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[COUNTRY

[ Size® T 1993 | 1994 | 1ews [ 1098 ] 1507 [ 1898 T 1999 | 7000 | 2007 | z002.] 2003 | 2004 |_2a05 |

Comemanls ]

MALAYSIA
BRUNEI
BRAZIL {Pacton}
SYRIA
PARISTAN

1RAN

USA (AERA}
ANGOLA

M5
MI5

M/s

M5

L
L

X
X

X
X

15-19 Apr 2002

23-26 Apr 2002

Nol yat sccapted

2-5 Juna 2007

Sept 2002

Oct 2002

11-15 Nav 2002

Deapendent on project progress
To be considerey

NIGERIA - SNEPCO

ABU DHAB| -
NIGERIA -3PDC
OMAN

EGYPT
VENEXUELA
ARGENTIRA

CAMERQON (Pecten
AUSTRALIA
NOAWAY
USA{SEPCO)

THAILANG *
KAZAKHSTAN-OKIOC
RUSSIA - SALYM

B I Y

Cornbine with Venazuela

2vvTUovw

M/s
M/5

>

R .4

GABON
HANGLADESH
RUSSIA - SAKHALIN
NAMIBIA

NETH, NAM
GERMANY

UK

DENMARK

M5
M5
M5

{ollal sl el

2

-
LB ]

2 M

b -]

~

£7)

-
PUVOUV Ay

CHINA
AUSTRIA
NEW ZEALAND

M5
M5

€ 3¢ {0 B M

CANADA
CHAD
KAZAKHSTAN-TEMIR

M/S
MiS

USA{ALTURA)
2AIRE _J

M5

[ Lo

X

No dired involvement
Divesied 2000
Divested 2000
Divested 2000

Ta be dvesled?

P = Froposad

A = Accapled

X = Camplated

{1 = First audit

§ = First SEC resvs subm'y

* = First SEC subm'n via SIEP

L > 30minmloe 5%
M/5 : < 30 min mdoe 54

Audit fraguency:

'Largq OUs ance averyd years,
Madum/Small OUs avery 5 years,

First audt within 2 yrs after first submisslon,

Excoptlons possitie in ¢asa of:

- Major resenes changes,

- crttical awdit reports i,

- when combinabia with olher audits,

Attachment 7 - SEC Reserves Audit Plan 2002

02Jan31-Note-txt, Att, 7
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Unknown

From: Brass, Lorin L.L.

Sent: 20 February 2002 0702

To: Gardy, D.; Cook, Linda Z.; Megat, Zaharuddin Z.; Warren, Tim T.; Sprague, Robert M.;
WARD, BRIAN B.J.; Darley, John J.; Bichsel, Matlhias M.; Dubnicki, Carol C; VanDeVijver,
Walter W,

Subject: Note For Information - Reserves - CMD - February 2002

CMD_NFI_FINALL CMD note

RRR.2iP tachments final,Z1p.

The folleowing was the NFT to

Excom,

identified, but clearly there are more.

FOIA Confidential
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Note For Information
CMD 11™ February 2002
EP Hydrocarbon Resources Update 1/2002

This note summarises the end 2001 Group resources situation, cleared by external
audit, and in pant reported in the Q4'01 and FY'01 press release. All numbers include
the effects of ARD activities unless otherwise indicated.

Summary

The total barrel of oil equivalent proved hydrocarbon feserves replacement ratio
(RRR) for 2001 was 74% (52% excluding A&D), leading to a proved RRR three year
rolling average, including AOSP additions {mining reserves) in 1999 of 81%, 101%
excluding A&D). The 2001 RRR is below the resuits quoted by our main competitors
(BP 191%, XOM 110%), and highlights a portfolio that is under-performing in terms of
adding reserves through exploration and maturing existing scope. Future RRR
performance over the plan perlod relies on the delivery of 'big tickef' bookings, e.g.
Kudu, Sakhalin LNG and Kashagan. .

Qur overall resource base contains some 20 bin boe of proved reserves (c.f BP 16
bin boe, XOM 22 bin boe) , some 13 bin boe of expectation reserves (of which some
8 bIn boe currently fall outside of license expiry}, some 17 bln boe of discovered

Reserves and Resources
S==EIVES ana Resources

2001 Actual Additions (See Table 1 )

The Group proved reserves base at end 2001 is 19.1 bl boe (19.7 incl. AOSP) and
remains split at 50:50 oil’gas. The 2001 proved RRR of 74% amounts to a reserves
addition of 1020 min boe, which in Figure 1 is broken out by type of revision;

- 360 min boe of Discoveries & Extensions, mainly in USA, UK and Brunei

+ 350 min hoe of Revisions & Improved Recovery, méinly Netherlands, Denmark
and Sakhalin offsetting negatives from Canada (50 min boe based on field

contract and acceleration of repayments)
- 310 min boe of Acquisitions & Divestments, mainly Fletcher and Pinedale,

The proved oil RRR is 65%, taking the 3 year average to 102% including mining
reserves and 77% without, and the proved gas RRR is 86% contributing to a 3 year

Page27-of 70-—
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average of some 50%. During 2001 there were no changes to the reserves for
AOSP. Including AOSP, the three vear average proved boe RRR is 81% (101% excl
A&D) and excluding AOSP, the equivalent numbers are 67% (86%).

The Total Resource base (the sum of expectation reserves and commercial
discovered SFR) has increased by 2.7 bin boe to 49.4 bin boe (see Table 2); this
includes a 1.3 bin boe addition from Venezuela Urdanata West which falls outside of

The Unit Finding and Development Cost {UFDC) for 2001 defined as the exploration
and development cost incured ($6.1bin) divided by Group oil and gas additions, excl.
purchases and sales, (0.73 bin boe) now stands at $8.3/boe for the year 2001, and

$4.8/boe on a 3-year rolling average base (up from $3.50/b
An increase in UFDC was forecast at the time of develo
2000 when it was recognised that there would be a lag b
spending and the increase in subsequent reserves bookin

oe in 2000, see Figure 2).
ping the Business Plan in
etween stepping up capital
gs. Together with the Jower

than planned bookings in 2001 this impacts directly on our competitive position on

this indicator where, up untif this year, we were the leadin

g player. The Unit Finding

Cost (funding share) is $1.0/hoe yielding a 3-year average of $0.62/boe, reflecting a
-continuation of an improving trend, Unit Finding Costs on a proved reserves additions

basis are $ 3.8/boe,

Comparison versus Business Plan

The EP scorecard target for 2001 was 80% (excl. A&D and strategic options), or
1120 min boe at target production. The actual addition excl. A&D and strategic
options was 710 min boe, or 52% RRR at actual production. The main contributors to

the lower than planned RRR are detailed in Figure 3.

None of the strategic options associated with reserves bookings in 2001 materialised,

e.g. Saudi Gas, 727, Salym, Bangestan, China, Libya.

Total SFR maturation to expectation reserves over 2001 was 0.92 bin boe or 2.2% of

the commercial SFR.

Exposures

Securities and Exchange Commission {SEC) Alignment

apparent ihat the Group
fully aligned with the SEC

Recently the SEC issued clarifications that make it
guidelines for booking Proved Reserves are no longer

rules, This may expose some 1,000 min boe of legacy reserves bookings (e.g.

Gorgon, Ormen Lange, Angola and Waddenzee) where

political or commercial ‘showstoppers’ exist,

End of License

petential environmental,

In Oman PDO, Abu Dhabi and Nigeria SPDC (18% of EP's current production) no
further proved reserves can be booked since it is no longer ‘reasonably certain' that
the proved reserves will be produced within license. The overall exposure should the
OU business plans not-transpire is 1,300 min boe. Work has begun to address this

important issue,
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Appraisal .

Historical Perspective

In 1999 - 2001 the proved reserves additions have not fully replaced production and
the 2001 3-year rolling average RRR's no longer benefit from the recent ‘bookings
rich’ period of 1996-98 (see Figures 4/5, reflecting performance with and without the
effects of A&D and showing the impact of ADS ). Over that period, substantial
proved reserves additions were realised from major discoveries {Australia,Gorgon,
SNEPCo (Bonga), total 1.2bin boe), major revisions (Venezuela 0.3min boe) and
new business (Oman GISCO, 0.4bIn boe). In addition, in 1998 significant bookings
were made by bringing proved reserves closer to expectation in mature fields (fotal
1.2 bin boe) - this action brought us to industry standard from a much more
conservative position.

