1.

REVIEW OF GROUFP END-2002 PROVED OIL AND GAS RESERVES SUMMARY PREPARATION

Reserves Surmmary

The 1.12003 Group share Proved Reserves can be summarised as follows:
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Attachment 1

il min m3 112002 2002 | 1.1.2003 - | ReplLRatio 1,1.2002 1.1.2003 | Repl.Ratio
Gas blnm3 Proved Tot! Prod'n Proved Totl Tatal Proved Dev'd Proved Dev'd Dev'd
Qil+NGL 1,601 138 1,707 177% 689 831 ;?03%
Gas 1,580 97 1,513 30% 729 696 67% -
Total OF Equivateat” 3,132 -232 3172 17% 1,394 1.505 148%
Canada Oil sands 95 s |

Minority reserves 56 53 c

MNet Group  m3oe 2,880 3,023

* 1 min m3oe = 1 min m3 oil equivalent = 1.03 bln sm3 of gas

The Replacement Ratios mentioned above are with respect to total Group reserves, i.e. including the Canadian oil sands
and Minarity reserves. They include the acquisition of Enterprise Qil assets per 1.4.2002,

A full overview of end-2002 Proved and Proved Developed Reserves is presented in Attachment 3.1-2.

2. Significant reserves changes ’ N
A summary of major changes is given in Attachment 2, while a full list by QUs is available in Att 3.1-2.

The most significant change was the acquisition of all Enterprise Ol assets worldwide (UK, Norway, ltaly, Russia,
freland, Brazil, USA). This added 136 min m3 ail+NGL reserves and 32 bln sm3 gas reserves {total 167 min m3oe or
1052 MMhoe). o .

Field reviews, new well results and positive field perforance in the USA led to major increases in the Mars, Pinedale,

- Holstein, Mensa, Princess and Ursa fields in the USA. The most significant of these was the boaking of.8 min sm3 of
water flood reserves following FID of the Mars water injection project. Brief summaries of the reasons for these revisions
have been obtained from SEPCo and the reserves changes could be fully supported. Increases were also bocked in the
Balridge heavy oil field in California, where the operator (Aera) was able to provide documented support for their future
well production projections (see Aera reserves audit, At.7).

Significant contributions were also made by BSP in Brunei, where less conservative methods of estimating Proved
. developed and undeveloped reserves have been agreed with the authorities. This action was strongly supported by the
2002 reserves audit. - :

Field and performance reviews in the UK and Denmark led to sizeable increases. Further contributions were made in
Denmark by a revision in their ‘growth to Expectation’ procedure, allowing a more pronounced increase of Proved
reserves with progressing field maturity (a 2001 audit recommendation). '

An oil viscasity analysis and review in Sakhalin field (following more representative sampling) has led to the conclusion
that reservoir oil viscosity was significantty lower and that larger recoveries could be expected than previously
.anticipated by the old Marathon simulation model, Further positive revisions could be made based on the higher oil
price PSV and the inclusion of (cash paid) rovalties in reserves.

A declaration of commerciality was made for the large Kashagan field in Kazakhstan, as a rasult of which some 60 min
m3 of Proved oil reserves have been declared, representing the Group share in a first phase ‘experimental programme’
development (see also below).

Development activities have led to significant increases in dévemped reserves in Canada (ol sands, see also below),
USA, UK, Nigeria, Nethertands and Malaysia, Denmark and Oman. .

Field analysis and review led to reserves reductions in the Pohokura field in New Zealand. lMapping uncertainties and
the recognition that condensate dropout may have a significant negative effect on recovery has led to reserves being

- halved in this (partly ex-FCE) field. - . .
Technical and economic reviews of angoing and future waterflood projects in the Sirikit field lead lo reserves reductions
in Thailand.

Stiicter application of SEC guidelines and a consequent revision of Group guidelines has led SNEPCo (Nigeria) to
review Proved reserves assessments in a number of unappraised areas in the Bonga and Erha fields. The resulting
reductions were supported by a reserves audit in September 2002,

Economic revisions led to significantly reduced Shell entittement shares in the Malaysian gas contracts as a result of
lower demand, lower cost projections and higher PSV oil prices. '

Additional leases were acquired in the large Pinedale gas field in the USA. Divestments and portfolio dilutions were
rmade in Congo (DR), Iran and New Zeafand. ) -

Althaugh technical delails were not available for the majority of the above changes, most appear raasonable and there
seems tC be no reason not to support them. Specific comments on some of these changes are however made below.
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Shell Canada's Athabasca Qil Sands

Shell Canada’s Athabasca Oil Sands Project (AOSP).is nearing completion. With less than 10% of the pm;ect capex
outstanding and most wells drilled, Shell Canada have declared the project reserves as developed this year, However,
the 95 min m3 oll volumes from the project are considered to be mining reserves and not oil reserves by the US
Securities and Exchange Commission (SEC). Hence, they will be excluded from the Group's submission of Proved oil
and gas reserves to the SEC and this will be highlighted in the Group Annual Report.

Enterprise Qil assets

Al the request of EPF reserves audits were made of the assets included in the Enterprise acquisition in April 2002 (see
summary in At 6). The audits found that the reserves volumes camied by EO could largely be confirned with the
following exceptions:

Enterprise Qil's bookings of Proved developed reserves did not seem to have received proper care and attention, as
shown by a number of improper bookings in cases where development had either not been completed or not even been
started (UK, Norway). Appropriate corrections have been made to Shel's end 2002 developed reserves bookings where
needed;

Some of Enterprise's undeveloped reserves bookings were found to be premature and not in accordance with
guidelines. Fields concerned are in:

- Norway, where a commercially viable gas export route is yet to be established for the Skarv and Idun fields,

- italy, where the Tempa Rossa project is still poorly defined and faces significant commercial challenge,

- Russia (KMQC), where a funding shortage makes development of the sub-economic ‘East Bank' fields uncertain.

For all of these fields the audits noted that, if these had been Shell operated fields, Shell guidelines would not have
allowed booking of reserves. It is acknowledged that the KMOC Proved reserves are based on a'Ryder-Scott SEC
evaluation for these fields but it is the auditor's opinion that the authors have accepted the operator's assurance of
‘reasonable certainty’ of development without sufficient supporting evidence. The recommendation was therefore made
not to book the associated reserves.at’end 2002,

SIEP have concurred with defarring the booking of the Skarv & IdLin reserves and of the 50% of the Tempa Rossa
volumes that were contingent on successful appraisal. Project maturity will be reviewed in future and bookings will be
made only when ‘reasonable certainty’ of development has been assured. The Tempa Rossa Phase | booking, which is
being maintained, will be reviewed again at end 2003 and the reserves will be de=booked if FID has not been taken in
2003 and is not fikely to be taken in 2004 either, The Russian bookmgs have been maintained in full, pending the
outcome of a strategic review of this participation. .

The exposed volumes remaining booked amount ta 11.5 min m3oe (3.9 min m3oe in Tempa Rossa and 7.6 mln m3oe in
- the KMOC fields).

Kazakhstan — Kashagan field

A Declaration of Commerciality was made in June 2002 by.the consortium in charge of the large Kashagan field offshore
Kazakhstan in the northern Caspian Sea. A full field developmenit plan for the first phase of development (or

'Experimentat Programme’) has been submitted to the Kazakh authorities in December 2002, These actions imply a
commitment to development making the latter reasonably certain’ and they are therefore a sufficient reason to book
reserves.

An important issue regarding the booking of Proved reserves in Kashagan is that the field is targe (some 20 x 80 km2)
and that the present four appraisal wells on the field are some 8 kr apart. SEC conditions require the 'certainty’ {not
just 'reasonable certainty’) of continuity of producibility in the field, before Proved volumes can be carried for the large -
unpenetrated areas between the existing wells, This would need to be shown by proof of pressure or fluid
communication between wells. Well correlation and/or seismic evidence alone is not sufficient. This condition is seen
as extremely onerous in large flat fields of the type of Kashagan. Group guidelines are less strict and tend to align more
with 8PE guidelines, requiring only ‘reasonable certainty’ that the areas between the wells are productive.

Group guidelines also allow the use of proven analague fields and this is available in the form of the nearby (and
geologically similar) Tengiz field, which has been in production for some 11 years and which has similar or poorer
characteristics than Kashagan. In this field, long term production has shown well drainage radii of 1 km or more, i.e.
approaching the intended primary development well distance of 2km. On the hasis of this evidence (welt documented by
SKD). and bearing in mind the Group and SPE guidefines, it is concluded that carrying Proved Reserves beyond existing.
tested well drainage radii in the Kashagan field is reasonable. .

