitors from
Nigeria were provided with a presentation
regarding the Shell Oil Company reserve
reporting practices?

A. Theonly knowledge that | had was
that it related to the intended showcasing of
technologies and to tie that to what were the
Shell Oil Company, SEPCO, reporting practices,
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and then make the link between technologies and

the support of processes within the SEPCO
reserve reporting activities that linked to the
use of those technologies.

Q. Wereyou familiar with the proved
reserves reporting practicesin use in Nigeria
during 1999?

0338
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RODNEY SIDLE

A. No.

Q. Doyourecdl if during your
presentation there was any discussion of --
withdrawn.

To the best of your knowledge, did
Shell's Nigerian operations report proved
reserves pursuant to the group guidelines?

MR. SMITH: Objection to form.

Q. Youcananswer.

A. | had no knowledge of their
practices.

Q. Wasthere any indication given to
the Nigerian officials that the Shell Qil
practices were done pursuant to the SEPCO
guidelines?

A. Could you ask the question again,
please?

Q. [I'll rephraseit. Do you recall if
you distinguished between the group and SEPCO
guidelines during your presentation?

A. No, | don't.

Q. Couldyou, very generally, summarize
for me what it was that you said during your
presentation?

0339
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RODNEY SIDLE

A. Wefocused on practices, reporting
practices, and the link to technologies. So as
an example, we would point to atechnology of
being able to make subsurface measurements that
would aid in the determination of the presence,
or the amount of oil and gas that were there,
and then link that to the activities we had to
make a reserve determination, review the data,

Page 205 of 295

file:///C)/Documents¥%20and%20Setti ngs/daustin/Desktop/Deposition%20T ranscripts/103106rs.txt (62 of 97)9/18/2007 4:00:48 PM



file:///CJ/Documents¥20and%20Setti ngs/daustin/Desktop/Deposition%20T ranscripts/ 103106rs.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 364-9  Filed 10/10/2007
do the reporting, the databases, and all of that

sort of thing. That refersto the first
presentation that | had.

Q. Now, with regard to the second
presentation, which according to the agenda took
place the following day.

A. Mm-hmm.

Q. Thetopic was value assurance
reviews. Do you recall -- again -- withdrawn.

Can you generaly summarize the
substance of the presentation that you made at
that time, if you can recall?

A. | don't actually remember much of
the details about that. It was avery short
presentation. | think it was simply touching on
the fact that SEPCO used value assurance
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RODNEY SIDLE
reviews.

Q. Now, with respect to the technology
that was showcased in connection with the
reporting of reserves, were such technologiesin
use at other OUs, and by other, I mean non-SEPCO
Ous?

MR. SMITH: Objection to the form
and foundation.

A. | don't remember exactly what
technol ogies were reviewed with the visitors at
that time, and | didn't know at that time what
technologies were used el sewhere within the
group outside of SEPCO either.

Q. Separate and apart from these two
presentations, did you accompany the visitors

17 from Nigeriaon any portion of their visitin
18 Houston?

19 A. Thereisa-- I'msorry?

20 Q. InHouston.

21 A. InHouston?

22 Q. Yes.

23 A. Yeah, wewent to lunch at a Texas
24 barbecue, and they really enjoyed it.

25 Q. If I could ask you to turn to the
0341
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RODNEY SIDLE

next-to-last page in that document. At the
bottom of the page appears a chart under the
caption Timing and Program. And if you look at
the third entry from the bottom, it says
29-30/Jduly 1999 Shell Qil, there are two
subjectslisted. "Mature/end-game assets.”

The second is "Reporting to
Regulators. Challenges.”

Do you recall if you attended any
presentation besides those that you gave,
touching on the second bullet point?

A. No, | don't recall attending
anything that touched on that.

Q. How about with regard to the first
bullet point; do you recall attending any
presentations that addressed mature/end-game
assets?

A. No, | don't.

Q. If I could ask you, sir, to turn to
the prior page in that document. It'san
outline of the travel schedule for the 29th and
30th of July. It shows technical discussionsin
SEPCO, and that is the fifth entry from the
bottom of the page.
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RODNEY SIDLE

Then it references afree --
Houston, New Orleans, and afree day in New
Orleans.

Beneath that for August 2nd and 3rd,
1999 there's an entry for "Technical Discussions
in Shell Deep Water."

Did you participate in that portion
of their visit?
10 A. Nol did not.
11 Q. I'msorry. | realize we're going
12 backwards, but if you could turn to the prior
13 page. About halfway down the pageisa caption
14 Visit Themes. Do you seethat, sir?
15 A. |seeit.
16 Q. The second-to-last bullet point
17 under that caption states, "The Shell Groupis

©CoooO~NOOOLPA~WNPE
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18 not more optimistic than the competition on the
19 reserves assessment (we appear to be more
20 conservative than the competition.)"

21 Do you recall any presentations

22 which conveyed this theme to the visitors from
23 Nigeria?

24 A. No, | do not.

25 Q. Did any portion of the

0343

1 RODNEY SIDLE

2 presentation -- withdrawn.

3

Did any portion of the visitin

4 which you were involved concern a discussion of
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the group's reporting of reserves versus
SEPCO's?

A. | don't recall that topic at all.
Q. Thank you.
MR. SMITH: Can| just observe for
the record that this flight from Aberdeen
to Houston that's on this agendais the
most atrocious booking I've ever seen.
Aberdeen to London to Zurich to Atlantato
Houston? | mean were they alive when they
got there? Unbelievable. Sorry.
MR. MacFALL: That's quite al
right.
MR. SMITH: | know levity has no
place in adeposition, but still --
THE WITNESS: They redly did enjoy
the barbecue. Redlly.
(Sidle Exhibit 18, e-mails, two
pages, Bates number SM J00040769 through
SMJ00040770, was marked for identification.)

RODNEY SIDLE

BY MR. MacFALL:

Q. Mr. Sidle, you've just been handed a

document marked as Sidle Exhibit 18 for
identification. | would ask you to take alook
at that, sir, and tell me if you recognize it.

(Witness reviewing document.)
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A. Il'vereviewed it.

Q. Doyou recall this document, sir?

A. Yes, | do.

Q. For therecord, the document isan
e-mail from Alan Lockwood to lan Hines, Derek
Newberry and Jerome Coggins dated November 3,
2000. The subject is Reserve Booking Meeting
with Anton Barendregt. The document
specifically discusses a meeting that occurred
in connection with possible reserves bookings
for Angola Block 18.

Do you recall attending that
meeting, sir, which according to the e-mail
occurred on November 3, 20007

A. Yes

Q. Theemail indicatesthat, in
addition to Mr. Barendregt and Mr. Lockwood,

0345

=
FPBoo~v~oorwnpk

NNNNNNRPRRRRRERRR
AR WNRPOOWONOOURAWN

RODNEY SIDLE
there are, including yourself, several other
attendees.

Going down the list, the first one
islan Hines. Could you please identify that
individual for me?

A. | believelan was one of the
projects leads that worked on Angola.

Q. Did Mr. Hineswork for SDS, do you
know? At that time.

A. | don't know what Shell organization
he worked for.

Q. Did Mr. Hineswork out of Houston?

A. Hm-mm.

(Pause.) | believe so, but I'm not

entirely sure.

Q. How about Mr. Newberry?

A. Derek aso worked on the Angola
project.

Q. Do you recall what organization he
worked for at that time?

A. Shell has so many organizations,
| -- I don't know exactly who he worked for.

Q. Okay. Again, doyou recadl if he
worked out of Houston?
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RODNEY SIDLE

A. Yeah, | believe Derek did work out
of Houston.

Q. How about Mr. Coggins?

A. | don't recall his position.

Q. Doyourecdl if heworked out of
Houston?

A. No, | don't.

Q. Andfinaly, Mr. Knight?

A. Barry. Yes. He-- | believe hewas
in Shell Deepwater Services, and he -- let's
see. | don't know if he worked in Houston or
New Orleans, but it wasin the US.

Q. Okay. Thank you. The body of the
e-mail talks about the events at the meeting,
and it specifically references analog work
prepared by Dave Powell. Do you know
Mr. Powell?

A. No, | don't.

Q. It then goes on to state that that
work isthe basis for theteam'srangein
recovery efficiency and ultimate recovery per
well.

Did you have an opportunity to
actually review the analog work done by
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Mr. Powell?

A. | saw what was presented at this
meeting. | don't recall review other than that.

Q. Doyou recall what materials were
presented at this meeting? And | do realize
it'sawhile ago.

A. No, | dont't.

Q. Okay. Thee-mail then references
discussion that took place regarding the
maturity of the technical work. Do you have any
recollection of that discussion, sir?

A. Basically my recollectionisas
noted here, that what was shown to this group at
that time was not technically mature, however,
some suggestions for work that could be done
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that then would need further review were offered

to seeif something that would qualify as
technically mature could be generated.

Q. And were those discussions about the
possibility of doing work to book some portion
of the volumes at Angola, as opposed to the
entirety of what was being proposed to be
booked?

MR. SMITH: Objection to form.

0348

PP e
NEhEBowo~v~ouhrwnr

NNNNRPRRRRRR
WNPRPOOWOMNOO UMW

RODNEY SIDLE
Q. Would you like me to rephrase that?
Do you understand the question?
A. Why don't you rephrase it, please.
Q. Okay. There'sareferencein the
second page of the document to the project being
"cherry picked."
A. Mm-hmm.
Q. Or being acherry-picked
development. Did that mean that what was being
discussed here was development of a portion of
the volume at Angola Block 18 for purposes of
booking proved reserves?
MR. SMITH: Objection to form.
A. The-- thereferenceto
"cherry-picked" development wasindeed to -- a
reference to development of -- a plan of
development for only a smaller portion than the
entirety, but that portion in which there was
high confidence, the most data and the most
maturity, in terms of technical work.
Q. Wasthere a specific quantity of
volume that was discussed in connection with the

24 cherry-picked development?

25 A. There may have been, but | don't
0349

1 RODNEY SIDLE

2 recall what it was.

3 Q. Doyourecal if there was any

4 discussion of pressure to book reserves at

5
6
-

AngolaBlock 18 at this meeting?
MR. SMITH: Objection to form.
A. | don'trecal that that was
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discussed at this meeting. | don't recall.

Q. Doyourecal if that was ever

discussed?
MR. SMITH: Objection to form.

A. Within what time frame?

Q. Within'99, 2000.

A. '99, 2000. It may have beenin
2000. | dorecall ageneral reference to the
fact that there'sinterest in booking reserves
at Angola Block 18 being made. | don't remember
the exact timing that | heard that comment made.

Q. Doyou recall from whom you heard
that comment?

A. No, I dont't.

Q. Wasthere any indication of who it
was that was expressing that interest?

A. | don'trecal.

Q. Do you remember the context in which
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RODNEY SIDLE
you heard that comment? Let me rephrase that.
Do you recall if you heard that
comment in the context of attempting to find
reserves at Angola Block 18 to be booked as
proved?
MR. SMITH: Objection to form.
A. | don't recall exactly the context
of the comment, because there were things said
during the presentations, there were things said
at side conversations during breaks. | remember
the comment being made, and | heard it. So |
don't remember much more than that.

Q. Okay. Doyou recall if the
technical work for Angola Block 18 was performed
by SDS?

A. | know there was some SDS staff that
contributed to it, because there were some that
were present at this meeting. But again, which
Shell subsidiary Shell people worked for, for
purposes of the meeting, | just wanted to see a
technical story. | didn't care what
organization they were with. | don't know
exactly how much was SDS, or how much or how
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little.
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RODNEY SIDLE
Q. WasAngolaBlock 18 a deepwater
project?
A. Yes itwas.

Q. Doyourecdl if in or about
November of 2000 there were any Shell

organizations besides SDS that had expertisein
deepwater development?

A. Therewere avariety of Shell
technology organizations that would have
supported the technol ogies needed to be used to
explore for, analyze, drill wells. Development
isnot just one thing. It's part of an entire
process. So | don't remember specificaly if
there were technology organizations focused on
development. | know there were other technology
organizations that covered the broad spectrum of
technologies you would use to analyze a new
discovery and determine what it might produce.

Q. Could you identify some of those
organizations for me, please?

A. Yeah. Thetechnology organization
like SEPTAR and its counterpart in Rijswijk had
avariety of technical servicesthat they
provided around drilling optimization and

0352
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RODNEY SIDLE

reservoir simulation used, and a variety of just
basic engineering and scientific tools and
analyses, all of which formed the toolkit, if
you will, that the people needing to appraise
things like an Angola Block 18, or any other new
discovery, would use.

Q. Would it then be -- withdrawn.

Y ou said that they provided the

toolkit. Would application of those toolsto a
specific project then fall to some organization,
besides SEPTAR, and its counterpart in Rijswijk?

A. Yes, itcould. Yes.

Q. Waereyou awareif the Shell
organization in Angola had the technical
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16 expertiseto develop or to create a development

17 plan with respect to Angola Block 18?
18 A. | had no ideawhat the Shell Angola
19 team -- what its composition or its expertise

20 was.

21 Q. Okay. Thank you.

22

23 (Sidle Exhibit 19, packet of

24 documents, Bates number RJW01000797 through
25 RJW01000801, was marked for identification.)
0353

RODNEY SIDLE

1
2 _—
3 BY MR. MacFALL:

4 Q. Mr. Sidle, you've just been handed a
5 document marked as Sidle Exhibit 19 for

6 identification. | would ask you to take alook
7 atit, sir, and tell meif you recognize it.

8 (Witness reviewing document.)

9 A. Allright. I'velooked at this

10 collection of documents.

11 Q. Do you recognize these documents?
12 A. [I'msorry?
13 Q. Do you recognize them, sir?

14 A. Someof them | do. Some of them
15 I've never seen before.

16 Q. Okay.

17 A. It'sacollection of thingsthat are

18 disassociated and have simply been collected
19 from avariety of thingsrelated to Block 18.
20 Q. Turning to thefirst page, the

21 handwritten notation. It says RD/S Angola.
22 A. Mm-hmm.

23 Q. Do you know whose handwriting that

24 is?

25 A. No, | don't.

0354

1 RODNEY SIDLE

2 Q. Doyou know what RD/S refers to?

3 A. | believethat stands for Royal

4 Dutch/Shell.

5 Q. Turning to the second page of the

6 document, there are two e-mails that appear on
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that page. Do you recognize that e-mail string?

A. Yes. Theoneswherel've
participated in the e-mails, | do recognize
those.
Q. Okay. Why don't we focus our
attention on those.
The first of the two e-mails
appearing on that page is from Mr. Barendregt to
you dated November 21, 2000. It says Subject:
re: Comments on Draft Report and Att3.
Mr. Barendregt, in the first paragraph, thanks
you for comments received so far.
Let me ask you: Isthe draft that
Mr. Barendregt is referring to the document that
begins following that next page, which is
captioned AngolaBlock 18 - Initial Reserves
Booking, 1/1/20017?
A. I'mnot entirely sure, because the
document there is dated the 17th of January,

0355
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RODNEY SIDLE
2001, and the note that was sent to me was on
November 2000. So it's possibleit could have
been an earlier draft, or it may mean something
else. | just don't know.

Q. Doyou recal if the document,

whether this version or not, that appearsin
this exhibit, that Mr. Barendregt is referencing

was in fact some draft of the Angola Block 18
initial reserves booking?

A. Sincethe exchange of e-mails
relatesto Angola, | think it's likely that it
did.

Q. Do you have a specific recollection
one way or the other?

A. | --obvioudy | received these
documents. Exactly what was attached to them, |
don't remember.

Q. Okay. Thank you.

Directing your attention to the
second paragraph in that e-mail, Mr. Barendregt
references a possible reserves review on Angola
in December in Houston.
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Do you recall if such areview took

place?
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RODNEY SIDLE
A. Yes, | believeit did.
Q. Did Mr. Adbers attend that review?
A. | believe Anton and Remco attended
that meeting. Yes.
Q. Didyou attend that meeting?
A. No, | did not.

Q. Do you know why that reserves review
occurred in Houston?

A. | believeit wasto look at the work
of the Angolateam, which had the data and
network in Houston.

Q. Thelast sentencein that paragraph
reads. "Seemsthey're under pressure from high
up to book something ..." followed by an
ellipse, which iswhat you had indicated you had
heard before. Do you recall if thiswasthe
first time you had heard that in this e-mail, or
do you recall if you had heard it previously?

A. ldontrecal. Asl said, |
remember the comment being made. | didn't
remember exactly when or in what context.

Q. Youresponded on that same date in
the e-mail that appears above Mr. Barendregt's
e-mail, and you wrote -- my copy is, | believe,
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RODNEY SIDLE
cut off, but | believeit states, "l have
continued to talk with the Angola team and
provide guidance on the approach you outlined
for them for booking proved reserves."
Could you describe for me, as best
you can recall, the approach that you are
referencing in this sentence?
A. Yes. | believeit waswhat we saw
on the prior document, about trying to limit the
portion of Angola Block 18 that they would
identify as technically mature to asmaller
region than the entire field. Or several
fields, actually.
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Q. What wasreferred to in the other

document is the cherry-picked development?

A. Yes. Yes, that'sright.

Q. The next sentence states. "It
appears their situation is that they need all
expected volumes just to meet economic hurdles
for even aminimal development scheme.”

Could you please explain for me what

it was that you were attempting to convey in
that sentence, sir?

A. Yes. Inmy discussions with them to
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RODNEY SIDLE

help them understand the guidance that Anton
gave them, we had a conversation about their
progress in doing the, quote, "cherry-picking,"
and the comment was made to me, which | relayed
back to Anton, that it appeared that the volumes
that would qualify to be technically mature
within this cherry-picked area seemed small
enough it would be difficult for them to meet

the economic hurdles. However, final work
hadn't been done, so they would need to finish
their technical work, come up with exactly what
volume that was, and then complete it before we
would have a conclusive answer.

Q. If youcould, sir, | would liketo
direct your attention to the following page of
the document.

A. Mm-hmm.

Q. Andasnoted previoudly, thisisa
January 17, 2001 version of Angola Block 18
initial reserves booking, group reserves auditor
comments.

Do you have any idea, sir, whether
or not thisisthe fina version of this
document?

0359
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RODNEY SIDLE
A. No, | don't.
Q. Doyourecal if you saw, regardless
of whether or not thisisit, the final version
of this document?
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A. No, | don't recdl.

Q. Doyou recal if you saw various
drafts or iterations of this document?
MR. SMITH: Objection to the form
and foundation.
A. Atthat timel don't recall whether
| saw thisin early or later forms, or not.
Q. | would liketo direct your
attention to the second half of the document.
There are numbered paragraphs. Number 2 states:
"The," quote, "*high confidence areas' defined
by SDS may not all fulfill the stringent
requirements for defining 'proved areas as used
by SEPCO (Ref. 2)."
|s that statement consistent with
your recollection of your review of the Angola
Block 18 reserves team work?
A. Wadll, there's aproblem of timing
here that makes it difficult to answer that,
because | saw the work in itswork in progress
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RODNEY SIDLE
preliminary stages, and the comments that are
being made here are -- are written at atime
subsequent to that, perhaps based on the work
that Anton saw in December, where | was not
present.