Competitive Landscape

The Group RRR of 74% is low in comparison with competitors who all posted RRRs
in excess of 100% (Figure 6). The compelitors ‘are able to draw benefit from
portfolios which, following the rounds of industry rationalisation, appear to offer wider
choices in key exploration and scope maturation targets, '

2002 and Beyond: Outlook for RRR

The outlook for Group reserves replacement in 2002 and beyond remains
challenging (see Figure 7); :

- We can expect fewer additions through the base plan, because of OUs affected by
‘end of license’, OUs with limited remaining exploration potential and the challenge
1o find ways to increase expectation reserve levels in mature fields,

- And an increased reliance on strategic options and other big-ticket bookings.
Control on timing of these bookings is an issue, as they are commonly occur in
frontier areas (Kashagan), face fierce competition for markets (T4/T5, Sakhalin
LNG), rely on emerging technologies (Kudu, SURE), or are in areas with limited
control (Saudi, Whale). The subsequent reserves booking profile may be “lumpier’
than in the past and these major bookings will requiré additional steer to ensure
delivery of new reserves within the tighter SEC framework.

Actions taken

In Q4 2001 and Q1 2002 a number of actions have been initiated to address
this emerging issue;

- even greater focus is being placed on succeeding in exploration,
a key challenge is to focus on the maturation of our 27 bin boe
of undiscovered scope for recovery :

- similarly EP is refocusing the organization to reinstate Technical
and Operational Excellence across the whole of its core
operations; hydrocarbon resources maturation is a key element
of this drive .

~ EPis looking again at the opportunities to accelerate the
maturation of our 17 bin boe of discovered scope for recovery
and specifically with GP looking at the opportunities to monetize
gas SFR

~Page 29-of 70
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- S!epp_lng up lhg drive to extend licenses e.g. in Abu Dhabj
Nigeria, Brunei, Oman and open up the opportunity to mox;e the
g bin boe expectation reserves which currently fall outside of
license expiry back into our within license resource base and

ultimately move to proved reserves.

Conclusion
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Oman Visit 8-11th May 2002
Intreduction”
I visited Orhan from 8-1 l'h'Mdy (last visit was in September 2001). The objectives were to
" carry out'an overall “hcalth check™ on thc management team and on the overall state of the
business.

- The programme included sessions wnth the individual management team members the Omam
Staff Committee and Government officials (Minister of Oil & Gas , Minister of Natlona]
Econorny, Chairmian of PDO/Undersecretary of MOG). :

Also various bneﬁngs on topical issues were included (including watching an on—lme bid for

2 $ 150 million Gas Plantin Saih Nihayda!) and a talk to all SG3 above staff (some 250)
completed the well- organized programme. -

: Sum'mar_'y
Overall my patience has been tested too long with PDO and it's management, progréss over -

the last year (is it not just about delivered production!) has been less than expected, less than
promised and fess than could have been possible. Changes will have to be made.

‘ nghhghts/lowhghts were: : :
- Leadership at the top is very poor and not ahgﬁcd There are poor team dynamics and

- alack of forward vision/direction/focus to the organization

- . Production continues to slide (now some 770,000 b/d oil versus 800,000 b/d year
average target with formally agreed "stretch" of 8 15,000 b/d) W1th totally unreliable
monthly short-term forecasts :

- Credibility of PDO, and therefore of Shcll isata very low lcvcl Confidence in
forward action plan and production outlook needs to be achieved by end September
latest (before October BOard and pnor to Government Budget ﬁnahsatlon in

‘November). :
The situation with PDO obvxously w1ll also have a negative impact on OLNG where
difficult négotiations are ongoing (intra-plant price, Train 3, meroury removal)

- High' level of frustration in the organization (low morale), not just in Government and
in management team! . .

- Omanisation talent pipeline below the “old guard” is still weak, some emerging talent
at SG 2/3 but large talent pipeline with less than 5 years experience.
.. = Continued pressure on downward revision of reserves. _
.+ SAPis a success although there are still many issues at operational level
(maintenance/well engineering) linked to purchasing/stocks/invoice backlogs
-+ Top-down dtive on “new” procurement business model is demonstrating real impact .
-+ Good progress on “government gas™related activity (capacity planning for growth,
continued reserves growth)

+ Holistic review of asset portfolio (long-term reservoir management, issues,
segmentation) finally kicked-off

+ . New organization effective 1/5/02 should be more “fit for purpose™.
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.- Company Direction '

MD has “seen the light” last week and is trymg to mobilize his l¢adership team (and
simultaneously government!) from the starting point that the “company is in a mess” (quote)
and that forward action should be focused on delivering new producnon from 7 strategxc
“focus areas:
- Exploration (shnﬁ to near fi eld exploration, near term oil)
- Output from study effort (some 80 man-years ongoing, Shell support up to 50 man-
years)
- Reservoir and well management (focus on productivity enhancement water injection,
etc.) .
_- Reduction in drilling costs/timings
- Technology application
.~ EOR project delivery :
- New contractor relationships (use thexr skll]s/technologlcal capablhtles and revise
contracts). :

MD claimed his management team was “corifused” but on a journey from complacency to
denial to confusion to transfonning‘, ie. progress is being made! _

.Although the above themes for production focus thay be appropnate it will not deliver the
“goodies” w1thout addressing other activities: :

- There is a distinct lack of focus in the organization with too many initiatives and
“hobby horses™ that should be killed off/deferred e.g.:
o Long-term GW related activities (beyond ‘prudent operatorship”)
Internal activities on power genetation (outsourcing potential?)
CAQ expansion in a low-tech world with a need for employment
Safety drive without focus on line responsibility/accountability
Culture of meetings/offsite sessions without clear agenda’s/prioritisation
The business model for staff has to change. Staff currently move around too
quickly (lack of continuity and lack of performance tracking) and the need for
specialist skills (including progression/recognition/business needs) is not well
communicated. Without this “new ways of working” PDO will fail.
o Portfolio review needs to be integrated into the tota]xty of the forward action
plan and company direction also as:

*  Forward portfolio needs to be risk balanced (no over-reliance on EOR,
continue selected infill drilling and new field hook-ups focus on large
assets for reservoir management)

" * Big issues such as depletion rates, voidage control ESP’s impact,
management failures and learnings (Yibal “complications™, reservoir
pressures too low, lack of Well drainage control) should be

: mcorpomted : )
o Clarity on resourcing strategy incl, Omamsatxon and use of contract staff

- should be-dealt with pro-actively - '
o Better alignment is necded (rccogmzmg that PDO is not a Shell OU) with our

0 0O0.00

global drive in EP
o Better role definition is needed between the management team, foremost

between MD and DMD * - . _ ' |
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‘0 A positive cultuie is needed; there is too miich a blame culture and a looking
backwards mentality top-down in the organization. Staff need to be energized
~and need to understand what’s in it for them: B

=" Company direction _ g

* Celebrate successes and recognize role models -

* Transition team needs to be strengthened to be more than an
“enthusiastic group of staff” i.e. need to be seen an extension of PDO
leadership. . S :

* - Job satisfaction and pride = . L

o Harweel and Mukhaizna development promises (each delivering 100,000 b/d
by 2007/2008) appear to lack credibility and robustness. Are these being
managed with the appropriate horsepower and transparency?

Operational Performance

- - Given the historical emphasis on creaming for short-term production benefits and
given the generally high uptime, there will be no quick wins on the production side. * T
Whilst keeping the pressure on the organization; I expect that production will further -
slide before recovering. This will be a very difficult message to sell to the Government

~ -, There appears to be a lack of focus on HSE, foremost in follow through of earlier
improvement drives (STOP programme, vehicle monitoring equipment, accountability
drive). Reporting LTIF/TRCF in two-decimals is also quite unique! ,

- More needs to be done on pro-active engagement with Government on “big ticket”
procurement items (strategy engagement, local content, evaluation standards), the “old
way” in PDO will not work anymore .

- Exploration.is too much focussed on the reserves addition targets (70 mmbo/year, 1
Tef gas/year) and should be more integrated with the business needs (UTC, production
impact) _ o . ) .

- Government Gas Organization appears somewhat slow on action w.r.t. mercury

_removal solutions; more pressure/fociis needed? . '
- CBP (competency based progression) is off to a slow start in petroleum engineering .
- Petroleum study effort can be better intégrated with the operational/implementational
. phase of well engineering/petroleum engineering in PDO - _ :
-~ Extreme reliance on ESP’s (approx. 45% of production): is the technical Jjustification -
- as artificial lift method as sound as the commercial one?