The Group share volume carried for Kashagan is 380 MMstb (60 min m3), based on the operator (ENI) estimate of 32
MMMstb producible through natural depletion from 42 +32 wells to be drilled in the ‘Expenimental Prograrmme’ area.
Pressure maintenance through miscible gas injection will be tested in this area as well, but the associated volumes of
this unproven process have (correctly) not been included in Proved reserves.

The volume of 380 MMstb (3.2 MMMstb full field) is seen by the operator as producible between start of production in
2006 and the assumed end-of-licence in 2043. Current Shell best estimates and interpretations are a start-up date of
2007 and an end-of-licence in 2041, The latter would bring producible within-ticence volumes down from 380 to 345
MMstb, a difference of 35 MMstb (3.6 min m3). The decision has been taken to maintain the (rather appro:omate)
operator figure for the tme being until more precise estimates are avallable to which the then prevailing view (or
evidence) as 1o start-up date and end-of-licence should be applied. This approach can be accepted as an interim
measure, A SEC reserves audit will be carried out in 2003.

SNEPCO fields

During the end-2001 reserves submission process it was thought possible that some of the previous Proved reserves
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gs by were n oI Conf Jential ghtened Group guidelines regarding Proved reserves




Case 3:04-cv-00374-JAP-JJH  Document 364-10  Filed 10/10/2007 Page 3 of 35

These had to be based exclusively on ‘proved areas’, i.e. areas with hydrecarbons proven by well penetrations. Eady in
2002, SNEPCO commissioned SDS in Houstan to carry out 3 review of proved reserves in their fields, paying particular
aftention to the new guidelines. The result was a 130 MMboe (20 min m3oe) reduction in Proved reserves in the Bonga,
Erha and Abo fields. These reductions and the new reserves volumes were supported during an audit in September
2002.

The audit aiso concluded that booking of Bonga SW reserves (rejected by SIEP last year) was still too premature in view
of the continuing unresolved unitisation issue and the present marginal economics of the field,

7. ‘Reasonable certainty’ of development

During 2001 the SEC re-clarified their interpretation of the FASS rules regarding the booking of Proved reserves (Refs.
4,5). One of the stipulations was that Proved reserves could only be baoked for projects whose development was not
subject to ‘reasonable doubt’. This excluded projects that still faced technical or commercial ‘show stoppers'. Four
projects were identified with such potential show stoppers and with Proved reserves aiready carried pre-2001in the
Group portfolio: The Angola Black 18 project, the Ormen Lange gas discovery in Norway, the giant Gorgon gas field
offshore NW Australia and the Waddenzee gas reserves in the Netherlands. .

The Angola Block 18 project, although not fully meeting Group economic screening criteria, received project sanction
(FID) in 2002 and development is now ongoing. Booking of Proved reserves (120 MMbee or 19 min m3oe) is therefore
now fully justified. Proved volumes are still low in comparison with Expectation volurnes due to a number of areas still
requiring confirmation of ‘proved oil’ through appraisal / development drilling.

The Ormen Lange gas discovery was situated below a continentat shelf escarpment that was known to have been the
source of a major sub-sea slump and tida! wave in the North Sea some B0Q0 years aga, This risk, if still present, could
jeopardise the chances of a field development being undertaken. In the course of the last two years Norske Shell have
spent major efforts and funds, involving universities and institutes in Norway and warldwide, to assess the danger of
such a slump re-oceurring.  The unequivocal conclusion has been that the sands below the escarpment have been
compacted to an extent whereby the risk of a future slump could be effectively ruled out. Thus, project development is
now more than ‘reasonably certain’. While a 50% discounted project volume was carried to date, it is expected that full

" project reserves will be booked next year, ance the commercial framework for Ormen Lange gas sales has been -
established. ' :

The Gorgon gas field is a major gas résource {currently booked at a conservative 570 MMboe or 90 min m3oe Proved
volume) whose size and relatively remote location have thus far prevented it from being developed. There are economic
. Synergy development options with the present WPL operated LNG venture, but different ownerships have prevented an
understanding to be reached. Even so, independent economic development scenarios have been formulated (either
floating LNG or a dedicated on-shore plant),-but such a project would need a sizeable opening in the Pacific Rim gas
market, which is not likely to occur before 2010. There can be little doubt that Gorgon will be developed at some stage
(i.e. development is ‘reasonably certain'), but the timing of development is still in question. However, since there are no
clear 'show stoppers’ there seems to be insufficient reason to de-book the (partly discounted) reserves already carried.

NAM's Waddenzee fields (Proved volumes some 4 min m3oe) are still facing a drilling and development moratodum by
the Netherlands govermment until it can be demonstrated ‘with certainty’ (and publicly accepted) that there will be no
damage to this ecologically sensitive area. This proof will be challenging to give and even more challenging to become
accepted. However, public and government opinion are evalving and there are those that hold the view that these fields
will, with time, become developed. The Group's exploration and pre-development costs for these fields have been

written down in 2000. Itis the auditor's opinion, taking note of the 2001 clarifications by the SEC requiring ‘reasonable
certainty’, that reserves should be de-booked or at the very least be reviewed closely each year.

‘w.  Production licence duration constraints

Externally reported Proved and Proved Developed Reserves need to be restricted to those volumes producible within the
duration of current production licences and their extensions {if there are rights to extend). In addition, many QUs are
constrained to maximum offtake rates set either by the-authorities {e.g. OPEC restrictions), by contractual terms or by
their own export facilities, If the total valume of the OU's recoverable reserves exceeds the "box’ of offtake and licence
duration restrictions it will be difficult to book additional Proved reserves aven if additional resources are found. QUs
most affected by this are SPDC (Nigeria), Shelt Abu Dhabi and PDO (Oman). Other OUs that see some of their
resource volumes as non-producible within licence durations are Malaysia, Syria, Denmark and Venezuela. Alpresent,
some 1600 min m3ce (45% of the Group's Expectation withindicence Reserves partfalio) is reported by OlUs as being
non-producible within existing licences. Similar beyond-licence volumes can be estimated for Proved reserves, i.e. the
amounts by which Proved reserves would rise if there were no licence duration restrictions. OUs have been asked to.
provide this data also for Proved reserves but the submitted estimates for Proved reserves seem somewhal erratic (e.g.
farge variations from last year' submissions). This should be challenged with the QUs and rectified.

For a praper estimation of Proved reserves (which have to fulfil the criterion of ‘reasonable certainty') it is important that
OUs with large resources and faced with the above constraints make realistic assumptions regarding their future
production profiles. The selected build-up and plateau levets should be in line with base case Business Plan
assumptions, [n addition, post-plateay tail-end profiles should be technically defensible. Shell Abu Dhabi, PDO and
SPDC were asked to provide details of their assumed Business Plan and Proved forecasts in order to allow an
assessment of the defensibility of the latter,

Abu Dhabi provided full details and showed that the Proved forecast was fully consistent with their latest BP, with the
end-of-ficence date in 2014 and witH submitted Proved reserves,

PDO did not provide a clear answer to the query. Comparison of their stated Proved oil reserves volume against their
latest Business Plan forecast showed thal the Proved volume seems unrealistically high. The Proved developed volume
has been set equat to the Expectation developed volume and this is reasonable for 2 mature area like Oman, However,
the Proved undeveloped volumes which hava been kant laraelv unchanaed for the last few vears in spite of production
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disappointments, have now become very close to the reduced Expectation (within licence) undeveloped volumes, with a
Proved / Expectation ratio of 92%. This ratio seems too high when aceount is taken of the prefiminary nature of seme of
the recently postulated projects, which make up the Expectation case. These projects include infill drilling, water- and
gas injection and new EOR projects. Since at least some of these projects must at this stage still be considered un-
proved, it is likely that PDO's Proved reserves are averbooked. A Proved estimate with an undeveloped P/E ratio of
sorme 30% would seem more realistic and this should be reviewed.

The above would suggest that the amount of PDQ's Proved reserves overbooking might be some (92-80)% of 550
MMboe unproved Expectation reserves, i.e. some 65 MMboe (10 min m3o0e). The resulting Proved reserves of some
840 MMbaoe (134 min m3oe) would still be slightly in excess of the present ‘Tranche 1' {Mature Projects) forecast from-
the 2002 Business Plan (820 MMboe or 130 min m3o0e). ‘

SPDC did not provide any answer to the query at all. Calculation of their Proved Reserves / Annual Production ratio for
oil and gas yields time spans of 32-34 years (see Att, 3). Since only 18Y%: years remain until the end of the majority of
the current production licences (July 2019), this implies assumed average offtake rates that are double those of the
current rate in the remaining licence perod. In view of present OPEC constraints this seems highly unrealistic for the ail
‘volumes. For the gas, where additional LNG plants are presently under construction, this would at least be highiy
challenging. It is noted that last year's data from SPDC already suggested that assumed Proved reserves forecasts
were well in excess of their Business Plan. Becat_}se of lack of time, this could not be pursued further during last year's
reserves submission and accurmulation process.

