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- Attachment 10 Alte'rnéﬁve Non Operator Models

In pte\nous non Opetated ventures, Shell has typically employed a rather passive approach
.. described variously as “Let the Operator Operate”, “Lets be friends and educate the Opetator”
- through to “Active Stewardship”. These will be Jllusttated with examples. (See attachment 9)

- “Lct the Opemtor operate” was the mmal mandate for out early mvolvement in the BP—operated
. West of Shetlands project Foinaven, with Shell an almost silent investor, contributing little (other

_-than finance) and also extracting very little knowlédge ot learning from the venture. By way of
example in the pre-FID phase of Foinaven, Shell had only 4 dedicated staff: a NOV manager, an
experienced geologist and facilities engineer, and a Commercial /Joint Venture manager. This .
team was supported, by discipline skills from a matrix organization within Shell Expro onanad -

. hoc basis. A fundamental belief and confidence in the capability of the operator drove this '

. approach. However, there was also a desire not to subject BP to the demands of a rigorous

'challenge process, which had been 2 time-consuming, feature of Shell Expro s joint venture with
Esso in the North Sea. : :

. 'When it becarrie clear that BP’s s capabilities had been seriously overestimated and the WofS
projects ran into difficulties, Shell adopted an mcreasmgly proactive role, as it transitioned
. through various different non-operator models. Initially the nonconfrontational “Lets be friends
. and educate the operator” model was employed.. Thé initial emphasm was on partnership,
" sharing our knowledge and trying to educate the: ‘operator with the objective that all parties gain.
‘Whilst this approach helps reduce value erosion, it provides little additional benefit in terms of
lcarmng and actually enables our competitors to learn from us. We are also unlikely to receive
any recognition ot PR value/' ws:bnhty for our contributién.

Ultimately, Shell moved to “Active stewardship” and “Full intervention” models on the
Schiehallion project, identifying key focus ateas for its own activities and with a much higher
degree of intervention. This is closer to the approach proposed above but a highet level of

- manpower, involvement, and contractual control are also being advocated for future NOVs.
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Indicative Dedicated Shell Team Resources, continued.
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NOTE

Subject: Angola Block 34

Block 34 is the last unlicensed block in the uitra-deepwater (UDW) area of the highly prospective
Lower Congo Basin offshore Angola. A proposal to submit a bid for a 30% share in Block 34 was
presented to CMD on 10™ May. Signature was deferred because the invitation to bid was not
forthcoming. In the expectation of receiving this invitation in September, the proposal is brought
forward again.

Current position in Angola

Shelt holds 50% equity in Block 18 (BP operator) in the Lower Congo Basin and 10% in Block 21
(BHP operator) in the Kwanza Basin. The first three exploration wells in Block 18 (Platina,
Plutonio and Galio) discovered oil reserves of 520 MMbbls (100%). We expect to book
300MMbbls (Shell share) of Block 18 reserves in 2000.

The fourth exploration well, Paladio-1 is nearing completion and looks very encouraging
(140MMbbis, with possible upside). Two further wells will be drilled in 2000. In total we expect to
increase proven reserves to 900 MMbbls (100%), sufficient to move into the development phase
in 2001. First oil is expected in 2005.

Proposed strategy for Angola .

Shell Angola's strategy is to grow a malerial business that would produce 500MMbbls equity
crude over the next decade, and to regain operator status. Increased confidence in the viability of
a cammercial development in Block 18 forms the basis of this strategy. To improve the materiality
of the business in the longer term, however, a successful bid for equity in adjacent Block 34 is
essential. Block 34 is adjacent to Block 18 and will create a corridor to the ultra-ultra deepwater
region (bid round expected in 2001). The attractiveness of the latter has increased due to its
simitarities with BP's recent Crazy Horse discovery in the Gulf of Mexico. The technical validity of
the evaluation has been reviewed by Shell Deepwater Services (SDS) as part of their Lower
Congo Basin Regional Framework Study.

The Block 34 opportunity

Sonangol has been promising to license the block for the past year, but the invitation to bid has
been postponed month-by month. When invited, it is proposed to submit a bid for 30% equity.
Other partners will include Sonangol (20% Operator) and Norsk Hydro (30%).

The economics, robust at PSV14 but marginal at PSV10, support paying a signature bonus of up
to $425MM for 100%. Shell Development Angola B.V. intends to make an initial bid of $335MM in
signature bonus for 100% interest, but ask for flexibility to negotiate this bonus up to a maximum
of $425MM. It is essential to obtain a discount of $30MM on the actual payable amount, in
recognition of earlier agreements between Shell and Sonangol. Therefore, SDAN seek approval
to pay up to $97.5MM signature bonus in cash in order to acquire 30% equity in Block 34 (30% of
425, minus 30 = 97.5).

The bid will be on the explicit condition that Shell plays a key role in the development and
operations phases through SDS. It will propose discussions on our technical involvement, through
which Shell will act as the de-facto operator and Sonangol can salisfy its aspiration to become a
credible deepwater player This will serve to safeguard the considerable investment in water
depths that require frontier technologies. If Sonangel's final offer to Shell would deviate
substantially from this expectation, the venture loses attractiveness and should not pursue it
further,

Estimated rewards for this Block are 2 billion bbls MSV UR. The perceived value of the block
(30%), without signature bonus and assuming Senangol is carried during the exploration and
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appraisal phases and that three successful wells prove up 600MMbbls, is $500MM NPV7 @
PSV14. The unrisked VIR cycle is 0.40.

The opportunity for entering Block 34 was not foreseen in the 2000 EP- Business Plan. This
proposal will therefore require supplementary funds of $180.2MM to cover the signature bonus
and Shell's share of expenditure required to complete the work commitments of the initial four
year exploration phase (purchase of 5000km? 3D seismic and four wells).

Issues and Reputation Management

There is increased scrutiny of the activities of oil majors in Angola by NGOs and a need for
increased transparency and social responsibility,. The Attachment to the GBP covers Shell's
position on the issues, risks and reputation management in Angola. An action plan has been
developed and the bid will contain both mandatory and discretionary contributions to social
development projects paid for out of the funds being requested. The discretionary programme of
up to $IMM/annum (benchmarked against other majors) will be under Shell control. The end use
of this fund and an NGO partner will be identified through a process of transparent stakeholder
consultation.

Endorsement of Shell's bid for Block 34 as per the attached Group Budget Proposal is requested.

EP, 30™ August 2000

LONOOS?
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MEMORANDUM TO THE BOARD OF SHELL PETROLEUM N.V,

GROUP BUDGET PROPOSAL
ANGOLA: BLOCK 34
Project Title Business Commiittee
ANGOLA BLOCK 34: Acquisition of Ultra-Deepwater EP { Ref. No.
Acreage
Company Name Equity Interest Other Shareholders
Shell Development AngolaB.V. 100% N/A
Key factors
Concession Partners (likely) Start date
Block 34, Deepwater Angola Sonangol (Operator) : 20% 1 May 2000
Norsk Hydro : 30%
Braspetro 0 20%
Shell 1 30%
Shell Interest (currently) Expectation of reserves Expiry date
0% 820 MMbbls @ 0 cut-off (100%) 30 April 2004
Financing
Financing Available. Amount US$ min 2000 Angola Expex Amount US$ mln
. B | [ Budget Status
SPNV Existing Loan Facility 160.5 Approved Amount 85.5
(included mandated)
Additional Loan Required 180.2 2000 budget L.E. 79.9
Total Loan Facility with This Proposal | 340.7 This Proposal 117
T Total Expectation 191.6
Project Description

Itis propoéed that Shell Development Angola B.V. (SDAN) negotiate with Sonangol to acquire a 30%
share in the highly sought after Block 34, the only ultra-deepwater (UDW) block not licensed.

SDAN intend to make a competitive bid by offering $335MM in signature bonus for 100% interest (as
per compulsory requirement), but ask for flexibility to negotiate this bonus up to a maximum of
$425MM if the initial bid is not successful. It 15 essential that Shell obtain a discount of up to $30MM
on the actual payable amount, in recognition of earlier agreements between Shell and Sonangol. To
have this flexibility, therefare, SDAN seek approval to pay up to $97.5MM signature bonus in cash in
order to acquire 30% equity in Block 34 (425*0.3 — 30 = 97.5). The bid is conditional on SDAN
becoming de facto operator, especially in the development and early production phases.

To acquire 30% interest, a total additional Joan facility of up to $180.2MM over the exploration period
is sought 1o cover, not only the bonus, but also seismic data acquisition (5000sqkm) and 4
commitment wells. In 2000, $111.7MM will be required ($97.5MM for the bonus and $14.2MM for
the seismic, overheads and Shell 100% costs).

The perceived value of Block 34 (30% equity), without signature bonus and assuming Sonangol are
carried only during the exploration/appraisal phase, is $224MM EMV7@PSV14, RT2000 with a
risked VIR ey 0f 0.41 (VIRqe, 0f 0.59). Three successful wells can prove up to 600 million barrels
Shell share and raise the value of 30% equity in Block 34 to $500MM NPV7@PSV14 with unrisked
VIR fycyere 0F 0.40.