- Young Omani talent available but working in a difficult environment (low morale,
many contractor staff). Large gap between “old guard” and the new generation, very
few in between. : s L

- Reserves will continue to be an area for exposure as aggressive bookings in the past
have not translated (yet) in production.
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" Government

- MO.G. (Al-Rubmy) -

v -

T i NP

Friendly discussion with the Minister. He clearly is under a lot .'ofpressure personally -
.and feels very frustrated with PDO’s performance and PDO’s management
transparency. ' -

Although recognizing assistance from Shell over the last 9 months, he is quite -
naturally (also given his own credibility within the Government) questioning whether
Shell is doing enough, foremost on pétroleum engineering side. Also questioning large. -
efforts ongoing by Shell in other ME countries (who is more important?) and likes to

portray “PDO in trouble” being a Shell OU. Continued dialogue needed. -

. M.O.G. (Shaban)

Somewhat tense discussion with the Undersecretary influenced by MD presentation a

few days earlier. T o :
It does not help that this relationship with the Minister is not very strong (he is HM

“appointee!) but he is a career member of the ministry and feels marginalized by Shell

and the PDO MD.

M.N.E. (Macki) R .
Warm meeting with the Minister, C

He is prepared to wait for the new rumbers in Q3 but still hopes to get 815,000 b/d.
plus for 2003 with subsequent upwards recovery to 850,000 b/d in later years. '

. He reported that he receives a lot of challenge on Shell performance rather than PDO

performance; he wants government to have increased responsibility on the good and
bad things of PDO. ' o e

Simply hopes that Shell will deliver. _ :

He admitted to increasing “social costs” in Oman, needing nearly $10/b price
equivalent just to pay government/army employment bills! Obviously higher oil prices

help to more than compensate for production shortfall in 2002.
Some careful expectation management needed!

QGeneral : . ’ . T . :

It.appears that it is becoming politically less acceptable for the “old guard” to be seen
to be too close to Shell. e : ‘ ‘ ' ‘
Given the “open-door” policy of the Government many méssages from PDO reach the
Government, tainted by the low morale in the organization. -
Although still good things happen in PDO (exploration successes, low deferments,
procurement, etc.), the impact of not meeting production targets has had a dramatic - .
effect on the overall confidence level towards PDO delivery. : - ‘
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- Management Team PDO

The following ar_é my summary observations on the management team:

QOverall ' S S ' .

~ The team is not cohesive and there are clear personal (unspoken) agenda’s and not ail
providing the body language to be behind their MD. ' :
Amazing how long several members were hoping that PDO was just experiencing a
temporary “blib” in performance and that a few initiatives would fix it.

Ollereanshaw - o - :
A very capable individual in terms of broad business knowledge, tenacity and work capacity.
- Itis evident that he attempts to drive improverient initiatives, however: ‘

- He has a somewhat negative approach and does not engage well with his team, nor
energizes the organization _ _

- He s prone to “panic management”, rapidly changing the direction, not adequately
thinking through the consequences of his actions. Examples are messages to staff,
behaviour at MOG, relationship with DMD (Lamki) and his recent “wake-up call” to
MOG and to his management team - ' o ‘

- Heis a poor listener. Notwithstanding repeated messages on what needed to be done

for a year, he chose his own approach and speed/scope of action. -
He remains very keen to continue in his current role and is re-energized by events over the
last week but the bottomline is that he lacks fandamental leadership characteristics.

Lamki (DMD) - ' - .
Very impressive trackrecord in PDO and highly respected. He is a proud man and wants to- -
leave a legacy behind in PDO, He is struggling accepting that avoidable mistakes were made
in the Jast 5 years (Omanisation “effectiveness”, organizational structure, lack of check and
balance, lack of portfolio/reservoir management studies, drilling “unmanageable” welis,
spreading too thin with too many initiatives) but these Were somewhat masked by overall
company success form the old modus operandi (infill drilling and new field hook-ups to -
increase production). T .
The latter may also explain why by some in the organization he is referred to as “the Wall”.

The relationship with Ollereanshaw is difficult.

Al-Hinai (Qil Director-North)

+ Lacks leadership skills and foremost decivéniess, which he acknowledges. Has gone through a
difficult period, as he was last year responsible for all operations in Oman, clearly a role that
was beyond his capabilities. ST e I
He feels underappreciated by Shell management., He actually handles the situation very well

.- and indeed should be supported, also given the overall work atmosphere and Omanisation
shortfalls, -

Al-Kharusi (HR)

Not well-motivated and struggling to follow throtigh on actions/changés. Needs a stronger
team below him, S ' : ' '
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Ruitenbeek ( Technical Services Director)

On his way out to Brunei, - _ . - o
Although capable, he is fat too defensive in his style and takes criticism far too personal and

hence struggles with appropriate breakthrough changes. . -
- Basically the job was beyond his capacity.

- Peters (Qil Director-South, formerly Exploration-Director) S
- Significant challenge in his new role. Motivated to make it a success. Understandably still
naive and his tendency to overcomplicate team dynamics particularly vis-a-vis Omanis,
Overall this job is the test he needs to assess his overall capacity,

- Eulderink (to replace Ruitenbeek) :

Very encouraging start as Change Diréctor, excellent people skills and pragmatic approach.
Clearly “right man in the right place and at the right time”. _

* Al-Kharusi (FM)

Still somewhat remote from the remainder of the business. Needs stimulation/coaching to be
effective. : .

Overall organizational “healthcheck” a .

From the above it is not too difficult to conclude that PDO does not have a high performing
' management team. More would be possible if the MD was better capable to understand
‘individual issues and engage in a more transparent and consistent manner. Some of his

management team were openly challenging the effectiveness of the MD and his credibility

intemally and externally,. o o __

The strength of the top leadership (SG2+) is also still uncertain,
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Unknown

From: Van De Vijver, Walter SI-MGDWYV
Sent; 29 May 2002 07:49

To: Watts, Phil B SI-MGDPW
Subject: RE: Reserves Replacement

Phil,

You will appreciate that this has my highest attention:

- remaining legacy proved reserves (de-booking risks)

- constraints on further appreciation _

- negative impact of Oman and Nigeria growth absence (losing volumes to post leicense expiry dates)
- hit squads to find other growth opportunities on bookings

- impact of FID's

No easy shortterm fixes possible,organic (prior to Enterprice) RRR stands at approx. 50 % for 2002.
With Enterprise we will exceed 100%.
On agenda for 9/7.

——Qriginal Message——

From: watts, Phil B SI-MGDPW
Sent: 28 May 2002 10:59
To: Van De Vijver, Walter 5-MGOWY

Subject: Reserves Replacement :

Walter,

You will be bringing the issue to CMD shortly. | do hope that this review will include consideration of all ways and
means of achieving more than 100% in 2002 - to mix metaphors .... considering the whole spectrum of possibilities
and leaving no stone unturned. Of course, it's the big FIDs that really make the difference. Also I'm wondering what
Enterprise does to reserves life, replacement ralio and finding and development costs,

Phil Watts

Chairman of the Committee of Manaqing Directors
Royal Dutch/Shell Group of Companies

Shell Centre London SE1 7NA

Tel: +44 (020) 7934 5556 Fax; +44 (020) 7934 5557
internet: Phil.B.Watts@5!.shell.com

Incoming mail is certified Virus Free.
Checked by AVG anti-virus system (http./Awww.grisoft,com).
Version: §.0.567 / Virus Database: 358 - Release Date: 24/01/2004
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Presentation ltem: Sponsored by MGDWV

22 JuL 2002
NOTE TO CMD '

Subject : RESERVES OUTLOOK

Date : 18" July 2002
FROM : MGDWV
TO: CMD and Mss. J.G. -Boynton

" Please find attached a comprehensive note on the reserves position in EP.

Key objectives of this note are 1) to provide full transparency on the nature of our
( ? resource base, 2) to outline the challenges we face in maturing volumes to proved
reserves, and 3) to indicate actions that will enhance performance.

Obviously reserves should be seen in the overall cycle of capital efficiency (F&D cost)
and production growth and'this will be further addressed in our upcoming business plan.

Supported by

{3) W. van de Vijver
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Note for Discussion
RESERVES OUTLOOK

Exccutive Summary
Shell faces a challenge to achieve 100% organic Proved Reserves Replacement Ratio
(RRR) over the coming years - particulatly during 2002 and 2003 — and simultaneously to

achieve its 3% p.a. production growth target whilst maintaining expenditute restraint.

One thitd of the total commercial hydrocarbon resource base of 76 hillion boe is

. cutrently positioned beyond licence expiry. Other technical and commetcial constraints

further reduce the Scope For Recovery (SFR) pottfolio that is available for maturation to
Proved Reserves over the medium tetm, with the result that only 60 — 70% of
production is likely to be replaced organically (ie. excluding A&D) during the Plan

‘Petiod. This equates to a shortfall of 2 - 3 billion boe Proved Reserves additions.

Until recently, the outlook for organic RRR in 2002 was bleak, at some 40%, but the
Kashagan Declaration of Commetciality paves the way for around 380 million boe to'be
booked this year, raising the otganic LE to 63%. This is some 540 million boe short of
full organic Proved Reserves replacement, and there are only limited options available
with which to materially reduce this shortfall. The Enterprise acquisition raises the total
LE (including A&D) to 133%, potentially also providing otganic upside (up to 5% RRR).