The'indications are therefore that the SPOC Proved reserves during recent years have been over-estimated in relation to
then cument licence duration assumptions. The magnitude of this over-estimation is difficult to assess but a

conservative estimate, assuming an average rate that is 60% above the present rate (or an R/P ratio of some 26 years)
would suggest a Proved reserves volume that is some 20%, or 600 MMboe (100 mir m3oe) smaller than the presently
booked value. A _

The reason that such Proved reserves overbookings have arisen js that both OUs had at one stage Proved forecast
‘assumptions that were highly ambitious, i.e, a continued plateay rate of 850,000 b/d in POO and an aggressive rate
increase in SPOC. When lhese assurnptions turned out to be unfounded by subsequent disappointments {decline in
PDQ, stagnation in SPDC), both OUs failed to recognise {or chose to ignore) the full extent of the negative effects that
this would have on bookable Proved reserves. Although PDO did make a -5 rnin M3o0e correction this year, this has not
been sufficient. The challenges by the reserves auditor at end 2002 remained essentially unanswered.

The above suggests a breach of Proved reserves guidelines by PDO and, mare seriously, by SPDC. However, their
effects on current Group resarves may be mitigated by the fact that the present licence duration constraints may not
apply for much longer. PDO will be entering shortly into discussions with the Omani government regarding an extension
of the PDO licences beyond 2012, More significantly, SPDC have recently taken legal advice, which clearly indicates
that Nigerian law does provide for a right to extend ‘mining licences’ at expiry “if the lessee has paid all rent and royalties
due and has otherwise performed all his obligations under the lease”. This will now allow the presently carried volumes
to be maintained and possibly even to be expanded. However, it will not relieve either QU of the requirement to provide
defensible and realistic composite Proved and Expectation forecasts for their hydrocarbon assets, ' ‘

Both KSPDC and PDO will be the subject of Proved reserves audits this year. The subjects of licence durations and that
of realistic forecasting within the licence period will be addressed closely.

Finally, it is noted that, at present, the Group reserves guidelines (Ref. 3) do not provide any guidance about what
assumptions to take for future forecasts in these cases, in spite of a recommendation by this auditor last year. This
should be rectified. . ' . o

" PSC Resarves

Enlitlement volumes that are bookable as Group share Praved reserves under more modern style govemment contracts
(PSCs, PSAs, Revenue Sharing Contracts elc) are generally inversely dependent on the prevailing oil price. SEC/FASB
guidance states clearly that end-year il prices must be assumed for calculating future entittement volumes and thus
bookable Proved reserves, The Brent oif price at 31 Dec 2002 was 28.66 3/bi. . '

With the introduction of project based reserves by the Group in 1993 (Ref. 6) undeveloped reserves and their projects
had ta fulfit Group economic screening criteria, which included a conservative fiat rate price assumption. This
requirement was introduced to ensure that baoked undeveloped reserves had a sound commercial basis. PSC projects
had to be evaluated in a similar manner and this meant that theic ‘Proved’ praject economics were conservative, but that
entitterment volumes were inflated. Theé current project screening value (PSV) for the ail price is 16 $/bl {Brent). The fact

“that this PSV is lower than the current end-year oil price means in principle that booked PSC Proved reserves have been
overstated in comparison with SEC guidelines.

SIEP have evaluated this oil price effect on PSC reserves in the end-2002 Group portfolio and have concluded that, for
the end-year price of 28.66 $/hl, the potential overstatement would amount to 296 MMboe (47 mln m3oe). The OUs
most affected are Gisco (Oman), SEBV (Iran) and Malaysia — together accounting for 65% of this volume. Affected to a
lesser extent are Egypl, Syria, SNEPCO (Nigeria), SKD (Kazakhstan) and SPEX (Philippines). ’ .

The effect of this overstatement of PSC reserves (in retation to SEC/FASE guidelines) is compensated by the
conservative effect that the low PSV screening prices have on baoked reserves in other areas. Some OUs (NAM,
Thailand) have identified projects that are not economic at present P3Vs but which would be undertaken if PSV prices
were closer to actual oil prices. In addition, lower economic rate limits would mean longer economic life and higher
produced volumes in many fields. There are alsa some tax and royalty entiternents that are presently excluded from
PSC entittements (2.q9. Egypt), but which, at closer inspection, could be included. An evaluation among OUs at end
2000 showed that the understatement effects brought significant, but not full compensation of the overstatement effects.
itis recommended that this evaluation be repeated at regular (bi- or tri-yearly) intervals. Itis accepted that a proper

b
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evalualion may require some effort from the OUs concemed, but it is important that the presant Group practice can,
stand up to challenge. S

10. Group Guidelines — mature fields

In 1998, a revision was made to the Group guidelines for mature fields, requiring Proved and Proved developed reserves
to align more closely with Expectation reserves, in fine with prevailing industry practice. The Proved / Expectation
reserves ratios shown in Attachment 5 show that most QUs adhere reasonably well to these guidelines, particularly for’
developed reserves. Good progress in this direction was made by BSP (Brunei} this year, following a SEC Reserves
audit early in 2002, Reserves audits in other QUs with relatively low P/E reserves ratios have confirmed that there are
generally good reasons for these low values. An exarnple is SEPCo {USA) where proved reserves are held back
because of strict adherence to the SEC ‘proved area’ concept in fields with low well density. The low P/E ratio for BER
Germany (ExxonMobil) is due to unjustifiably high levels of Expectation reserves,

11. Group Guidelines — first time booking of new fields ,

in last year's report it was abserved that the introduction of reserves booking targets in OU score cards (see also below)
did encourage somie OUs to attempt booking Proved reserves in tao early stages of project maturation. Fallowing the
clarification of SEC guidefines in-2001 (requiring ‘reasonable cenainty’ of development) the Group reserves guidefines
have set minimum requirements for booking new project Proved and Expectation reserves. For all major projects this
would have (o be the passing of a VAR3 (development concept selection) review, while for major projects needing
maturation of a new gas market the taking of FID wouid be required. . -

In the auditor's opinion, the passing of a VAR3 review is too 'soft a hurdle., An important reason is that VAR teams are
rarely asked.to make a clear statement whether the VAR was good, satisfactory or unsatisfactory. As a result of this
hurdle ‘softness’ there is often a debate whether reserves can or cannot be booked (score.cards being a strong
motivator). ' :

The auditor recormmendation is therefore to strengthen the condition for booking Praved reserves for new major projects
to either the passing of FID or to another strong public commitment by the QU (e.g. a binding dectaration of -
-commerciality to the aythorities), which confirms that development is likely to go ahead. This would bring the Group
-guidelines in full accordance with the SEC 2001 clarifications. Itis the auditor's understanding that such a move would
have the support fram SIEP EPB-P HC Resource Coordination.,

12. Reserves Addition targets in Score Cards and Re#erves Management

Group Proved Raserves receive increasingly close attention by Group Management. Reserves addition targets are set
annually, both to OUs and to SIEP Directorates and these are reflected in individual and collective score cards affecting
vanable pay and bonuses of staff involved. This variable pay and management pressure may pase a threat to the
objectivity of OU staff responsible for reserves estimating and booking. SPE guidelines specifically reject such

. dependence of staff rewards to reserves booked. i

Following concern expressed by the auditor in the end-2001 reserves audit report SIEP have considered remaving
reserves addition largets from OU score cards, but this was rejected by ExCom members, who see these targets as
essential in providing business focus to OUs. The reserves targets were therefore maintained, pending further review.

ltis accepted by the auditor that score card targets are useful as powerful motivators for OUs and staff,” However, it is
the auditor's firmly held belief that the reserves addition targets in these score cards present a potential threat to the
integrity of the Group’s reserves estimates, The Reserves Coardination function in SIEP EPB-P, with its present staff
numbers, can (and does) control anly the major reserves additions, e.g. for new projects. Any smaller over-aggressive
reserves bookings may be detected by the four-year cycle of SEG reserves audits but this is not effective in stopping
these in a timely manner. Furthermore, it is rare for booked over-aggressive reserves additions, when detected, to be
de-booked again (SNEPCO being the main exception this year). The practice tends to be to keep these volumes as
‘exposed’ on the books until they have sither been overtaken by justified increases elsewhere or until they have been
thoroughly re-evaluated. :

The auditor comment is therefore that, if reserves additian targets should remain on the Group's score cards, the quality
of the booked reserves additions can only be assured in full if a much tighter control is exercised on the annual reserves
bookings submitted by OUs. Good examples of such tight control are the annual reserves audits carried out by SEPCo
in their Divisions prior to reserves changes being accepted for booking. The SEPCo audit team consists of the two
members of SEPCo's Reserves Management function, plus 1 to 3 selected staff drafted from the EPT function. In the
international sphere, such audit teams could be drafted regionally, with participation by e.g. the SIEP Reserves
Coordinator, and/or the Group Reserves Auditor andlor selected SIEP- EPT staff. 1t is understood that ExxonMobil-
maintain a 13-man team to carry out such annual reserves audits warldwide before reserves changes are accepted.