Shell Development Angola B.V. 1
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Deepwater Angola has emerged as 2 world-class oil province in which some 7 billion barrels of
oil have been discovered. It is estimated that § to 25 billion barrels could be discovered in Angola
‘in the coming years. This proposal represents an opportunity to invest in a highly attractive
exploration block close to proven oil in the prolific Lower Congo Basin and is consistent with
SDAN’s business strategy of focussed growth .

The Block 18 Joint Venture has achieved a 100% exploration success rate after 3 wells (Platina,
Plutonjo and Galio) in Block 18 (Shell 50% equity, BP Operator) in Tertiary turbidites giving
reserves in the order of 520MMbbls (100%), a significant part of which are planned to be booked
in 2000. The three additional wells intended to be drilled this year could increase the reserves to
900MMbbls (450MMbbls Shell share) with significant potential for upside, and lead to a large
FPSO development with first oil in early 2005 and further developments. The first of these,
Paladio-1, is nearing completion, and early results look very encouraging,

By developing Block 18, Shell will already have a profitable business in Angola. However, to
materially improve the business in the longer term, it will be necessary to pursue other growth
opportunities, the most important of which is to acquire material equity (30%) in the adjacent
Block 34. Sonangol has indicated that bids from selected companies will be invited shortly, but
following a series of postponements, this is now expected in September 2000,

2. THE PROPOSAL

Approval is sought for SDAN to negotiate with Sonangol to acquire a 30% share in Block 34.
The bid will be conditional on SDAN becoming de facto operator in the development and early
production phases.

SDAN seek approval to pay up to $97.5MM signature bonus in cash in order to acquire 30%
equity in Block 34. In addition, the bid will contain a proposal to continue the Joint Study
undertaken in 1999 by SDAN and Sonangol, with a second phase targeted on Ultra-Ultra Deep
Water (UUDW) outboard of Blocks 3] to 34. It is SDAN’s intention to use the UUDW Joint
Study, not only to support Shell’s bid, but also as a means to obtain pre-emptive rights for future

To cover the signature bonus and Shell Angola’s share (30% plus carry of Sonangol’s 20%) of
the expenditure required to complete the commitments of the initial four year Exploration Phase
(4 wells plus purchase of 5000sqkm scismic), funding of $180.2MM is required ($19.5MM of
which is contingent on success, Shell Financial Share 37.5% MOD, including Sonangol carry).
The proposed spend also includes $6MM in 2001 for the UUDW Joint Study which will be
carried out in Houston by Shell Deepwater Services (SDS) together with Sonangol.

2000 ° 2001 2002 2003 2004 TOTAL
Reatestedi GRP = o T YT o g0 |8 | 0L [ 1607
Contingency!l 0.0 ' 49 9.8 4.9 0.0 19.5

Notes; ' Suceess case: 4., testing, building development team Appraisal + $6Mm for IS with Sonagnol in 2001

Block 34 - Phasing of Spend (US$ MM, MOD) during Exploration Phase

Shell Development Angola BV, 2 \ LLON00570306
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This acquisition will strengthen the value of Shell’s portfolio from a current position of $347-
524MM EMV7@PSV14, RT 2000 to $571-1024MM EMV7@PSV14, RT 2000, excluding the
signature bonus and assuming Sonangol are carried during the exploration/appraisal phase (or at
least $474-927MM if the maximum signature bonus is included, see section 3 for a thorough
discussion on economics and finance).

A decision not to place a bid for Block 34, the most prospective unlicensed block in the Lower
Congo Basin, will significantly diminish SDAN’s chances to build a material business in Angola.

2.1 BACKGROUND

The 2000 Business Plan base case assumed divestment and very limited funding for activity in
2000 or beyond. The present proposal to acquire 30% equity in Block 34 is in line with a revised
strategy of “focused growth”. .

2.1.1 Prospectivity/Reserves

2D seismic data has shown that Block 34 contains structures in the Miocene and Oligocene
turbidite reservoirs of the Malembo Group, in water depths of 1500m to 2000m, very similar to
those in the highly successful Block 17 which contains TotalFinaElf's Girassol and Dalia fields.

Block 34 is adjacent to Block 17 with a potential exceeding 3 billion barrels, and Block 18 (Shell
50%) with a potential of around 1.3 billion barrels. A recent study of Block 34 carried out by
SDAN based on Shell and industry’s learning offshore West Africa indicated that the
prospectivity is limited to the northern half of the block where the main post-salt Iabe source rock
1s o1l mature. Some 2 billion barrels of oil Mean Success Volumes (MSV UR volumes),
distributed in one main lead,C1 (>1.5 billion barrels MSV UR, >2.5 billion barrels HSV UR) and
56 satellites, are currently estimated for the Block (Figure 2). C1 comprises a cluster of 17 leads,
each in the order of 50 to 320 MMbbls MSV UR, distributed over a 20x10km area. The current
POS of the Cl lead is 55% at zero cut-off and the risked expected volume is estimated at about
820MMbbls. The high POS of this lead is based on the amplitude calibration in Block 18 and
discoveries on similar plays in Blocks 17 and 18. ‘

2.1.2 PSA Terms

As the PSA terms for Block 34 have not yet been released, the model PSA for UDW Block 31
has been used in the current economic calculations. Should Sonangol also request to be carried
through the development phase, SDAN will seek to ncgotiate the PSA terms to maintain value
and the benefit of the upside case.

2.2 SIGNATURE BONUS

A sensitivity analysis has shown that the level of signature bonus in Block 34 is strongly
dependent on the oil price and CAPEX.

Using the criteria VIR gac = {EMV (no bonus) - Bonus} / (PVcapex + Bonus) >0.2, the
economics of Block 34 support a signature bonus of no more than $385MM (PSV14) for 100%
assuming Sonangol are carried during the exploration/appraisal phase, However, when using the
competitors screening criteria $15/bbl (Total Fina Elf) and $16/bbl (Exxon), a signature bonus of
up to $505MM and $618MM, respectively, should be considered for 100%.

Shell’s current cost Jevels (CAPEX) arc 10% less than the Bonga development in Nigeria and
represent an entirely reasonable estimate based on Bonga and Block 18 learning. Assuming our

Shell Development Angola B.V. 3
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additional 10% decrease in CAPEX (Bonga — 20%) is achievable, This would support a signature
bonus of $478MM (100%).

. Based on the above considerations, the expected fierce compétition from the industry (using
higher screening values than Shell), and considering it is Shell's best chance to build a materia]
i business in Angola, SDAN seek approval to acquire 30% equity in this block by payi t
$97.5mln, which equates to a bid of $425min for 100%, $425min is in the middle of the range of
all the foregoing signature bonus calculations. It is SDAN's intention, however, to place a
competitive bid of $335mIn for 100%, which would require a lower cash Payment of $70.5min
for 30%. If not a winning bid, this will most likely bring SDAN to the negotiation table with
Sonangol, : :

2.3 ALTERNATIVES CONSIDERED

2.3.1 Asset Divestment
Following the capital allocation process in 1999, against the background of a low o] price world,
the affordability of Angola was questioned and options were reviewed for asset divestment,
Because Sonangol does not have equity in any of the offshore blocks in which major discoveries
have been made (Block 15, 17 and 18), asset divestment is a difficult option, duc to Sonangol’s
likely pre-emption of any deal without cash payment. The expected net loss for Shel] if an exit

L strategy is adopted will be in the range of $200-3300Mv,

2.3.2 Maintain Present Situation

Failure to secure an interest in Block 34, if the level of bonus becomes unsupportable due to the
degree of competition or operatorship cannot be obtained, would leave Shell with Block 18 as its
prime asset with little Opportunity for growth. Shell would then proceed with the development of
Block 18 to avoid major erosion of value. In the minimum (basc) case scenario, assuming that
only the Greater Plutonio cluster containing 765 MMbbls recoverable reserves (of which about
R 410 MMbbls already discovered), will be developed in the block and leaving some 400 MMbh)s
recoverable reserves undeveloped, Shell’s EMV7%PSV14 is $338MM and Vl'Rr...."cyc,e =0.36. In
the upside cage Scenario, assuming  1100MMbbls reserves  (100% volumes), Shell's
EMV7%PSV14 ig $524MM and VIRMLCYCI, =(.44.

2.3.3 Focused Growil; - Next Step

the payment aver the four-year period of the first exploration phase. This ig unlikely to meet with
success, due to the competitive nature of the bid and the Government’s desire for short-term
revenue. However, if the opportunity arises, this will be pursued.

2.3.5 Reduced Equity
Should Shell be otfered 10% equity in Block 34 without signature bonus, in recognition of earlicr
agreements between Shelf and Sonangol, it is intended to accept this,

|
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3. PROFITABILITY '
3.1 Block 34 value:

The current value of 30% of Block 34 is $224MM EMV7@PSV14 assuming a single cluster
development in the block (Base Case) and PSA terms similar to Block 31. In the case that three
strategic exploration wells are successful (Discovery Case - Upside), the value of 30% Block 34
increases to $500MM NPV@PSV14.