Accelerating the booking of Kashagan to 2002 weakens the outlook for 2003 to some

' 70% otganic RRR - some 480 million boe short of full organic Proved Reserves

replacement, with further downside in the event that Sakhalin does not go ahead. No

mature projects are currently planned with Proved Resetves bookings in 2004 that could

offer firm acceleration potential to cover the 2003 shortfall.

The OUs will continue to focus on the maturation of reserves, suppotted by input from
R and T&OE initiatives. However, given the magnitude of the Plan Period shortfall,
and the intangible nature of much of the Ultimate Recovery gains that we are aiming for,
it is imperative that we press ahead with additional measures that will help to address the
situation. [One. option for the short term could be the tetention of Sakhalin as 2
consolidated entity, although this would serve only to temporatily mask our underlying
problu&FCleat focus must therefore remain on unlocking reserves beyond licence,
particulatly in SPDC, Abu Dhabi and possibly Oman, with every oppottunity being

taken to table this issue in negotiations with host governments.

LON01210316
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1. Hydrocarbon Resource Base

At 1.1.2002, the Group’s commercial discovered resource base was 51 billion boe (risked’
expectation basis, including oil sands and shales: Attachment 13). This is believed to
compare- with ca. 70 and 60 billion boe for ExxonMobil and BP tespectively, leaving us
the least favourably positioned of the three to replace production. Nevertheless, when
the (risked) Undiscoveted SFR portfolio is added in, the total tises to 76 billion boe,
indicating a total resource life at current production rates in excess of 50 yeats. On the
face of it, there dppears to be little cause for concern in tetms of reserves teplenishment,

However, one third of the commercial tesoutce base is locked beyond the lifetime of
current licences (Attachment 1b) and is largely inaccessible for the Proved Resetves
inventoty untl licence extension s secured. In principle, projects could be executed to
accelerate at least a portion of these resources to the within-licence petiod, but scopé is
M severely limited in the two OUs that together account for 75% of the volumes
concerned, SPDC and Abu Dhabi. In both cases production must increase substantially
simply to produce the within-licence Proved Reéserves that have already been booked.
New bookings in these OUs will not be feasible at Jeast until such production growth has
occurred.

Consequently, licence expity reduces the effective commercial resoutce base in the
‘meantime from 76 to 50 billion boe. This licence-constrained volume includes 1.9 billion
boe recovery from oil sands and shales, most or all of which is classified as mining
’ resources under SEC rules. It also includes the consolidated volumes for Sakhalin -
deconsolidation to 40% Group share will cause a reduction of 2.3 billion boe in the

© resource lnventory (Attachment 1c).

Of the balance remaining after taking these factors into account (45 billion boe),

S

oy approximately 10 ‘billion boe can be classed as “challenging”, being subject to
: -commercial or technical risk (e.g. Pacific region gas market, heavy oil), or relying on
substantial incteases in production tate in order to be realized (notably SPDC and Abu
Dhabi, Attachment 1d). In addition, resetves in Oman would be ‘under thteat if
production rates cannot be sustained. Attachments 1e and 1f provide further detail on

Resetves Life per OU, while Attachment 1 g summarizes the main issues by QU. '

In summaty, although there is clear potential for longer-term growth, the -effective
tesource base on which we rely for organic Proved Resetves Replacement over the next
few years is restricted. As will be shown below, these restrictions make their, presence
felt in our ability to replace reserves in the short- to medium-term.  Consequently our
continuing production growth target will come under threat over time. :
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2. Outlook for 2002 and 2003 (, X B '
! lléﬁ) BAIN
2.1 2002 Latcst Estimate ' @\ /(p“

Coropared with the 2001 Business Plan (56% organic RRR) downward revisions to the
2002 LE have oufweighcd the positives of Angola Block 18 and the deferment of
Sakhalin dilution (Attachment 2a). However, dcclaratio‘nl of commetciality on Kashagan
- and the expected first phase of development FID should allow 380 million boe to be
booked in 2002. On this basis the otganic LE is 63%, above plan, although it should be
noted that Kashagan was carried as a separate “big ticket” item in the Business Plan..

UFDC! would be approximately US$ 10.3 per boe, including Kashagan. BEven if teserves
could be fully replaced, the figure would teduce only to US§ 6.4 per boe, sighiﬁcantly
abovg‘: the US$ 3 ~ 5 per boe “comfort zone”, BP, if they deliver on external reserves
teplacement promises, are likely to be. at the lower end of that UFDC range, while
ExxonMobils recent performance (to 2001) is towards its upper limit.

* ‘Entetprise cleatly dominates the A&D picture, driving a net RRR from A&D of 71%.
Of the 600 mln boe Strategic Options orighlaUy in the plan for 2002 (a 42% contribution -
to total RRR), only 180 mln boe remain in the LE, mainly a risked volume associated

- with the “Whale” coded project which realistically is now unlikely to be secured this year.

2.2 2002 Upside

" The focus on project delivery continues, augmented by T&OE (although quick wins are
elusive at this early stage).

Further upside may stem from otganic revisions to the acquired Enterprise portfolio.
Review of their practices shows that they were conservative in theit approach to SEC
feserves declarations compared with Shell. Application of the Shell guidelines should
yield a few tens of millions of bartels, possibly with mote to come from the natural flow
of tevisions within the portfolio. The QU integration teams will pay particular attention
to this as the year progresses. In the meantime, and subject to confirmation by teceipt of
more detailed plan data, it is assumed that Entetprise will pm\'ride some 50 million boe
Proved Reserves additions in 2002 and in each successive year of the Plan Period.

With these upsides, and neglecting Strategic Options, the total LE (including ' A&D) for
the year would approach 140% RRR, of which 66%+ would be otganic.

! Unit Finding and Development Cost. Based on plan Capex and Expex, including estimates for
Enterptise. UFDC figures are essentially similar whether expressed oo GA or OA basis.
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23 2003

The following is based on the Capital Allocation project definitions that are “current”

and under discussion at the Capexr and Expex Workshops, July 2002, As such, and smce
the Business Plan is some distance from being finalized, the view is subject to tevision.

The unconstrained portfolio of “organic” projects available to be ranked for the 2003
plan would deliver 1530 mla boe Proved Reserves additions during the year (Attachment
2b), yrelding 99% RRR 2nd a UFDC of ca. US§ 7.7 per boe. The inital outlook is that
this will reduce to somewhere in the range 45 — 70% RRR after the application of
expenditure constraints, the bulk of the range being driven by the inclusion or otherwise

of Sakhalin?, The upper end of the RRR tange equates to a shortfall of some 480 million-

boe compated with full organic Proved Reserves replacement.

Again taking the upper end of the RRR tange for illustration, this would cotrespond to a
UFDC of approximately US$ 93 per boe, US$ 1.6 per boe highet than for. the
unconstrained portfolio. ‘This figure is broadly in line with the expected result for 2002
and is still well above the level that our main competitors are likely to achievc.‘.é‘hc
increase in UFDC on applying expenditure constraints is explained by the fact that many
of the projects that are likely to rank into the final programme have already had their
corresponding teserves booked(]

2.4 2003 Upside

Backfilling 2003 by accelerating bookings from later years might be feasible, Hg:';wever,
cutrently there are no firm big-tickets of a size to comipare with Sakhalin and Kashagan.
Many of the projects that appear to make attractive targets for acceleration (due to their
large associated resoutce volumes) are currently phased later because of overriding
ciitical path constraints, not the least of which being completion of E&A activities in
several cases (Attachment 2¢).

Thete is scope to manage the overall situation for 2003 without accelerating from 2004
(Attachment 2d), with the two major potential contsibutors being project “Whale” and
the retention of Sakhalin on a consolidated basis. Securing the former is not under our
direct control, and the project probably would not qualify as “organic” growth. The
latter (Sakhalin), whilst essentially being a “paper” gain, would in effect solve out reserves
teplacement issues at least until the end of 2004. Unpalatable Though this rmght be in
terms of financial performance and matket exposure, acceletation of other projects could
also be achieved only at a cost and with less assurance of delivesy in view of POS (to
FID) at this stage.