It would also be welcomed if ExCom members would maintain (and if necessary increase) awareness of the potential
effects by score cards on reserves estimates and take steps to preserve their integrity when threatened.

13. Annuat production — consistency between Ceres and Reserves

* Group share annua! hydrocarbon production is reported separately through the Ceres (now FIRST) system by Group
Finance and through the reserves submissions accumulated by SIEP. Both reports find their separate ways into the
Group Annual Report and it is therefore important thal the twa reports are consistent. OUs are strongly advised (and
indeed encouraged through a jointly signed submission sheet) to coordinate their respective submissions to
Ceres/FIRST and reserves. However, the experience is that inconsistencies still arise. A comparison has been made to
check for such inconsistencies and, where significant, these have been queried with the OU. Thus, a good overail match
has been obtained between the two submissions, see Attachment 4,

The main item of exception this year was the 2002 second-quarter praduction from the ex-Enterprise Oif assets.
Although the acquisition date was 1% April 2002, the respective OUs did not start reporting their production/ sales to
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Ceres l FIRST until the third quarter. A composite figure of all Q2 Enterprise production was obtained from Enterprise
central office staff and this was entered as one line ‘Enterprise UK' in Ceres. Reserves submissions from OUs al- the
end of the year included the full Q2-4 production and this showed up scme discrepancies in the two submissions. Since
itwas no longer possible to verify the Q2 production with Enterprise staff (the London office having been disbanded), the
discrepancy, which was not materal, was left uncomrected.

SEC Reserves Audits

Atotal of nine SEC Reserves audits were carried out by the Group Reserves Auditor during 2002. Of these, three audits -
received 'good’ opinions, the others ware 'satisfactory’. Summaries of the audit reports can be found in Attachment 6.

In addition, the auditor carried out audits on the reserves carried by six ex-Enterprise OUs. One QU (USA) was
reviewed by SEPCo staff. Summaries of these audits are also included in Attachment 6,

The programme for planned SEC Reserves Audits in 2003 and beyond is included in Attachment 7.

Electronic Workbooks

As in previous years, much benefit was derived from the SIEP- -developed electronic workhooks through which QUs had
to make their submissions. As in previous years, EPB-P staff have made a significant effort this year to ensure that
submissions were properly verified and that the accumulation pmcess was completed accurately and on time. For this
they are’ commended. .

Recommendations to SIEP Reserves Coordination:

1.

Maintain the present vigilance regarding the continued booking of Praved reserves volumes with poor justification, as
highlighted in this report and re-consider the booking of these volumes as appropriate, .

2. Consider a further tightening of conditions under which first-ime booking of major project reserves can be allowed by '

©* Group reserves guidelines. The prime condition should be a clear public commitment by the Group that development
wili be undertaken. This could be FID, but also a Declaration of Commerciality if the latter is sufficiently binding.

3. Maintain and, if necessary, increase ExCom's attention to the preservation of the integrity of QU reserves bookings in
the light of the potential threat emanating from reserves addition targets in score cards. |

4. Consider a tightening of the control on reserves changes by introducing regidna! reserves audit teams which are to carry
out annual reserves audits with QUs and which have the power to approve / disallow OU proposed reserves changes.

5. Re-evaluate the effect of using P3V oil prices instead of end-year oil prices on PSC and other reserves bookings at
regular (bi- or tri-yearly) intervals. )

6.  Ensure that OUs, in particular PDO and SPDC, prepare proper compaosite production forecasts (built up from realistic )
individual field forecasts, both Proved and Expectation) demonstrating the reasonable certainty that Proved reserves can
be produced within current licence durations, The annual forecast rates should nol exceed those presented as the Base
Plan in the latest Business Plan, :

7. Challenge OUs with regard to their submussnons of estimates of amounts by which vaed reserves should rise if there

) were na licence duration constraints. .

8. Include guidelines with respect to appropnate methods of proved and Expectation forecasting in the next edition of the
Group reserves guidelines. .

References
1. . 'Statement of Financial Accounting Standards-No. 69', FASB, November 1982

2; ‘Statement of Financial Accounting Standards No, 25', FASB, February 1979 _
3. ‘Petroleum Resaurce Volume Guigelines’, SIEP 2002-1100/ 1101 ’
4, SEC Website: "Issues in the Extractive Industries” (dated 31™ March 2001):
www. sec.gov/divisions/corplin/quidance/cfactfag. him#p279 57537
5. “Understanding US SEC guidelines minimizes reserves reporting problems”, T.L.Gardner, 0.R.Harrell, Oul&Gas
Joumal, Sept 24, 2001. .
8. ‘Petroleum Resource Volume Guidelines’, SIPM EP93-0075, May 1993
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Attachment 2

MAJOR TECHNICAL REVISIONS

Repart-30jan03.doc, Att. 2

Page 1

Country Dil+NGL Gas Description
' {10° m*) (10° s’ :
‘Dav'd | Total | Dev'd | Total
USA +7 +26 +5 +17__| Field reviews in Mars, Ursa, Holstein, Auger, plus Mars W1
USA (Aera) +6 +16 |- .| Belridge recovery review and field extensions
Brunei | +8 +8 36 +8 New method, performance reviews and appraisal
UK +4 +14 -5 +1 Performance and development reviews :
Denmark +4 +6 -2 +0 Field reviews and maturation
Russia - Sakhalin +5 - Qil viscosity revisian
Canada AQSP +95 (Near-) completion of Oil Sands Project (non-SEC!).
- | Nigeria (SPDC}) +26 EA on stream
USA (incl Aera) +10 - +12 Field development and, drilling
UK - +11 +4 Field development and drilling
Nigera (SPDC) +12 New gas plant to supply LNG-3
Netherands “+0 +11 Fieid ddlling and development
Malaysia +10 Devmt drilling plus E-11K-A comgpression mstalled
Denmark +6 +3 Development drilling
Oman (PDO) +7 : Field development and drilling
New Zealand -5 ‘Pohokura volumetric revision
Thailand -3 -1 Technical and economic revision of waten‘lood
Nigeria (SNEPCQ) -16 -4 Proved reserves review and audlt
Total Major Techn'l +184 +54 +56 +16 .
[[GTHER MAJOR CHANGES
Country Oil+NGL Gas Description
(10° m?) (10" smY) :
: Dev'd | Total | Dev'd | Total
Worldwide +64 +136 +18 +32 | Enterprise Qil acquisition
Kazakhstan +60 DOC Kashagan
Russia - Sakhalin +B Review of oil price and royalty
USA +5 Pinedale additional acquisitions
DR Congo -3 ' Divested
Iran - -8 Dilution + review of costs and entitlements
New Zealand -1 -3 -4 -7 Ditution of portfolia following 2001 FCE acquisition
Malaysia -17 Reduged PSC entitlement due ta lower offtake
‘Total Other Major +60- | +188 +14 +13 . :
OTHER MINOR CHANGES
AND TOTAL ,
Qil+NGL Gas Description
(10° m? (10° sm?)
Dev'd | Total | Dev'd | Total
Other Minor Chgs +36 +1 -5 +1
Grand Total Chgs - +280 | +243 +65 +30 .
Production -138 -138 -98 -98
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GROUP RESERVES SUBMISSIONS Attachment 3
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Attachment 4