Shell share - no Signature Bonus

EMV 7%, R 0101700
T8 S/bRI | 14 5/6b1 | 10,5701 | Eulveyéle”|
340 224 -16
2* 600 797 500 -52
Assumes that Sonangol is carried during the Exploration/Appraisal Phase, no bonus and [0% reduction in CAPEX relative to Bonga

development for similar volumes based on Bonga and Block 18 leaming.

1: Base Case assumes 820MMbbls risked reserves in lead C1 and single cluster development,

2: Discovery Case (Upside): if three strategic wells are 100% successful they can prove up to 2 billion barrels MSV
(100%) developable in two separate clusters of 1000MMbbls each! * MSV volumes, NPV7 and unrisked VIR!

With the signature bonus carried in the economic calculation, the Base Case value of 30% Block
34 is between $127MM and $157MM EMV7@PSV 14, pending the amount of cash payable in
signature bonus, expected between $97.5MM and $70.5MM Shell share. In the Discovery Case
(Upside), the NPV7 at PSV14 is between $402MM and $432MM.

4. RISKS, OPP TIES XPOSURE

Sonangol has little experience as a dcepwater operator and is expected to rely heavily on the
technical expertise of its advisors. This lack of experience is a risk that could significantly impact
development costs, tendering procedures, production efficiency and HSE performance. Hence, it
is a condition of the bid that Shell can exercise its extensive deep water development expertise.
The aim would be to ensure that Sonangol had access to all the skills and technology necessary to
successfully develop Block 34 and that Sonangol had trained staff and support systems in place to
operate successfully from first oil.

Further collaboration with Sonangol will be proposed in the form of an Ultra-ultra Deepwater
(UUDW) Joint Study, which could help to open up new opportunities for Shell in future UUDW
licensing, rounds.

5. ENVIRONMENTAL AND SOCIO-POLITICAL CONSIDERATIONS

On the socio-political side, in November 1999 the pressure group Global Witness released a
report entitled “A Crude Awakening” which drew attention to the Human Rights record of the
Angolan Government and alleged mismanagement of the nation’s oil wealth. Foreign oil
companies were accused of complicity and urged to demand more transparency in the
management of the “oil account”. The major operators, Exxon, Elf, BP Amoco and Chevron
were named, while Shell, due to its limited interests in Angola, avoided mention. The situation is
being monitored and it is not being assumed that Shell will escape attention in the future,
particularly if iU’s interests expand. Early engagement with stakeholders such as Amnesty
International, Human Rights Watch and the UK FCO has taken place and a note on the Issues and
Repuation Management in Angola prepared (Attachment 4).

No exceptional environmental issues are foreseen.

Shell Development Angola B.V. 5
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6. MANPOWER AVAILABILITY

Assuming Sonangol accept the proposed role for Shell in the development phase, SDS would
provide the manpower. This could fit a window when staff are being released from the Bonga
development team. In the exploration phase, it is the intention to maximize the leverage of SDS
and to closely monitor the operator’s activities to protect shareholder’s interests. The SDAN
organisation (including support teams) will need to be strengthened to cope with the additional
load of monitoring and de facto operating in Block 34, as well as monitoririg Blocks 18 and 21.

1._FINANCING/ GUARANTEES

It is proposed to review use of a separate Angola BV entity to bid for, and if successful, hold
Block 34, to realise potential fiscal opportunities. In either case, it is proposed that funds will be
provided by Shell Petroleum N.V. or an affiliate up to an amount of $180.2MM to cover Shell’s
share of the exploration programme.

8. CORPORATE ACTION

This propaosal is being submitted for consideration by the Board of Shell Petroleum N.V. and if
considered sound, for approval of funds to Shell Development Angola or another affiliate
Company of Shell Petroleum N.V. by way of share capital and/or loans and/or guarantees to
enable the latter company to fund the signature bonus and likely exploration programme required
to obtain a 30% share in Block 34 on such terms and conditions as any one or two persons, as the

case may be, authorized to:represent the Company by virtue of Article 10 of the Company’s
Articles of Association may agree, up to any amount in aggregate not exceeding $180.2MM.

Submiited by: Approved by:

bt

Principal Director, Shell Petroleum N.V.

The Hague BO/XIOD The Hague Q/Q/GD
Figures:

Figure 1 Angola Block 34 Location Map

Figure 2 Economics & Finance ~ Present Situation

Figure 3 Economics & Finance — Situation after acquisition of 30% in Block 34

Attachments

Attachment I Block 34 Proposed Bidding Strategy
Attachment 2 Present Situation ~ Economics I
Attachment 3 Possible Situation after Acquisition of 30% Equity in Block 34

Attachment 4 Note on Issues and Reputation Management ini Angola !
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Attachment 1

Block 34 - Proposed Bidding Strategy

Sonango! has advised industry that a signature bonus of at least $300MM for 100% is expected, in
line with the signature bonuses paid for Blocks 31 to 33, :

It is SDAN’s intention to place a competitive bid by offering $335MM, slightly more than 10% of the
advised signature bonus. It is expected that Shell will obtain a discount of up to $30MM to the actual
payable amount, in recognition of earlier agreements between Shell and Sonangol. This discount
currently has a ZERO value to Shell and it will be lost if SDAN decides not to participate in the bid
round.

The currently proposed signature bonus of $335MM for 100% share is not only competitive, but jt
also maintains Shell’s actual pay in_cash ($235MM for 100%) below the $241MM signature bonus
ceiling at PSV14, VIR eyere <0.2!

($335MM*0.3 - 30)/0.3 = $235MM Shell’s signature bonus in cash for 100% (370.5MM for 30%)

500 VIRuwn_eyoe = fEMV (n0 banus) - Bonus) / PVeapex + Bonus) >0.2

500 4o R
é R_ques_ted_Fle_xih_ilit}_i@igpajgrf_l}g_nu I P S425MM
€ 400 4------ T iaiaiiieiuiedy St Industry’s Signature Bonus
%3 ip_cash for 100%
o S3smaM 1 W sasmm
g 300 e 9. Grpttrrioy Aot ITINTSTII A% kg £328MM
2 1 Shell’s Signature Bonus
[137
o { $241MM in cash for 100%
2 R SZ‘X\I\II' ...... ',\Q'l“lll'h [P PR 4 v S23SMM
RENINY Shell's nctusl pay in cas
8 200 f..722200 SRRRY N NI ot el L
@
172

100 domcounnon- IR B 0%

513/bb)

Variation Sensitivity Factor %

The $97.5MM requested in this GBP will allow SDAN to retain flexibility in increasing Shell’s bid in
the negotiations with Sonangol up to $425MM if the original bid is not successful, understanding that
Shell's actual pay_in cash will be up to $325MM for 100% (or $97.5MM for 30%).
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Attachment 2

Present Situation — Economics

The current value of SDAN assets is between $347MM (Minimum - Base Case), assuming only a
single cluster development in Block 18, and $524MM RT2000 EMV7@PSV14 (Upside Case)
assuming that either an additional cluster will be developed in the block or the upside is present in the
initial cluster. Base Case scenario assumes 765MMbbls reserves, about 410 MMbbls already
discovered (100% volumes), while the Upside Case assumes 1100MMbbls reserves, about 525
MMbbls already discovered (100% volumes).

Table 2.3.2a: Base Case - One clusterDeve!opmenr Only in Block 18 - Shdl share
ATV R R 01/008 7 AT K
Fied R .,'?B*“

it s ! - g
S st SOV s ms my:e@m'slbmﬁ@...f‘ e SR OO0 THE005
Block 18 382 519 338 -67 0.36 1161 93
Block 21 12 21 9 -15 0.18 42 15
TOTAL 304 540 347 82 0.35 1203 108

Base Case Block 18 assumes 765MMbbls reserves — about 410 MMbbls already discovered (100% volumes);

_ Table 2.3 2b Upsm'e Case - Block 18 Assm‘ value Shell share

Block 18 555 703 315 0.46 1430 1 10
Block 21 12 21 9 «lS 0.18 42 15
TOTAL 567 724 524 37 0.44 1472 125
Upside Case Block 18 assumes 1100MMbbls reserves — about 550 MMbbls already discovered (100% volumes). Al

development costs are benchmarked against Bonga Development, uniess specified otherwise.

In the minimum — Basc Case scenario (Table 2.3.2a) Shell 0il production entitlements m 2005 could
be 90,000 bbl/d. Production volumes are estimated to peak during 2006-2010 at 110,000 bbl/d Shell
share. Cash flow in 2004 is still expected to be $464MM negative, but positive from the next year
onwards, NIAT is also positive for the first time in 2005, and climbs to $ 230 MM ($280MM Upside
Case) between 2006-2011 with a 22% ROACE over the first 10 years of production (or 15% ROACE
over the project field life of 15 years, Figure 4).