Net of the effect of eventual deconsolidation to 40% Group share.
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2.5 T&OE: Status of Global Hydrocarbon Resource Base Review

The Global Hydrocatbon Resoutce Base Review has been in progress for several weeks
now. lIts objective is to gain improved insight into the technical state of the Group's

- hydrocarbon resource base and the scope to improve recovery efficiency. The results
and findings will drive future Technical and QOperational Excellence initiatives,

Data is being gathered on all the major fields in the Group. At this stage the focus is on
inventotising and categorising the major elements of the resource base with a view to
identifying opportunities for imptoved recovety through comparative benchmatking and
compatison with best practice. For example, it is expected to confirm that waterfloods
in medium- to complex envitonments present both significant exposure and opportunity,
albeit in the longer rather than the immediate shott-term. :

3 To date, twenty-two OUs have been engaged in the information and data gathering, On-
site reviews have been completed on six of the twelve largest OUs — the temaining six
will be completed by the end of July. Many issues telated to the maturation of volumes
into reserves and production have been identified from which a collective picture will
emerge. '

~ As part of the process, OUs are being challenged on their progress against plan for 2002
and 2003 reserves additions, and-being offered support where required. However, at this
stage it seems unlikely that this review will identify matetial opportunities to enhance the
2002 rescrves replacement situation, although any opportunities uncovered: on an
exception basis will be pursued.

Data analysis and reporting will be completed in August/ September. This is_expec‘ted to
identify Global Themes for the development and integration of best practice into OUs
and help to ensute that the skills and technologies available within the Group are aligned
with the OUs, projects and recovery processes frotn which we have the most to gain.
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3. Outlook For Remainder of Plan Periaod
3.1 Historical Context

Over the last decade, Proved RRR has avetaged 102%, 94% being “Core Organic” (i.e.

- derived from pre-existing business — Attachment 3a). Major revisions had been made in
11990 (Proved RRR of 330% , on the back of which very few revisions were made in the
subsequent five years — the majority of additions during this period came from E&A.
1996 - 1998 wete the only recent -years in which organic RRR exceeded 100%, the
additions preparing Shell for its concerted effort to grow production in 2000 and beyond.

With the benefit of hindsight, some of the organic revision$ made in recent years now

appear somewhat aggressive: principally Australia (Gorgon, struggling to reach maturity)

and SPDC (bookings continued on the back of expected production growth that has still

o to materialize, contributing to a bow-wave problem in the temainder of the licence),

- Factoring these out (Attachtnent 3b), the effective total Proved RRR over the last 10

‘years would be reduced from 102% to 88%. The undetlying otganic Proved' RRR

contribution from pre-existing businesses was 81%, of which 45% came from revisions
and improved recovery and the remaining 36% from discoveries and extensions.

These observations help to set the scene fot assessing petformance going forward.
" 3.2 Plan Period

The following is based on the preliminary Capital -Allocation ranking process and
considetable further wotk remains to be done, particulatly on building the programme
for 2004 and beyond. Whilst changes in the detail can be cxpected as this takes place,
they are unﬁkcly to materially affect the broader conelusions. :

—

The portfolio of projects submitted for Capital Allocation would deliver Proved RRR in
the range 59 - 83% averaged over the Plan Period (2003 - 2007), the exact position in the
range being determined primarily by expenditure constraints that have yet to be applied
to 2004 and beyond. The upper end of this range would equate almost idendcally to
actual “Core Organic” performance over the last 10 years (Attachments 3c and 3d),

Assuming a final outcome for the Plan in the range 60 - 70% RRR on average, this would
cleadly be well short of full organic teserves replacement, the deficit equating to 2. 3
billion boe in Proved Reserves Additions. On this basis, and with costesponding
expenditure likely to continue at ‘or close to current ceilings, UFDC is unlikely to be

brought significantly below US$ 7 pet boe.
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Consequently, for the short to medium term at least, we continue to tely on the delivery

+ of new business to the portfolio to undetpin long-term growth, whether this be from
* delivety of Strategic Options, A&D, or the release of licence-locked reserves.

3.3 Upside Potential

The additional 2 - 3 billion boe that is likely to be required to bridge the gap to 100%
organic teserves replacement over the Plan Petiod represents a challenging Enxget.
Notwithstanding the continued efforts of the OUs to improve on production and
recovery efficiency, augmented by Ril, and T&OE, it is clear that we will rely on major
initiatives to ensure that this target can be met. Of most significance are:

Licence Extensions

* Estimates of the volumes that could materialize during the Plan Period ate speculative.

However, given that the total ptize is a 26 billion boe resource volume, even a relatively
modest “win” could make a major contribution to Plan Petiod organic RRR. Unlocking
10% of the licence-locked Expectation Reserves would yield a corresponding Proved
Reserves addition in the otder of 500 million boe, with the advantage that such a gain
would hopefully be achieved at relatively low cost. Consequently the ongoing effotts to
tap info this resource must continue, with every opportunity being taken to table the
matter and apply leverage to our advantage in negotiations with host governments.

SPDC: End of Reserves Moratorium

So fax, it has been assumed that the moratotium on new Proved Reserves bookings in
SPDC Nigeria will remain in place throughout the Plan Period. However, if production
growth s achieved -as cutrently planned, scope may emerge to relax this. Without
wishing to understate the challenges that we face in this repard, the total unconsteained
SPDC portfolio of projects submitted for Capital Allocation has the potential to yield a
furthet 970 million boe Proved Reserves over the Plan Period, generating a 13% pa.
average additional contribution to RRR and shaving US§ 1.0 pet boe from average
Group UFDC. To reitetate, howevet, we can only begin to tap into this additional
volume after having first secured the production growth that is requited to reahZe the
reserves that have been booked already.

- Sakhalin: Retain Consolidated

Discussed above (section 2.4). Of the total 2.3 billion boe resource base that would
continue to be reflected in our consolidated accounts, some 900 million boe would come
into the Proved Resetves inventoty during the Plan Period, providing an averape 12%
p-a. conttibution to RRR and a $US 0.4 per boe reduction in average UFDC.
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4. External Storyline
4.1 2001 Investor Relations

Presentations to investors in 2001 highlighted the revised 3% aai. hydtocatbon
production growth rate 2000 ~ 2005, implying (if not specifically stating) that this would
be achieved organically. We did not explicitly commit ourselves on RRR, but it has been
noted extetnally that a figure of 140% p_.a". would be required if we were to achieve this
sustained rate of production growth and leave reserves life intact. Thanks mainly to
bookings in 1996 — 1998, our oil reserves lifc of 12 years is now exactly in line with our
peets, while our position in long-term gas extends reserves life on 2 boe basis to 14 yeats.

Inevitably the extetnal community has detected from our relatively poor Proved RRR,
and the resulting weakened UFDC performance, a tisk that Shell wil struggle to deliver
its production growth target. '

In discussing resource volumes, Shell has stressed that the total contribution of additions
(patticularly discoveries) to the “expectation” hydrocarbon resoutce base is'a more
teliable barometer for growth potential, thereby already distancing itself from the Proved
RRR measure.

- 4.2 2002 Latest Estirnate and Forward Plan

Notwithstanding the efforts that will continue to be made to improve on the outlook for
2002, we must prepare to deal with the fact that otganic Proved RRR might not exceed
63%. (with Kashagan), although 70%+ could be within reach after’ pursuit of possible
gains from the Enterptise portfolio and othier upsides in the overall portfolio.

A&D, of which by fat the biggest contributos cleatly is Enterprise, provides an additional
71% RRR and brings the total towards 140%, even if no Strategic Options are secuted.
This figute is consistent with our stated production growth ambition, if stated on a total
basis. )

Looking forward through the Plan Period, it is unlikely that the average organic Proved
RRR will rise much above 70%, implying (with curtent expenditure ceilings) an average
UFDC in the otder of US§ 7 pet boe.

p—
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4.3 2002 Investor Relations Script

In relation to RRR (and indirectly to production growth and UFDC petfotmance), the
following messages are proposed:

* Continue to stress the strength of the total resource base.
¢+ Continue to highlight the major projects fuelling growth in the short and long-term.

« If required, acknowledge that organic RRR is less than 100% but distance outselves
from it as a reliable “instantaneous” measure of growth potential.

_* Aggin if required, note that Shell has expetienced prolonged petiods throughout jts
© recent history duting which organic Proved RRR was less than 100% and yet has
continued to deliver wotld-class technical and financial performance.

o Link the high Proved RRR of the late 1990s to our stated 3% aai. production
growth target for 2000 — 2005, the one presaging the other. We continue with the
process of actively managing out portfolio and taking stock of opportunities for

=
S

further growth beyond that. However we will not putsue growth to the detriment of
business value and shareholdet tetutn. Profitability is the key focus: the quality of the
{booked) barrel is what counts! '
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9 expect, position us even more favourably as partner and opetator of choice in new
' ‘ventures.
~
9
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5. Forward Actions

The following are teceiving attention for addtessing the short to medium tetm situation

on teserves replacement:

¢ T&OE: The much-increased focus on production and recovery efficiency
improvements must inevitably yield results. Additional tesources have been deployed
on the Global Hydrocarbon Resource Base Review, and in addition opportunities for .’
“quick wins” are actively being sought.