So it is correct to note that the
statement you made continues, "this should be
verified in due course."

Work was ongoing when | saw it to do
that verification, to limit the extent of the
cherry-picked areato that that wasin
compliance with SEC regulations, Shell
regulations, for high confidence. At what point
that was concluded, | don't know.

Q. Do you know why this document
references SEPCO's requirements concerning
proved areas, as opposed to the group
guidelines?

A. Yes, | do.

Q. Okay. And could you explain that?

A. The technique that SEPCO had
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developed for use of high-quality calibrated

seismic to define proved area was one approach
that was being considered by the Angola Block 18
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RODNEY SIDLE
team. So we had the SEPCO geologists and
geophysicists familiar with that technique
explain to the Angola Block 18 team what
criteriawere needed to analyze their datato
determine if it was of a high-quality and high
reliability, such that it would have met the
SEPCO requirements. Because at that time there
were no group requirements of the detail and of
the nature that related to use of seismic.
Q. Justsol'mclear. Thisrelatesto
the use of seismic data that we discussed
previously in connection with the two SEC
engineers, or that was the subject of discussion
with the two SEC engineers at some point?
A. That's correct. For lowest known
hydrocarbon purposes. Yes.
Q. Thank you. If I could ask you, sir,
to turn to the next page in the document. Now |

20 will note that thereis a series of e-mails here
21 inwhich you are indicated neither as the author
22 or recipient, or cc. Do you recall if you've

23 ever seen this series of e-mails?

24 A. No, I've never seen them before.

25 Q. Okay.

0362

1 RODNEY SIDLE

2 MR. SMITH: Areyou finished with

3 this document?

4 MR. MacFALL: We're done with this
5 document. I'm sorry.

6 MR. SMITH: Areyou finished with

7 this document?

8 MR. MacFALL: | am.

9 MR. SMITH: | didn't want to

10 interrupt your questioning, but | wanted to
11 note something for the record.

12 MR. MacFALL: Sure.

13 MR. SMITH: Thefirst page of this
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14 document, that's my handwriting.

15 MR. MacFALL: Okay.

16 MR. SMITH: It should not have been
17 produced. And we will send you aletter in
18 due course requesting to have it returned,
19 under the terms of the protective order in
20 the case. Okay?

21 MR. MacFALL: That'sfinewith me.
22 Thank you for identifying the handwriting.
23 MR. SMITH: I'll saveyou afew

24 questions down the road.

25

0363

1 RODNEY SIDLE

2 (Sidle Exhibit 20, e-mail, two

3 pages, with attachment headed Bonga

4 Southwest Combined VAR 1 & 2 - Project
5 Initiation, Identification & Feasibility

6 Terms of Reference, was marked for

7 identification.)

8 _—

9 BY MR. MacFALL:

10 Q. Mr. Sidle, you've just been handed a
11 document that has been marked as Sidle

12 Exhibit 20 for identification. | would ask you
13 totakealook at it, sir, and tell meif you

recognizeit.
(Witness reviewing document.)

A. Allright. I'veseenit.

Q. Do you recognize the document, sir?

A. Yes. I'veseen thisbefore.

Q. For therecord, the document is an
e-mail with attachment from Norman Read to
various individuals, including yourself, dated
September 6, 2001. The subject is Bonga

23 Southwest VAR 1-2, Houston 10 to 13 September
24 2001.

25 Mr. Sidle, did you participate in a

0364
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2 value assurance review in connection with Bonga
3 Southwest?

4 A. Yes | did.
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Q. What wasyour role in that review?

A. | waspart of thereview team, and |
represented the reservoir engineering
discipline.

Q. Didyou undertake any actionsin
connection with your role as part of the value
assurance review team?

A. Theactions | undertook were to
participate with the team in reviewing the
technical -- the information that was presented
by the Bonga Southwest field team, ask questions
of that to be able to ascertain the issues that
we're charged to deal with in the terms of
reference, and then work with the team, feed it
back to Bonga Southwest and their managers what
our assessment was, and the maturity of the

21 project, in other words, whether they had

22 satisfied the criteriafor aVAR 1, VAR 2, or
23 had not.

24 Q. Do you recall where the Bonga

25 Southwest field team was |located?

0365

1 RODNEY SIDLE

2 A. We had our meetings in Houston.

3 Q. Doyou recal if there were members

4 of SDS on that Bonga Southwest field team?

5 A. Couldyou say it again?

6 Q. I'msorry. Were members -- were

7 individuals employed by SDS, Shell Deepwater
8 Services, part of the Bonga Southwest field

9 team?

10 A. Fieldteam. Yes, | believethey

11 were.

12 Q. Areyou familiar with what work SDS,
13 if any, did in connection with Bonga Southwest?
14 A. Onlyinavery genera way; that
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21

they assisted by bringing expertise in deepwater
development to the team.
Q. Canyou identify the members of the
Bonga Southwest field team? Do you recall?
If it helps, in the -- if | can get
you there.
A. You'rereferring to the field team
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22 rather than the review or VAR team.

23 Q. Right. Thefifth page of the

24 document containsthe VAR --

25 A. [I'msorry?

0366

1 RODNEY SIDLE

2 Q. I'msorry. We're speaking over each
3 other. Thefifth page of the document

4

25

identifies members of the VAR team.

A. Right.

Q. Wasthefield team a subset of the
VAR team? NO?

A. Therewas-- no, not at al.

Q. Okay.

A. Thiswasthe team that did the
review, so we were the outside experts within
the areas noted that were not associated with
the project, who reviewed the work that the
field team, the team that was working on the
project, presented to us.

On the second page of this exhibit
you'll see an agenda, and at the end of what
appears to be atime and atopic there are
names. | don't remember exactly the names, but
| do associate certain of these names with
people who | recall to be presenting on behalf
of the field team.

Q. One of the names shown thereis
Charles Shotton. He'sidentified as being with
SNEPCO. Do you recal if he was on the team?

0367
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A. | don'trecal.

Q. Actualy, instead of going through
them, is there anybody who you specifically
recall being on the Bonga Southwest field team
inthat list?

A. No. These arethe people that
presented the information to us. And again,
exactly what affiliation they had at that time,

| don't know.
Q. Okay. Fair enough. If | could ask
you to just turn to the fifth page of that
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exhibit, sir, where it identifies the members of

the VAR team.

A. Allright.

Q. Andit listsyourself, among several
others. Thefirst individual shown is Norman
Read. It says, "(lead, engineering and project
management, SIEP.)"

The reference to lead, does that
mean he led the VAR team?

A. Yes

Q. There are various disciplines shown
here. One of them is petrophysics, Justin
Freeman, SEPTAR. Can you describe, if you know,
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RODNEY SIDLE
Mr. Freeman'srolein the VAR process?

A. Yes. Hewasaspecidistinthe
subsurface science of making down-hole
measurements using well logs, using core data,
and interpreting those measurements to ascertain
the conditions of and presence of oil and gasin
the ground.

Q. AmI correct that he underutilized
that expertise in connection with this
particular review?

A. Yes

Q. Thank you. You can put that aside,
Sir.

A. Canwetakejust avery quick break?

Q. Oh, absolutely.

VIDEOGRAPHER: Thetimeisnow

2:19 p.m. Off the record.

(Recess.)

VIDEOGRAPHER: Thetimeisnow
2:27 p.m. Back on the record.

(Sidle Exhibit 21, e-mail dated

0369
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September 12, 2001, was marked for
identification.)
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BY MR. MacFALL.:

Q. Mr. Sidle, you've just been handed
during the break a document marked as Sidle
Exhibit 21 for identification. | would ask you
to take alook at that, sir, and tell meif you

recognizeit.

A. Yes, | recognizeit.

Q. For therecord, it'san e-mail from
John Church addressed to several individuals,
including yourself, dated September 12, 2001.
The subject is Brazil reserves.

Could you please identify Mr. Church
for me?

A. Other than the fact that he'sthe
author of the e-mail, | -- I'm not familiar with
what part of the organization he's with.

Q. Thee-mail addresses the booking of
reservesin Brazil. Do you recall if you were
involved with the booking of proved reservesin
Shell Brazil?

A. Not at thetime of thise-mail, or
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RODNEY SIDLE
for thefield of BS-4. No, | was not involved
with booking those. | participated in technical
discussions about BS-4.

Q. That participation, did it occur at
or about the time of this e-mail?

A. It seemsabout right. | don't
recall exactly when it occurred.

Q. Could you describe for me,
generaly, or summarize the nature of your
technical discussionsin connection with this
particular field?

A. Yes. Thiswasatimewhen BS4 was
being evaluated for possible development, and |
was part of ateam that looked at the status of
the technical work and gave them recommendations
for what additional technical work they would
need to do to develop a confidence in the
project, such that an investment could be made.

Q. There'sareference hereto, and by
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"here" | mean in the document to SDS. Do you

recall if SDS performed the technical work that
you reviewed?

A. | don'trecal. No.

Q. WasBrazil -- withdrawn.
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RODNEY SIDLE
Was BS-4 afield within SEPCO? |
realizeit's Brazil, but was that part of SEPCO?
A. Wedll, SEPCOisjust US. Now, inour
Houston operation, the -- when the EPW, or the
Americas region was put in place, then the
responsibilities for other Shell EP businesses
within the western hemisphere came under the
purview of staff in Houston. | don't
remember -- | don't remember exactly at this
time whether that would have occurred yet or
not.
Q. Doyourecdl if BS4wasa
deepwater project?
A. Yes Yes, itwas,
Q. Didyou do any other work in
connection with Brazil ?
A. During what time frame?
Q. 1999 to 2004.
A. Yes. Therewas other fields -- '99
to 2004 that | worked at in Brazil. | mentioned
in'99, while| was at SEPTAR, | was the
reservoir engineer working on a deepwater Brazil
field. I'm not sure | can even remember the
name.

0372
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RODNEY SIDLE

| also participated in some
exploration reviews, VARS, for possible
exploration programs, including on BC-10.

And then later -- let's see. Was
that 20047 Y eah, it would have been before
2004.

When the Enterprise Oil Company
acquisition was done, there was an asset
acquired that was part of Brazil. That wasthe
only one of the severa that I've mentioned
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where there were proved reserves booked.

Q. Goinginreverseorder. With regard
to the Brazilian asset that was acquired as part
of the Enterprise acquisition, what work did you
do in connection with the proved reserves?

A. Atthetimeit wasacquired, | was
the reserves manager for SEPCO/EPW, because at
that time it was EPW. So when the reserves were
brought into EPW, then | reviewed the basis for
booking those reserves from the fields we
acquired from Enterprise.

Q. Doyou know if those reserves were
also reviewed by Mr. Barendregt?

A. | remember at the time of the

0373
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RODNEY SIDLE
Enterprise acquisition, he did a special review
of just those reserves, but he couldn't get to
everything. And | don't remember whether he
actually looked at Brazil or not. | know he
didn't look at the Enterprise assets in the Gulf
of Mexico. Those we handled within SEPCO. But
| don't remember whether he looked at Brazil or
not.
Q. Withregard to the proved reserves
that you looked at in Brazil, as aresult of the
Enterprise acquisition did you generate a report
or other document memorializing your efforts as
part of -- your effortsin that review?
A. Yes, | believe there was a document

that -- that was created as aresult of avisit

of myself and two others, | believe it was two
other technical staff, to Brazil to take alook

at the status of the technical work on the

field. And that document was noting work that
had been done and the work that was still left

to be done to have the completed technical work
documentation for what we felt was the proper

24 way to book for proved reserves. | think we had
25 that meeting in, like, September of the year in
0374

1 RODNEY SIDLE

2 which Enterprise was acquired. Which would have
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3 been, | guess, 2003.

4 Q. Thetwo individuals that accompanied
5 you to Brazil, do you recall who they were?
6 A. Frank Gonzalez and Dan Schwartz.
7 Q. Werethey members of SEPCO?
8 A. Frank was amember of SEPCO. |
9 don't recall if Dan was a member of SEPCO or
10 not.
11 Q. Withregard to the VAR review that
12 wasdone for BC-10, could you please briefly
13 summarize the work that you did in that regard?
14 A. Yes Thiswasaserviceto our
15 exploration organization. Exploration
16 periodically asked for outside technical persons
17 tolook at their portfolio of opportunities, to
18 provide feedback on the status of those
19 opportunities, the quality of those
20 opportunities, the reasonableness of their plan
21 toexplore. It was not related to proved
22 reserves. It wasrelated to exploration.
23 Q. When you say the exploration
24 organization, are you referring to the group's
25 exploration organization, or SEPCO's?
0375

RODNEY SIDLE

A. Itvaried fromtimetotime.
Sometimes the exploration organization for the
Americas was within the Americas, and sometimes
it actually was a part of an International Group
that smply had an Americas division. So which
statusit had at that time, | don't recall.

Q. Fair enough. And | believeyou
referenced a'99 review, when you werein
10 SEPTAR?

A. '99wasadifferent event.

Q. Right. I'msorry. It wasn't a
review. It waswork in'99.

A. Right. | wasassigned asthe
reservoir engineer working on afield where
development operations were being studied.

Q. And couldyou just, again very
generally, summarize the work that you did at
that time?
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A. Yeah. Yeah. One of the services

that SEPTAR provided was the application of
technologies. What | did was run the reservoir
simulation model for avariety of different
outcomes of potential developments of the field,
to be able to ascertain what the likely result

0376
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RODNEY SIDLE
would be for avariation in number of wells,
placement of wells. Situations like that.

Q. Andthiswasin connection with
Brazil. Correct?

A. Thiswasin connection with Brazil.

Q. During the timethat you werein
SEPTAR, do you recall doing work with regard to
any other non-US OU, besides Brazil? And

Bonga -- well, you hadn't done the Bonga work
yet while you werein SEPTAR. I'm sorry.

A. No, at that timethe only one that |
recall working on was Brazil.

14 MR. FERRARA: Tim, wastherean
15 Exhibit 207

16 MR. SMITH: Yes.

17 MR. FERRARA: Which one was that?
18 Do you have an extra one of those?

19 MR. WEED: It'sthe Norman Read

20 e-mail.

21 THE WITNESS: It'sthe Bonga

22 Southwest.

23 MR. MacFALL: Do you need a copy of
24 that, Ralph?

25 MR. FERRARA: I've misnumbered here
0377

1 RODNEY SIDLE

2 somehow. | would liketo seeit. Yeah.

3 _—

4 (Sidle Exhibit 22, e-mail, four

5 pages, Bates number DB 07573 through

6 DB 07576, was marked for identification.)
7 ——

8 BY MR.MacFALL:

9 Q. Mr. Sidle, you've just been handed a

10

document marked as Sidle Exhibit 22 for
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identification. | seeyou'rereviewing it, Sir.
Do you recognize this document?
A. Yes, | do.
Q. Andfor therecord, this document is
aseries of e-mails, the last of which isfrom
Mr. Roosch to yourself dated January 14, 2002.
The subject is SNEPCO Reserves Questions.
The SNEPCO reserves questions
involved potential booking of proved reservesin
connection with Bonga Southwest. Correct?
A. Yes
Q. | would liketo direct your
attention, if | can, sir, to the page ending
with Bates numbers DB 07575, which isthe
next-to-the-last page of the document. Do you

0378
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RODNEY SIDLE
have that, sir?

A. Yes | do.

Q. Okay. At thetop of the page there
Isan e-mail from Mr. Roosch to you dated
January 10, 2002. | would like specifically to
direct your attention to what | believe isthe
third paragraph in that e-mail. The e-mail
discusses, amongst other things, Bonga Main

booking of -- possible booking of proved
reserves.

Mr. Roosch writes, "It concerns me
that we do not have the level of expertise here
to come with a credible 2nd opinion, but | would
expect, if we stick to the 'proved area
principle and could, in one way or another,
argue for analogy," and then it continues.

Really, my question hasto do with
Mr. Roosch's statement that they do not have the
level of expertise here to come -- or to have a
credible second opinion.

In the context of this e-mail, do
you know what he was referring to there, sir?

A. | believe hisreferenceisto the
first opinion, being that of Barry Knight and

0379

1

RODNEY SIDLE
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Keith Lewis, that there is the opportunity for

booking some reserves at Bonga Southwest. And

the reference to expertise and second opinion
meant that there was no one present in his

office, or hislocation, that knew the details

of Bonga Southwest, to be able to judge whether

that first opinion was indeed an accurate
reflection of what was necessary for proved
reserves or not.

Q. Thevery last linein that e-mail
says. "Please do NOT" -- in caps -- "copy Anton
Barendregt at this stage, as hisroleisto take
afina view asthe auditor."

Do you recall discussing that with
Mr. Roosch at any point?

A. Specific to Bonga Southwest, | don't
recall. There had been an ongoing interchange
between myself and Jan Willem about the role of
Anton and my ability to access him, that we
discussed before.

Q. Doyou believe that that sentence
was a continuation of that same dial ogue between
you and Mr. Roosch concerning Mr. Barendregt?

A. I'msureit wasrelated.

0380
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RODNEY SIDLE

Q. Prior to the dialogue with
Mr. Roosch concerning Mr. Barendregt's role as
auditor, and basically his advice or instruction
not to have contact with Mr. Barendregt, you
interacted with Mr. Barendregt in several
contexts, not just the auditing context. Is
that right?

MR. SMITH: Objection to form.

A. (Noresponse)

Q. I'll withdraw the question. Let me
rephrase it.

Prior to the time that Mr. Roosch
indicated that you shouldn't have direct contact
with Mr. Barendregt, did you seek advice of
Mr. Barendregt on any reserves-related issues?

MR. SMITH: Objection to form.

A. I'mnot sure | could respond to
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specific advice. Each of us had knowledge, and

especially with situations that are complex and
judgmental, one learns to consult other
knowledgeable people to help make
interpretations. So he and I, from time to

time, would have discussions around
interpretations, around experiences and thoughts

0381
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RODNEY SIDLE
on topics related to reserves.

Q. Wereyou awareif Mr. Barendregt
participated in any meetings in which methods to
establish technical or commercial maturity in
order to book proved reserves were discussed?

A. No, | wasnot.

Q. Didyou have any concern about
Mr. Barendregt's objectivity as an auditor in

light of your communications with him, and prior
to Mr. Roosch's indication that you should have
no direct contact with him?

MR. SMITH: Objection to form.