————T
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~ Attachment 3

Possible Situation after acquisition of 30% equity in Block 34 - Economics

Table 3. 2a Poss:ble Shell Angala asset value Shell share - no S:gnature Banus

0T R T D P e

A 48 /bb s ROV PNV T

M I B 4 Thbl; [0IS/Hh R0 g DORBE
1 394 540 347 -82 0.35 1203 108
2 640 885 539 -148 0.33 1978 184
3 727 936 601 -106 0.38 2077 184
4 900 1120 778 13 0.43 2346 201
5 (1167) (1514) (1024) (-13) (0.43) (3172) - (201)

Assumes that Sonangol is carried only during the Exploration/Appraisal Phase
1: Current situation Base Case: 50% Block 18 + 10% Block 21; assumes 765MMbbls in Bk 18, 120MMbbls in
Blk 21 (100% volumes).
2: Possible situation Base Case: 50% Block 18 + 30% Block 34 + 10% Block 21 (20% Carry Sonangot); assumes
no upside presant.
3. Possible situation Upside Case | (same equity as above): assumes upside present only in Block 34.
4. Passible situation Upside Case 2 (same equity as above): assumes upside present in both Block 18 and 34. -
5. Discovery Case: assumes upside present in block 18 and three successful strategic wells that can prove up to 2
billion barrels MSV developable in two separate clusters of 1000MMbbls each! In brackets MSV volumes and NPY?
not EMVT!

Tab[e 3 2b Passzble Shell Angola asset value - with $97.5MM Szgnaiure Bonus Shell share

; Rubi514.3/bb
'e‘;.‘rflg@fbblﬁ‘ RRCY

394 540 347 82 035
a0 787 441 546 031
77 838 503 204 0.30
300 1072 ) 35 038
3 (1416) 926) 11D 038)

Assumes that Sonango! is carried only during the Exploration/Appraisal Phase
1: Current situation Base Case: 50% Block 18 + 10% Block 2{; assumes 765MMbbls in Blk 18, 120MMbbls in
Blk 21 (100% volumes).
2: Possible situation Base Case: 50% Block 18 + 30% Block 34 + 10% Black 21 (20% Carry Sonangol), assumes
1o upside present.
3. Possible situation Upside Case 1 (same equity as above): assurncs upside present only in Block 34.
4. Possible situation Upside Case 2 (same equily as above): assumes upside present in bath Block 18 and 34.
5. Discovery Case: assurnes upside present in block 18 and three successful strategic wells that can prove up to 2
billion barrels MSV developable in two separate clusters of 1000MMbbls each! In brackets MSY volumes and NPV7
not EMV7!
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Attachment 4 -

Note to CMD
Issues and Reputation Management in Angola

1) Business Background

A GBP was submitted to CMD on 10™ May 2000, seeking approval to bid for a 30% interest in
Angola ultra-deepwater Block 34 in the Lower Congo Basin, conditional on Shell becoming de
facto operator in the development phase. This would require an exposure to Shell in the order of
$180 million, including signature bonus. Other partners in the venture will include Sonangol
(Operator), Norsk Hydro (30% and Technical Advisor) and one or more companies still to be
chosen by Sonangol. Bids are likely to be invited in July with awards expected in Q4 2000.

Internationally perceived mismanagement of the country’s oil wealth combined with the
Government's human rights record, most recently documented in the Global Witness report “A
Crude Awakening”, has prompted much unsolicited negative press for the intermational majors
operating in Angola. Success in acquiring a leading role in Block 34, is expected to focus NGO
and media attention on Shell.

The objective of this note, prepared as an addendum to the GBP, is to summarise the perceived
risks and outline a plan of action to mitigatc these risks and to preserve Shell’s reputation under
increased public scrutiny.

2)  Stakeholders and Approaches

2.1 “Taking the Pulse”

A team of staff from EP, ID and PX was formed to consider the risks and potential actions which
the company might take. An issue identification process was undertaken, which included
meetings with selected external organisations. The objective was to “take the pulse”, and gain a
snapshot of the key issues and sensitivities regarding Angola from a broad spread of interested
parties. Meetings have been held with a number of NGQs (including Amnesty International,
Human Rights Watch and Médecins sans Frontiéres), business organisations (including the UK
and US Angola Forums), and the UK and Netherlands Foreign Offices. In the event that a
successful bid looks likely, this engagement process will be extended to include other NGOs
(particularly those with practical developmental experience in Angola), the World Bank/IFC
Group, the IMF and a number of UN organisations (including UNDP and the UNCHR).

2.2 “The Public Challenge”

The first and perhaps most significant point to register from this review is that, despite the
protracted nature of the conflict and the chronic state of social dislocation in the country,
constructive and pragmatic engagement, rather than isolationism or economic boycott, is
considered the only alternative if the country is not to descend into further anarchy. The corollary
to “constructive engagement”, however, is that oil revenue is seen as “the only game in town™.
There is a broad-based expectation, particularly within the economic development and NGO
community, that the current bidding round (Block 34), represents a unique window of opportunity
to profile, and address, several critical issues. These are discussed below. Inherent in mecting
this opportunity, however, is the implicit threat — risk — that if these issucs are not addressed in a
constructive and transparent manner, the oil majors will become a target for international
campaign activity,

1
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3) The Issues

3.1 Joint Venture Partners

Sonangol may decide to award 10% equity to a company that Shell feels is inappropriate as a
partner in Block 34. This practice was employed in the recent UDW round for Blocks 31, 32 and
33 as a means of debt repayment to companies suspected of supplying arms to the Government
(Prodev, Falcon and Heritage). In addition, oil revenue and signature bonuses may have been
diverted to elite groups within Angolan society, including arms traders. This practice is roundly
condemned by NGOs. '

¥f such an outcome was to occur with the award of Block 34, several international NGOs,
including Human Rxghts Watch, have advised Shell that they would run an international ‘name
and shame’ campaign.

To minimise the risk, we intend to state an "up front” requirement for transparency in the PSC
and amongst the partners, pointing out that our shareholders and society at large demand a
climate of good governance and accountability.

It is hoped that this approach, which we understand was employed by BP-Amoco to avoid
undesirable partners in their operated UDW Block 31, will successfully deter Sonangol from
introducing unwelcome partners. If it does not, then we will need to consider our position, since
the NGOs (and most likely the media) will argue that entering into such a relationship is in
conflict with our business principles.

3.2 Transparency

The IMF and others have criticised the lack of transparency and accountability within the
Angolan economy. Specifically, they have drawn attention to significant unexplained differences
between the published statistics of the Bank of Angola and conservat:vc estimates of the
Government's receipts from oil.

On 3™ April this year, the International Monetary Fund (IMF) and the World Bank finalised an
Oil Monitoring Programme (OMP) to monitor oil revenues from July to December 2000 as part
of an IMF Staff Monitoring Programme (SMP). The SMP sets out ambitious targets that the
government must achieve by December 2000 in order to qualify for lending by the IMF, and the
NGOs are understandably concerned about the impact that such a programme might have on
ordinary Angolans. To illustrate the point, the recent 1,000% rise in fuel prices, an important
economic correction on the onc hand, has inflated water distribution and retail costs.

However, although the Angolan Government has not yet agreed to details of the OMP being
released publicly, NGOs have given a cautious welcome to this initiative but remain concerned
that the government will assume responsibility for the OMP beyond December 2000.

The NGOs have called for oil companies operating in Angola to co-operate fully with the OMP
and provide the necessary information. Some go further and, despite the government forbidding
such practice, suggest that the oil companies in Angola publish annual audited accounts so that
lax payments, signature bonuses, and other payments to the Government are in the public domain.
The more strident NGOs call for oil companies to insist on various measures to be undertaken by
the Government as a precondition for future investment.

2
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The call for full transparency is echoed by others, including Peter Hain, the UK Foreign and
Commonwealth Minister of State, He has said in a-public statement:

"There should be full trdnsparency. The oil companies who work in Angola should be open
with the international community so that it is clear that these revenues are not siphoned off
but are invested in the country.”

Our approach will be:

* to cngage with the Angolan Government and othcr stakeholders, inside and outsideAngola,
on the need for transparency

= to co-operate fully with the IMF OMP and its successors

= to produce an annual audited report on the discretionary social investments made by Shell
Angola (see section 3.4 below)

3.3 Human Rights:

Angola’s current human rights ‘status’ raises concerns both from a “structural’ socio-economic
perspective and in terms of direct abuse (child soldiers, land mine casualties, the targeting of
civilian populations by military forces, distortions created by government corruption and lack of
transparency, etc). For a large part of the urban and rural populations (total ~ 13 million), meeting
basic human needs - and therefore satisfying basic human rights - are severely constrained by the
ongoing civil war, the high proportion of displaced persons, and the related dysfunctional nature
of the economy and inadequate social infrastructure such as primary health care.