* Licence extensions: Particularly SPDC, Abu Dhabi and Oman, but also smaller
opportunities in Syria, Denmark (although Shell is not concessionaite) . and
Venezuela. Every oppottunity to leverage access to post-licence volumes will be
explored.

* Russia: Opportunities to bolster our portfolio in Russia are being pursued e.g.
Salym, Zapo).

* Oil sands: Scope to increase the proved volumes associated with the Athabasca
project, and potential future expansions, is being investigated.

# [E&A follow-up: Ways to increase the pace at which E&A discoveries atc matured
and commercialized to proved volumes will be pursued with high priority.

* OU Initiatives: Identification and pursuit of opportunities within the established

cote business portfolio continue with high ptiotity, assisted by RtL and T&OE as
requited. “Major” gains ate likely to be few and far between, however examples such
as Groningen upside (2003?) hold real promise.

"~ FOIAConfidential | LoNot210s2s

Treatment Requested




Case 3:04-cv-00374-JAP-JJH  Document 365-3  .Filed 10/10/2007 Page 58 of 70

Confidentia!

Attachment 1a

Inventoty of Group Resoutces at 1.1.2002 (billion boe)

- 2860 MMboe
15 ) Abu Dhabi

blition boe

16280 MMboe Venezuela (heavy off)
120 MMbor Saym
10 -

i 2260 MMboe Otnan
§ 170 MMboe Syrin
150 MMboe Denmark
0 - U
2003 2008 Zo07 2009 2011 2013 2018

Licence Expiry Year
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2017

Cate‘gory Qil / NGL Gas Total
’ Proved Developed Reserves 4.3 4.4 8.8
Proved Undeveloped Reserves 57 5.2 10.9
. Probable Reserves 6.8 6.2 13.0
SFR Proved Techniques 8.0 6.0 14.0
SFR Unproved Techniques 3.5 0.4 3.9
Total Commercial Resources, Discovered 28.4 22.3 50.6
SFR Undiscovered _ 14.1 113 255
.} * Total Commercial Resources 42.5 33.6 76.1
)
SFR Non-Commercial 7.0 2.4 94
Total Resources 49.5 36.0 85.5
Includes Oil Sands and Oil Shales. Rounding effects may be appatent
Attachment 1b
Resources Locked beyond Licence Expiry
30
' & Contmercial SFR Post-Li
WExpectation Reserves Post-Licence
25
- 16400 MMboe
U | Nigeria {(SPDG)
h 20 '

2019 Later
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- Firm Constraints on Within-Licence Resoutces (at 1.1.2002)

Million boe Proved  Prob. Disc. Undisc.  Total
Res. Res. SFR SFR

Oil Sands and Shales: 10 (eventual) contribution to SEC Proved Reserves

Canada Muskeg River Mine : 600 299 83 982
Shell Oil Oil shales s 745
Corresponding Gas Volunses 175 " 175
Total 600 300 1000 1900

Sakhalin: Reduction applicable on deconsolidation to 40%

ol o 5 310 20 497

NGL 162 21 183

sy - G ' 1456 172 1630

Iy Total 20 60 1930 210 2310
12

‘ LON01210327
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Attachmcn( 1d

Possible Constraints on Within-Licence Resources (at 1.1‘2002)

Million boe Proved  Prob.  Disc. Undisc.  Total
' Res. Res. SFR SFR

" Gas: (Potentially) Stranded SFR

Australia Greater Sunrise i "555 555

' Scot Reef / Brecknock _ 736 . 736

. Other _ 384 403 787
Canada MacKenzie Delta (infrastructure) 152 46 198 -

Namibia Kudu (likely to be deleted at 1.1.2003) 431 577 1010

Corresponding NGL. Volumes ' 234 4 278

Total - 2490 1070 3560

"Heavy Oil: SFR difficult to commercialize

Brazil All fields and prospects 200 573 173
Canada Peace River 999 999

_ MacKenziec Delta 31 94 125
UK, Atlantic Margin l 923 93
Venczuela Utdaneta West 123 123
Corresponding Gas Volumes 10 118 128
Total ‘ 1360 880 2240

- Oil Resetves that tely upon significant increase in production tate

Nigetia (SPDC) 955 838 1793
Abu Dhabi ' ' 136 136
~ Australia (WPL) 11 20 30
Total ’ 1100 860 1960

Gas Resetves that rely upon significant increase in production rate

“y . Nigetia (SPDC) 302 37 678
' Norway 208 86 294
Malaysia 337 114 ’ 451

Brunei 65 . 2712 337

Denmark . 9 9

Total 910 860 1770

Gas: Reserves (Possibly) Prematurely Booked

Australia Gorgon 525 222 147
Norway Otmen Lange 102 73 175
Comesponding NGL Volumes 39 10 . 49

Total 670 310 970

: LOND1210325
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1 ‘ Attachment le

Oil: Resetves Life compared with Licence Life (11.2002)

Nigeria (SPDC) pi BTN S i
Abt; Dhatd I
Austroa (WPL)
Brunet
Orman .
Grr
Denmark Retérvis Lite » Reserves § 2001 Provetion
Ching [ [Onty Ol rezerves mre Inchrded In cilculsting remaining Reserves Ute,
| Ucencs Lite » aversge for 0, weighled on Expeettion OF Rescrves,
Syrip |Wm, (OL7s wtih Proved O Reserves < 20 MMboe ste exchyid o phod dalak,
Ol yet 10 oommence o production st erchaded o plot detsd,
Cameroon (Pecten) {EMectivety indebite boenco ires sre nel plotied,
Malayzia
Ausiratia (Direct]

Thalland

Gabon J

ux

_.".;) Norway B i

: Russta (Sokhatin Holding) S - — P —
USA (Aera) I— '

USA (IS

BLkconce Lity
B Proved Reserves Lite
B Probable Resetves Lils

0 5 10 15 20 5 k] a5 40
Years

SPDC and Abn Dhabi cannot produce their currently booked ail teserves without
significant incteases in production rate compared with 2001. For illusteation, production
must inctease by 70% and 40% respectively by 2008 to ensure production of Proved
Reserves within licence. The corresponding figutes for Expectation Resetves are 140%
and 40%.

Woodside (“Australia (WPL)") must maintain 2001 production levels to ensute
) production of Proved Reserves within licence, increasing slightly to secure Expectation
. . Reserves. . '

Brunei and Oman (PDO) must maintain cutrent production levels throughout the
remaining licence duration to ensure production of Expectation Reserves: this might
prove to be a challenge for the latter.

~ N l LON01210329
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Attachment 1f

)
Gas: Reserves Life compared with Licence Life (1.1.2002)
Nigeria (SPOC) § e L T . A
e SPOC) —-.____._.....___.._._—_.--—*-n!mmmm_
me’" e S e IO
Brunet e |
T et Lt [
Denmark i — ]
UK -1 Oulicence Lite
"] ®proved Raserves Lire
Eoypt B Probable Reserves IJI:J
Omam Gisco il
Nethedands [
Gamany (i
“Avsiraliy (Direct) e T
’ Au!h‘a’ia(WPL) L T i R S i i T T
’ Canada | Aesle:
. ) l'!uewn Lite n Ruservas £ 200 Production- .
A G 40 caloutytng Riawr 3
S L New Zealond e | oenc e oo b Ot g o Rt .
. f— n— mwmencunnm<nm“muwmromwm.
USA [ i i LR mm:mmmlmumﬂmmnd«n.
‘Emhmmmnmwd_ .
EP Yotal (iniiwecnita
20 25 T ow as 40 :
Years : )
SPDC, Norway, Malaysia and Brunei cannot produce their cucrently booked gas reserves
without significant increases in production rate compared with 2001. For dlustration,
;’ production would need to increase by the following amounts in each case by 2008 — and
' hold constant thereafter - to ensure production of the booked within-licence reserves:
: Proved Expectation
SPDC (Train 4/5 &67) . 150% 340%
Norway (Ormen Lange to FID?) 70% . 100%
N .
% Malaysia (MLNG-TIGA?) 60% 80%
Brunei 15% 0%

Denmark and the UK must maintain current production levels throughout the remaining
licence dutation to ensure production of Expectation Resetves. ’

LONO01210330
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Attachment 1g

Hydrocatbon Resoutce Challenges by OU

Nigeria (SPDC): Ot production must increase by 70% by 2008 in order to produce the

SNEPCO;

Abu Dhabi:

A . Australia:

Brazil:
Brunei:

Canada:

Kazakhstan:

Namibia:

Netherlands:

Norway:

PDO:

Russia:

Venezuela:

currently booked Proved Oil Reserves (2500 MMboe). Alternatively, licence
extension must be secated. 50% of gas pro-ved reserves (some 250 MMboe)
is “dedicated” to non-LNG outlets, unlikely to matetialize — transfer to Train
4 & 5 (&6"). Motatorium on new Proved Reserves bo_okjngs‘. :

\

Has one of the highest Proved:Expectation Resetves tatios of any OU (0.78),
despite not yet having commenced production. Possible Bonga and Etha
over-bookiﬁgs are to be managed, severe challenge to mature Bonga SW in
2002 (appraisal and development studies outstanding).