A. | had no concerns.

Q. During or subsequent to your
participation in Project Rockford, did you see
any information which caused you to question the
objectivity of Mr. Barendregt in hisrole as
auditor prior to 20047

A. Thematerias| saw as part of
Rockford gave me insight into the condition of
certain of the reserves that the group had
booked. | don't know that | saw anything that
translated that condition into objectivity on
the part of the auditor.

0382
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RODNEY SIDLE

Q. | believeyou previoudly indicated
that certain of the information that you
reviewed in connection with Project Rockford
would have given you cause to look further if
that information had come to light in connection
with the SEPCO audit. Isthat correct?

A. That'scorrect.

Q. Specifically with regard to that

Page 231 of 295

file:///CJ/Documents¥20and%20Settings/daustin/Desktop/Deposition%20T ranscripts/103106rs.txt (88 of 97)9/18/2007 4:00:48 PM



file:///CJ/Documents¥20and%20Setti ngs/daustin/Desktop/Deposition%20T ranscripts/ 103106rs.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 364-9  Filed 10/10/2007
information, are you aware if Mr. Barendregt

conducted additional review, or areview, based
on that same information?
MR. SMITH: Objection to form.
Q. [I'll seeif | can rephrase.
With regard to the information that
you believed would have caused you to conduct a
further look with regard to certain proved
reserves bookings, are you aware if
Mr. Barendregt actually did that, took alook,
based on that same information?
MR. SMITH: Objection to form.
A. | don't know. He may have. | don't
know.
Q. Didyou ever discuss that with
Mr. Barendregt?

0383
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RODNEY SIDLE

A. No, | didn't.

Q. Wediscussed thisalittle bit
during the course of the deposition. Did you
ever have occasion to review the role of the
external auditors, and by that | mean KPMG and
Price Waterhouse, with regard to the proved
reserves that were ultimately de-booked in
connection with project Rockford?

A. No, | don't recall any specifics
about the role of the external auditors with
those volumes.

Q. Doyou recall looking at the actions
of the external auditorsin terms of the audit
process that was in place in the group, during
the period of 1999 to 20047

MR. SMITH: Objection to form.

A. No. | don't.

Q. Areyou awareif anyone connected
with Project Rockford did undertake such an
inquiry?

MR. SMITH: Objection to form.

A. I'mnot specifically aware of that.
No.

Q. Only because you used the word

0384
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RODNEY SIDLE

specificaly, are you generally aware of that,
Sir?
A. Wadll, | recognize that part of the
broad event that was Rockford, there was the
Project Hugin team, the legal team that looked
back at Shell's practices and made
recommendations as to changes. | must assume
that one of the things they would look at would
be that relationship. But since the outcome of
that has remained largely secret, | can't
conclude -- | can't be conclusive as to whether
or not that was reviewed or not.
MR. MacFALL: Could we go off the
record for a minute.
VIDEOGRAPHER: Thetimeis2:52 p.m.
We're off the record.

(Pause in the record.)

VIDEOGRAPHER: Thetimeis2:55 p.m.
Back on the record.
BY MR. MacFALL:
Q. Mr. Sidle, you've identified work
that you did in connection with Bonga and Angola

0385
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RODNEY SIDLE

Block 18 in Brazil while you were at SEPCO. Are
there any other non-US OUs that you performed
work in connection with or for during the period
of 2000-20047?

A. Firgt, let me correct your question.
| worked on Bonga Southwest, whichisa
different field from Bonga Main.

Q. Thankyou. I'msorry. | did mean

Bonga Southwest.

A. Yeah. Interms of proved reserves,
AngolaBlock 18, Bonga Southwest, and the
Enterprise acquisitions in Brazil, those are the
ones | worked on.

Q. Just with regard to the group
reserve auditor function, the position held by
Mr. Barendregt, as a consequence of the work
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18 that you did on Project Rockford, did you ever

19 form aconclusion asto whether having asingle
20 individual in the group reserves auditing
21 function, or position, was adequate for a
22 company the size of the group?
23 MR. SMITH: Objection to form and
24 foundation.
25 A. Not specifically toasingle
0386
RODNEY SIDLE

auditor. However, the assurance function, aswe
saw in some of my prior e-mails, | suggested
needed more people to assist in that function,
whether you called them auditors or gave them
some other roles, but people beyond just one
person providing the review and assurance | felt
was something that would be advisable.

Q. Didyou expressthat belief, or that
opinion, to anyone within the group?

A. Within...? I'm sorry. Canyou --

Q. Within Shell.

A. Yes
14 MR. SMITH: Objection to form.
15 Q. Areyou aware of how many people
16 provide that assurance, or work in connection
17 with that assurance, in the auditing function
18 with the group now?
19 A. | cangiveyou an approximately,
20 probably between fifteen and twenty. Some are
21 Shell employees. Some are people we engage from
22 outside. That's an approximate estimate.
23 Q. Wasthat change, and by that change
24 | mean from a single position to the more
25 expanded staff, a consequence of the review that
0387
1 RODNEY SIDLE
2 wasdone as Project Rockford, or as part of
3 Project Rockford?
4 MR. SMITH: Objection to form and
5 foundation.
6 A. No, it wasn't Rockford. Therewasa
-
8
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related review called Project Hugin that made
recommendations to the group, and among those

Page 234 of 295

file:///C)/Documents¥%20and%20Setti ngs/daustin/Desktop/Deposition%20T ranscripts/103106rs.txt (91 of 97)9/18/2007 4:00:48 PM



file:///CJ/Documents¥20and%20Setti ngs/daustin/Desktop/Deposition%20T ranscripts/ 103106rs.txt

Case 3:04-cv-00374-JAP-JJH  Document 364-9 Filed 10/10/2007

9 recommendations were changes to the overall

10
11
12
13
14
15
16
17
18

review process, not just auditors, but others
involved in review.

Q. Didyou participate in Project
Hugin?

A. No, | did not.

Q. Do you know who did?

A. Thelaw firm of Davis Polk &
Wardwell were the primary leads, with certain
Shell staff, including my current supervisor,

19 Jim Cooper, performed the study.

20 Q. Do you know of any other Shell

21 individuals who participated?

22 A. Therewereothersonit, but | don't
23 recall who it was.

24 Q. Okay. That'sfine. Do you recall

25 the approximate time frame of Project Hugin?
0388

1 RODNEY SIDLE

2 A. It would have been early 2004.

3 Q. Thank you, Mr. Sidle. | have no

4 further questions.

5 A. Thank you.

6 MR. SMITH: | have one or two

7 things.

8 EXAMINATION BY

9 MR. SMITH:

10 Q. Firstof al, and thisis anitpicky

11 little clarifications, during the questioning

12 yesterday | think a question was presented to

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

you, and | just want to make sure that you had
clearly understood the question before you had
offered your answer. And it appears, at least
in the draft transcript that we received
overnight on page 29, starting on line 14. The
guestion is:

"Question: And could you please
explain for meif the group guidelines did
in fact permit the booking of proved
reserves for projects that had not passed
the VAR 47

And | believein the context of that
question, the date range was 1999 to 2000.

Page 235 of 295

file:///C)/Documents¥%20and%20Setti ngs/daustin/Desktop/Deposition%20T ranscripts/103106rs.txt (92 of 97)9/18/2007 4:00:48 PM



file:///CJ/Documents¥20and%20Setti ngs/daustin/Desktop/Deposition%20T ranscripts/ 103106rs.txt

0389

OO0k~ wWNPE

Case 3:04-cv-00374-JAP-JJH  Document 364-9 Filed 10/10/2007

RODNEY SIDLE
Y ou had responded: "At that time
they did not," which isto say did not
permit the booking of proved reserves for
projects that had not passed VAR 4.
And | just wanted to make sure that

7 that was the correct answer, and that you had
8 correctly understood the question that had been
9 posed.

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

A. | did not understand the question.
The correct answer isthey did not require
VAR 4. They did permit booking prior to VAR 4.
Q. Thesecond thing | wanted to follow
up on. | think during the course of your
testimony yesterday, you talked about the
participation of SEPCO's outside auditorsin the
assurance process with respect to proved
reserves during the time period when SEPCO -- or
I'm sorry -- Shell Oil Company separately
reported on its -- separately made public
filings. And | wanted to ask: Do you know
which office the, | think you said Price
Waterhouse or PricewaterhouseCoopers auditors

24 who performed that function had come from?
25 A. Yes. That wasour Houston office.
0390

1 RODNEY SIDLE

2 MR. SMITH: That'sall | have.

3 MR. MacFALL: That'sal | have. |

4 have no redirect.

5 VIDEOGRAPHER: Thetimeisnow
6 3:03 p.m. Thisisthe end of tape number 6
7 in the deposition of Rodney Sidle. The

8 deposition is concluded. Off the record.

9 (Time Noted: 3:03 p.m.)

10

11

12 RODNEY SIDLE

13

14 Subscribed and sworn to before me

15 this day of , 2006.

16
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|, FRANK J. BAS, aNotary Public
within and for the State of New Y ork, do
hereby certify:
That RODNEY SIDLE, the witness whose
deposition is hereinbefore set forth, was
duly sworn by me and that such deposition
Isatrue record of the testimony given by
the witness.
| further certify that | am not
related to any of the partiesto this
action by blood or marriage, and that | am
In no way interested in the outcome of this
matter.
IN WITNESS WHEREOF, | have hereunto
set my hand this 31st day of October, 2006.

FRANK J. BAS, RPR
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From: Barendregt, Anton AA SEPIV-EPB-GRA

To: VanDorp, Wouter WG SEPIV-EPB-P

CC: Aalbers, Remco RD SEPIV-EPB-P

BCC:

Sent Date: 1999-08-09 10:37:33.000

Received Date: 1999-08-09 10:37:33.000

Subject: SPE Workshop on Probabilistic Reserves Assessment
Attachments:

Wouter,

Herewith some notes | made on the SPE Workshop on Probabilistic Assessment of Reserves, which |
attended in Houston on 27-28 July, 1999. | also add some notes | made during a subsequent
discussion | had with Rod Sidle from SOC, who is, among his several roles, the Reserves Auditor for
Shell Oil (including Pecten) E&P ventures.

SPE Workshop on Probabilistic Reserves Assessment

The workshop was the second in an intended series of three or more. The first one, which was
attended by Wim Swinkels (EPT-AM), was held late last year and a next one is intended for the
Houston OTC in May 2000. Further workshops, possibly also in Europe, are being considered.

The workshop was attended by some 80 participants, mostly from the US, and some 10 participants
from other countries. The workshop was in the form of presentations of papers (case studies and
overview/state-of-the-art), followed by a general discussion, questions from the audience etc. There
was one practical exercise. The general discussions lost some of their effectiveness due to the large
number of attendees, which prevented a true in-depth exchange of views.

Two papers gave an overview of the various reserves definition standards that are published to date.
Apart from the US SEC standards (last updated in 1975), the most important were:

- SPE/WPC guidelines, last updated in 1997,

- Canadian CIM standards, still under development,

- Australian SE standards,

- London SE / OIAC standards, published in 1988/87 (only required for new entrants on the SE,
recommendations for annual reports)

- Other standards, e.g. UN, Hong Kong etc.

Differences between the various standards were highlighted, e.g. in required confidence levels
(mostly 90 and 50% for proved and probable, but with some variations), royalties to be included or
excluded, oil/gas prices to be used (current, future or historical), probabilistic addition (allowed or not
allowed), etc. A compilation of reprints of these various standards was issued at the workshop.

Main differences between the SEC guidelines and the SIEP/SEPIV guidelines for proved reserves
appeared to be;

- SEC proved undeveloped reserves need to have evacuation facilities in place, the Shell guidelines
do not insist on this

- Monetary royalties are excluded from SEC reserves, included in Shell's,

- IOR: SEC insist on a successful test in the reservoir itself (i.e. in the same 'pressure system'), the
Shell guidelines accept a neighbouring analogue.

Discussions were ongoing between the SPE and the SEC regarding a possible update of the SEC
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. “Teserves definitions, perhaps also including allowance for probabilistic reserves estimation. SEC were
said to have recently employed two petroleum engineers to look at reserves definitions and, although
no movement in their position was as yet perceptible, this was not precluded in the future. The
observation was made by Merryil Lynch that the SEC were mostly concerned with the smaller
operators, where a misrepresentation in one or a few larger assets could have a significant effect on
these companies' stock position. Another observation was that the IRS (US tax authorities) generally
subjected companies' reserves to much closer scrutiny than the SEC and generally pushed for a
more optimistic view than the SEC rules allowed.

Three papers, two by Mobil (Hunt) and one by Unocal (Alexander) gave examples how probabilistic
reserves assessment had been implemented in their respective organisations. Both papers
mentioned the need for adequate guidance and support (e.g. through written guidelines) to avoid
unrealistic assessments by inexperienced reservoir engineers. The correspondence between
deterministic SEC proved reserves and probabilistic estimates was seen as an area needing
attention. Mobil stressed that they adhered strictly to the SEC guidelines for the externally reported
reserves, whilst probabilistic reserves were used for internal reporting, particularly with respect to
probable and possible reserves. Both papers agreed that probabilistic reserves gave a much better
picture of the potential upside.

Statoil (Gibbons) gave a paper describing experience that prospect estimates before drilling tended to
over-estimate volumes and under-estimate POS's (an experience that Chevron agreed with). GRV
and HCill were stated as the parameters that were most often predicted wrongly. For more mature
fields, it was stated that full field detailed 3D simulation models (based on geostatistical models) were
often too cumbersome to generate and run in Low and High versions. The paper stated that simpler
3D models could be made to describe field performance equally well and thereby allow a wider range
of model versions to be run. Details of this were not presented at the workshop and | have asked for
more written documentation to be forwarded to me.

Chevron (Lederhos) presented an interesting paper on a Californian diatomite reservoir where
reserves were largely determined by individual well performance. Independent probabilistic addition
gave too steep a probability curve, whilst dependent addition gave too wide a range. A geostatistical
approach, incorporating an areal distribution of well performance, provided a more realistic way of
assessing dependence and thereby a more realistic total range. In spite of this, the SEC proved
reserves were maintained as the arithmetic sum of the individual proved well estimates. Conclusion of
the paper was that probabilistic reserves could give a better estimate of probable and possible
reserves (upside) and thereby better asset management plans. Deterministic assessments should

link up with the 'best fit' (i.e. expectation), not the most conservative one.

A practical exercise was handed out, discussed initially in smaller groups and later in full session. The
impact of this exercise was severely hampered by the lack of a worked out solution (with the excuse
that many solutions were possible). As it was, it left many non-experienced engineers with a lot of
questions and no answers.

My conclusions of the workshop:

- An interesting meeting, particularly as it provided the opportunity of learning the way reserves
estimation is practiced in the US. A number of Shell OUs, e.g. Philippines, Namibia, have had
experience with US consultants providing a much more conservative estimate of prospects than the
Shell estimate,

- Probabilistic estimation appears to be well established in some major oil companies (notably
Chevron and Mobil), but the smaller operators and most of the consultants still have some way to go.
- Experience and prudence are essential in determining realistic ranges for parameters. The exercise
gave an example of a low and a high map giving an unbelievably small range of *5% for the GRV!
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"'~ Most authors agreed that the benefit of probabilistic estimation laid in a better assessment of
potential upside reserves in less mature fields and prospects. This is in line with Shell's perception, in
which deterministic reserves are now in favour again for the more mature fields. This point should
have been made more strongly by the workshop organisers, because many attendants appeared to
be still confused about this.
- The issue of probabilistic addition of reserves was not resolved. The SEC are clearly opposed to it
but some authors were expecting them to change their view in due course, which others doubted.
The Shell approach (probabilistic within fields, arithmetic between fields) seems the most sensible.
- The SPE committee that organised the workshop are in the process of preparing written guidelines
on probabilistic estimation. Wim Swinkels (EPT-AM) was said to be participating. Meanwhile, a
monograph with SPEE guidelines seems to have been issued - this should perhaps be screened for
usefulness.

SOC discussions

Rod Sidle explained that he had recently taken over the role of SOC reserves focal point from Lyle
Henderson. This role included accumulating reserves updates booked quarterly by the SOC divisions
and holding regular reviews/audits of these reported volumes as and when deemed opportune. The
role therefore combined the aspects of auditor and technical advisor.

Review/audit support was only given to Shell/Pecten operated ventures, i.e. the two offshore groups
(Deep and Shallow) in New Orleans, plus the onshore groups in Houston (Shell only in Michigan,
West Texas, plus Shelll/Amoco in West-Texas C0O2) and Bakersfield (Shell/Mobil). Pecten groups
supported included only the Shell operated Cameroon venture - the other (non-Shell operated)
ventures were looked after by their Pecten business support focal points.

External 'spot checks' of reported reserves volumes were arranged through Price Waterhouse on an
incidental basis.

SOC have reserves guidelines dating from 1976 (last updated 1985). SIEP/SEPIV should have a
copy, but this may need to be checked. A further update of these guidelines is being contemplated,
particularly focusing on proved reserves, where it was suspected that some of the reported volumes
should perhaps be shifted to the unproved/SFR category.

Closer cooperation between SIEP/SEPIV and SOC, as part of the globalisation process, was briefly
discussed. It was agreed that this was a matter for senior management of both companies to decide
but the move was in principle welcomed. Further discussions (e.g. with EPB-P) could take place
when RS would visit The Hague mid-September.
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From: Sidle, Rod RE SEPCO

To: Aalbers, Remco RD SEPIV-EPB-P

CcC: Koinis, Mike MT SEPCO; Van Dorp, Wouter WG SEPIV-EPB-P
BCC:

Sent Date: 1999-09-28 11:06:05.000

Received Date: 1999-09-28 11:06:04.000 EXHIBIT
Subject: RE: SEPCO Booking of Reserves ‘ Sele
Attachments: — 7')
Remco,

An interesting question. | would feel that passing VAR4 together with a senior management
commitment to monetize (meaning either develop and produce or to sell) would be adequate to
meet proved reserve requirements. Here | am expecting both sufficient technical and
commercial maturity to meet Group definitions as well as to provide the detail needed for a
deterministically based definition of proved reserve. In some (rare) cases, a "reasonable
certainty” volume can be defined at a VAR3 setting, but | feel these are exceptions. The VAR3
reviews | have seen still have considerable uncertainty around both the subsurface picture as -
well as the development plan -- making it very hard to describe proved volumes, except
perhaps on a probabilistic basis. Also management commitment would still be needed. This
may be harder to secure for a project only at the VARS3 state. (This said, SEPCo is developing
criteria to identify such rare exceptions (pre-VAR4 booking opportunities) and the situations in
which such early bookings could be recommended. We will keep you advised of how this
progresses.)