The issue for oil majors is principally a reputation concern: the accusation of being complicit in

the continued abuse of human rights, whether structural or direct, The expectation of Shell and

other oil majors in addressing the Angolan human rights issue is twofold:

= to contribute to addressing short term humanitarian and social concerns through appropriate
social investment programmes, and

*  to contribute to addressing the structural and systemic challenges facing Angola through, for
example, their convening powers and strategic planning competencies.

3.4 Socio-economic Challenges

All foreign operators must contribute to a Social Development Fund (SDF). Public doubts exist
about the transparency, effectiveness, and short-term focus of this mechanism. However, since
confributing to thc SDF is mandatory, three actions are proposed to address these concerns and
manage the reputation risks:

Short/medium term .

» Encourage Sonangol to strengthen the transparency and effectiveness of the SDFs — and be
seen to be doing this through regular dialogue with key external stakeholders. This could be
achieved through the IMF process, and also through partnership with competent development
agencies such as UNDP.

= To establish a discretionary social investment programme of up to $1million annually
(benchmarked against other majors) under Shell control. BP-Amoco’s contribution is around
this level. The end-use of the fund and partners will be identified through an appropriate level
of transparent stakeholder ¢onsultation. The contribution to this programme would rise in the
event of a commercial discovery

*  Conversely, an exit strategy will be developed in the event of Block 34 proving non-
commercial or if we wish to withdraw for other reasons.

3
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Mcdxum/Long term
Many stakeholders complain about the lack of long term vision within the country. To
address this, the Group could facilitate, a scenarios exercise, along the lines of the
“Montfleur” Scenarios conducted in South Africa or the Vision 2010 process in Nigeria,
bringing together key national and international stakeholders to identify their preferred future
and the steps required to reach it.

35 Environment :

The oil industry in Angola has a poor reputation for environmental management with a high level
of associated gas flaring, high oil spill frequency and high oil content in produced water to sea
and oil based mud cuttings discharged to sea. With detailed legislation for the offshore industry in
draft status for several years, there has been limited enforcement of generally accepted
environmental standards.

Our strategy to implement the Group Minimum Environmental Standards and Expectations will
require that:

= pas will be conserved or used,

» water will be treated to international standard or better and

*  no oil based mud cuttings will be discharged to sea.

Consistently good environmental performance can only be guaranteed if sufficient operational
control can be exercised to uphold the required standards.

3.6 Health
Poor health status of the population and limited health infrastructure is a critical issue in sub-
Saharan Africa, including Angola, which may have a direct impact on the project and any
economic or social development plans. The recently issued principles and guidelines on Strategic
Health Management (OGP report No. 6.88/307) are fully in line with Shell's policies and provide
~ a basis for incorporating workforce and community health considerations systematically into
project planning and management, Early Health Impact Assessment is required in order to
identify the issues and to develop a sustainable health improvement plan jointly with all relevant
stakeholders.

4) Media Management

' Careful media management will be required during the bidding and subsequent award process to
create a positive view of the Group's involvement in Angola and avoid negative publicity.
Agreed holding statements, fact sheets and Qs and As are in place, and will be revised as events
unfold.

Qur strategy will be:

* {0 continue the dialogue with key stakeholders so that they are aware of our position and,
hopefully, will comment positively to the media (or, at least, comment from an informed
perspective)

* to provide focussed media training for spokespersons

*  to provide in-depth briefings for a select number of key journalists immediately following a
successful bid outcome

* o ensure that potentially vulnerable OUs are well briefed ahead of time so that they can
engage local stakeholders and work with Group Mcdia Relations to manage local media
mterest.
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5) Summary

A successful bid for Block 34 will satisfy Shell’s aspirations to grow the business in Angola.
However, the resulting increased exposure will require careful attention to the management of the
main issues highlighted in early dialogue with a cross section of prominent stakeholders. It is the
objective to gain entry to the block under terms and conditions that adhere to Shell’s basic
conditions and business principles and that an “¢vergreen” plan of action is in place to engage the
key stakeholders and manage the Group's reputation.
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AGENDA

far the Conference :mv be held at

Carel van Bylandtlaan »_m- The Hague
on Wednesday, 13 September 2000

at _.‘_w.ccu._ﬁ
Approximate i
Timing 1
i

09.00h CHAIRMAN'S OPENING WMEEAM

1 MINUTES OF OOZm.mWWZHm HELD ON
WEDNESDAY, 2 AUGUST 2000
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SPCo M

{b) USA - New Financing Vehicle -
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() Shell Japan Limited - Capital Reduction
Proposal - Memorandizin to the Board of

SPCo
{d) USA ~ Na Kika Development Project -

Memorandum to the wo_ﬂn of SPNV

{e}) Cottonwood Power Omb_Nnmmo-.. Investment
Proposal - Memorandum to the Boards of

SPNV & SPCo _

() Shell Nanhai BY -~ Memorandum ¢o the
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B.V. purchase of WellDynamics B.V. -
Memorandum to the Board of SPNV
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17.00h 15. REMCO REPORT
17.15h Conference ends f
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{h} China - Investment m.dwvowm_ in CNOOC

IPO, linked to a Strategic Alliance between

Shell China and nzoo_n - Memorandum
to the Boards of SPNV _mbn SPCo

{i} Denmark - SOGU lmm.dwmha Phase II -
Memorandum to the Board of SPNV

(i} Denmark - SOGU IFWM.OB&U Loan
Facility - gmﬁowmnnEL to the Boards of

SPNV & SPCo _

|

(k) Follow-up Agreement 0_5 Strategic
Co-operation with Om.uﬂ_nog -
Memorandum to the Board of SPNV

{1} Nigeria ~ SPDC |Om$i..vgm Channel -
Memorandum to the mofHQ of SPCo

(m) USA - Shell Chemical LP Joint Venture

with Sabina 1mqonrmjﬂm_m LLC-
Memorandum to the mn_s_d of SPNV

{n) Angola - Block 34: »B»_H.q.hﬁon of Ultra-

Deepwater Acreage - w/amm..oaﬂnﬁa to
the Board of SPNV !
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Note for Discussion - Deepwater Council 10/8/99 and EP Excom 11/8/99 . ) |

Strategic Contracts Between Shell Deepwater Services and OU’s/INVO’s |

_Summafy . - . . |

Strategic Contracts between Shell Deepwater Services (SDW) and the OU’s and NVO’s will define the

relationship that is to exist between SDW and the Asset Holders. They will describe what services SDW

will provide the Asset Holder, as well as the SDW funding model, and make clear any proposed exceptions

to the principle that SDW will be the sole supplier of all technical services related to Shell’s deepwater g
E&P ventures. Most of the contracts will be finalised during the month of August 1999, after which CTR's

will be established to define the deliverables, timetable and costs of the services to be provided. The |
Strategic Contract is a tri-partite agreement between SDW, the QU/NVQ and the relevant RBD.

The present status of these Strategic Contracts is given below. “Exceptions” are identified for discussion |
with and steer from the Excom. Particular exceptions regarding SNEPCO and SPEX are scheduled for .
discussion with the relevant RBD on Monday, 9/8/99, and the totality will be reviewed with the Deepwatet [
Council on 10/8/99. Updates will be presented at the Excom meeting. ,

The generic structure of the Strategic Contract is presented in Appendix 1. Appendices 2,3 and 4 are |
examples of Strategic Contracts for Trinidad, as an example of an NVO, Brazil, as an example of a venture |
with significant near term growth potential, and our latest proposal to SNEPCO as an example of 2 |
Strategic Contract with a mature OU. Appendix 5 is the “Rules of Engagement” developed with EPG and .
BDC for governing the relationships.

Status of Strategic Contracts

For the purposes of summarising the status of the Strategic Contracts, it is heipful to subdivide the OU’s
and NVQ's into four groups, namely:

e NVO’sand small OU's

e OU’s without deepwater production

s OU’s with deepwater production

e OU's with a large shelf producing program relative to the deepwater

In addition, discussions are underway with Shell Canada and Woodside.

With the exception of Expro and Norske Shell, with whom we are just beginning discussions, the Strategic
Contracts can be summarised as follows.

There is in general, a high degree of acceptance of Shell Deepwater as the technical service
provider for deepwater ventures, There are some issues that need to be resolved: {

Development Planning and Execution:
With the exception of Malampaya, there is complete acceptance of SDW as the sole provider of
development planning and development execution services.

Well Delivery:
For well delivery, the only agreed exception is that SEPCO will continue to manage the Gulf of

Mexico rigs and drilling. The current state of discussions with SPEX and SNEPCO is that they

EXHIBIT
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" 7 7U. 7 wish to maintain responsibility for managing and supervising well delivery. SNEPCO’s position
22« is that SDW would only provide functional management for well delivery while SPEX,
acknowledging the value of global knowledge sharing and initiatives, accepts a mandate to
incorporate SDW technical advice, albeit under local SPEX management. All other OU's and |
NVO's accept that SDW will provide all deepwater well delivery services. |

Evaluation: - - --- - .
SDW and SEPCO have operationalised the split of Gulf of Mexico exploration activities between
_ that related to infrastructure corridors (SEPCO responsibility) and frontiers (SDW responsibility).
SDW recommends endorsement of additional exceptions for Shell Egypt, Indonesia, BSP and |
SSB/SSPC as described below. For SPEX, their position is that they retain responsibility for
evaluation of deepwater carbonate plays, a position with which we disagree, and with SNEPCO,
we have not been able to agree the scope of exploration work to be provided by SDW. We have
agreed that SDW would provide all evaluation services for new licenses, however for the existing
licenses SNEPCO desires to retain significant exploration responsibilities with SDW’s primary
responsibilities being regional evaluation and knowledge management.