Production must increase by 40% by 2008 to enable production of booked
Proved Reserves. Alternatively, licence extension must be secured.

Gorgon stranded gas (560 MMboe Proved Reserves booked), possible
batriets to commercialization of much of the SFR. portfolio. '

900 MMboe commercial resource, mostly undiscovered.  Heavy oil
(assumed), possibly presenting both technical and commetcial constraints.

ca 20 MMboe legacy Proved Reserves still to be unwound.

Peace River — 1200 MMboe SFR, heavy oil, possibly difficult to
cormerdalize.  Mackenzie Delta — 200 MMboe commetcial gas resource
stranded by lack of infrastructure, -

1200 MMboe SR, scope to accelerate pace of maturation?

1000 MMboe gas SFR (Discovered & Undiscovered) at risk due to lack of
critical mass for development.

Waddenzee: ca 25 MMboe Proved Reserves at risk if project does not go
ahead. Possible GIIP- and compression-related upsides in Groningen
currently being worked.

Ormen Lange booking to date at risk if project does not go ahead (100
MMboe Proved Reserves alteady booked, 400 MMboc total resource).

Challenge to yield target production tates and hence resexrves delivery.

Sakhalin SFR maturation constrained (or not?) by LNG contract fixtures. | 79 N2
3800 MMboe total commetcial tesource on consolidated basis: reduced by /ﬂg@ﬂ/
2300 MMboe on deconselidation. ' M w

* Urdaneta West: 2100 MMboe commercial resource, heavy oil, much of it pO{ 6‘231’9

curtently “licence locked”, but the real issue is technology and economic U})D M

project matutation. ol o
N

16
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Attachment 2a

|'_I\Tlllun boe Proved Reserves Additions Reserves Replacement Ratlo
1} Flan LE . _Defla Plan, % LE, %
[Organic .
Kazakhstan Kashagan Oeclaration of Commercially « Arman RI:1 84 74
USA Mars WEIAGeriGKerOS0 Merinl Shawnes, Grossooness eitersl 139 145 5 LX) 103
Angata Block 18 FID T : 23 68
Bruned (.74 66 [ 47 47
Canada 50 - 50 a5 38
Nigeria (SNEPCO) Bonga SW challenge 1o reach VARI In 2002 116 49 87 az 15
UK Catack WestCuntewT, ShasrwaterComorsiNA B L, Scoter deferred 68 i i} 31 48 28
Denmark 24 n ] 1.7 23
Venszuela Nol 2 gain: Fimn figure wark Inavertently omitted fom B lotal 25 25 - 1.8
Nethedands 30 25 4 2.1 18
Matay PEVIPSC effedt. Tia FaponUbavRaming, 07575t Josepht M 23 -8 1.2 16
Syra 13 15 2 0.9 11
Egypt " i3} oa 0.8
Gabon 7 7 05 0.5
|Pokistan Bahdra-d well esuti(1). Query Plan figure. 10 5 -5 07 04
jAustrata (SDA) 0 4 4 b0 03
Brunei (FCE) 3 3 0.2 02
|Argeniina 3 3 0.2 0.2
Garmany Changed / deferred dilling programme 17 2 15 1.2 02
Thaltand Reduciion panding complation of studies QM4 4 1 -3 03 00
Austrifa (WPL) a 0 00 0.0
Russla Deconsoidation defered 92 o2 4.5
FUSA {Asy Comp) Ata inchided in USA LE 4 ' ] 03
Bangadash Changed / reduced activity ieved 4 -+ 03
_|Brazi 854 delerred 4y At 29
Oman {(FDO) Produciion forecast exposara / fnty 76 78 54
Namibia Kudu sppraisat 125 =125 88
Brazh (Pecien) 3 -3 02
Naotway 7 k] . =15 0.5 0.6
‘jOman (GISCO) Virtual PSV 1 PSC eflect -23 23 A7
New Zeatand Pohokura 4 -28 -32 0.3 20
iran PSV eflect A1 -41 -29
- fTotal Organic, without upside 108 878 2 12 63
Upside:
Ererprise Application of Sholl guidefnes & Growih - TBC s 50 A6
Tolal Organic 756 920 132 56 113
Produttion Includes ExCom adjusiment 1419 1399 -1
AKD
Adjust tolal IRR 50 far for effect 6f ABD production 3.0
ENTERPRISE (KMOCE@46%)  KMOG = 931 min boe 1141 141 e
Norway -Oraugen a3 N 22
USA Rockins n 27 1.8
TOPCO NZ 2 e 08
UK Goldenaye 7 7. (131
OR Congo (Zoire) A7 -7 1.2
Iran Faem oul 38 1) -26
New Zealand Fortioko rationalization » Wansfet to TOPCO NZ -7 -7t 49
“{Total AMD 1091 1081 "
Total Omanic + ALD 79 F{at ] 122 56 138
|Production Organic + ASD 1419 1465 a5
?i;auglc Options
Whale 154 154 (%] 0.5
Libya Block 47 ki) Fil 15 14
Stephenson 1 7 7 08 0.4
Alibekmola notionat 13 -12 09
AKOG notionat 1] - 57
Venarzusia Ryt ofl .- BG B6 6.0
Libyd gas 20 -0 €3
Namibia Gas (FLNG) incremental 145 -145 102
OU projecis -2 -2 0.1 2.1
Total Sirategic Options 0% 15t 42t 4z 12
Grand Tolal 1397 2199 a2 9 o
{Production Grand Total 1419 1465 45
17
N\
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Attachment 2b

2003 Organic Proved Resetves Additions: Unconstrained Capital Allocation

—

Postfolio
Proved Reserves Addillons | Reserves Replacement Ratle
2003 only: Miflion boo . %
Organk:
Russia (Sakbalin Holding) Piltun-Lunskaye Deconsolidated basis 98 258
Horway . Ormen Lange Post FID Developmont 118 7
Ching Wesl 1o East Upstraam .10 11
Nigeria (SNEPCO) Bonga South-West (i deferred lrom 2002) -T2 47
USA RMPA-Pihadata 02 5-Rig Bata 61 40
Nigeria (SNEPCO) Erha Main Fietd Daveloprent 56 36
China Changbed Upstraam 54 15
Enterpisa ‘Enterprise Growth 2003+ (estimate) 50 a2
USA Ursa 02 Incd Waterliood 36 23
China E£ast China Sea Devokopmanl 22 14
Nigeria {(SNEPCO) ia 1 14
UK 564 - Phytis. 2t 1.4
usa . RMPA-Yugo 02 Baze 20 1.3
China Bonan Qil: BZ25-1 Of Developmant 20 1.3
Brunei CAD3 WD 100 AU Wast Existing 15 1.0
{Natherlands Onshore Retlegend Play 14 0.9
Brinet (FCE) ML South Chuster Exploration 14 09
USA Britus 02 Base . 13 08
Syria AFPC Project « Tranche 1a (FID 2002} 12 X}
China Easl China Sea Exploration 12 0.8
UK 6 - Slarfng 12 08
Brunei CADI WH 248 Champion SE Waler Injection 1" o7
Notheriands Offshore Rotfiegend Play " 07
UK 6§59 - Harrler Shollow 10 0.7
Denmark 506U Tranche 1 10 0.6
USA SOC.Tr.1.MarsBasin, E82 10 121
Brnal CAQ3 WB'200 AU Esst Existing k-] 0.6
UK 504 - Nessle 9 0.6
Getmany Tranche 1/ 2000 ] 06
USA SOC.Tr.2Fwd, Texas? {(Forward Curvo) ] 0.6
Frunet CAQI WB 428 t704A BANGAU Exploration ] 0.5
UK 454 - Schiehallion Claw (420) 8 0.5
China Bonan Ges ] 05
UK . Q01 - Existing Assets 7 0.5
Malaysia FM302: Bunga Dahtia 7 05
Australia (Direct) TI4EP 7 0.4
Denmark SOGU Tranche 2 [ a4
usA RMPA-Pinedalo 02 6th Rig.Option 6 0.4
UK 501 - Firms €A - Cutler -] 0.4
Oman Existing Assats {inchuding Corporate Overheads) 6 oA
UK 33 - Tranche 2b - FID2003 - 6 04
UK 114 - Penguin (416) 6 0.4
L 30 - Tranche 1 - FID2003 s 04
Gabon Exisling Assets (ga) 5 0.3
Pakistan dus Deepwater Exploration Well {National) 5 03
Brunei CAD3 Wit 314 AU Darat Tr1 FIDO4 5 a3
Qther projects 185 120
Grand Total 1526 58
[Procuction Grand Total 1541
13
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Attachment 2c

Projects with major Proved Resetves Additions in 2004 — accelerate to 20032

The following would be the ptime contenders, as viewed today, for acceleration from
2004 in order to redress the 2003 deficit against the 100% RRR aspiration. They are the
only projects (as- submitted for Capital Allocation) with untisked Proved Resetves
Additions in 2004 that exceed 100 mln boe, or 7% RRR:

Project POS to FID
Australia Ceduna 10%
Australia Sunrise LNG 15%
Lgypt NEMED gas 24%
; ‘Egypt NEMED Lc 59 1%
. . Itan Bangestan 15%
‘ Qatar SMDS - ) 50%
Russia Zapolyarnoye Neocomian ~ 50%

Saudi Arabia CV1 Upstream 10%

Category

E&A

Development

E&A
E&A

SO (organic?)
SO (otganic?) -
SO (organic?) -

SO (organic?)