My reluctance to liberalise the booking mark on a general basis also draws from my
experience with periods when we were "generous” with standards needed for booking. It was
very painful in the early 1990's to remove the many barrels of proved, undeveloped volumes
that had accumulated there over the late 1980's. Many of these cases were where we had
volumes that were proved technically (and, at the time, commercially) that had been booked
well ahead of actually development. As our outlook both in price premise and investment
strategy changed, these volumes were no longer expected to be produced - and were
removed. Sadly our overbooked undeveloped reserves were not just an internal
embarassment but also the subject of unfavorable comments from market analysts.

At this point we changed to requiring major projects pass FID before being booked --
conservative perhaps. But the proof of this approach really came by tracking our revisions to
prior estimates over the following years. As | showed you during your visit, recent years have
seen only small net changes that generally balance (i.e. some years are positive, some
negative). This balance says to me that over all we have a process that fairly represents our
proved reserve position.

I would be happy to discuss this at greater length if you wish. For your information, 1 will be
back in the Hague in late October and early November if discussing this or other topics would
be useful.
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Kind regards,
Rod

----- Original Message-----

From: Aalbers, Remco RD SEPIV-EPB-P
Sent: Monday, September 27, 1999 11:16 AM
To: Sidle, Rod RE SEPCO

Pagfe 20f2
Filed 10/10/2007 Page 245 of 295

Cc: Koinis, Mike MT SEPCO; Van Dorp, Wouter WG SEPIV-EPB-P

Subject: SEPCO Booking of Reserves

Rod,

From furhter discussions with Mike the idea came to link booking of (proved) reserves in
SEPCo with the VAR process to define technically and commercially mature rather than only at

actual FiD.

Initial sugggestion was VAR4, but maybe VAR3 could also be a option?

Appreciate your thoughts on the above

Remco D. Aalbers
Group Hydrocarbon Resource Coordinator
& Senior Economist

EPB-P SEPIV BV
Tel. +31 (0)70 - 377 2001
e-mail: remco.rd.aalbers@sepivbv.sheil.com
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From: Denning, Phillip PE SEPCO
To: Deere, Bob RV SEPCO

cC:

BCC:

Sent Date: 2000-04-07 18:05:24.000
Received Date: 2000-04-07 18:05:24.000
Subject: FW: USA - Operating Statistics
Attachments:

Priviledged and confidential

Bob,
| wanted to respond to you before | responded to Remco.

First, while SOC no longer files a SEC 10-K which reports well activity, we do use and provide
this data for other reporting beside SEC activity. However, should we elect to provide Remco
with what he is asking (which is to designate an indeterminate well as either dry or successful
whether it has been completed or not), we are violating SEC rules since this same well count is
used for Form 20-F purposes. If other Group companies are following suit, | again believe they
are violating issued guidelines. Two wrongs don't make a right. This is really the same "flavor"
as the EB2 well classifications. What came out of the teleconference anyway?

The new SOC annual reporting does not portray well count. However, | have been asked for it
by some of those working on the Andersen benchmarking study. So it does find its way into the
"system" and further becomes a part of the successful well or dry well statistics etc. There may
be other government reporting requests that | am unaware of as prior data requests may have
been retrieved from the 10-K. These groups may now start calling me for 1999 data.

One could argue that we could provide Remco with 2 different well counts: 1 for SEC purposes
and 1 for reserve tracking which would coincide with the booking of SFR and Expectation
reserves, However, the Group wants "one size to fit all". Further, those that prepare the well
counts are unfamiliar with well determinations beyond dry, productive or indeterminate. If |
read between the lines of Remco's e-mail, it would appear to me that any exploration wells
with any trace of hydrocarbons, whether or not determined to be commercial, are reported as
successful, thus misaligning Exploration activity. That's certainly one way of mitigating investor
pressure for poor past exploration results!!! Is this EB2 classification and further exploration
well results activity the mandated vehicle to pacify analysts and investors?

Phil

Shell Exploration and Production Company
Financial Policy and External Reporting Advisor
:» pedenning@shellus.com

- 4463 One Shell Plaza
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(: 713-241-6858
2: 713-241-4764

From: Aalbers, Remco RD SEPIV-EPB-P

Sent: Friday, April 07, 2000 11:10 AM

To: Denning, Phillip PE SEPCO

Cc: Sidle, Rod RE SEPCO; Deere, Bob RV SEPCO; McKay, Aidan A SEPIV-EPB-P
Subject: RE: USA - Operating Statistics

Sensitivity: Confidential

Phil,

Many thanks for your reply, apologies for not gettign back sooner but some other issues
interfered.

On the wells drilling at year-end we seem to be in agreement - wells which have been spudded
and year end have not completed drilling are counted as such.

The issue indeed seems to be on the interpretation of dry holes versus productive wells.

For development wells the issue is relatively straight forward the well was either dry or non-dry
i.e productive and you installed the completion as per plan.

For exploration and especially offshore the issue is possibly slightly more complicated, if the
well was dry i.e. no hydrocarbons at all it was dry but what if you did find hydrocarbons? If you
found enough hdyrocarbons and actually tested the well would you call it productive even if
you subsequently abandonded the well as you would not re-use it for the field development?

The original rules from 1933/34 | would imagine related mainly to an "onshore" US-situation
where any successful well would be completed and produced. The offshore situation is often
more complicated.

Would it be possible for SEPco to report from 2000 onwards (plus wells left over as
undetermined in 99) all wells in the year they are drilled either as dry or as non-dry as we
would like to align expl. discovery reporting with SFR booking across the Group. The group
basicaly reports wells as non-dry if at least SFR volumes can be booked which meet the UTC
cut-off for non-com SFR (alternatively one could use SFR-com volumes). This way exp! wells
drilled in the year tie-in with reserves/SFR volume booked in the same year.

In terms of tie-in with the SEC rules the Group basically has no indeterminete wells at year end
- a choice is made for each well at year end. A revised view in subsequent years does not
change the choice made at the time.

The tie-in between Res/SFR volumes booked and exploration success (UFC and MMboe
added) is greatly enhanced when fully linked though the resource process.

Met vriendelijke groeten / With kind regards.
Remco D. Aalbers

Group Hydrocarbon Resource Coordinator
& Senior Economist
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EPB-P SEPIV BV
Tel. +31 (0)70 - 377 2001 (fax: 2460)
e-mail: remco.rd.aalbers@sepivbv.shell.com

----- Original Message-----

From: Denning, Phillip PE SEPCO

Sent: 31 March 2000 01:57

To: Aalbers, Remco RD SEPIV-EPB-P

Cc: Sidle, Rod RE SEPCO; Deere, Bob RV SEPCO; McKay, Aidan A SEPIV-EPB-P
Subject: FW: USA - Operating Statistics

Importance: High

Sensitivity: Confidential

Remco,
| wanted to follow up with you regarding the well count for indeterminate wells.

SEPCo has consistently not included these wells in the current year drilling activity until such
time as the wells were completed or deemed dry. This is consistent with the required
disclosures in Guide 2 of SEC Regulation S-K, ltems 801 and 802.

One could argue that these wells could have been portrayed in a distinct category or
presentation in the SEC filings since current year drilling activity and wells in the process of
being drilled at year-end are SEC defined categories by which SEPCo has complied with the
regulations. However, in the grand scheme of things, they are probably immaterial for SEC
reporting purposes.

1999 drilling results did include some wells included as either dry or successful that were
drilled in prior years and held as indeterminate in 1998 but were not included in the 1998
counts. They were included accordingly in 1999 because they moved out of the indeterminate
category since they were either completed as producers are deemed dry.

A similar scenario is true for wells drilled as indeterminate during 1999. For example, there
was 1 onshore well (gross) classified as indeterminate in September which was not included
within the counts. We are trying to ascertain if like activity exists for offshore.

Phil

Shell Exploration and Production Company
Financial Policy and External Reporting Advisor
.. pedenning@shellus.com

-: 4483 One Shell Plaza

(: 713-241-6858

2: 713-241-4764

From: Denning, Phillip PE SEPCO

Sent: Thursday, March 23, 2000 2:58 PM

To: Aalbers, Remco RD SEPIV-EPB-P

Cc: Sidle, Rod RE SEPCO; Deere, Bob RV SEPCQO; McKay, Aidan A SEPIV-EPB-P
Subject: FW: USA - Operating Statistics

Importance: High
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Sensitivity: Confidential
Remco,

This is a partial reply to the attached e-mail. | am waiting further replies from some people who
prepare the regional well count; their e-mails indicate some people are out of the office until
later next week. However, | will include the SEC definitions for well count for the present.

Source: SEC Regulation S-K, Iltems 801 and 802, reference to disclosure guides for certain
specialized industries. Disclosure of Oil and Gas Operations under the 1933 and 1934 Act.
Guide 2

6. Drilling Activity

Instructions
A dry hole is defined as an exploratory or a development well found to be incapable of
producing either oil or gas in sufficient quantities to justify completion as an oil or gas well.

A productive well is an exploratory or a development well that is not a dry hole.

The number of wells drilled refers to the number of wells (holes) completed at any time during
the fiscal years, regardless of when drilling was initiated.

Completion refers to the installation of permanent equipment for the production of oil or gas,
or, in the case of a dry hole, to the reporting of abandonment to the appropriate agency.

7. Present Activities

Present activities, such as the number of wells in process of drilling (including wells temporarily
suspended), waterfloods in process of installation, pressure maintenance operations, and any
other related operations of material importance by appropriate geographic areas. This
description of present activities should be provided for an "as of " date as close to the date of
filing the document as reasonably possible or as of the end of the most recent fiscal year. The
disclosure of wells in the process of being drilled should include only those wells actually being
drilled at the "as of " date and should be expressed in terms of both gross and net wells. The
disclosure should not include wells planned but not commenced, unless there are factors
which make such information material.

As you can ascertain from the above, successful exploration (and development) wells are
reflected as such when the installation of permanent equipment for the production of oil and
gas is made, not necessarily when reserves are booked. Rod, correct me if I'm wrong, but |
could envision a situation where proved reserves could be booked (based on the SEC
definition of proved reserves) before the installation of permanent equipment. If so, a company
could reflect SFR reserves or discoveries in 1997, book proved reserves in 1999, but may not
install permanent equipment for production until some period beyond that.

With respect to the 13 exploration wells reported during 1999, 4 of the successes were
designated as EB2 wells.

As Rod mentions in his attached note, discoveries may not tie in to completed exploration
wells.
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| feel like SOC is consistent with the above SEC definitions for well count; however, let me get
back with you later next week regarding some more specifics vis-a-vis our counts for 1999
once I've spoken to the folks who provide me the numbers in the regions.

Regards,

Phil

Shell Exploration and Production Company
Financial Policy and External Reporting Advisor
:: pedenning@shellus.com

-: 4463 One Shell Plaza

(: 713-241-6858

2; 713-241-4764
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Sidle, Rod RE SEPCO

‘rom; Aalbers, Remco RD SIEP-EPB-P

3ent; Tuesday, October 31, 2000 9:35 AM

To: Sidle, Rod RE SEPCO :

6 McKay, Aidan A SIEP-EPB-P; Van Nues, Hans JWF SIEP-EPF
Subject: SEC clarifications - Gas Production

Rod,

received one other document from KPM'G. Industry Guide - disclosure of cil and gas operations for which the reference
s’l . .

Mtp://www.sec.govismbus/forms/industry. htrritsecguide?2
JInder 3 production it has the following:

“roduction of natural gas should include only marketable production of gas on an "as sold" basis.
“roduction will include dry, residue, and wet gas, depending on whether liquids have been

:xtracted before the registrant passed title. Flared gas, injected gas and gas consumed in operations
should be omitted. Recovered gas-lift gas and reproduced gas should not be included until sold.

E’hg SEE‘? definiton aligns fully with the GPafS definition édopted by the Group and also aligns with our previous definition
»f Gas Sales,

et vriendelijke groeten / With kind regards.

Remco D. Aalbers ' | \A‘)M 7

Sroup Hydrocarbon Resource Coordinator
& Senior Planner

E€PB-P SEPIV BV
Tal. +31 (0}70 - 377 2001 {fax: 2460)
e-mail: remco.rd.aalbers@sepivbv.shell.com

. FOIA Confidential
Treatment Requested
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URL  http://www.sec.gov/offices/corpfin/acctdisc.htm

Division of Corporation Finance: _
Current Accounting and Disclosure Issues

June 30, 2000

Prepared by Accounting Staff Members in the Division of Corporation Finance
U.S. Securities and Exchange Commission
Washington, D.C. '

The Securities and Exchange Commission disclaims responsibility for
_any private publication or statement of any of its employees. This
‘outline was prepared by members of the staff of the Division of

" Corporation Finance, and does not necessarily refect the views of the
..Commission, the Commissioners, or other members of the staff. ‘

Contents

Recent Financial Reporting and Disclosure Initiatives
¢ (Various)
Other Commission Rules and Proposals Affecting Registration
and Reporting
» (Various)
Current Accounting and Disclosure Issues
» (Various preceding below)
» Issues in the Extractive Industry
Internationalization of the Securities Markets
» (Various)
Other Information About the Division of Corporation Finance
and Other Commission Offices and Divisions

Below appears the text for the “Issues in the Extractive Industry” section of this website.
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Issues in the Extractive Industry

Mining Exploration Costs

Recoverability of capitalized costs is likely to be insupportable under FASB Statement
No. 121 prior to determining the existence of a commercially minable deposit, as ,
contemplated by Industry Guide 7 for a mining company in the exploration stage. As a
result, the staff would generally challenge capitalization of exploration costs, and

believes that those costs should be expensed as incurred during the exploration stage
under US GAAP.

Definition of Proved Reserves

Over the last several years, the estimation and classification of petroleum reserves has
been impacted by the development of new technologies such as 3-D seismic
interpretation and reservoir simulation. Computer processor improvements have
allowed the increased use of probabilistic methods in proved reserve assessments.
These have led to issues of consistency and, therefore, some confusion in the reporting
of proved oil and gas reserves by public issuers in their filings with the Commission.
This section discusses some issues the Division of Corporation Finance's engineering
staff has identified in its review of such filings. _

The definitions for proved oil and gas reserves for the SEC are found in Rule 4-10(a) of
Regulation S-X of the Securities Exchange Act of 1934, The SEC definitions are below
in bold italics. Under each section we have tried to explain the SEC staff's position
regarding some of the more common issues that arise from each portion of the
definitions. As most engineers who deal with the classification of reserves have come to
realize, it is difficult, if not impossible, to write reserve definitions that easily cover all
possible situations. Each case has to be studied as to its own unique issues. This is true
with the Society of Petroleum Engineers' and others’ reserve definitions as well as the
SEC's definitions.

1. Proved oil and gas reserves are the estimated quantities of crude oil, natural gas, and
natural gas liquids which geological and engineering data demonstrate with reasonable
certainty to be recoverable in future years from known reservoirs under existing =
economic and operating conditions, i.e., prices and costs as of the date the estimate is
made. Prices include consideration of changes in existing prices provided by contractual
arrangements, but not on escalations based upon future conditions.

The determination of reasonable certainty is generated by supporting geological and
engineering data. There must be data available which indicate that assumptions such
as decline rates, recovery factors, reservoir limits, recovery mechanisms and volumetric
estimates, gas-oil ratios or liquid yield are valid. If the area in question is new to
exploration and there is little supporting data for decline rates, recovery factors,
reservoir drive mechanisms etc., a conservative approach is appropriate until there is
enough supporting data to justify the use of more liberal parameters for the estimation .
of proved reserves. The concept of reasonable certainty implies that, as more technical Z3 Lo et

data becomes available, a positive, or upward, revision is much more likely than a -’P?J <
negative, or downward, revision. _ Facu
Existing economic and operating conditions are the product prices, operating costs, (P‘*'“r'
production methods, recovery techniques, transportation and marketing arrangements, g
'S ——
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ownership and/or entitiement terms and regulatory requirements that are extant on the
effective date of the estimate. An anticipated change in conditions must have
reasonable certainty of occurrence; the corresponding investment and operating’
expense to make that change must be included in the economic feasibility at the
appropriate time. These conditions include estimated net abandonment costs to be
incurred and duration of current licenses and permits.
If oil and gas prices are so low that production is actually shut-in because of
uneconomic conditions, the reserves attributed to the shut-in properties can no longer
be classified as proved and must be subtracted from the proved reserve data base as a
negative revision. Those volumes may be included as positive revisions to a
subsequent year's proved reserves only upon their return to economic status,
2. Reservoirs are considered proved if economic producibility is supported by either
actual production or conclusive formation test. The area of a reservoir considered
proved includes that portion delineated by drilling and defined by gas-oil and/or oil-water
contacts, if any, and the immediately adjoining portions not yet drilled, but which can be
reasonably judged as economically productive on the basis of available geological and
engineering data. In the absence of information on fluid contacts, the lowest known o
structural occurrence of hydrocarbons controls the lower proved limits of the reservoir.
Proved reserves may be attributed to a prospective zone if a conclusive formation test O
has been performed or if there is production from the zone at economic rates. Itis clear
to the SEC staff that wireline recovery of small volumes (e.g. 100 cc) or production of a
few hundred barrels per day in remote locations is not necessarily conclusive. Analyses Q
&

z

of open-hole well logs which imply that an interval is productive are not sufficient for

-attribution of proved reserves. If there is an indication of economic producibility by either
formation test or production, the reserves in the legal and technically justified drainage
area around the well projected down to a known fluid contact or the lowest known
hydrocarbons, or LKH may be considered to be proved.

In order to attribute proved reserves to legal locations adjacent to such a well (i.e.
offsets), there must be conclusive, unambiguous technical data which supports 7
reasonable certainty of production of such volumes and sufficient legal acreage to ©

economically justify the development without going below the shallower of the fluid

contact or the LKH. In the absence of a fluid contact, no offsetting reservoir volume

below the LKH from a well penetration shall be classified as proved. :

Upon obtaining performance history sufficient to reasonably conclude that more

reserves will be recovered than those estimated volumetrically down to LKH, positive -

reserve revisions should be made. ,

3. Reserves which can be produced economically through applications of improved

recovery techniques (such as fluid injection) are included in the "proved"” classification '

when successful testing by a pilot project, gg_tp_e_,gmtim.oﬁanlnstalled_pmgram-ln_@,e (/

reservoir, provides support for the engineering analysis on which the project or program
ased.

if an improved recovery technique which has not been verified by routine commercial

use in the area is to be applied, the hydrocarbon volumes estimated to be recoverable

cannot be classified as proved reserves unless the technique has been demonstrated to

be technically and economically successful by a pilot project or installed program in that

; .
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specific rock volume. Such demonstration should validate the feasibility study leading to
the project. '

4. Estimates of proved reserves do not include the following:

* oil that may become available from known reservoirs but is classified separately 7
as "indicated additional reserves™: .