The table below describes in some detail the status of Strategic Contracts with each of the OU’s and |

NVOQ's. _ : .
Status Comments
Early | Mature | Final

NVYO’s and small OU’s . |
Shell Angola Full service provision by SDW
Shell Brazil Full service provision by SDW I
Shel} Congo Anticipate full service provision by SDW
Cote d’Ivoire Full service provision by SDW |
Shell Gabon Anticipate full service provision by SDW :
Morocco Full service provision by SDW
Oman (deepwater) Full service provision by SDW
Trinidad Shell Full service provision by SDW |

OU’s with no DW |

production .

Shell Egypt Full service provision by SDW. Evaluation staff to be

located in Cairo until the first PSC milestone. We |
endorse this exception and will have processes in place !
to ensure lateral learning and best practice sharing. |
Indonesia Full service provision by SDW. SDW evaluation staff
(1) to be located in Jakarta through mid 2000, consistent !
with schedule for farm out activity. We endorse this.
SNEPCO Full agreement on Development Execution (Bonga),
regional evaluation and evaluation of new licenses.
SDW has proposed that SNEPCO retain exploration
responsibility for injtial prospect identification and
mapping on existing licenses, consistent with their
stated need to maintain local staff in Lagos. All other
exploration, plus all drilling and development planning )
activities would be the responsibility of SDW.
SNEPCOQ has responded that they wish to retain \
responsibility for most of the evaluation work on
existing licenses, using SDW for functional advice and
peak shaving. We are continuing to discuss this with
SNEPCO and the RBD in an effort to resolve. 1
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SPEX = -

Full agreement that SPEX maintains responsibility for
development execution at Malampaya with SDW
providing project management and technical services for
umbilicals. For future developments, they accept the
full range of services, except for evaluation work in
carbonate plays. For all drilling activities, including
Malampaya, SPEX wishes to retain all execution
responsibility and will commit to take on board all
defensible technical advice from SDW. SDW maintains
that we should have responsibility for all deepwater
exploration, regardless of reservoir type, and that for
well delivery, it is the responsibility of SDW to manage
and execute the drilling program with an accountability
to the Asset Manager (GM) to deliver an overall product
at an agreed price. We are continuing to discuss this
with SPEX and the RBD in an effort to resolve.

0oU’s with DW
production

Expro

No discussions to date.

Norske Shell

Discussions to date have been limited to concept
screening studies for Ormen Lange. Discussjons will
continue.

SEPCO

Full service provision by SDW for Development
Planning and Development Execution is the current
norm. SEPCO is fully responsible for managing DW
rigs in the Gulf of Mexico. Exploration has been
partitioned between SEPCO and SDW; SEPCO is
responsible for exploration activities related to existing
and planned infrastructure, SDW is responsible for
exploration in other areas (Frontiers) and all core
competency work.

OU’s with significant
shelf program

Brunei

Full agreement that well delivery, development planning
and development execution will be done in SDW. For
exploration, there is long standing sheif presence with a

| comparatively smal] deepwater program, which shares

staff, data, and geologic plays with the shelf. In View of
this, as well as their local expertise, it is agreed that it is
impractical and inefficient to try to separate the shelf
and deepwater ventures within the same play domains.
However, regional (cross border) analysis and
evaluation will be done by SDW as agreed by BSP, It
was further agreed to second SDW and BSP evaluation
staff into our respective organisations for the purpose of
knowledge sharing and technology transfer,

Malaysia (SSB/SSPC) Same as BSP (Brunei).
Others
Shell Canada Early discussions focussed on Development Planning

and Execution, Further discussions to be planned
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services under the existing Service Agreement. Further
discussions are planned

Woodside . ..'- - . Early discussions suggest the possibility to supply DW

T.N. Warren
EPT

11 August 1999

S | ]
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ﬁﬁ Appendxx 1- Structure of the Strateglc Contract

The contract is divided into three sections, with sub-elemems which will detail the relanonshtp, service
provision and operational elements of the agreement, as described below.

Relationship

Critical Local Conditions/PSC Terms: Any significant local conditions or PSC terms which will impact
the SDW relationship.

SDW Relationship to the OU/NYO: Defines the accountability for technical service provision (SDW),
asset management (OU/NVO) and governance (RBD).

Services and Funding Meodel: Describes those services to be provided and any exceptions to the principle
of SDW as the sole technical service provider for deepwater ventures. Also described is the SDW funding

model.

Agreed Process: After the Asset Holder’s budget has been endorsed by the RBD, the CTR’s will be
agreed.

E” Service Provision

Technical Organisation and Key Milestones: Significant operational milestones and an overview of the
technical organisation within SDW responsible for the agreed scope of work

Technical Staff: Staff resources within SDW to deliver the agreed scope of work, including international,
regional and seconded staff.

Operational Elements

Knowledge Transfer: Provision for linking the individual deepwater venture with global learnings, as
well as mechanisms for wansfer of knowledge to the OU.

Operational Readiness: Mechanisms for insuring that OU’s possess the necessary operational skills and
competencies when completed projects are handed over from SDW.

Fully discussed and agreed by: A record of who in SDW, the QU/NVO and RBD have agreed to this
contract. .

FOIA Confidential
Treatment Requested

RJW00290050




© Appendix 2 Draft Strategic Covtract with Trinidad Shell .

Case 3:04-cv-00374-JAP-JJH Document 350-12 Filed 10/10/07 Page 39 of 50 PageID:

24780

SHELL DEEPWATER — TRINIDAD SHELL

Strategic Contract - 1

Critical Local Conditions/PSC Terms:

Trinidad Shell is required to maintain an office in Trinidad, hawever there are no restrictions on where
technical work is performed,

SDW Relationship to Trinidad Shell:

Shell Deepwater (SDW) is s accountable to Trinidad Shell for all techmcal work (process, quahty, peer
review, link to global knowledge) according to the agreed CTR’s. SDW will provide requested technical
support to business and planning processes, as well as provision of technical advice to Trinidad Shell when
required. SDW will act as “Project Execution Manager” for the agreed scope of work,

Trinidad Shell is responsible for all “Asset Management” decisions, business representation, Jocal hiring,
local content and relationships, local infrastructure and managing the relationships with and aspirations of:
Co-Venturers. SDW will provide technical support as requested to enablc Tnmdad Shell to fulfill these

responsibilities. _ - B

Governance remains with the existing RBD/OU structure.

All services are provided under the terma and conditions of the existing Services Agreement between SIEP
BV and Trinidad Shell. Where appropriate, SIEP BV will subcontract work to the Deepwater business unit
of SIEP Inc.

Services and Funding Model;

Shell Deepwater will provide the full range of technical services from exploration through development
execution.

Evaluation services will be provided through the Emerging Basins Evaluation Team to be located in
Houston, which will do all necessary technical work for prospect maturation and evaluation according to a
schedule agreed with Trinidad Shell, The SDW Well Detivery Unit (WDU) will be fully responsible for all
services required to drill wells. WDU services provided are well design, well execution, and associated
contracting, procurement and logistics services.

Shell Deepwater will work on a demand based system, with project cost accumulated and charged to the
customer under a CTR, which define the deliverables, timetable and costs. Charges will be based on time
writing and the SDW tariff schedule. The CTR will also cover costs for work done by other SIEP groups
(eg. SEPTAR) as well as third parties (outside SIEP).

Agreed Process:

At the conclusion of the Annual Budget Planning Cycle, as endorsed by the RBD, Trinidad Shell will meet
with Shell Deepwater to establish the CTR's and other service issues for the upcoming years. To facilitate
this, it is expected that Shell Deepwater would have actively participated, as appropriate, in RBD challenge
workshops and forums preceding finalisation of the global annual program.

Draft Strategic Contract 08/06/99
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SHELL DEEPWATER - TRINIDAD SHELL
Strategic Contract - II

Technical Organisation and Key Milestones:

‘The first exploration well is expected to spud around 1 October 1999 and Ministry approval must be
obtained in August 1999. It is expected that Trinidad Shell staff will remain in Rijswijk until after spud to
avoid drilling delays. Pending resolution of rig schedule issues, it’s possible that a second exploration well
will be drilled immediately after completmn of the first well, which could impact the planned transmon of
work to Houston. The total commitment is three wells before February of 2002. o

It is anticipated that evaluation and regional assessment will be required at least throngh Q1 2000. Post
drilling, staff will be available as required to revisit AVO calibration, overpressure model, charge model
and sequence stratigraphy. SDW staff will also be responsible for knowledge managcmem and data
archiving. .