2003 Other Upside Potential

4

Unrisked Unrisked

. PRA3 RRR
130 +9%
340 +23%
130 +9%
340 +23%
300 +21%
350 +24%
760 +53%
730 +51%

Attachment 2d

In addition to the ongoing efforts within the OUs (the fruits of which are not yet
sufficiently matute as tp be reflected firmly in QU plans), the following specific items can
s be identified from the Capital Allocation ploject portfolio and from assessment of the

overall business:

Project

Secure Whale Strategic Option, de-risk, “organic’?

Secure Salym Strategic Option (de-risked)

Other Strategic Options (Itan, Kuwait OSA), risked basis

Retain Sakhalin consolidated
T&OE quick wins (highly uncertain)

Total potential gain identified

3 Proved Reserves Additions in 2004, million boe
1 Strategic Option

19

—
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600

120

150

. 600
upto 150

up to 1630

RRE
+42%
+8%
+10%
+42%

up to 10%

up to 112%
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Attachment 3a

Historical Contributions to Proved RRR

300%

% §02% Total

Q -7% A0

O 14% New Business, Organic

¥ 38% Core Organic, Discovedes & Extensions

¥ 58% Core Orgenic, Revisions & Imptoved Recovery
200%

100%

% =

~100%

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

Attachmént 3b

Legacy / Premature Bookings

Legacy Addittons:
4 Legacy aoditions SPDC  (Bookings wilh no subsequent grawih m production rate)
Ausiratia  {Gorgon)
A Tol, adjusied

1952 bt 1904 1985 1996 1997 e e 2000 2001
20
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Attachment 3¢

Plan Period Organic Proved RRR '

120%

CESA 2003 Cunl

100%

g
il {(40%)
ment 2003 ke

0%

20%

2007 2003 2004 005 2006 2007 2003-2007
"Basa. Oplion and Out" rankings apply lo 2003 enly: the programme for 2004+ has yet to be built and rankings may change fef laler Yeam

This plot shows the full 2002 Capital Allocation data set for Existing Business. Only the
programme for 2003 bas so far been ranked and constrained to fit within Capex and
Expex budgct-ceilings (the “Base” elements referred to in the plot), and this ranking
must be viewed as very preliminary.

Enterprise is cartied in “Base Development” at 4% a.ai. production growth and 50

e

million boe per year Proved Resetves Additions: these figures to be confirmed upon
receipt of Enterprise plan data.

Indications are that organic RRR averaged over the Plan Petiod (2003 — 2007) will be at
least 59% (41% from Development activities, including Sakhalin and Kashagan; 18%

from new Exploration and Appraisal activities).

Without expenditure restraint, the maximum deliverable otganic RRR would be 83%
(53% trom Development, 30% from new E&A).

With expenditute restraint applied to 2004 and beyond, the organic RRR delivered by the
Plan will clearly be at some point between these two extremes.

2
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Attachment 3d

Plan Petiod Organic Proved RRR in context with History

200% -
. 0az0 History: Adjusted for legacy bookings Future: Exchutas Strategic Oplions and ABD 2008+
Ciew Business "Discoverias™ refiocts any the boneft of new ELA
DE&A Upside
150% W Corn Organie, Discoveries
B Development Upside
W Cord Omanic, Growth
100%
50%
4
J %
-50%

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

This plot attempts to show the outlook for organic Proved RRR in context with the past.
Full consistency in the view cannot be achieved, since the Capital Allocation data for the
future is not segregated to show the true contribution from (historical) E&A activities:

- “Core Organic, Growth” equates to “Revisions and Improved Recovery” in the
" historical part of the plot, but to “Development activities” in the future. Consequently
this includes reserves that actually stem from recent explotation discoveries.

“Core Organic, Discoveties” equates to “Discoveries and Extensions” in the histotical
part of the plot, but only reflects the contribution of new E&A activities going forward.

Enterprise is cattied in “Core Organic, Growth” at 4% a.a.i. production growth and 50
million boe per year Proved Reserves Additions: these figures to be confirmed upon
receipt of Enterprise plan data. ’

’ A . LON
: FOIA Confidential L 01210337
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Fgom: ) Mair, Jim JH SIEP-EPB-B
_Sent: ’ 23 September 2002 08:57
To: Van De Vijver, Walter SI-MGDWYV
Cc:" ' Brass, Lorin LL SIEP-EPB; Coopman, Frark F SIEP-EPF
Subject: RE: Australia Visit
Walter,

Thanks for the debrief. If possible I'd like a face to face this week to cover the issues and way farward. Appreciate you
have CMD today and tomorrow. Also I'm out from Wednesday morning until next Tuesday so may have to be by
phone, Will contact Marian re. a suitable time for you, Lorin and Frank. Attached is an update on Westminster
activities for your information. .

Jim

~4arfication emall
for Blanch...
——Qriginal Message——
From: Van De Vijver, Walter SI-MGDWY
Sent: Sunday, September 22, 2002 11:32 PM
To: Malr, Jim JH SIEP-EPB-B -
[~ Brass, Lovdn Lt STEP-EPB; Coopman, Frank F SIEP-EPF

Subjéct:  FW: Australia Viskt
Wit Westminster.

Obviously | did not raise it with Akehurst/Goode Akehurst apparently enjoys disfiking them ,foremost as they do
not want to appear to spend a money on NWS. .
Any thoughts about Akehurst being ready to refire forget it he is obsessed with status and money! .
Goode got so fed-up with him-that he only has 2 years contract (base UK 1 million base) frorn 3/2002 onwards

" eventhough he acknowledges himself that there is no successor in Woodside and that he does not know anyone
better, L : L
Also met briefty with Peter Mason of JP Morgan.Nothing really new,he believes that BHP will not be stopped
acquiring Woodside (will only be required again to confinn headquaters in Melbourne) ,iming ideal to be .
OctoberNovember (also to finish before planned Telstra privatisation next year), ) ) '
The obvious waste in the current set-up is obvious but than again they seem to want to make things as
complicated as possible down under.l must admit that | really wonder why we need to re-create SDA if ultimately
operations will need outsourcing to the new merged company and furture revenue is solely linked to partner
alignment with Phillips,CT elc to get the stranded reserves in the cue for development.
| wilt need a very convincing portfolio and metrics to make it happen.Paying a premium upfront is going to make
value reslisation difficult :
Have to got a forward process defined to 1) close valuation gap 2) resolve NWS mode! (Shell gas marketing does
not appear that relevant anyrmore) 3) get fail-safe tactics 71 -
The difference with base case (an im proved as per attached) needs to be prepared.
Thanks;
Waiter

--—-Original Mesage—--

From: Van De Vijver, Walter SI-MGDWV
Sent: 22 September 2002 18:01 . )
Yo: Watts, Phifip B SI-MGDPW; Van der Veer, Jeroen 1 SI-MGDIV; Skinner, Paul PD SI-MGDPS; Brinded, Malooim A SI-MGDMB

Ce: Boynton, Judith G SI-FN; Gardy, Dorninique D SEPI-EPA; Yan De Vijver, Walter SI-MGOWY
. Subject: Austrahia Visit .

1 just retumed from 4 days in Australia (Perth Karratha, Melbourne) Malcgim and 1 shared a day with SDA (Shell
Development Austrafia).Malcolm’s visit was focused on his RMD/G&P role whilst my visit was driven by wanting to
get a first-hand experience of the Shell /Woodside relationship. :

-
FOIA Confidential HAG00084944
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