OIL+NGL
- Firal ] ]
Country Orginal FIRST o's":;::,:“ c:':’:.’ : Finsl FIRST | Regvs c:':::‘ Comment
Subm
min bbbl 1946ma 106m1 [ 10%8m3 min bbt  10%8m3 | 1048m3 | 10~6ma -
Amirata (504) EED "
Ausiralia (WP ) 4 2.06 .
Austratia Tow) 372 5 364 8.37] at m.r2 5.36] 5,37 .04 OK (Accapt rounding error)
Brunei (BSP) . 30.846 5.8 5.8 16,845 58y 5.8% o
Brumes (FCE) 136 05 05 .38 "o 05 QK
Chirg 8672 1.38 134 | 8672 - nagl 1o oK
Malaysia 21664 - 344 .45 o 21,664 344 245 01 OK (Accep rounding erar)
New Zeatand : 1.81 . :
Mew Zeaand (SPMex-FCE) 3 . L
Mew Zeatand Yotall  10.456 1.66 1,66 10.456 1.64 1,66 fe'4
Philippines 1504 24 24 L5 2 24 OK
Thaitand 5,539 R 9 . 5839 -4 - [v)4
(Aurstrta ECH 07 03| 8 154 3 ) D) [OR Aecent rounding avor)
Denman st 8.4 8.14] 55211 a1y (AL ' oK 7 .
Germany 1.a57 3 3 . 1.857 . 3 OK
Ity 2,874 4 87 2 a7t 45 67| 3l FIRST aubmmn exciudes 0.21 m3 02 ex£0 production
Nethertands 340 54 .54 | 34N 54 L5 OK,
Norway NSEP (ind ex-£0} AB 614 1.7y 848 78 47,867 ' 7.8Y 1,49 a0 FIRST subm'n sxcheles 0,80 m3 02 ex-E0 oRhsction:  Emer
- : in FIRST - comected
LK Expra friet ex-£0) 127,657 20.0) 2209 1.73 127,887 0.0 oy 179 [FIRST subm'n excludes 1.79 md Q2 ex-0 proviuction
iCameroon (PPC) 6.153 .98 98| 8,153 .98 58] CK -
Corgo (DR} m 04 04 . 7 04 04 oK
Gaoan 16,804 2,89 17 Kaxt 16.898 .69 269 Reserves zuomission wat hased an Waorking inferest, e
. PSC entiliement share - comected.
exia (SPOC) 78545 (2.49] 12,47 -2 TH54E 1248 1247 0y . |CeresFIRST submission In emor (should be 78 405 MMsth),
. i it oo kit 1o change. Resva submission QK
- |Aby Dhabi 36.58 5.81 : 581 38,56 5,81 5a1 OK
Sovit 407 LD 45 4,07 .65 .63 =13
“fan “.a77 74 74 4877 74 T4 Jax
Cman P00 85.718 15.22] 1822 95718 15z 1524 ox
Oman Gigea 20.625 -1 )z 20,625 .28 3,29 OK
Russia {Sakhabin Hoking) $0.771 17 1.71 . 10,771 [R2| SR oK .
Rugsas (KMOGY 708 R 33 22 1,33 2 el 1 FIRST submn excludes 0.12 m3 Q7 ex-£0 production -
|eomented (+0.622 MMsm)
5 i} 18.072 247 2.87 18,072 2.87| 2 87, oK
Argentirg RIS 03] 03 7t a3 03 OK
Brazh (SOC - Meryza) 585 09 09 1- 585 odf 08 oK
Canada 208 324 2.27] -0 20.6 324 327 -0 OK [Accept rounding error)
USA (SEPCo) 19.07 : h
- JUSA {Aer). | 8,58 i
USA Totad 181212 25.85 25 111z 25 25.8 oK :
Venezuels 15738 2. 654 2.65) : 18.735 2. 2.86 | oK
Q1 Progn Ex-€0 UK, Narway, 19.073 3.0 -3,03)| 19.073 3.0 =3.0 (OUs daim QZ prodn ia 3.00, FIRST Subtwnitsion of 1.03
ltaly, Russia originaled fram EQ HO - differars:a of 0.03 lef unresoteed
Totat 865929 137.58 137.8 M58 13768  137.6 .0
) -0
GAS
c Org o Ragvs Sutumen | e Final Fri Oiftar: ¢
sunuy ARST v e m *nce FIRST R“v,’- ance omment
,Subm'n
10495ma 10*%sm3 10493ma | 10495ma
Avgiratia (S0A) 2388
“ralta (WPL) 1,494 . .
Auystratia Tata) 1as4 3.850 am 1858 3,85 004 OK {actent munding evor)
laangracesh ,434 435 Lt .41s) i OX {accexn rounding emor)
. Auned (BSR) 4,808 4806 4,806 4.80¢] | oK -
| e { 50B/ex FLE)) Aa7] R 447 447 . oK
Malgysia . 5.858 . 6855 oot ‘68564 | &85 -.001 OK (aceept rounding error)
Mew Zeatand (STQS) 4,627 . ’
Hew Z.e:l.anu(SPWg-FCE) RE| . .
New Zealand Total| 4751 4.757 00 47571 4.757 . Minoy error in Cares/FIRST - carected
Prifppies .64 .36 001 368 36¢] 001 OX (3ccent rountding eror) :
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, constraint '
Cenmark 1z 123 OK,
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itaty 07X 02 Kir-: B FIRST sutun'n axchides 0.022 m3 Q2 ex-E0
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- {Mooway (NSEP) 2 4508 , 258 Ko FIRST subm'n exciudes 0,089m3 Q2 ex-EQ production
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USA (Aera) 054
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Totat 97,55 97211 a n,;:u.‘ M -0
- -0,
Y LONO00142077
FOIA Confidential |
Report-30jan03.doc, Alt, 3-5 Page 2 Treatment Requested | 01/12/03




Case 3:04-cv-00374-JAP-JJH  Document 364-10  Filed 10/10/2007 Page 10 of 35

MATURITY OF PROVED OIL+NGL RESERVES - BY OU Attachment 5.1

1.1.2003 DEVELOPED OIL+NGL RESERVES
Fields / OUs Proved / Expectation ratios vs maturity
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MATURITY OF GAS RESERVES - BY OU Attachmment 5.2

1.1.2003 DEVELOPED GAS RESERVES
Fields / QUs Proved / Expectation ratios vs maturity
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Attachment 6
2002 SEC RESERVES AUDITS - MAIN QOBSERVATIONS S

SHELL MALAYSIA E&P: SMEF gas reserves were based on the ambitious postulation that proved gas reserves were
equal to expectation reserves. The justification for this was the fact that a portion of lifecycle gas reserves was due to be

- produced after the end of current PSC licences (hence not'part of reserves) and that any shortfall in gas would be
compensated by gas being brought forward from this beyond-PSC gas, thus not affecting the within-PSC Proved gas
reserves. The auditor opinion was that the scope for backup from beyond-PSCHicence production volumes could be more
limited than thought. This could imply an overstatement of curent Proved resecrves and.should be evaluated properly.

Recavery factors in some of the smaller updeveloped gas'ﬁelds could be averstated in cases where 1- or 2-well subsea
developments could be affected by premature well failure necessitating an earlier than planned abandonment.

‘The reserves audit trail was hampered by lack-of ready access to @ report or note showing the link between 100% lifecycle
volumes via PSC licence volumes to Group share entitements. The auditability of the reserves accumulation process was
therefore inferior to that seen in the large majority of other QUs. :

The audit opinion was salisfactory.

~ No specific respo.nse to the audit recommendations was made by SMEP prior to the end-2002 reserves submissioﬁs.
However, SMEP have reduced their PSC gas entitements foliowing indications of lower future offtakes; pushing reserves
beyond end-of-licence. This has mitigated the observation made regarding the possible overstatement of gas reserves. '

BRUNEI SHELL PETROLEUM SDN.BHD: BSP followed well documented procedures in their annual reserves reporting

. process. Audit trails have historically been a strong feature in BSP reserves reporting and their high quality was confirmed
during the audit. The.most significant comment related to the conservative nature of 8SP's Proved reserves, in particular
Proved developed reserves, many of which were too low and not in accordance with current Group guidelings. Although
decreased substantially in recent years, the continued presence of legacy reserves’ remains an area of concern. These
are undeveloped reserves that have historically been booked in reservoirs but for which no clear activities had been
identified (in line with prevailing practice at the time). These reserves should be addressed at the first available opportunity,
while striving to avoid major reserves swings. ' :

The audit opinion was satisfactory.

Very good progress.has been made by BSP in addressing the conservatism in their Proved reserves estimates and in
weeding out remaining Proved ‘legacy’ reserves. This is commended.