Prospect evaluation will be the responslbnhty of the Emergmg Basms Evaluation Team. Wlnle geologxsts
and seismologists in this team will work as part of the evaluation cluster, staff continuity in individual
ventures is an important factor in allocating resources, This team will also draw specialist skills (eg.,
geochemistry, paleontology) from the SDW Core Competency teams as required. o

The WDU Team will be sourced from SDW and will be located in Houston and Trinidad as appropriate - - -

The Global Development Planning Team will continue to support Trinidad Shell, and resources from the
Development Execution Teams in Houston and New Orleans will be made available as needed.

Technical Staff:

The Emerging Basins Team will have a dedicated Team Leader who will be appointed in July 1999,
Initially located in Rijswijk, he will re-locate to Houston in Q4 1999. This team will have the necessary
complement of geologists and seismologists to support a number of deepwater ventures, but will work as
part of the Evaluation Cluster, There will be continuity of staff assigned to Trinidad Shell projects, but
Trinidad Shell will only incur staff costs for the time actually spent on those projects, recorded by time
writing. It is anticipated that Trinidad Shell will require a dedicated regional geologist at least through Q1
2000,

The WDU team will be made up of a Team Leader, well engineer'-s, drilling engineers, and a rig team

associated with the Stena Tay. : - e _

Draft Strategic Contract 08/06/99
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o "SHELL DEEPWATER - TRINIDAD SHELL " : - .

Strategic Contract - 111

Knowledge Transfer:
SDW and Trinidad Shell staff will make full use of globai web sites for knowlcdge shanng and wxll hold ~

regularly scheduled internationally coordinated technical meetings. - - -

Informal discussions between SDW and Trinidad Shell are encouraged. In addition a schedule for regular > -
formal communications and discussions will be agreed berween SDW, Trinidad Shell and EPG.

Qperational Readiness: o } )
r To be developed as required. T

Fully discussed and agreed by:
Trinidad Shell:

Shell Deepwater:

EPG:

Draft Strategic Contract 68/06/99
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Appendix 3 - Draft Strategic Contract with Shell Brasil EP R

SHELL DEEPWATER - SHELL BRASIL EP
___ Strategic Contract - I ]

Critical Local Conditions/PSC Terms: -
Shell Brasil EP will maintain an office in Rio. PSC does not require work to be done in Brazil, however,
work performed outside of Brazil is taxed at 35%.

Affiliate supplied services must be at cost, and upon request, must demonstrate that charges are competitive
in the market.

Participation in BS-4 carries a requirement for the Heavy Oil Study.

SDW Relationship to Shell Brasil:

Shell Deepwater (SDW) is accountable to Shell Brasil for all technical work (process, quality, peer review,
link to global knowledge) according to the agreed CTR’s. SDW will provide requested technical support to
business and planning processes, as well as provision of technical advice to Shell Brasil when required.
SDW will act as “Project Execution Manager” for the agreed scope of work.

Shell Brasil is responsible for all “Asset Management” decisions, business representation, local hiring,
local content and relationships, local infrastructure, operations, support and logistics, and managing the
relationships with and aspirations of Co-Venturers. SDW will provide technical support as requested to
enable Shell Brasil to fuifill these responsibilities.

Governance remains with the existing RBD/QU structure.
All services are to be provided under the terms and conditions of Service Agreements being negotiated

between SIEP BV and Shell Brasil EP. Where appropriate, STEP BV will subcontract work to the-
Deepwater business unit of SIEP Inc.

Services and Funding Model: |
Shell Deepwater will provide the full range of technical services from evaluation through development |
execution for all Shell Brazil deepwater interests, both operated and non-operated.

Evaluation services will be provided by the Brazil Evaluation Team to be located in Houston, which will do

all necessary technical work for prospect maturation and evaluation according to a schedule agreed with I

Shell Brasil. The Evaluation Team will coordinate work with the existing Maturation Team formed in |

SEPIV. A transition plan will be developed to bring all Brazil evaluation work together under the technical

direction of SDW. l
|

For Well Delivery, the SDW Well Delivery Unit will be responsible to insure that all benefits of a global |
organisation are achieved. Functional management, which includes mandated performance related work |
products such as peer reviews, DTL processes, etc., will be provided by SDW. The accountability to Shell
Brasil by the SDW Well Delivery Unit Team in Brazil for planning, well design, and drilling operations, is
for the delivery of completed wells which achieve the objectives of the asset owner as set out in the CTR. ‘
This linkage to SDW will also enable learnings from Shell Brasil drilling to be captured and leveraged ‘
within the global SDW organisation.

Albacore Leste Development Planning work will continue. SDW will coordinate with current staff to ‘
continue work on this non-operated project. The scope of any Development Planning work to be carried |

Draft Strategic Contract 08/06/99 I
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out will be included in the CTR with Shell Brasil; it will at least be critical to capture learnings as non-

operator.

Economics, and Commercial and Negotiating Services will continue to be provided by SEPIV, utilising the
existing skill pool with knowledge of and experience with the PSC.

Shell Deepwater will wark on a demand based system, with project cost accumulated and charged to the
customer under a CTR which defines the deliverables, timetable and costs. The CTR will also cover costs
for wark done by other SIEP groups (eg. SEPTAR) as well as third parties (outside SIEP). With the
exception of specific outside charges for work requested by Shell Brasil (which will be charged at cost), the
charges associated with time written to Shell Brasil ventures will be the only charges to Shell Brasil (ie, no
additional overhead, start-up or transition costs). ’

Agreed Process:

At the conclusion of the Annual Budget Planning Cycle, as endorsed by the RBD, Shell Brasil will meet
with Shell Deepwater to establish the CTR's and other service issues for the upcoming years, To facilitate
this, it i3 expected that Shell Deepwater would have actively participated in RBD challenge workshops and
forums preceding finalisation of the global annual program

Draft Strategic Contract 08/06/99
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.. 7 "7 SHELL DEEPWATER ~ SHELL BRASIL EP

Strategic Contract - II

Technical Organisation and Key Milestones:
The present team will transition to Houston by 1 Sept. 1999, to be on seat at least 1 month ahead of seismic
delivery. e mae e . e e e e _

Shell Brasil Exploration Manager assumes a transitional role as Evaluation Team Leader through Q4 1999,
then moves to an Asset Management role in Houston, The SDW Evaluation Team Leader position is to be
resourced globally through Open Resourcing/Pathways, to be on seat for transition late in Q4 1999.

. Commitments and Activity in Shell Operated Blocks
BC-10: First 3D seismic data available 11/99, all 3D data available in mid Q1 2000
5 commitment wells in total; 3 planned in 2000, 2 in 2001

BS4: 2D seismic data available Q4 1999; 3D data in Q2 2000
Additional seismic, dependent on success, may be acquired in 2001
2 commitment wells; 1 planned in 2000, 1 in 2001,

Commitments and Activity in Non-Operated Blocks

BC-2: 3D seismic data acquisition will commence in late 1999

2 commitment wells are currently planned in 2001, although could be accelerated.
FAZ-1: 2D seismic acquisition possible in 2000, 3D in 2001

no commitment drilling
Albacore Leste: Pending approval of a development project at Albacore Leste, Shell Deepwater will
provide the necessary technical support for this non-operated project. The scope of any Development
Planning work on this or other projects will be agreed with Shell Brasil following project approval

Technical Staff:
Evaluation Team Leader and three geologists/interpreters currently in Rijswijk will transition to Houston in
Q3 1999.

Commitment seismic has either been acquired, or will be by late in 1999. The Acquisition Geophysicist
wiil remain in Rio through 1999 under the direction of Shell Brasil EP, but with the responsibility to liaise
frequently with the SDW Evaluation Team Leader.

Pending budget approval, SDW will add up to 7 staff to the Evaluation Team through early/mid 2000.

The Well Delivery Unit Team in Brazil will initially be made up of a Team Leader, well engineers and a
drilling engineer. A rig Team will be added closer to spud date,

There is a desire to add Brazilian staff to Shell Deepwater teams as soon as is practicable, through
placement, secondment or posting, as appropriate.

Draft Swategic Contract 08/06/99
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“ SHELL DEEPWATER - SHELL BRASILEP ~
Strategic Contract - II}
Knowledge Transfer;

The Evaluation Team is to include subsurface practioners with Brazil, GoM, and global experience. As
then team grows, Brazilian subsurface staff member(s) will be added to the team to work in Houston.

In Well Delivery, there will be opportumities for operations, rig team and survey staff to move to other
global ventures as drilling activity shifts. Co

Inclusion of Brazilians in Development Planning and Execution teams, including leadership positions, is
critical as the teams are built up following discoveries and project approval.