* crude oil, 1iatural gas; and natiral gas liquids, the recovery of which is subject to
reasonable doubt because of uncertainty as to geology, reservoir characteristics,
or economic factors; ' :

¢ crude oil, natural gas, and natural gas liquids, that may occur in undrilled
prospects; '

¢ crude oil, natural gas, and natural gas liquids, that may be recovered from oil [/

<

shales, coal, gilsonite and other sources.

Geologic and reservoir characteristic uncertainties such as those relating to
permeability, reservoir continuity, sealing nature of faults, structure and other unknown
Characteristics may prevent reserves from being classified as proved. Economic
uncertainties such as the lack of a market (e.g. stranded hydrocarbons), uneconomic
prices and marginal reserves that do not show a positive cash flow can also prevent

. reserves from being classified as proved. Hydrocarbons "manufactured” through
extensive treatment of gilsonite, coal and oil shales are mining activities reportable
under Industry Guide 7. They cannot be called proved oil and gas reserves. However,
coal bed methane gas can be classified as proved reserves if the recovery of such is
shown to be economically feasible.
In developing frontier areas, the existence of wells with a formation test or limited
production may not be enough to classify those estimated hydrocarbon volumes as
proved reserves. Issuers must demonstrate that there is reasonable certainty that a
market exists for the hydrocarbons and that an economic method of extracting, treating
and transporting them to market exists or is feasible and is likely to exist in the near
future. A commitment by the company to develop the necessary production, treatment
and transportation infrastructure is essential to the attribution of proved undeveloped
reserves. Significant lack of progress on the development of such reserves may be
evidence of a lack of such commitment. Affirmation of this commitment may take the
form of signed sales contracts for the products; request for proposals to build facilities:
signed acceptance of bid proposals; memos of understanding between the appropriate
organizations and governments; firm plans and timetables established; approved
authorization for expenditures to build facilities; approved loan documents to finance the
required infrastructure; initiation of construction of facilities; approved environmental
permits etc. Reasonable certainty of procurement of project financing by the company is
a requirement for the attribution of proved reserves. An inordinately long delay in the
schedule of development may introduce doubt sufficient to preclude the attribution of
proved reserves.
The history of issuance and continued recognition of permits, concessions and
commerciality agreements by regulatory bodies and governments should be considered
when determining whether hydrocarbon accumulations can be classified as proved
reserves. Automatic renewal of such agreements cannot be expected if the regulatory
body has the authority to end the agreement unless there is a long and clear track
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record which supports the conclusion that such approvals and renewal are a matter of
course,

5. Proved developed oil and gas reserves are reserves that can be expected to be \
recovered through existing wells with existing equipment and operating methods. W
Additional oil and gas expected 16 be obtained through the application of fluid injection

or other improved recovery techniques for supplementing the natural forces and
mechanisms of primary recovery should be included as "proved developed reserves”
only after testing by a pilot project or after the operation of an installed program has \'
confirmed through production response that increased recovery will be achievéd. - i

Carrently productng wells and wells aw, iting minor sales connection expenditure, )
recompletion, additional perforations or bore hole stimulatio d!

n treatment would be 4
examples of properties with proved developed reserves since the majority of the &)3
expenditures to develop the reserves has already been spent. b
Proved developed reserves from improved recovery techniques can be assigned after
either the operation of an installed pilot program shows a positive production response
to the technique or the project is fully installed and operational and has shown the
production response anticipated by earlier feasibility studies. In the case with a pilot,
proved developed reserves can be assigned only to that volume attributable to the
pilot's influence. In the case of the fully installed project, response must be seen from
the full project before all the proved developed reserves estimated can be assigned. If a
project is not following original forecasts, proved developed reserves can only be
assigned to the extent actually supported by the current performance. An important
point here is that attribution of incremental proved developed reserves from the
application of improved recovery techniques requires the installation of facilities and a
production increase.

6. Proved undeveloped oil and gas reserves are reserves that are expected to be

recovered from new wells on undrilled acreage, or from existing wells where a relatively W 7
major expenditure is required for recompletion. Reserves on undrilled acreage shall be o
Im drilling units offsetting productive units that are reasonably certain of ~
production when drilled. Proved reserves for other undrilled units can be claimedonly [ 1& L“_as'
where it can be demonstrated with certainty that there is continuity of production from \ oy, da
the existing productive formation. Under no circumstances should estimates of proved Seor cg
undeveloped reserves be attributable to any acreage for which an application of fluid o bepuly,
injection or other improved recovery technique is contemplated, unless such technique '
have been proved effective by actual tests in the area and in the same reservoir, Z

(Emphasis added)

The SEC staff points out that this definition contains no mitigating modifier for the word
certainty. Also, continuity of production requires mor& than the technical indication of L
favorable structure alone (e.g. seismic data) to meet the test for proved undeveloped (
reserves. Generally, proved undeveloped reserves can be claimed only for legal and
technically justified drainage areas offsetting an existing productive well (but structurally
no lower than LKH). If there are at least two wells in the same reservoir which are
separated by more than one legal location and which show communication (reservoir
continuity), proved undeveloped reserves could be claimed between the two wells, even
though the location in question might be more than an offset well location away from

any of the wells. In this illustration, seismic data could be used to help support this claim

r : )
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by showing reservoir continuity between the wells, but the required data would be the
conclusive evidence of communication from production or pressure tests. The SEC staff
emphasizes that proved reserves cannot be claimed more than one offset location away

from a productive well if there are no other wells in the reservoir, even though seismic

data may exist. The use of high-quality, well calibrated seismic data can improve >
reservoir description for performing volumetrics (e.g. fluid contacts). However, seismic Do
data is not an indicator of continuity of production and, therefore, can not be the sole , Move
indicator of additional proved reserves beyond the legal and technically justified
drainage areas of wells that were drilled. Continuity of production would have to be
‘demonstrated by something other than seismic data,

In a new reservoir with only a few wells, reservoir simulation or application of
generalized hydrocarbon recovery correlations would not be considered a reliable
-method to show increased proved undeveloped reserves. With only a few wells as data
points from which to build a geologic model and little performance history to validate the
results with an acceptable history match, the resuits of a simulation or material balance
model would be speculative in nature. The results of such a simulation or material
balance model would not be considered to be reasonably certain to occur in the field to
the extent that additional proved undeveloped reserves could be recognized, The
application of recovery correlations which are not specific to the field under
consideration is not reliable enough to be the sole source for proved reserve
calculations.

Reserves cannot be classified as proved undeveloped reserves based on improved
recovery techniques until such time that they have been proved effective in that
reservoir or an analogous reservoir in the same geologic formation in the immediate -
area. An analogous reservoir is one having at least the same values or better for
- porosity, permeability, permeability distribution, thickness, continuity and hydrocarbon

saturations.

7. Topic 12 of Accounting Series Release No. 257 of the Staff Accounting Bulletins
states:
In certain instances, proved reserves may be assigned to reservoirs on the basis of 1 G
a combination of electrical and other type logs and core analyses which indicate the
reservoirs are analogous to similar reservoirs if the same field which are producing
or have demonstrated the ability to produce on a formation test.
If the combination of data from open-hole logs and core analyses is overwhelmingly in
support of economic producibility and the indicated reservoir properties are analogous
to similar reservoirs in the same field that have produced or demonstrated the ability to
produce on a conclusive formation test, the reserves may be classified as proved. This
would probably be a rare event especially in an exploratory situation. The essence of
the SEC definition is that in most cases there must at least be a conclusive formation
test in a new reservoir before any reserves can be considered to be proved.
8. Statement of Financial Accounting Standards 69, paragraph 30.a. requires the
following disclosure: _
Future cash inflows. These shall be computed by applying year-end prices of oil and

gas relating to the enterprise's proved reserves to the year-end quantities of those
reserves, .

l'\ !'_DHSE_VL'CL("JI
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This requires the use of physical pricing determined by the market on the last day of the

(fiscal) year. For instance, a west Texas oil producer should determine the posted price

of crude (hub spot price for gas) on the last day of the year, apply historical adjustments

(transportation, gravity, BS&W, purchaser bonuses, etc.) and use this oil or gas price on

an individual property basis for proved reserve estimation and future cash flow '

calculation (this price is also used in the application of the full cost ceiling test). A

monthly average is not the price on the last day of the year, even though that may be

the price received for production on the last day of the year. Paragraph 30b) states that

future production costs are to be based on year-end figures with the assumption of the

continuation of existing economic conditions,

9. Probabilistic methods of reserve estimating have become more useful due to

improved computing and more important because of its acceptance by professional

organizations such as the SPE. The SEC staff feels that it would be premature to issue O

any confidence criteria at this time. The SPE has specified a 90% confidence level for

the'determination of proved réserves by probabilistic methods. Yet, many instances of

past and current practice in deterministic methodology utilize a median or best estimate

for proved reserves. Since the likelihood of a subsequent increase or positive revision to

proved reserve estimates should be much greater than the likelihood of a decrease, we

see an inconsistency that should be resolved. If probabilistic methods are used, the

limiting criteria in the SEC definitions, such as LKH, are still in effect and shall be

honored. Probabilistic aggregation of proved reserves can resuit in larger reserve

estimates (due to the decrease in uncertainty of recovery) than simple addition would

yield. We require a straight forward reconciliation of this for financial reporting purposes.

10. We have seen in press releases and web sites disclosure language by oil and gas

companies which would not be aliowed in a document filed with the SEC. We will

request that any such disclosures be accompanied by the following cautionary

language:
Cautionary Note to U.S. Investors — The United States Securities and Exchange ’)
Comrnission permits oil and gas companies, in their filings with the SEC, to disclose ‘
only proved reserves that a company has demonstrated by actual production or
conclusive formation tests to be economically and legally producible under existing
economic and operating conditions: We use certain terms {in this press release/on
this web site}, such as [identify the terms}, that the SEC's guidelines strictly prohibit
us from including in filings with the SEC. U.S. Investors are urged to consider closely
the disclosure in our Form XX, File No. X-XXXX, available from us at [registrant
address at which investors can request the filing]. You can also obtain this form from
the SEC by calling 1-800-SEC-0330. :

Examples of such disclosures would be statements regarding "probable,” "possible," or

‘recoverable” reserves among others.

11. The SEC staff reminds professionals engaged in the practice of reserve estimating

and evaluation that the Securities Act of 1933 subjects to potential civil liabili every Q

1Y,

E
‘.

©

e

expert who, with his or her consent, has been named as having prepared or certified
any part of the registration statement, or as having prepared or certified any report or
valuation used in connection with the registration statement. These experts include
accountants, attorneys, engineers or appraisers.
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From: Barendregt, Anton AA SIEP-EPB-GRA

To: Sidle, Rod RE SEPCO

CC:

BCC:

Sent Date: 2001-12-20 14:55:34.000

Received Date: 2001-12-20 14:59:59.000

Subject: RE: Comparison SEC and Shell Interpretations
Attachments:

Rod,

I do understand that this time of the year does not leave much slack. Any time that suits you
will be fine,

The original reason for putting out my first draft at this stage was to show to people here that
our Shell guidelines are in some respects already a little more relaxed than the SEC
interpretations. Hence any pressure to move the limits even further should be resisted. |
believe that message has been heeded now.

Anton

----- Original Message-----

From: Sidle, Rod RE SEPCO

Sent: woensdag 19 december 2001 1:19

To: Barendregt, Anton AA SIEP-EPB-GRA

Subject: RE: Comparison SEC and Shel| Interpretations

Anton,

As | am deep in the midst of closing the books on 2001, | have not yet had time to collect my
comments. When do you need them? Could this wait until after ARPR submittal or is it needed
sooner? | will provide my thoughts, just trying to order my projects.

Kind regards,
Rod

Rod Sidle

Manager, Qil and Gas Reserves

Shell Exploration & Production Company

P. O. Box 576, Houston, TX 77001-0576, United States of America

Tel: +1 281 544 2063 Fax: +1 281 544 2067Email: residle@shellus.com
Internet: http://iwww.shell.com/eandp-en
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From: Barendregt, Anton AA SIEP-EPB-GRA

Sent: Monday, December 10, 2001 5:27 AM

To: Sidle, Rod RE SEPCO; Ep Hydrocarbon Resource Coordinator SIEP-EPB-P
Subject: Comparison SEC and Shell Interpretations

Jaap, Peter, Mark, Rod,

As discussed last week, herewith my first attempt at a more complete and up-to-date overview
of our current interpretation of the SEC guidelines and those by the SEC themselves. | could
see this overview replacing Appendices 3 and 4 of our current (2001) version of the reserves
guidelines. Any comments and suggestions warmly welcomed.

Anton
<< File: SECvsShell.doc (Compressed) >>

Anton A. Barendregt

Shell Group Reserves Auditor

Shell International Exploration and Production B.V.,

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

Tel: +3170 377 6085 Fax: +3170 377 7424 Other Tel: (+3170 3229452 home)
Email: a.a.barendregt@sepiv.shell.com
Internet: http://www.shell.com/eandp-en
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- Unknown
From: Sidle, Rod RE SEPCO EXHIBIT
Sent: Tuesday, March 12, 2002 4:16 AM < iel le
To: Roosch, Jan-Willem JW SIEP-EPB-P
Ce: Pay, John JR DANSK-GT &
Subject: RE: Protocol for reserves questions and input (0 30 06
Sensitivity: - Personal
Jan Willem,

My thanks for your explanation. Observing relationships and activities over the last two years left me with some confusion
over what was the standard and what was the exception. You have provided the clarity needed so | can work within the
intended rutes. | am happy to support this is whatever way | can.

Regards,
Rod

Rod Sidle

Manager, Oil and Gas Reserves/Value Assurance

Shell Exploration & Production Company

P. 0. Box 576, Houston, TX 77001-0576, United States of America

Tel: +1 281 544 2063 Fax: +1 281 544 2067 Other Tel: +1 281 924 1998

Email: residle@shellus.com
Internet: hitp://www.shell.com/eandp-en

——0Original Message-—-~

From: Roosch, Jan-Willem JW SIEP-EPB-P

Sent: Monday, March 11, 2002 1:32 AM

To: Sidle, Rod RE SEPCO

Cc: Pay, John JR DANSK-GT

Subject: . RE: Protoco! for reserves questions and input
Sensitivity: -Personal

Rod,

Shell's reserves definition guidelines are the responsibility of the HC Resource Coordinator in EPB. For the time being
that is me, but John Pay has been nominated to that position and will take up his job for real some time late April or early
May. After Leigh's inadvertent departure it proved impossible to fill the vacancy he left and Anton has kindly helped out to
double as HCRC for a while, in addition to his duties as Group Reserves Auditor. He even reworked the Shelt guidelines
single-handed. This was not ideal, as Anton represents the outside auditor's perspective and not necessarily the Group's
interest (notwithstanding Anton's long history in Shell).

' The way Guidefines are agreed and operated is: The HCRC in cooperation with selected Shell experts reviews/re-drafts

Guidelines. Anton B. will be invited to comment and debate from a SEC perspective. We as Shell aim for compliance with
the spirit of SEC rule.

" Compliance audits by the Group Reserves Auditor are against Shell Guudelmes and not against the letter of SEC (FASB).

1 think it would go a bit far if we would ban communication between yourself and Anton, but you should bear in mind, that
Anton is supposed to take an outside auditor's perspective, where it concerns the making of Guidelines.

Hope this clarifies a bit.
Jan Willem

~—=—-0tiginal Message--—

From: Sidle, Rod RE SEPCO

Sent: 8, marts 2002 04:46 ‘

To: Roosch, Jan-Willem JW SIEP-EPB-P : :

Subject: Protocol for reserves questions and input o : ; V00330512
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Sensitivity:  Personal

Jan Willem,

| have sent this note directly to you as | am not exactly sure to whom ! should address this question. | would greatly
appreciate your guidance. '

In the past under Remco then Leigh, it seemed to me that Anton B. was a "part of the team™ and an appropriate
person to engage in discussion on Shell guidelines and learnings. | have recently noted that this may have changed.
| have responded to email and issues Anton has presented to me but it seems that now | should not be doing this. As
! greatly wish to assist Shell with what | hope is accepted as a leared perspective, | am happy to respond and
anxious to be included — both to help find the best answer worldwide and to help SEPCo more easily fit into both the
Shell model and USA spegcific requirements. As Remco and Leigh have both moved on, my only link with work in
prior years has been Anton. Help me now with how | should interact with both him and the HC Resource Coordinator
or other appropriate contact.

| ask this as more than just the SEPCo Reserves Manager. With Remco's support, | have pursued and accepted a
three year position on the SPE Reserves Committee to bring Shell's perspective to this international technical
organization's work on reserve definition and related issues. | have assumed | would have a contact within EPB-P
who could advise me of global issues and to whom | could offer my learnings from direct dealings with SPE, SEC and
others. | hope this is still possible but, here too, | am unclear if | should ask Anton for such guidance or the HC
Resource Coordinator or someone else. '

My thanks for whatever direction and clarity you can provide.

Kind regards,
Rod

Rod Sidle

Manager, Oil and Gas Reserves/Value Assurance

Shelt Exploration & Production Company

P. Q. Box 576, Houston, TX 77001-0576, United States of America

Tel: +1 281 544 2063 Fax: +1 281 544 2067 Other Tel: +1 281 924 1998
Email: residle@shellus.com
internet: hitp://www.sheli.com/eandp-en

Incbmlng mail is certified Virus Free. |
Checked by AVG anti-virus system {http://www.grisoft.com).
Version: 6.0.567 / Virus Database: 358 - Release Date: 24/01/2004

FOIA Confidential - ' V00330513
Treatment Requested

2 ' PAY 0150



Case 3:04-cv-00374-JAP-JJH  Document 364-9  Filed 10/10/2007 Page 263 of 295

- “~

Pay, John JR DANSK.GGT ’ i

From: Roosch, Jan-Willern JW SIEP-EPB.P -

Sent: 22 March 2002 10:40

To: Evans, Stuan § PDO-DPVM

Ce: Wharen, Mark M SIEP-EPB-P; Nauta, Jaap J SIEP-EPB-P: Van Dijk, Niels N SIEF.ERT.
AR: Van Driel, Peter P SIEP-EPB-P; Pay, Jahn JR DANSK-GT

Subject: RE: New PR Volumes Guidelines

Impeortance: High

Sensitivity: Confidential

Stuar,

We have discussed your mail in EPB and offer following comments:
We agree with your summary of the situation we are in.

On the scorecard pressure issue:

RRR is now such an important extemal KP1, that Excom and CMD will always pay a lot of atiention to # (“attention®
“ccasionally translating in “pressure®), whether it is in the OU scorecards or not {for the same reason it will always be
1 the EP and Group scorecards). In fact, | would rather go through an auditable process 1o arrive at realistic OU
largets and a clear roadmap o achieving them then to ses the RRR targets/achievernents becoming pan of ad-hoc
Excom attention again.