SYRIA SHELL PETROLEUM DEVELOPMENT: -As a result of a previous lack of study effort, the undeveloped reserves
partfolio was very thin (only 2 years’ production). Many of the undeveloped recoverables were stifl booked in the ‘scope’
categories. The reserves reporting culture in AFPC tended to encourage conservative reserves booking. Both AFPC and.
S3P0 maintained good audit trails and comprehensive process controls in their respective reserves estimates and
submissions. However, there was no consistent procedure of determining the Low/Proved vs. Expectation reserves in -
AFPC and this should be developed and documented. ‘

There was a possibility of an understatement of SSPD enlitlement reserves due to the lack of maturation in the
undeveloped reserves portfolia, and the conservative nature of AFPC reserves estimates. Appraisal ('Deep and Lateral’)
reserves should also lead to reserves additions when appropriale provisions will have been agreed under the PSCs.

The audit opinion was salisfactory.

Modest changes were made to $SPD's Proved and Expectation reserves portfolio during 2002, Reserves replacement
ratios were 140% for Proved developed reserves and 103% for total Proved reserves. ’

SHELL NIGERIA E&P Co (SNEPCO): SDS in Houston had performed a commendable effart in re-evaluating the downside
risk of poor lateral communication in the SNEPCO turbidite fields. Proved volumetric estimates were also reviewed in the
light of their needing alignment with 'Proved Areas’ as defined by FASB and recently re-asserted by SEC. Inline with these
evaluations. the audit supported the SDS proposal to book @ Group share Proved Undeveloped oil volume of same 72 min
m3 per 1.1.2003. This compares with a previously (1.1.2002) booked volume of 90 min m3. The reason for the reduction
was that SNEPCO had booked Proved reserves additions in recent years that were not in accordance with SEC guidelines.
First time booking of Bonga SW per 1.1.2003 could still not be supported with the present marginal economics and
unresolved unitisation issues. i

The audit finding was that the proposed Proved reserves were in line with the appropriate Group and SEC Guidelines. The
audit opinion was satisfactory. ' ' . ’

The reserves reductions have been fully reflected in the 1.1.2003 reserves submission,

SHELL BRAZIL EP (Merluza Field): The Proved Reserves submissions for the Merluza fields were made largely in
accordance with guidelines, with only a few minor corrections being required. These related mainly to the correct (Business
Plan) forecast to be used for the submission and the inclusion of own use and fuel in reported reserves and annual sales
volumes.

The audit opinion was satisfactory.
A small (negative) correction was made o the Merluza reserves per 1.1.2003.

SHELL EXPLORATION BV (IRAN): SEBV followed gaod procedures with respect to the technical subsurface evaluations
that are custormary during oil field development. Evaluations of life cycle recaverables from the two fields {Soroosh and
Nowrooz) were sound, although the history matches could be fnrtt}er refined. The relationship between life cycle reserves
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and Group share reported Proved reserves was very remote, as the reported reserves were derived from a fixed fee plus
cost recovery remuneration that is hardly affected by (or rabust to) downside and upside risk. The result was that booking
of the reserves ¢odld be seen as disagreeing with the letter of the Group guidelines and (less clearly} with the SEC ~
guidelines, which apparently require a compensation that is more directly related to oil production levels. The as yel poardy
defined status of SEBV involvement in 100C operations in the field after completion of development is a further
complicating factor. However, SEC staff have (unofficially) agreed with reporting of proved reserves in similar cases,

- seeing the exposure of invested capital to risk as an important factor, Hence, the SEBV booking can be accepted.

-The present Group accounting and reserves booking rules lead to unrealistically low UOP depletion charges because of the.
disparity between current oil prices and PSV assumptions. This is an unavoidable effect of the present rules,

The audit opinion was ggod.

A significant reduction in Group share reserves was reported by SEBV at end 2002. These changes were due to a dilution
of ownership during 2002 and a revised view of economic parameters. It is understood that other operators (TFE) disciose
their Iranian reserves on a similar basis. ) .

USA~SEPCo (AERA): SEPCo and Aera followed well prescribed proceduras in their annual reserves reporting process
and there were no Apparent deficiencies in these procedures. Particular commendation was made of the comprehensive
vetting of detailed Aera reserves volumes and changes by SEPCo staff who then apply their own view and selection to.
these volumes before submitting them to SIEP. Only minor comments were made regarding the accessibility of some of
SEPCO's spreadsheets and on the usefulness of abtaining some further data from Aera (STOIIPs, cumulative productions,
gas GHVs). : B

The audit opinion was good.

A significant increase was booked for Aera Proved reserves at end 2002, following a.documented justification by Aera of
their forward projections of well production rates in the Belridge field. : ’

SHELL DEVELOPMENT ANGOLA: The new Proved reserves estimates prepared by 508 during 2002 were in agreement
with the Shell Group and SEC guidelines and these estimatas could be accepted. The Proved estimates were curtailed by
the fact thal some of the six_exploration and appraisal wells were drilled in.not fully representative portions of the reservairs
(crestal and/or behind major barriers). Hence, in accordance with SEC and Group guidelines, some significant portions. of
these reservoirs had to be considered as unproved and their associated recoveries could npt be included in Proved
reserves, Some limited portions of the unproved volumes could become proved later if a proper procedure is developed for
accepling seismic evidence of OWCs in channelised turbidite reservoirs. The planned temporary disposal of gas by re-

. Injection into one of the reservoirs (none of which are suitable) may become an area of serious concern if the planned LNG

- plant should become delayed. '

The audit opinion was good.
The new Proved volumes have been fully reflected in the 1.1.2003 reserves submission.

SHELL DEVELOPMENT & OFFSHORE PAKISTAN BV: Proved reserves had been booked in two fields, The Bhit field
(Pab reservoir) and the Badhra field {Moghut Kot reservoir). The Bhit field was under development (first gas expected in
January 2003) and the booked proved reserves were largely sound. More detailed modelling, planned by the operator
{Lasmo/ENI) should address reservoir'connectivity issues in more detail. As for the Badhra field, the audit found that the
booking of Proved reserves in that field since 1,1,2000 {follawing discovery of gas in the Moghul Kot reserveir in 1999) bad
been far too premature, A sizeable portion of Proved GIIP had been booked below Lowest Known Hydrocarbons but, mare )
importantly, the Badhra development project is still very immature and more appraisal is needed before a development plan

. ¢an be formulated. In addition, there are environmental issues which may prevent any development altogether. Booking of

- reserves under those circumstances is in conflict with SEC and Group guidelines. B

The audit opinion was satisfactory.

Badhra reserves have been de-booked at end 2002,
EX-ENTERPRISE OIL OU AUDITS:

EQ-UK: Total Proved and Expectation reserves originally booked by EOUK were largely confirred but Proved developed
reserves were not always prepared with due care. Developed gas reserves in Pierce and Nevis had to be re-classed as
undeveloped by SUKEP because the necessary infrastructure is not yet in place. A major surprise was aiso the severe
reduction proposed by SUKEP in Proved develaped recoveries in Beryl, Skene and Scott. If confirmed, these would cause
significant depletion charges against net income. The precise reason could not be established during the 2¥day audit and
this should be investigated urgently. The most likely reason was too pessimistic Proved volumes forecasting by SUKEP
(ex-EQUK) staff, but less than caretul (and tog optimistic) bockkeeping by EQUK in pre-Shell days could be a contributing
factor. New proposed Proved volumes were in some cases too low in comparison with Expectation volumes and these
should be reviewed. SUKEF are in the process of reviewing the fields and estimates concemed. -

EO-Norway: The total Proved and Expectation reserves originally booked by EON had to be corrected downwards by
NSEP in a number of cases because of undue opltimism in some of the original EON estimates and because of
disappointing (post-acquisition) reservoir evidence. These revisions were accepted as reasonable, The main exception .
item was the proposed boaking of 14 min m3oe EON share Proved reserves {18 min m3oe Expectation) in the undeveloped
Skarv and Idun fields, Development of these two fields still faced major decisions regarding gas export timing and route.
Hence, the project was at the present stage too immature to allow reserves ta be booked. £0's bookings could only be
maintained-if there were to be certainty that BP's aggressive schedule could be maintained and that a serious project

Repont-30j2n03 doc. Alt. -7 FOIA Confidential " 012103
: Treatment Requested . LON00142081




Case 3:04-cv-00374-JAP-JJH  Document 364-10  Filed 10/10/2007 Page 14 of 35

commitment could be taken earty in 2003. SIEP advice to NSEP (supported by Excom members) has beeh that Skarv and
ldun valumes should not be booked this year and they have not been included in NSEP’s submission. ' .