Qperational Readiness: .
[ To be developed as required. ]

Fully discussed and agreed by:

Shell Brasil:

Shell Deepwater: S
EPG:

SEPIV (for Commercial Services):

Draft Strategic Contract 08/06/99
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" TAppénidix 4 < Draft Strategic Contract (SDW Proposal) with SNEPCO

SHELL DEEPWATER - SNEPCO |

Strategic Contract - I

Critical Local Conditions/PSC Terms: : L
In accordance with the PSC, the Nigerian National Petroleum Corporation (NNPC) is Concession Holder
and Asset Owner, -

SNEPCO is “Contractor” to NNPC and is accountable to NNPC and Co-Venturers (Esso, Agip and EIf) for
Operatorship, Asset Management, Nigerian Content, and cost effectiveness for all expenditures. |

Annual cost recovery, auditing and certification by NNPC are critical to the PSC economics. ‘

All contracts greater than $250,000 have to be referred to NNPC for approval prior to commitment.

SDW Relationship to SNEPCO: . : |
Shell Deepwater (SDW) is accountable to SNEPCO for all technical work (process, quality, peer review, |
link to global knowledge) according to the agreed CTR’s. This accountability will be through a series of © |
audits and accountability reviews (intemnal or external) rather than the establishment of a shadow technical

organisation in SNEPCO.

SDW will provide requested technical support to business and planning processes, and provision of
technical advice to SNEPCO when required. SDW will act as “Project Execution Manager” for the agreed

'
scope of work, |
|
!

For Well Delivery, the SDW Well Delivery Unit will be responsible to insure that all benefits of a global
organisation are achieved. Functional management, which includes mandated performance related work
products such as peer reviews, DTL processes, efc., will be provided by SDW. The accountability to |
SNEPCO by the SDW Well Delivery Unit Team in Lagos for planning, well design, and drilling ’ |
operations, is for the delivery of completed wells which achieve the objectives of the assert owner as set out
in the relevant CTR. This linkage to SDW will also enable Jearnings from SNEPCO drilling to be captured |
and leveraged within the global SDW organisation.

SNEPCO is responsible for all “Asset Management” decisions, business representation, local hiring, local
content and relationships, local infrastructure and managing the relationships with and aspirations of NNPC
and Co-Venturers. SDW will provide technical support as requested to enable SNEPCO to fulfill these

responsibilities,
Governance remains with the existing RBD/QU structure.

All services are provided under the terms and conditions of the existing Services Agreement between SIEP |
BV and SNEPCO. Where appropriate, SIEP BV will subcontract work to the Deepwater business unit of

SIEP Inc.

Services and Funding Model: |

Current SNEPCO operated licenses 212, 219:

SNEPCO responsibility SDW responsibility
Basic seismic interpretation and subsurface Niger Delta regional studies.
evaluation, e.g., prospect identification and initial Calibration of the Niger Delta to deepwater
prospect maps. depositional systems data sets worldwide with
Basic seismic processing in SNEPCO Processing respect to connectivity and recovery efficiency.
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Center in order to produce the basic interpretation Detailed prospect evaluation, including quantitative

products as described above. interpretation, amplitude calibration, trend curve
Responsibility for liaison with SDW Well Delivery | analysis, risking, and prospect and drillsite
Unit Team relative to local operations. maturation.

Initiate and coordinate contacts with co-venturers. Advanced seismic processing beyond that required
Economics = input on PSC terms, local conditions, | for basic seismic interpretation, e.g., detailed
Asset management responsibilities, including local | velocity analysis, inversion work, PSDM. SDW is
content and business representation. the primary contact with seismic processors external
Lioee T4 T ... L7 _ | to SNEPCO (SGS or other coniractors),
o T 7 Subsurface interpretation beyond the capacity or
’ capability of existing staff in SNEPCO; not in a

peak shaving capacity, but long term needs for
specialist skills or capacity increases based on the
outcome of current studies or activities.
Development Planning, commercialisation options,
corridor strategies.
Delivery of completed wells to the agreed CTR,
including performance related well delivery
products (e.g. Drill The Limit, peer review, global
knowledge sharing).
' Knowledge management coordination.
Peer review.
Economies -~ technical input, reservoir engineeririgq,
costs, productivity, ...
Attend partner meetings; provide necessary
technical input, as requested by SNEPCO.

Current SNEPCO non-operated licenses 209, 211, 316:

SNEPCO responsibility - SDW responsibility

Same as above. Same as above,

New licenses and interests, ulira deepwater, ultra-ultra deepwater, new acquired interests in any licensed
blocks with no current SNEPCO interest:

SNEPCO responsibility SDW respousibility
Initiate and coordinate contacts with co-venturers. Same as above, with the addition of all basic
Economics ~ input on PSC terms, local conditions subsurface interpretation and evaluation work, and
Asset management responsibilities. related processing.

Shell Deepwater will work on a demand based system, with project cost accumulated and charged to the
customer under CTR’s, which define the deliverables, timetable and costs. Charges will be based on time
writing by SDW staff and the Deepwater Services tariff schedule. The CTR will also cover costs for
deepwater work done by other STEP groups (e.g.. SEPTAR) as well as third parties (outside SIEF).

The SDW Niger Delta Evaluation Team will be responsible for the evaluation of ventures in the Niger
Delta, whether in Nigeria or Gabon. As such, the team activities will be funded from the approved budgets
of SNEPCO, Shell Gabon, or for some work, the SEPIV Ro\a'ing= Budget, consistent with the relevant CTR.

Agreed Process:

At the conclusion of the Annual Budget Planning Cycle, as endorsed by the RBD, SNEPCO will meet with
Shell Deepwater to establish the CTR’s and other service issues for the upcoming years. To facilitate this,
it is expected that Shell Deepwater would have actively participated in RBD challenge workshops and
forums preceding finalisation of the global annnal program.

Existing CTR’s between SNEPCO and SIDS BV will be incorporated into, or replaced by, the CTR’s

between SNEPCO and SDW as appropriate.
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SHELL DEEPWATER —~ SNEPCO
Str:‘att_;.gic Cp_ntfact ~1I

Technical Organisation and Key Milestones:

SDW staff, while not responsible for the basic evaluation work on existing licenses (as described above),
will interact regularly with SNEPCO staff in order to incorporate this work into regional studies and the
evaluation of future opportunities. Ongoing work in SNEPCO includes an evaluation of the currently held
partner operated blocks 209, 211 and 316, to be completed by end-August 1999, © -~ - - -

During the first two weeks of August 1999, SDW will provide resources for the peer review (VAR1) of the
502F being prepared in support of SNEPCQ's upcoming application for ultra-deep water licenses.

The timeline and milestones already in place for Bonga Development Planning do not change, Key
milestones include a Cost Optimisation Workshop scheduled for mid-July 99, draft FDP is due in mid-
September and final FDP due in mid-November 1999, FID is scheduled for mid December 1999, and
assuming a positive decision, Bonga development planning work will transition from Rijswijk to Houston
through Q1 and early Q2 2000. Existing CTR’s between SNEPCO and SIDS BV will be incorporated into
the CTR’s between SNEPCO and SDW.

Additional specific milestones for both SDW and SNEPCO will be defined in the CTRs.

Technical Staff:

Evaluation: It is anticipated that the SDW Niger Delta Evaluation Team will initially be made up of a
Team Leader, regional geologist, quantitative geophysicist, and a geologist/interpreter. Al of these jobs
are to be posted globally (Open Resourcing, Pathways),

Well Delivery: See Relationship section.

The Bonga Development Planning Team is currently in place and is to remain in Rijswijk through end
1999, working to the agreed CTR’s.

There is a desire to add Nigerian staff to SDW teams as soon as practicable and available, through
placement, secondment or posting as appropriate.
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SHELL DEEPWATER - SNEPCO

Strategic Contract-III .

Knowledge Transfer: )
Evaluation team is to include GoM and West Affica experienced subsurface practitioners. In addition,
Nigerian subsurface staff member(s) will be added to the teamn to work in Houston,

In well delivery, there will- 5E'dp§6?tu;iiﬁés;fdr op'era;tion's', ng team and sur\}ey staff to move io other
global ventures as drilling activity shifts. . e e

The Bonga Development Planning Team will continue to include SNEPCO and SPDC staff rﬂembcrs as
well as secondees (NAPIMS, DPR) as appropriate.

Inclusion of Nigerians in Development Execution teams, including leadership positions, is critical as the
teams are built up following project approval,

In all cases, Nigerian staff will be located with the technical teams in Houston/Rijswijk. Opportunities will
also exist, primarily through the global posting process, for Nigerian staffto work on other Shell
Deepwater ventures around the world.

SDW and SNEPCO staff will make use of global web sites for kno&lédge sharing as well as holding
regularly scheduled internationally coordinated technical forums.

SDW and SNEPCO will ensure migration back to SNEPCQ of technical data, models and documentation.

QOperational Readiness:
Assignment of operational staff to existing DW operations is important to develop skills and experience in
readiness for Bonga start-up.

Fully discussed and agreed by:
SNEPCO:

Shell Deepwater:

EPG:
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Appendix 5 - Rules of Engagement

The Rules of Engagement will be distributed at the Excom meeting.
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