The chalienge here is to keep the energy directed at project maturation, through good old analysis and design work,
One fatal flaw in our guidelines was that as long as a notional project definition could be shown Lo yield 8 positive NPV
against Group premises, the underlying volurme could legitimately enter into (proved) reserves. The SEC nation, that
proved reserves disclosures should only be in relation to projects that are 'reasonably cerain’ to go ahaad was pushed
1o the background and valuable time and effort has been spent on a ‘paraliel industry’ of vinual project definition with
the sole purpose of underpinning volumes to be ‘booked’. The new guidelines have addressed this flaw.

The low RRR's that we have reported over the past 3 years stand in stark contrast 1o the high numbers seen over 98.
99-00 and has attracted due attention at senior levels {EXCOM). What has focused the mind even more is that a
major source of the high replacement ratios over 98-95-00 was haok keeping (bouking expectation as proved far
mature fields), which masked the underlying portfolio issue. In the recent ARPR exercise we heve become aware of
this and a number of cases where proved reserves ware put on the accounts for disclosure prematurely,

Itis clear 1o all, that by being "liberal® with the implernentation of guidelines one can prop up the numbers temporarily
but there will be a mornent where the portfolio (=reality) catches up with us and that is what we see happening now.

A key observation made by the external auditors was that we are now more aggressive than competitors in booking of
2w discoveries, and they are well qualified 1o have such an opinion. The lalest feedback from John Bell is that Excom
$eemed to accept this view when it was presented {o them again on their away day this week, however, with an LE for
2002 of ca. 55% (excluding strategic oplions) there will be continued pressure to (contihue to) make bookings that
prove difficull to monetize a few years down the road.

Finally: it is paramount that we issue the updated rules of the game expediently and share with Excom the roadmap to
2002 bookings, showing undertying activilies commensurate with ine updated guidelines,

As part of our plea for improved ‘controls®, | believe that 'a well thought out peer review process’ could play a key role
and would encourage rapid development of such process/activity,

Looking forward 10 see you next week,
Regards,
Jan Willem D. Roosch

Shell International Explaration and Production B.V.
Carei van Bylandtlaan 30, Postbus 663, 2501 CR The Hague, The Netherands

Tel: +31 70377 7405 Other Tel: +31 621403855
Zmail: fanwillern.roosch@ope. shell.com
Internet: hitp://www.shell.com/eandp-en
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—Qrennal Message——

From: Evans, Saart DPVM -
Senty 21. marts 2002 08:45

Te: Roosch, Jan-Witern SIER-EPB P

e wharton, Mark SIEP-EPR; Nauta, Jaap SIEP-EPB; Van Dijk, Niels STEP-EPT-AR

Subject: RE: New PR Volumes Guiosines

Jan Witlem,

Thank you for the updated guidelines. Niets van Dijk has been in touch with me about your/Mark's anatysis of the
ARPR's 2001 and your identification of the undertying causes for the situation we find ourseives in today:

a) Ambiguous guidelines. (whiceh | presume your new guidslines addresses)
b) Behaviours driven by scorecard compliance.
c) Problems only becoming apparent years down the road from the original booking.

1 centainly recognise these issues (i.e. b) and ¢}) from previous lives and from PDO today. | have reservations
about the rabustness of our (PDO and Group) current reserves portfolio, | stress “reservas™ in many instances the
current development will not realise the booked developed reserves, undeveloped volumes are faify notional
withou! a long term development plan and scope is something 1o worry abowt in the future (i.e. by someone eise).

The immediale gut reaction is to put more structure and value assurance in place. But that will not address the
mindsets and behaviours (at senior levels) that were the reai cause of the problem in the first piace (who ets the
scorecard? who drives short term thinking and focus?). The drive for short term deliverables has meant that we
trivialise uncertainty managament. A big missing ingredient is reflection and learning: building learning loops into

! our way of working such that an asset group will regularly review its portiolio of opportunities, establish refative
rankings, capture learnings (what was planned, whal happened ete..} and above ali ensure that resources and
linked to activities/projects, If everybody is being driven to deliver now there is no place for relectionleaming.

There is probably the need for a well thought aut hydrocarbon resource volumelvalue peer review process 1o
establish a sort of OU?Group base-line (and executed in such a way (o capture and embed a learning culture - not
seek out scapegoats!ll). I'd see this as going hand in hand with embeding an RTL way of working/behaving -
which means having the right leadership mindsets.

Your results and intepretation are key input {0 the Reserves Maturation syndicate at the T&OE workshop (27/3)
which | am leading. | will be in Rijswijk afternoan 25/3 to finalise the design of the session but will keep in toueh
with you up to then, .

Appreciate your thoughts,
Regards,
Stuan
—=Cinginal Messagea.—
From: Roosch, Jan-Wilem JW SIEP-EPR-P
Sent:  Tuesday. March 18, 2002 B:42 PM
Ta: Sidie, Rot RE SEPCO; Evans, Stuant 5§ PDO-DPVM
Ce: Wharnton, Mark M SIEP-EPB-P; Nauta, Jaap J SIER.EPB-P.
Subject: New PR Volumes Guidelines
Rod, Stuart,

Please fird attached a drafl guidefines document that strives to align better with SEC rule and also {o be more
‘user friendly’ (Jess ambiguous) than {he previous version.

<< File: 2002_1100-Dratt1.ZIP »> << File: SECvsShell.ZIF >>
Grateful any comments you may have,
Jan Willem D. Roosch

Shell International Exploration and Production B.V. :
Carel van Bylandtlaan 30, Postbus 663, 2501 CR The Hague, The Netherlands

Tel: +31 70377 7405 Other Tel: +31 £21403855
Email: janwillern.roosch@ope.sheil.com
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From: Sidle, Rod RE SEPCO

To: Pay, John JR SIEP-EPB-P

CcC:

BCC:

Sent Date: 2002-09-19 12:50:29.000

Received Date: 2002-09-19 12:51:27.000

Subject: RE: SPEE Forum on SEC Reserve Defintions - Houston, Oct 22
Attachments:

John,

I understand. Easiest for me to reply within your comments below (in red).
Rod

Rod Sidle

Manager, Oil and Gas Reserves

Shell Exploration & Production Company

P. O. Box 576, Houston, TX 77001-0576, United States of America

Tel: +1 281 544 2063 Fax: +1 281 544 2067 Other Tel: +1 281 924 1998
Email: rod.sidle@shell.com
Internet: http://www shell.com/eandp-en

~~~~~ Original Message-----

From: Pay, John JR SIEP-EPB-P

Sent: Thursday, September 19, 2002 7:16 AM

To: Sidle, Rod RE SEPCO

Subject: RE: SPEE Forum on SEC Reserve Defintions - Houston, Qct 22

Rod

Thanks for the information. I'm struggling to justify the long trip for a single day, especially
since I'm hoping to take the preceding week off. If you are going, | think that should suffice, but
I'll think on it over the week-end.

If I were to attend, my objectives would be to see how the land lies with the competition on
their actual practice in interpreting the SEC rules. There seems to be the possibility for quite a
gulf to persist between the SEC intent and the actual practice of producers. [Unfortunately our
major competitors have not been very vocal at these sessions. BP & XOM did attend -- for
XOM, their head reserves manager -- but said little. Best information is by inference from their
questions] Also, literature tends to support the idea that large producers 'get away' with less
tangible bookings compared with small to medium producers, who feel themselves to be under
closer scrutiny. | would like to try and gauge whether this is really the case. [Actually this is sort
of true ( in fact one of the 2001 SPEE SEC examples is exactly this case, where as partners in
the same field with the same data, the major and the smaller produce handle booking
differently) -- it depends on how one views reserve magnitude. If viewed as % of total reserves
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in the context of materiality to company worth, then reserve issues must be of large volume to
matter to the major but would be far smaller to matter to the small company. Also larger EP
companies tend to audit reserves inhouse, using their own interpretation of SEC rules whereas
smaller companies usually use third-party reserve audit consultants who must certify the SEC
reserves and, thus, are very strict in interpreting the SEC rules ]

My Friday afternoon hobby is to try and find what sources of intelligence we have on the
practices of competitors. Is there anything you can contribute (even if only hearsay)? Do you
know of any engineers on our payroll that recently worked for competitors, and who might be
able to give some insight? [Yes. Suggest Bill Merrick (former Exxon) SEPCo New Orleans,
Carolyn Green (former BP) SIEP Houston as first thoughts. | will try to find others.)

I think there is a real danger that by a strict and dogmatic interpretation of the rules in Shell, we
let the competition steal a day's march on us. It is right that we should have a clear
understanding of our responsibilities, but if BP is reporting p50 as "proved"”, | want to know
about it and | think ExCom should know about it too.

John Pay

Group Hydrocarbon Resource Coordinator

Shell International Exploration and Production B.V.

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

Tel: +31 (70) 377 7405 Other Tel: +31 (0)6 5252 1964
Email: john.pay@sheli.com
Internet: http://www.shell.com/eandp-en
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~Unknown
"From: Sidle, Rod RE SEPCO
Sent: 27 September 2002 05:26
To: Pay, John JR SIEP-EPB-P
Subject; Reviewed document
Importance: High ’
Sensitivity: - Confidential
Contacts: Produced By Microsoft Exchange V6.0.5762,3
John,

This is a very interesting document. | have provided comments both within the text of the document itself and as general

thoughts in a separate text, |realize my comments are not as focused as they could be on a specific solution. Since the

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

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

Regards,
Rod

Delate Reserves General Comments
Management Sum... EP Pv Reserve...
Rod Sidle

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

Tel: +1281 544 2063 Fax +1 281 544 2087 Other Tel +1 281 924 1908 -.
Email: rod.sidle@shell.com
Internet: hitp://www_shell.com/eandp-en

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

EP PROVED RESERVES MANAGEMENT

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

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

1 Proved Reserves Replacement Management
1a) Major or Unusual Reserves Changes
1b) ExCom Review
L) Latest Estimate and “Road Map”
1d) Reserve Opportunities Catalogue

1e) Potential Reserves Exposure Catalogue
10 Scorecards
2) Reserves Administration System
2a) Schedule of Authorties and Process Work Flow
2b) Data Management
k)] Corporate Experience
49 . Competitive Intelligence

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

. ExCom. The management system that accompanies it must ensure that an appropriate level of
control exists with respect to external disclosure of proved reserves informarion and that, within
the bounds set by the SEC rules and the deﬁvery potential of the EP portfolio, performance is
managed to the maxirnum benefit of shareholder value.

Following the introduction of the Technical and Operational Excellence (T82OE) drive within
EP, the Hydrocarbon Maruration Forum (HMF) and in particular the Hydrocarbon Maturation
Leadership Team (HMLT) will also have key roles to play both as customers for the information -
and as instigators of activities within the overall hydrocarbon maturation process that ultimately

will yield proved reserves additions in the future._(See general comments at the end of the
docume E and HMF porential additional mles.

FOIA Confidential : V00331125 PAY 0762
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1) Proved Reserves Replacement Management

Recent years have witnessed dramatic swings in Shell’s performance on proved reserves
replacement, with poor performance lately being exacerbated by acceleration of additions
into the period 1996 - 1998. Resuhs in that period were higher than those of any of our
main competitors. It is proposed that in future a greater, and eatlier, level of management
attention is given to this matter, ensuring that new bookings dre made in full cognisance of
the short to medium-term performance potcnnal of the porfolio. This will be underpinned
by the following:

1a) Major or Unusual Reserves Changes .

It has been suggested that a system be introduced by which major or unusual reserves
changes would be ndtified to the centre, for approval, in a manner analogous to the Group |
Budget Proposal. A suggested implementation would be for the OUs to submit a pro for
potification to EPB-P, for discussion with the OU, Reserves Auditor and Regional Business
Advisers as appropriate and culminating in ExCom sanction, or otherwise, of the proposed
change. Such a system would certainly help to underpin the Latest Estimate for major
changes, but the following concerns are raised:

* itisnot clear how the system could be enforced rehab}y {agree)

« many of the variances from plan that materialize at the end of the year emanate not
from major plan elements (that can be tracked easily), but from revisions to previously
registered estimates, usually made in the final quarter of the year,_( basically agree but

this can_be more fully managed that cumrently - see general comments on reserve

change ties to Business Plan)

o the adoption of such a system would help to ensure that the endorsed bookings would
indeed by made at year-end, but could nor guarantee it (see 2 below). (agree) '

Consequently it is not clear how such a system would improve on the established role of
EPB-P in maintaining contact with the OUs and regularly checking on developmens in each
OUs laest estmate. Thanks to the efforis of previous Hydfocarbon -Resource
Coordinators, it is already automatic practice in many OUs to seek the views of EPB-P on
reserves changes that are being contemplated, with supportmg documentation being either
volunteercd or provxded on request.

On balance, it 15 recommended simply 1o reinforce the role of the Coordinator_(how about
the role of the OU Reserves Focal Point? — see general comments), rather than to umpose
further bureaucratic requirements on the OUs. It should suffice to “formalize” the
arrangement by including in the Petroleum Resource Volume Guidelines a statement such
as: “First-tine proved veseries dhisdlosserss {corfised - this is the fost yeferene to @ “disdosure” as pat o the
progss o problem Hae OU's boes smaking public armosencermens (disdosies) of prjeat proved, resenss
witheg EPB.P imolwerent? Itsgt]m&sﬁzg-lpstﬂndmiﬂmugm __W__g _

ook g™ (mearning to induds in official company proved reserss etimte) - if this is dey. the. I

“bookirg” astl:zszsdaesmdmdmmlﬁrmm-mwppqm armyotbersubstmmaldmgetopwmi
veseres estimates, must be raised and discesed uith the Group Hyrbrocirbon Rewaves Coordinator as far
mpmszblemadmfﬂxmdaia&sdwwedmsoaswal&nvﬁrqdaqmﬂemwwmdnq:pmq’.&"]’
mzragerrent ard, if necessary, the Reserues A udhtor”

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

1b)} ExCom Review

In addition to the existing reviews which take place in January each year (ar which point it is
generally too late to marerially influence the result of the previous year) and at other times ad ;
boc, formal reviews will be introduced during the reporting year iself. These will provide
ExCom with the opportunity to guide the end result for the year (within the margins that
can be accommodared by the SEC rules) and to identify actions required to control either
undes-performance or unnecessary new bookings.

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

July: EPB will present:

The current Latest Estimate and “Road Map” (see 1c-bélow)
*  The outlook for the plan period (based on Capital Allocation)
»  The Reserves Opportunities Catalogue (see 1d below)

The Potential Reserves Exposure Catalogue (see 1e below)

* Recommended Actions o

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

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

*  An endorsed list of major year-end reserves additions

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

» To the extent thar the porfolio will allow (i.e. generally in the more
buoyant years), a clear and endorsed list of projects or potential
bookings that can be used as a “float” with which to control the year-
“end resulr. EPB-P will direct OUs 1o include or exclude these from
their final submissions as required.!

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

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

Approval of the external auditors for such an approach will be required, in support of which
it is noted thar-most, if not all, major competitors appear 1o have similar processes in place.
For example: Enterprise routinely reviewed reserves replacement in November or December
each year; it is understood that BP plans to book Angola Block 18 reserves in 2002 only “if
required” (final project sanction will be in 2003); Texaco used to complete the process that

ages the

auditors (staffed by Reserves fnggg;; with_several regional auditors) that are then further
reviewed and “approved” by EM managenent. To accommodate this work, EM “closes
their reserve books™ on December 1 (using estimated December production to produce YE

suggest that competitors exploit the interpretive margin of the SEC rules and equip
themselves with data early enough in the process to enable them to control the final result.

A schematic of the proposed system, compared with the current system, is a5 follows:

Current Proposed
l
QU Latest Estimates J ‘ QU Latest Estimates j
|
ExCom Review

Qlear direction on target end-year result

Float items to manage end-result

No formal process in place to manage

end-result
OU engagement on which additions to
make and which to carry forward.
OU engagement with respect 10
- de-bookings -
E OU reserves report ] I QU reserves report J

Lierative process, using float to manage
res

'
) .
i |

) Itis suggested that clear justification would be required for “accepting” performance below 100%
reserves replacement in any given year. 140% reserves replacement is generally accepted to be
consistent with Shell’s current 3% aa.. production growth target. Consequently it would be prudent
to constrain reserves additions to this figure (when arcumstances allow) and to assist performance in

i future years by carrying forward as much 2s possible of the surplus.

A

|
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was its equivalent of the OU reserves report in early December each year. (Competitor .

dara)) These practices, together with the very stable performance history of ExxonMobil, -
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|7ExCom Review and final adjustmentﬂ DxCDm Review and final adjustments !

I Final Proved Reserves Report 1 : li Final Proved Reserves Réport _ }

Action: EPB-P to prepare material for the first ExCom review in November 2002. EPB-P
to develop a procedure for ensuring consistency berween ExCom decisions and year-end
OU reserves reports, with early engagement of OUs that might be required 1o assist in the
management of the results (i.e. through the inclusion or otherwise of certain bookings).

o
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Latest Estimate and “Road Map”

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

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

Starting with 2003, the Latest Estimate will be defined and tracked with reference 1o specific
major elements in' the plan, giving an increased Jevel of transparency and resolution
compared with the current system that is focussed on averall OU figures. This will be done
by EPB-P in consultation with the relevant OUs, but without additional formal reporting
requiremnents from the OUs (see also 1a). \

Reserve Opportunities Catalogue

EPB-P will maintain an inventory of opportunities for significant new reserves additions that
may be realizable in the short to medium term (current year plus two)._(This is a potentially
problematic proposal, depending on the work required to deliver the “realizable” additions.
If thxs is_just to have ExCom agree with_additions not_yet gppmvcd from comp]eted

done work to be completed dnes operational work execution, etc), then it is
lear how urces nesded wﬂl mobilized to_accom thjs in_a_give

from just l'lwhhp'hnnw reserve addition contributions of proposed. projects at CAF/Plan

time?) This will help to focus awtention towards corrective action that is required to
underpin current and plan year performancc "The catalogue will be presented periodically to

ExCom for review (see 1b).

Input will be solicired af least quarterly from the RBDs, OUs, and from the T&OE, new
business development and the Hydrocarbon Maturation Leadership teams.

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

Potential Reserves Exposure Catalogue

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

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

(This proposal seems logical but may have legal problems either internally or with our
external auditors._One could ask if you have such concems abour the likelihood of a
booked project realizing reserve estimates, then it by definition does_not meer the reasonable
certainty standard and should be debooked immediately from proved. However, if we
.include a rule thar the sum of all volumes in chis cate cannot_exceed x% ve
needed 1o be “material”), perhaps: we can argue thar we are just keeping track of porential
furure “immaterial” changes.) . o '

Action: EPB-.P_ 1o consolidate the initial draft of the éﬁtaldgué‘_in‘time for the November
2002 ExCorn review proposed under (1b). A working draft is included as Appendix B.

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

“The widespread use of reseres targets 2 score cands affeting uzviable pay s seen to affec the objetiuity of
staff in some OUs when proposing reserus additiors. Reseres coordination staff in E PB-P hae been dlent
to this and hae successfilly met the dhallerges with ubich they were faced  Howewer, a shift in score cand
erphasis from reserues booking 1o swcessfidly meeting projec milestones is recommrerded

It is also observed that, under certain circumnstances, OUs can in effect be penalized for
accelerating reserves bookings from one year into the preceding year. The penalry arises if
the scorecard ranges for both years are left unchanged: the benefit to the OU in the year that
the reserves are booked can be severely curtailed (panticulary if the OU was already close to
the range maximum), whilst at the same time a below target score for the following year is
almost guaranteed. Under such circumstances there is little incentive for the OU to
volunteer to book reserves earfier than planned. The situation can be remedied if the
Scorecard ranges are reset, bur this introduces ari unwelcome precedent and can also -
promote a lack of objectivity. The situation could be exacerbated by the introduction of

more central control of overall EP performance on reserves replacement, as proposed in
(1b) above.

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

effect from 2003. In its place, higher weighting should be applied 1o milestones that are

related 1o project delivery and in particular to those that can have reserves additions

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

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

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

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

Action: EPB 1o propose detailed plans for QU Scorecards as part of the ongoing review of

the scorecard system. EPB-P, in consultation with the Hydrocarbon Maturation Leadership

Team, to define and implement 2 long-term action plan for promoting awareness of issues
_ relating to the disclosure of proved reserves.

(I_haye mixed feelings on this one - while I completely agree with Anton’s observations
about the influence of reserve scorecards on_OU staff objectivity, I really like that the
scorecards focus attention on reserve additions. This has long been a creative tension in
SEPCo that we manage by clear unicating the stindards required “for reserve

additions (everyone knows the rules) together with an thorpl_xg}_l,_ frequent and detailed andit |
of every major change 1o assure all know the rules will be enforced. ‘This is hard to duplicate
at_the Group-wide level as_scorecards are annual but audits_are less frequent - allowing

“rogm” for the aggressive, non-objective bookings to possibly sneak by}
FOIA Confidential
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2) Reserves Administration System

The system for administering year-end reserves reporting is tried and tested and no
significant changes are considered to be necessary other than to include the processes
descnbed in (1) above. The documentation describing the system has not been updated
since 1996 and in the meantime numerous workflow and organizational changes have-
occurred. EPB-P will update and reissue the documentation in due course. .

It is swessed that, whilst Latest Estimates may be prepared as the year progresses and
investment decisions may be taken that will have an effect on the year-end results, no
(MAJOR?) reserves changes can be considered “booked” until the arinual submission, -
- review, audit and approval cycle is completed. {this last statement, “no reserve changes can
be considered booked until the annual... cycle is completed”, could cause_a- sxsz:cant
amount of SEPCo capex activity to become expex. This is because SEPCo now will allow
monthly (with quarterdy validation) booking of proved reserves that are then immediately
fu develope: investment activity. For example, a well is drilled for a probable target,

once lo and evaluared, proved reserves are documented and en completion
costs_can be caDexed bur only if the Droved reserves have been booked before the

only mnual)y we_would have 1o delay compleuons o the followmg year to_be capexed,
Another example is onshore tight formation drilling (Pinedale, Antrim) where we book

roved reserves offsetting each new well thus allowing this neighboring location 1o be drilled
with_capex. Active drilling programs in Pinedale would use much more expex if these
neighboring developments cannot be dniled for proved reserves except a year later. One
possible solution is 10 set a limit on what sized changes require ExCom revie approval.
It seems this document is focused on project-sized changes/addidons rathet than individual
well sized changes. With a size limit on such ExCom annual apgmva] required changes. the
smaller srerns (most individual wells or completion zones) could sull be booked as SEPCo
now does.)

2a) Schedule of Authorities and Process Work Flow

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

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

Action: EPB-P 1o reissue the finalized schedule of authorities and process documentation
after approval by EPB and EPF, by the end of 2002. '
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2b) Data ﬂ/lanagemcnt

At present Shell has no consolidated database containing historical information of proved
reserves and other resource categories. ‘The information is available, but generally
distributed between a variety of Excel files and utlities that only a few staff know how to

navigate,

The current system of collecting information from the OUs via Excel spreadsheets works
well, is understood by the OUs and offers great flexibility in evolving requirements from one
year 1o the next, Consequently no changes to that system are proposed.

However, it is proposed to inprove the systems for storng and retrieving historical dara. It
is currently envisaged that the existing information will be collected in a seties of Oracle
tables, updated anniually, stored centrally and accessible to a wide selection of users by their
method of choice (e.g. Business Objects or Microsoft Access). -

Action: EPB-P 1o develop a protorype database-in consultation with EPB data management
experts, populared with all the data that is currently stored electronically by EPB-P, ready for
migrarion to Oracle by the end of 2003.

3) Corporate Experience

Due 10 the relatively small number of individuals that have been working actively on the
administration of reserves in the centre, and in particular on the development of Shell’s
Petroleum Resource Volume Guidelines, there is a relatively short and incomplete corporate

memory on this matter._(comments on Shell corporate experence in general comments)

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

4) Competitive Intelligence

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

(This_seems_innocent enough and 1 kggw it is offered with the full intent of @maunng

within the legal m of all re nts, but as is stands pow it seerns
ur 55 10 erformance_is i othcrs get_away with” and do it
elves. 1 would certaml collec . data by effort 10 “broaden® Shell’

current interpretation would be based on appropriate method; of open dialogue with the
SEC or those who can help clarify their rules (like external auditors or reserve determination
ulting companies) while also working to increase industry (thus SECQ) awareness of ne

ST b
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technol r methods_that fully support the reasonable certainty intemt_and_activel
participating_in_industrv forums where reserve issues are discussed This should be

complemented by technical MMMQMQMC our_proved_reserves

bookings (as_a percent of expectarion) based on tools or techniques that ggggbg SEC
intent/rules. An example here 15 th define a standard allowing sei t

booking of downdip proved reserves,

I expect that_concept of “open discussion” (even dope appropriately) with the SEC wll
cause concern but_consider every other regulatory group we deal with - _safery,
environmental, operations - _we actively engage in_dialogue 1o assure a good working
relationship and fully transparent compliance with the law. Then we can use this strong
relationship to help direct gradual changes in policy or interpretations to appropriate win:
wins maiching legal intent with business practicaliry,

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

Project FID PRA! RRR? Nate
Licence Extensions:

Nigeria SPDC 530 35% 3
Oman PDO 500 35% ‘4
Makiysia 450 0%

Abu Dhabi : 370 25%

Denmark 80 5% 5
Norway ‘ 70 %

Venezuela 40 3%

Syria 10 1%

Brunei 0 % 6
T&OE :

“Quick wins” o180 10% 7
Big Tickets and Strategic Options .
Quora increase, Nigena o] 0% '
Retain Sakhalin consolidated and/or more aggmsrve boolung 600 40%- *
Abu Dhabi Whale 2003 550 35% A&D
Venezucla Cretaceous 2003 410 25% .
Kuwait OSA 2003 400 5%  organich
Cemral Asia Cygnet 03 220 15%  A&D, dead?
Russia Salym success case 2003 120 8% orgamic?
Tran Azadegan fanmrin 2003 110 7% A&D
Russia Zapolyamoye Neocomian 2004 760 50%

Libya Gas (Block 6 devt) 2004 440 30%

Iran Bangestan 2004 300 20%

Qarar SMDS 2004 300 20% AsD
Venemela LNG 2004 250 15%

Saudi Arabia CV1 2004 70 5%

Ranked out of the Base Plan 2002 :

Nigenia SNEPOD Bonga SW 2003 70 5%

China Changbei Upstream 2003 55 4%

Australia Sunrise 2004 340 20%

Norway Ormen Lange 2004 © 160 10%

! Approximate Proved Reserves Additions, million boe, unrisked,
7 Approximate contribution to Proved Reserves Replacement Ratio in the year of reserves booking,
assuming annual production of 1500 million boe total for EP, OA basis.
3 Any new reserves bookings will need to be justified with reference to production growth targets, see
also (8) below. Figure from 1.1.2002 ARPR: recent RBA advice suggests figure could be 600 MMboe.
+  Based on the curremtly reporred post-licence Expectation Reserves (550 million boe) Reserves to be
booked when there is certainty that a deal will occur with no risk of detailed negotiations de-railing i i
Not under Shell control: negotiation to be conducted exclusively by Concessionaires (AP. Molles).
¢ Reserves already booked assuming that BSP’s rights to two 15~year licence extensions will be exercised.
Any reserves upside would be in relation to the negotiation of further extensions beyond the 30-year
window, bt this may be offset by potential equity reduction in the fi.m two 15-year extensions,
7 A more detailed mveutorymll be developed.
¥ A quota increase is pecessary in any case 1o enable production to grow and thereby enable the currently
booked Proved Reserves to be realized. No new within-licence reserves will be booked until clear
evidence is avatlable that the required higher production rate can be achieved and sustained,
*  Bookings should in principle keep pace with “reasonably certain” market development and preferably

‘with actual LNG sales contract frxoures.
¥ Cash-based Service Agreement with little or no exposure to ol price. Consequently it might not be
possible to book reserves.
, N V00331136 ‘ :
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Appendix B: Potential Reserves E xposure Catalogue

Asset (Year booked) Reserves | Comment (reason not to de-book)
at risk :
MMboe
Australia Gorgon (1957) 560 Booked in 1997 in anticipation of imminent FID, subsequenty

deferred indefinitely by the downtwn in Asian economies and the
consequent reduction in demand for LNG. It is inevitable thar a
resonree of this magnitude will be developed evernually.

SNEPCO Bonga [FO 128 IFOs (Io-Field Opporunines) largely consist of unpenetrated
(1998, 2000) reservoirs that would not qualify for inclusion in the Proved Area for

' reserves under the recently clarified SEC rules. They are rerained
pending the completion of appraisal, largely as part of the ongoing
development of other Bonga roservoirs.  Appraisal to date has
generally confirmed the presence of hydrocarbons in these reservoirs

as expected.

SNEPOO Bonga Main (1998) | upto210 | Reserves rely on the successful implementation of water flood in
) reservoirs that have no, or at best wenuous, local supporting