There was confusion among the ex-EQ staff regarding the precise volumes carried as Proved developed reserves irTLhé
respective fields. Data provided at the audit did not agree with data obtained directly from EO (see Att. 2.3). The issue has
been resolved by NSEP's re-assessment of all Proved and Expectation reserves.

EO-ltaly: The originally carried Expectation Reserves volumes in all three fields were based on reasonable assumptions
and model calculations. However, the future production performance of the fields was still subject to a very wide range of
uncertainty and this seemed insufficiently reflected by the ratio between Proved and Expectation reserves in the Monte Alpi
and Tempa Rossa fields. Proved Reserves in these two fields seemed therefore oo high. Since the audit, the field models
have been re-run against negative scenarios but the QU claims that no realistic downside scenarios could be found which

. matched the present production performance and which resulted in recoveries that were materially lower than the present

. Proved volumes. Hence, the volumes have been maintained. '

In addition, there were still significant unresolved commercial issues (including poar economic viability) in the development
“of the Tempa Rossa field. Reserves booking in Tempa Rossa should have been kept pending until these issues had been
resolved. Subsequent to the audit. a VAR4 has been carred out and this confirmed the immature state of development
(even a VAR3.would not have been passed). Hence, the Tempa Rossa volumes remain not bookable in accordance with
the SEC and Shell guidelines. The SIEF advice (endarsed by ExCom members) has been that only Phase | reserves .

(some 50% of Tempa Rossa volumes) should remain on the books at 1.1.2003 since the operator (TFE) maintains that FID .
is imminent. However, it was advised that this booking should be critically reviewed'at 1.1.2004 with a view lo-debooking all
Tempa Rossa volumes if there should be a lack of substantive progress towards project sanction during. 2003.

EO-Russia (KMOC): The audit found that the non-availability of documented and detailed field data prevented a proper
full-scale assessment of the Enterprise / KMOC resarves evaluation process. However, it was clear that the assets were
technically and commercially not mature and that, if this were a regular Shell asset, Proved and Expectation undeveloped
-reserves would not have been booked on the scale that they have been by Enterprise. The impending funding shortage
raises significant uncertainty regarding the extent of further field development, particulary for the East Bank fields, which
require a river crossing and new infrastructure to export the oil. The recommendation is to book undeveloped reserves only
for the West Bank fields to the extent that development has been sanctioned by the authorities and to defer any booking of
~ the remaining and East Bank reserves until the funding shortage has been resclved and until proper Field Development
Plans have been issued by KMQC and approved by the authorities, :

A rather superficial SEC Proved reserves review was camied out by Ryder Scott in 2001 'and this was used by EO as the
‘basis for the Proved reserves disclosed for the company (as an associate company halding) in its end-2001 submission -
(20-F) to the SEC, The undeveloped reserves reported by Ryder Scott took at face value KMOC's statement that

- development was certain and this seems now a toa optimistic assessment. ’

SIEP advice, endorsed by Excom members, has been that the ex-EQ volumes shall be included in Shell’s externally
reported Proved reserves on the same basis that EO reporied them, i.e. on the Ryder Scott assessment.

EO-Brazil: Recbveries carried by EOB appeared to be on the high side when compared against empirical turbidite
recovery efficiencies suggested by earlier BRC/EPT work. However, pressure observations in the recently drilled wells do
seem to be more favourable than suggested by the lowest of the BRC scenarios and the present reserves estimates can .
therefore be maintained. Detailed simulation, based on information from the new wells and improved seismic modelling is
underway and this must be completed in the course of 2003 to allow a better foundation of reserves estimates. The audit
trail of water injection facilities design is poor (but necessary for bocking water injection reserves) and a review may be
apprapriate. Because of a smat royally in kind payable to the State, thé reportable net reserves share percentage is lower
than the percentage share in the venture (77.6% vs, 80%). :

EO-lreland: EEl have made a comprehensive series of assessments of in-place and recoverable gas volumes, The only
issue of some concern is that of the current appeal against the building permit for the onshore gas processing plant, which,
if sustained, would bring the Corrib field develapment into serious jeopardy. In that case, which EE consider unlikely,
Proved reserves would.probably need to be de-booked. Developments regarding the building permit approval process are
being followed closely. _

EO-USA: The audit was camied out by Rod Sidle (SEPCo Reserves Manager). Only one asset (Boomvang) carried Proved
reserves. Although not well founded and somewhat oplimistic, these reserves were accepted for the time being. They
should be reviewed again following the availability of production perfarmance in 2002 and 2003. The audit trail for the
reserves is poor, e.g. with regard to volumas possibly not in EQ acreage. Most reserves were booked as developed at
1.1.2002, even though weills had not been completed yet (against SEC and Group guidelines). This has now corrected
itself since production has started in Jjuly 2002. . The passing of a VAR4 in Llano in October 2002 will mean that reserves
¢an be booked for this field per end 2002,
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SEC RESERVES AUDIT PLAN - 2003 Attachment 7

COUNTRY [ Size~ 1 1933 [ 1354 | 1995 | 13d6 | 1997 | 1994 | 1999 } 2000 [ za01 | 2002 [::3663:] 2004 | 2005 | 2006 |
ECYPT M/S X X A
PHILIPPINES M/S 5 . X P
BRUNE! (SDB) MIS 5 A
THAILAND M5 x ] ox B
JCAMERQON (P ecten) M/S M - {X) A
MIGERIA -5PDC ’ L ox X . % . P
ABU DHARY L X X -
OMAN L X . X P
KAZAKHSTAN-OKIOC L A
RUSSIA - SALYM
VENEZUEL A L X '
ARGENTINA MIS X X
GABON Ms X X p
BANGLADESH M/S 3 X p
NORWAY A X P
RUSSIA - SAKHALIN M/S s X P
EO - RUSSIA (KMOC) MIs P
AUSTRALIA ’ L X P
USA (SEPCo) L i X P
NETH. NAM Lox, X X . P
GERMANY Lox X X P
CHINA (SECL)} ws 3 X P
ux L b4 X x P
DENMARK : yox X X P
AUSTRIA WS X x P
EQ-ITALY M5 P
EOQ - IRELAND IS . P
NEW ZEALAND L X P
MALAY S1A L] X X X : P
BRUNE] L X x X P
IRAN L $ X P
SYRIA MIS X x P
BRAZIL (5BL) Mis . " X P
USA (AERA} L $ x. P
NIGERIA - SNEPCO & |1 x X P
ANGOLA S $ X P
IPAKIST AN MIS 3 X P
EO - USA MIS X
EO - UK 8 X$
EQ.- NORWAY' Ll Xxs
EQ - BRAZRL Mis XS
CANADA B L]
DR CONGO (ZAIRE) WIS X
NAMIBIA
Audit Status: Audlt frequency:
X = Completed $ = First SEC resvi subm'n All OUs once every 4 yoars,
A = Accaplad * = First 5EC subm'n via SIEP First audit within 2 yrs after first submission.
P = Proposed L ;> 30 min mloe SIS Exceptions possible in casa of major reserses changes,
MI5 : < 30 min m3oe SIS |

)1 = First audit

critheal audit reports ar opportunities o cambing with other audits

FOIA Confidential ‘
Treatment Requested

Repon-30jan03.dec, Al 6-7 Poge 4 1 ONC0O142083 01/12/03




Case 3:04-cv-00374-JAP-JJH  Document 364-10  Filed 10/10/2007 Page 16 of 35

Initial draft —= 21 November 2003 — v1
Terms of Reference

External Commitments Audit

Auditee: .

Principal auditee: Group Finance Director
“Functional auditee: Group Controlter

_Béckground:

The Group has made substantial commitments to shareholders to reduce costs in its core
businesses, achieve global $avings through major projects in IT and HR, and synergies
through acquisitions. B .

Scope:

An audit will be conducted in order to assess the level of assurance around the achieverment
of these objectives. The controls framework for tracking and manitoring savings and
synergies will be assessed; as will the quality and integrity of the data underpinning the

externally reported progress in achieving these.