SNEPOO Exha (19%9) up to 125 analogues. As such, the incremental recovery associated with water
SNEPCQO Abo (1997) up 1025 | flood would not qualify for inchusion under the recendy clarified SEC

' niles, However, given tha the bookings have been made, they

8 (2000 35 . . . . .

Angola Block 18 (200) vpe should be retained i the inventory pending acquisidon of actual
Reserves potentially ‘ar risk performance daua,

estimated provisionally to be

75% of the current inventory. The Bonga Main booking was queried by the SEC (along with many

others) in irs routine review and challenge of the 31.12.1998 Form
20-F submission. Although the challenge was not pressed strongly by

the SEC, it was not specifically disputed.
'| Norway Ormen Lange 109 | Reserves have been parially booked ahead of VAR3 and FID, whilst |
(1999, 2000) it appears thag there are issues that could prevent it proceeding. De-
! booking will be considered only when and if it becomes elear that
development definitely will not proceed.
Netherlands, Waddenzee 25 Govemnment-enforeed morarorium on Waddenzee dnlling, due to
Q) environmental concerns, could ulimately prevent development from
] proceeding, _
Brunei legacy | 20 | Historical reserves bookings that can no longer be suppored are
(Vasious) invemorized and actively managed, with a view to cushioning the

impact of their de-booking, It is expected that the remaining balance
will be mduced w0 zero over the nex two or thres years, in
consultation with national regulatory authorities.

Total 840- 1260 | The total proved reserves balance ar 1.12002 was 19100 MMboe.

In addition, reserves in some OUs would be at risk if planned production rate increases do not materialize.
The OUs thus affected are SPDC Nigeria and Abu Dhabi. For illustration, if production were to remain
constant year-on-yeas, istead of growing as planned, the reserves that would be placed at risk each year
would be some 70 MMboe and 15 MMboe in each case. Flrthermore, Oman PDO st sustain current
production rates throughour the remaining lfetime of the licence 1o ensure production of the booked
proved reserves. . ‘

The SEC provides no specific guidance on reserves disclosure for novel or “innovative™ contract
structures. Shell currently has four bookings in this category: the Venezviela service agreement, Iran buy-
back contract, Oman Gisco and the booking of NGL reserves in condection with interests in Abu Dhabi
GASQO. :
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|
End-August 2002 Latest Estimate, Proved Reserves Additions :
Milfion Bow Froved Rescrves Addilions | Roserves Repcement Ra
11 Flan [V Deha Plan, % LE. %
Crganic .
Karakhstan Kezhagan Daedlaration of Commerciahty + Arman 7] 384 273 :
usa My W/ Aurer G050 Mtn Drrwe, trorsbomesd niveryl 139 145 L] a8 104 R
Brunet 67 58 a AT ar :
Cangda ) 50 35 36 :
Nigerta (SNEPCO) Bonga SW chalienge t repch VAR in 2007 e [l &7 B2 LK} :
Angola Block 18 FID T Rusked panding chixk with SEC rules k=] a5 17 2.3 32 :
X Carrak W T, 4. Bector defemed 68 3% A 48 28 :
Denmark : 4 3z B 17 23 ¢
Venezuela e » g ain; Flon Agure Wit nacdveriirtty omitiod from B totel ' 2% 25 1.8
Nethertands 0 n 9 24 5 ;
Syrla 13 1% 2 13} 11 ;
Egynt " n os (LX) !
Gabon : 7 7 [X] 0.5 '
Pakistan Bahira-3 welf resul(T). Query Pan figure, 10 5 5 [N 04 .
Ausiraka (5DA) o 4 4 0.0 03 !
Brunal (FCE) 3 3 02 0.2
Argenting 3 3 02 0.2
Geormany Changad / delarmed drilkng programme 17 2 15 12 0.2
Thattand Reduction persfing completon of stidies Q34 4 1 ) 03 [X:}
Auxtralp (WFPL) : : 0 [} 00 0.0
Fussia Doconuohidation defered -2 w2 -8.3
1USA (Acs Comp) Agre Included In USALE 4 -+ 03
Bangladesh " Chatgied / reduced pctivity kel 4 4 0.3
Brazi BS54 delemed . 4 41 2.0
Oman {(PDO) Production forecast expogure / uncertainty T8 Bl 5.4
Kuxdu appratsal 125 -125 L2}
ramk (Pacten) -3 -3 0.2
Horway 7 E] 15 05 0.8
Oman {GISCO) Virtwal PS5V /PSC eflect 73 -3 -7
iran P5V effect 28 -28 2.0
Mataysta PEYPSLE offott, Tigs Papant Suhamind, (05/5t Jnwmit n -39 <70 22 -2.8
New Zeatand Pohokura 4 -5 - 03 -3.6
Total Organic T T54 42 56 4
Production Indudes ExCom adisstment i 1400 -6
ALD .
Adjust tots! RRR 5o far tor eftect of ALD production 24
ENTERPRISE (KMOC@4E%) KMOC = Y31 min boa 1141 1idi Ty
Nofvrary Draugen 1 i3 2.2
USA Rockiey 27 27 1.8
TOPCO NZ 9 -] X1
LUK Goldanays .7 1 0.5
DR Congo (Zuire) -7 -17 -12
New Zealand Porifolio ratonatzation + transler o TOPCONZ -49 -9 ~3.3
ran Farm out -51 -5 -5
Total ALD 1900 1100 72
Yotal Organic + ALD 06 1054 1058 56 1268
Production Ompande + ALD 1419 1470 50
[Sirategic Options
Whale 1654 154 108
Namfia Gas (FLNG) lerementat 45 145 102
Libya gas 50 B0 83
Vaneniets ight ol .86 -88 6,0
AKOC mtional L1l - 57
Libya Block 47 F1l - 15
{Stephanson 7 43 0e
Albekmrota notonat 13 -13 %]
OU projects .2 H EA
Total Strategi¢ COptions 60t 01 42
Grand Total 1107 54 a5y 1) 126
|Producuen Grand Total Uty 1470 50
End-August 2002 Major Road Map ems
Milon Bos Froved Reserves Additions Recarves Replacement Rxtio
%
Todal LE Provad Rezerves Additions 1N 126
Tots LE Production W
l
i Downside: o .
' Enlaprise Corib, Tempa Rouss, Sk Area debooking Bl 125
SNEPCO - Bonga SW fals W pass VAR3 AR -33
! Upside: . : :
Ehlarprine Shalt guidelines implemaentsiion upside 0 34
! Whate Danl secred in 2002: 50% Shel shars, unrisked AS0 w8
! Othet S0 a3 22
[ :
'i Rangs Minlmum \ "o
: . Maxdmum A4
1
i .
)
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Appendix D: Proved Reserves Schedule of Authorities
Based on EP 86-0725, updated 1996 and 2002,

Title of document : Responsible  Responsible  Final
: , -, Approval submissio
Preparation ' n for use to
1 Proved Reserves Replacement Target Setring EPB-P, ExCom EPB-P
' : ExCom
2 Reserves Audit Reponts GRA EPB, RBD
and QU
3 Resource Management and Reporting Guidelines
a) Process, responsibilities, definitions, requirements EPB-P,GRA EPB ou
b)Technical methodologies - EFB/EPT EPT ou
c)Matters rélating to proved and proved developed  GRA,EPB-P EPB SI.FOGB
reserves estimating procedures and QU
4 Anuual reserves return from QUL ou OUTM/ GRA,
Technical, =~ FM EPB-P
Financa
5  Audit wail in support of anmul reserves remn from QU Senior OUPE OU'T™
ou. RE Manager
6  Standardized Measure Repornt
- QU annual submission ou OouUT™/ EPB-P,
Technical, M GRA
Finance
- Group submission to SEC Form 20-F EPB-P,GRA EPB,EPF -SI-FOGB
7 Preliminary report on year-end proved reserves to EPB-P EPB ExCom
ExCom _
8  Reserves Auditor Report GRA . Various
9 Proved reserves “Leter of Comfort” to external GRA EPB, EPF Group
Group Auditors. Auditors
10 Report to EP ExCom on year-end proved reserves  GRA ExCom via
o EPB

11 Statement of crude oil and natural gas reserves for  EPB-P, GRA  EPB, EPF SI-FCGB
inclusion in Annual Report submission to the US
Securiies and Exchange Commission (Form 20-F)
and other Parent Company publicly disclosed
repors.
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Appendix E

Appendix E: Schematic of Reporting Procedure: Proved Reserves

Action party

ExCom
December, previous year

QOUs, EPB-P
Monthly

EPB-P, GRA
September, October

EPB-P
October

ExCom, EFPB
July, November

EPB-P to Ok via RBDs
Novernber

EPB-P, OUs
December

Continued on the following page

Activity

Establish targer Proved Reserves
Additions and target range for
the reporring year

l

Mamntain Latest Estmare of
Proved Reserves Additions and
SFR Maturation during the
reporting year

Part &: Prior to the end of the Reporting Year

Comments

Via EPMIS, Report to ExCom
monthly.

Update Petroleum Resource
Volume Guidelines (reports
EP yyyy-1100 and EP yyyy-1101)

|

Distribute pre-populated

Reserves Reporting Workbooks '

o Ok

Distributed to all OUs during the
reporting year by EPB

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

Advise on major bookings o be
accelerated or deferred and debookings
1o be made,

New activities that are proposed are shown in shaded boxes.

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

GRA: Group Reserves Auditor
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Contirued from the previous page

QUs and RBDs

January, weeks 1 & 2 (SEPCo
cannot provide data this early if
CERES match required)

EPB-P, GRA
January weeks 2 & 3

EPB-P, OUs
January week 3

EPB-P
" Jamuary weeks 3 824

EPB-P, GRA. FOGB
January week 4

EPB-P,EPB
January week 4

GRA, External Auditors
End of January

GRA, EPB-P
Eod of Japuary

EPB-P, GRA
End of January

KPMG.
End of January

EPB-P,EPB
Early February

EPB-P
Early February

Noufication of reserves

Qlarify and challenge OU
submissions as required

Provide summary data to
external auditors for review

Agree final production data

|

Preliminary report and

presentation to ExCom

|

Agree final proved reserves for
external disclosure

Present final reserves to EPB,
EPF

[

Reserves Meeting

I

Confirrnation to PWC from
KPMG

]

Final report to ExCom and
CMD on year-end proved
reserves

Parent Company Annual Report

FOIA Confidential
Treatment Requested
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Part 2: After the end of the Reporting Year

Reserves Reporting Workbooks placed
on EPB global server or e-mailed
EPB-P.

Verify that changes reported for the
year can be supported.

Inclusion / exchision of *float”
bookings to manage year-end result

Production reported in the Reserves
Reporting Workbook must be
consistent with Ceres reporting,

Note for Discussion plus presentation.
Last opportunity for ExCom to
influence the final result

Declaration of satisfaction with the
figures to be reported at year-end for
proyed and proved developed reserves.

EPB & EPF sign "Letter of Comfort” .
1o external suditors, sent via SI-FOGB

Report and Presentation of proved
reserves information 1o external
auditors and Group Contoller (FOGB).

Letter to Group External Auditors.

Note for Information plus preseitation

if required.

Reserves figures passed to SI-FOGB.
Including copy of injtialled schedules
from External Auditors.
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EPB-P,EPB EP Reserves and Scope For Reference report descnbing changes in
End of May ' _ Recovery Group Hydrocarbon Resources duning
‘ the reporting year.
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General Comments from Rod Sidle on “EP Proved Reserves Management”
topics )

The above referenced document appropriately recognizes the need to “manage’
the critical EP business metric, Proved Reserves. However there are more
dimensions to the altematives for this management than are discussed. The

~ processes noted focus on EPB-P and ExComm interactions, which are quite -
important, but do not consider that OU interests in and experience with managing
proved reserves is also worth discussing. For example, consider the following:

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

«  Certain OU's already have Proved Reserve Management practices that
could be shared and potentially adapted in developing the Group practices.
(Certainly SEPCo has reserve booking and management practices we would
be very willing to share.)

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

management issues ~ yet other business management groups do this
annually, such as with CAF and Exploration Forum. Such sessions could
include sharing Group-wide issues and local “best practices” to better define
how an effective OU level management could be done. This then reduces
(but not eliminate) the extent of the central management needed to achieve
common goals. Clearly some elements of management are more effective
done locally while others require corporate level control. One topic to address
would be to clarify the role of the OU Reserves Focal Point — this now ranges
from a (largely) full-time Reserves Manager to a part-time Coordinator.
Responsibilities start at the minimum of proper data capture and reporting for
the ARPR (at year.end) up to year round tracking, reporting and
“encouragement” o staff for complete, accurate and timely reporting of
proved reserve additions/changes. This more active case also involves
consultation to provide both case-by-case guidance on booking issues as well
as annual training on proved reserve (and other HC Resource Volume)
definitions and booking rules. '

Other thoughts: ‘ _

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

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

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

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

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

also consider other ways to capture our knowledge. Our corporate

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

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

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

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

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

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

knowledge group should be formed to help assure this knowledge is
accessed when needed. This would help me greatly as | sit on the SPE

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

board for new ideas of importance to Shell. S -

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

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

;I_\
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~ Unknown
From: Kennett, Chris C BSP-WPE
Sent: 20 October 2002 09:55
To: Sidle, Rod RE SEPCO
j Cc: Chapman, Jim JW SIEP-EPGO-H; Lim, Min-Teong MT SIEP-EPGQ-H: Hoppe, John E
SPDC-DPE-RES; Sieler, Jeffery JJ SIEP-EPT-DEC; Tan, Teck-Choon SARAWAK-EPS-PRO ;
Subject: RE: EP Proved Reserves Management--comments |
Rod,

My comments helow:

I would agree with John Pay that a more proactive level of management
attention during the year in the area of reserve replacement would be
worthwhile, and would to some extent help avoid the last minute end of
year disappointment when people either do not deliver at all, or
.c:eliver lower than expected reserve numbers, or surprise with
nexpected debookings. However the additicnal reporting and attention
from EPB-P during the year should be largely confined to the key/major
planned bookings and important decisions on new discoveries/undeveloped
assets. It should not impose additional overhead on the myriad of
small routine reserve bookings/studies carried out during the year.

1) Reserve Management Workload --already high:

It should be recognised that the curxrent system for management of the

annual reserves cycle (congisting amongst others of : quarterly MIS

reports, gquarterly corporate scorecard updates, end of year SEC reserve |
submission, annual developed reserve reviews, individual reserve change ‘
notes/reports, update and issue of annual ARPR, annual business plan

| volume 1 and volume 2 hydrocarbon maturation submissions, capital :
allocation sheets including reserves reconciliation, various annual !
reports and presentations to the Government shareholders) is already

quite onerous, and represents a very significant expansion of the !
reserve management workload of just a few years ago. We should be

caretul of putting in place a system for interim formal reviews during

the year which represents a further large expansion of the current

workload. This mayfurther distract the Discipline Heads and other key

] players-- too much time spent on managing/reporxting the annual outlook

l ._=md dealing with scorecards with less time to spend on indepth

technical reviews which are aimed to look at the overall quality of the
individual reserve bookings.

; 2) Last minute changeg:

! No amount of formal interim reserve progress reporting will avoid all

! last minute surprises as the prediction of future reserve changes is

. always going to be an uncertain business. In my experience the reason

i for a number of the late surprises in the final annual reserve numbers

is that many of the changes depend on the outcome of reservoir studies,

| the results of which are difficult to predict until the study is

' finished. Sometimes studies that were originally forecast and targeted .
to increase reserves can even have the opposite result., In addition the !
expectation results of near field exploration wells are built into
annual increase targets and if such wells are drilled late in the year,
then last minute disappointments are always a possibility.

consistent and reliable annual result:

This may make sense for the timing of bookings from new discoveries in
new areas, but in the existing OUs there may be little room to
manoevre. Once a study is complete or a well drilled, the results
should in principle be reflected in the ARPR, regardless of whether we
like the results or not--- alot of credibility may be at stake with VO
host Governments if we are seen to be manipulating reserves simply to 0020613

1
DB 01376

|
|
|
i 3) Smocthing or "steering” of annual reserve bookings tc achieve a more
|
i
!
!
|
|
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suit the Shell annual report.

4) QU scorecards:

The proposal to remove proved reserves from the OU scorecards and
replace by achieving appropriate milestones would be helpful. It would
remove pressure to find offsets for unexpected reserve disappeintments
--such offsets may impact adversely on the quality of the overall
reserves portfolio and represent a future debooking

5) Proved Reserve Replacement performance :

Reducing the historic conservatism in Shell reporting for mature assets
has been a key area where alot of gains ( in proved reserves) have been
made in recent years. This is however a "once off" gain now largely
realised. With the exception of a few OUs ( e.g. BSP), the conservatism
is no longer present ( mature assets reported on the basis of proveds
expectation) and there is no longer large gains which can be easily
realised by removing conservatism and more closely adopting SEC
guidelines

Future proved reserve bookings will need to come from new discoveries
anluding near field, from improved recovery processes, and Erom

ndeveloped assets. With respect to undeveloped assets Shell appears to
have been very aggressive in the past both by booking before FID and
also in many cases using probabilistic methodology for booking new
discoveries ---- appendix C shows some rather large writedowns planned
on  bocokings which were made prior to FID-e.g. Namibia.

1f one discounts the windfall made in the last 5 years in removing
conservatism from proved reserves in mature assets ( representing easy
proved reserve bookings ), and also discounts the apparent historic
excesses in proved reserve bookings in undeveloped assets, Shell proved
reserve replacement performance has been poor for a period longer than
suggested by simply the last couple of years performance.

A further alarming finding from appendix C is that we appear to be
writing off substantial proved reserves in Assets which we recently
acquired ( Fletcher NZ). I wonder how well the people who did the due
diligence on this acqguisition ( or other acqusitions for that matter)
were acgquainted with reserve methodologies and definitions? This would
appear to be an important target audience for one of our planned
"reserve" courses !

) EPB-P contacts with OU reserve focal points:

egular working contacts between the Group Reserves Coordinator and the
OU reserves focal points would provide alot of clarity and insight into
the issues which the individual OUs are dealing with. Such contacts
should be encouraged and will likely provide more clarity on key issues
to EPB-P than a large amount of additional interim formal reporting. It
will also allow more input from EPB-P on issues such as timing of
booking and methodology

7) Reserve Guidelines:

The existing guidlines need to be made clearer on issues such as for
example:

a) deterministic vs probabilistic --when to apply

b) SEC guidelines for mature assets--when does proved = expectation?
¢) timing of bookings--under what circumstances can we book reserves
before FID?

etc etc

Regards
Chris

V00020614
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From: rod sidle
To: M-T Lim; JOHN J.H.

; teck-choon tan
Cec: Jim Chapman
Subject: RE: EP Proved

To all,

Regards,
Rod

P. 0. Box 576, Houston,

Email: reod.sidle@shell.

From: Lim, Min-Teong

Cc: Lim, Min-Teong
Subject: FW: EP
Importance: High

MOST CONFIDENTIAL - DO

. Dear All,

The attached may not be new to most of you, in your role as OU

reserves focal point.

Many thanks in advance,
Min Teong

Happy to coordinate our review comments.
comments are sent to me by EOB on Friday, 25 October s¢ I can
send on te Jim on Monday 28 October?

Tel: +1 281 544 2063 Fax:

----- Original Message-

HOPPE / , , SPDCPHC; CHRIS C. KENNETT

Reserves Management

Date: Friday, 18 October, 2002 B8:02PM

’ Rod Sidle
Manager, 0il and Gas Reserves
Shell Exploration & Production Company

/ WPE, OPENMAIL, BRUNEI SHELL PETROLEUM SERIA; jeffery sjeler

Could I suggest

TX 77001-0576, United States of America

com

Internet: http://www.shell.com/eandp-en

MT SIEP-EPGO-H

Sent: Friday, October 18, 2002 4:24 AM
To: 8idle, Rod RE SEPCO; Hoppe, John E SPDC-DPE-RES;
Kennett, Chris C BSP-WPE; Sieler,
Tan, Teck-Choon SARAWAK-EPS-PRO

MT SIEP-EPGQO-H
Proved Reserves Management

NOT DISTRIBUTE!

+1 281 544 2067 Other Tel: +1 281 924 1998

Jeffery JJ SIEP-EPT-DEC;

Nevertheless, -in line with your wish to

FOIA Confidential
Treatment Requested

be the "sounding board" to the HC maturation Leadership team
on reserves issues, here's your first assignment.
an Excom proposal for Reserves Management prepared by John
Pay. Can you all kindly review and forward any significant
comments to Rod? I will leave this for Rod to coordinate and
forward final comments to Jim Chapman, copied myself.

Attached is

.. Case 3:04-cv-00374-JAP-JJH _ Document 364-9 _ Filed 10/10/2007 _ Page 291 of 295

V00020615

DB 01378

l_




Case 3:04-cv-00374-JAP-JJH  Document 364-9  Filed 10/10/2007  Page 292 of 295

EXHIBIT
=t el Le

L
(0-3¢-0& EN

FOIA Confidential LONDO142065
Treatment Requested




Case 3:04-cv-00374-JAP-JJH Document 364-9  Filed 10/10/2007 Page 293 of 295

) -
v G s [ L
;
' ' Horoy
. . . S o » L
A :
o Wadn s . PR it
R vy 8 . ! T
. . it
s . ((i
:
B b , )
L
\
' o e E R TN o
- o 4 RIS
RAROICEI N N I
s, 7 B L 8 Sl e b
g

T
o .

bR e
7

ER TN

Treatment Requested LONOO142066




Case 3:04-cv-00374-JAP-JJH  Document 364-9  Filed 10/10/2007 Page 294 of 295

NOTE - 31 January 2003 CONFIDENTIAL

_ aij%_(pa
From: Anlon A. Barendregt Group Reserves Auditor, SIEP EPS-GRA P/e,?';) &fﬁeo)
{ =} .
S 4
To: Frank Coopman Chief Finance Qfficer, SIEP EPF 0‘/
Lorin Brass Director, EP Business Development, SIEP EPB
Caopy: Walter van de Vijver EP Chief Executive Officer, SIEP

SIEP EPA, EPB-X, EPG, EPM, EPN, EPT, EP-HR

Vice Pres. Strategy, Planning, Portfolio and Eéonomics, SIEP EPB-P
Partner, KPMG Accountants NV ’ :
PriceWaterhouseCoopers

Excom Members
Malcalm Harper
Han van Delden
Brian Puffer

REVIEW OF GROUP END-2002 PROVED OIL AND GAS RESERVES SUMMARY PREPARATION

In accordance with prescribed US FASB accounting principles, SIEP staff have prepared a summary of Group equity proved
and praved developed oil and gas reserves for the year 2002. The summary (Att, 3) forms part of the supplementary
information that will be presented in the 2002 Group Annual Reports and has been prepared on the basis of information
provided by Group and Associated companies. The submissions by these companies (excluding those by Shell Canada) are
based on the procedures.taid down in the Group ‘Petroleum Resource Volumes Guidelines' which in tum are based on (but not
fully identical to) the FASB definitions. Shell Canada's submissions are subject to their own procedures and reviews.

‘e end-2002 Group share Proved Reserves is summarised in the following table, The figures-include the Canadian oil sands
reserves {reportable as mining reserves) and the minority reserves in some consolidated companies (together 150 min m3oe”). -

:(,)il min m3 1.1.2002 2002 1.1,2003 Repl.Ratio 1.1.2002 1.1.2003 Rep. Ralio
. Gas blnm3 Proved Tot'l Prod'n Proved Tot'l {RR) Tot Proved Dev'd Proved Devd Dev'd
Oil+NGL 1,601 138 1 .707. AT % 6589 831 203%
Gas _ 1,580 97 1,513 30% 729 696 §7%
Total Oil Equivalent * 3132 232 3,172 117% 1,394 1,505 148%

. nazakhstan:

" 1 min m3 oil equivalent {1 m3oe) = 1.03 bin sm3 of gas )

| have reviewed the pracess of preparing the above summary of proved and proved developed oif and gas reserves in as far as -
these relate to companies outside Canada. This review included, where possiblé, a verification of the appropriateness of major, .
reserves changes. ‘ :

The most significant comment is that serious efforts have been made during 2002 towards further alignment of Group Proved
reserves with SEC and Group reserves guidelines. Examples of these are the positive reserves revisions by BSP and SDAN,
the negative revisions by SNEPCO and the comections appfied to ex-Enterprise reserves in the UK and Norway.

In spite of these significant efforts, there are a number of smaller items in the Group Proved reserves portfolio that are not (or
not fully) supported by the present SEC or Group reserves guidelines. These include:

- Russia (KMOC); 7.6 min m3oe ‘East Bank’ fields are not economic and lack clear develapment funding sources.
aly (Tempa Rossa): 3.8 min m3oe Phase 1 development is not yet mature (aithough FID is intended for 2003).
NAM (Waddenzee): 4.0 min m3oe Government moratorium on drilling is not likely to be lifted soon, if at-ail.

- oan (PDO): | 10 min m3oe Proved forecast within-licence is unrealistic.

5.6 min m3oe Best estimates of start-up and end-of-licence dates allow less volume produced.

. added together, these potential exposures would amount to 31 min m3oe, or 1% of the Group Proved reserves portfolio.

Most of these Hems relate lo new items that were either not carried or not known about last year. Only NAM's Waddenzee
reserves were already recognised as a patential exposure before. In addition, it was found that SPOC Proved reserves had
been significantly (some 100 min m3oe) in excess of the production that could realistically be produced within the hitherto
assumed licence duration. This historical overbooking has now been removed by the recent recognition that SPDC do possess
a right to have the production licences extended upon their expiry in 2008/ 2019. ‘

In previous years it was angued that any possible overstalements could be offset by possible understatements in areas like

Brunei (BSF), but these understatements have now largely disappeared. Developments regarding the conditions surmounding
these exposures should be closely foliowed in 2003 and their position should be reviewed if no material change is observed.

The presence of reserves addition targets in OU and departmental scorecards will ‘require continued vigilance to preserve the
integrity of reserves bockings. Suggastions are made to help tighten contral in this respect.

During 2002 | made Reserves Audit visits to a total of nine Group OUs. Audit opinions on these varied between ‘satisfactory”
and 'good’. As far as observable, audit recommendations appear to have generally been followed in this year's submissions,
In addition. reserves audits were made of all ex-Enterprise Oil assets. With some exceptions of premature bookings, the
reported reserves were found to be in reasonable agreement with Group guidelines.

" The averalt finding from the audit visits and from the end-year review in SIEP is that there is a possibility of an averstatement of
Group Proved reserves in cases where booked reserves are not fully in accordance with SEC or Group guidelines. The 2002
changes in the Proved Reserves can be fully reconciled from the individuat OU submissions. ‘

A more detailed fist of findings and observations is included in Attachrment 1.
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A'ltachment 1 Main Observations £End-2002 Resarves

H Attachment 2 Significant Reser;les Changes

? Attachment 3 Group Proved Reserves Summaries : : SR
Attachment 4 Productnon Reconciliation Ceres vs. Reserves Subrmss:ons :

Attachment 5 Proved Reserves Maturity — by OU

Attachment 6 Main Observations 2002 Reserves Audits

Attachment 7 Reserves Audit Plan 2003
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