In order to achieve the maximum possiblé coverage in a short time, reliance will be placed on
audits conducted to date in these areas (see Appendix 1). An analysis will be performed on
the overall findings from these audits as part of the report. :

- Two audits currently being conducted in GP (Non-externally audited inforrmation disclosures)
and SOPUS (PQS) will include specific focus on these areas. : '

Finally, additional fieldwork will be performed to assess specifically the quality of:
» Feed through to the cost savings and data in these areas compiled by Group
Reporting: . .
« Consistericy over time and across businesses of cost and synergy reporting
definitions. ‘ : Lo ‘ i
»  Specific studies conducted to date, such as KPMG's analysis of cost savings in EP
and work done in 2001 by the Group.Controller’s department that assessed the

NN quality of savings in the different Businesses.
Resourcing:
Lead: Peter Efam, European Internal Audit Manager
Co-auditor(s): Harrie van Dekken, EP Senior Auditor
Additional resources (tbd) - .
Support; 2 auditors from European Intemnal Audit Tea
Timing:

Analysis and fieldwork to be concluded by end December.
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Appendix 1
AUDIT NUMBER

CCr2002.12

CHOE-OE11.
CHPBU-12

EPA-001 -

EPBRA-002 .

EPEXIAC/03-519-A15

'EPNIG/025-03

EPNlGMzz-oa_
EPS12003.68 -
OP/007
OP/2003.04

OPEAZONIT/Q01

OPSE-03-070
OPSE-03-071

OPSERE-03-117

OPSEMSD-03-301
OPSERE-03-145

OPSE-HP

Case 3:04-cv-00374-JAP-JJH Document 364-10

AUDIT NAME YEAR

HR Galaxy Project 2002

Management

OE T&R Process 2002

IT Spending 2002

GCR Shell Exploration China 2002

Lid: -

MIS/Cost control 2002

Enterprise Qil Savings_ Review 2003

Strategic Cost Leadership . 2003

. Cost managemnet & 2003

management accounting

Cost Management in EP 2003

Servcos plus STEP FS-

SCITe Project Management 12002

Review

SCITe Project Follow-up 2003

Review

fT"Cost Management ‘ 2002

DEA. Synergy realisation 2003

Program Office

DEA. Synergy realisation 2003

Business Projects

DEA Polang’ 2003

Cost Management 2003

Cost management - o(terheads 2003
. Simplification & Standardisation 2002

. FOIA Confidentia)
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ACCOUNT MANAGER

Opinion UNA
not in Galileo

Vincent Moolenaar

Peter Dix Chermiicals. O

Seh Chong.Chng ‘ Chemicals, O

Ken Marnoch E&P China, ¢

Sandra Saldanha * E&P Brazil. C.

Harry Brekelmans Review of syr

Frank Numann Opinion FAIR
Frank Numann Opinion FAIR
Ken Marnoch Opinion FAIR
Vincent Moclenaar Opinion UNA:
Vincent Moolenaar Opinion FAIR
lan Crawford Opinion FAIR

* Peter Betker -Opinion GOQ
Peter Betker Opinion GOQ

Trial to combi
(contribution 1
sanitised by ¢

Chn'stopﬁ_e Grolleau

Cost manage
“FAIR

Lizette Upton

Cost manage
Retail. Opinig

Christophe Grolleau

SEOP Proces
Simplification
Opinion UNS,

Peter Elam

LON00142085
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OPSE-SP

OPSEFN/CP

OPSOCCA-02-1A0003

RN_de4 3

SITIDS-009

SITIDS-010

SITIPS-001 -

3P3-2003.01
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Strategy & Portfolio 2002  Peter Elam
Contracting & Procurement 2002  Peter Elam
Structured cost reduction 2002 Hector Hemandez
RN Glebal Governance 2002 . Frank Lemmink
ITOS Gi Operations 2002 Doug Webster
ITDS/ITPS Manage cost & 2002  Doug Webster.
recovery
SAP Megacentres 12001 " Doug Webster
Shell People US 2003 Frank Lemmink
implementation Project '
Management

FOIA Confidential LON00142086

SEOF Strateg
GOOD.

SEOP Ca&pP -
contracts in N
UNSATISFAC

SCCA Struct ~
Initiative. Opi

Renewables,

 Opinion UNS,

Opinion UNS,

Project audit,

Opinion FAIR
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From: Sidle, Rod RE SEPCO

To: Pay, John JR SIEP-EPB-P

CC:

BCC:

Sent Date: 2003-04-04 22:18:51.000

Received Date: 2003-04-04 22:18:55.000

Subject: FW: Organisation Option: "Reserves Manager"

Attachments: Oil & Gas Reserves Committee Meeting 4-9-03 , Reserve Mgmt

Proposal Staircase.ppt
John,

To keep you informed, | am sending a note | have provided to key parties in the EPW
reorganisation to express my thoughts about a Reserve Manager position regionally. If | am
not shot (or even if | am), | hope this is seriously considered to help you and Shell make
improvements in our situation.

Regards,
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:; Sidle, Rod RE SEPCO

Sent: Friday, April 04, 2003 4:14 PM

To: Banister, Gaurdie GE SEPCO; Haines, John E SEPCO; McKay, Aidan A SEPCO:; Jefferis,
Bob G SEPCO; Ryan, Rob R SEPI-EPW: Williams, Charlie CR SEPCO

Subject: Organisation Option: "Reserves Manager”

To all,

Some of you have seen the one-page diagram (attached below) developed to propose a
change to our current organisational structure working HC Resources. As you know, this is
now a network headed by the Group HC Resource Coordinator, John Pay, in EPB-P with links
to OU staff (eg, many OU just have a part-time resource coordinator) or an QU group (some
OU's, eg, SEPCo, have full-time persons). This has been fine when all we want is reporting of
volumes.
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However there is evidence to suggest we may need to change our approach. Consider:

* RRR for 2002 impacted by major reserve reduction for volumes booked incorrectly (outside
Group and SEC guidelines) while our competitors (XOM, BP) continue to report reserve
additions more than their production

* Group Reserve Auditor recommends several changes to Shell proved reserve booking
process including regional "challenge” sessions before reserve changes are booked

* A recent survey of 20 larger OU's on reserve reporting processes shows some OU's do not
understand the fundamental SEC "proved area" concept (and one QU believes it does not
apply to them!) and several OU's provide no training to staff on proper reserve booking
practices including new guideline changes.

* Recent inquiries by the SEC to Shell (and other O&G companies) show a heightened interest
in "assisting” SEC registrant companies in understanding and complying with SEC reserve
rules

One option - change our mission from reserve reporting to reserve management. This means
change from the "reactive” work of just reporting to the "proactive" work of training, consulting,
identifying and challenging to assure complete and accurate capture of our reserves. Then use
this data to help steer work activities to increase understanding of options to further increase
reserves. This has been the mission in SEPCo for some time. It was explained to Group-wide
audience at a recent workshop on reserves including 10 OU reserve coordinators and was
recognized as a best practice. Likewise the combined Global T&OE Reservoir Engineering and
Petrophysics DL Leadership Teams in considering processes needing to be global standards
recommended a Reserve Management process like SEPCo's be implemented under a
Regional Manager.

For EPW, this may seem like a modest change from our current situation and not a full-time
job for such a manager. However, the proposed role of the EPW Reserves Manager would be
expanded in two areas:

* External to EPW/Internal to Shell - It is critical the "regional" reserve manager be a "dual-
citizen" of both the region and EP Centre. This means representing the region interests to the
Centre and Centre interests within the region. The collective regional managers will act as a
reserves team led by the HC Resource Coordinator to assure proactive methods such as
annual and Group-consistent training is provided, local expertise is available to provide
consultation, reserve issues are understood and addressed in major projects, etc. The Group
Reserve Auditor recommended "challenge” sessions would review proposed major changes
before ARPR submittal using a panel of the local regional reserve manager and others from
this reserves team. Additionally the EPW reserve manager will initially also work to provide
SEPCo learnings and practices to other regions to assist in their developing a global process
based on our practices.

* External to Shell - Much of the industry resources and activities related to reserve reporting
are US-based. This includes the SPE Reserves Committee and several recurring professional
society meetings which focus on reserve issues (SPEE annual SEC Reserve Definition Forum,
SPE bi-annual HEES). Active participation keeps Shell's information on industry concerns and
practices (and competitor situations) current and allows Shell to help steer industry efforts to
resolve common issues. (Example: see attached SPE Reserve Committee agenda with two
topics included at Shell's request). The EPW member of the proposed Shell reserves team can
most easily participate representing our global interests and issues. Currently this is done
informally with low priority by the SEPCo Reserve Manager with no official mandate to
represent global Shell interests (in fact, some in Shell Centre refuse to allow such sharing of
global Shell reserve issues with "just a QU staff" -- thus another reason to be a "dual citizen").
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This proposal may not be what we choose to do -- that is fine, as long as we do something to
change our reserves results. Remember the old adage about the person who does the same
things the same way again and again but expects a different outcome......

Thanks for reading this far. | am very pleased to have the chance to be "heard". Please advise
if you would like to discuss this further.

Regards,
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
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