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PREFACE

Royal Dutch Petroleum Company (“Royal Dutch™) and The “Shell” Transport and
Trading Company, p.l.c. (“Shell Transport”) (collectively, “Shell”) are providing this Factual
Submission to Special Master (the “Fact Submission™) to present the extensive evidentiary
record concerning whether investors who resided or were incorporated outside the United States
and who purchased Shell securities on non-U.S. markets may sue under the federal securities
laws. Shell has summarized the Fact Submission’s evidence in the accompanying Summary of
Fact Submission (the “Fact Summary”). The Fact Summary and Fact Submission complement
the legal briefs to be filed on whether the plaintiffs have met their burden of satisfying the
“conduct test.”

The evidence presented in the Fact Summary and Fact Submission is drawn from
three sources: depositions, documents, and declarations. To that end, Shell submits such
evidence in the form of (i) full deposition transcripts and videotaped testimony of witnesses
deposed in this action, together with relevant exhibits, or deposition transcripts from the
regulatory investigations which preceded this action (ii) witness declarations and accompanying
exhibits, and (iii) certain documents previously designated by the parties. This evidence is being
submitted to the Special Master in both hard copy (paper) and electronic form. The hard-copy
(paper) evidence is organized in binders with descriptive indices. The electronic version of the
same data, including the full video testimony is organized into virtual folders. The two sets of
evidence are identical, except that the electronic version also includes the video testimony.

Throughout the Fact Summary and Fact Submission, citations to deposition
testimony include the name of the deponent and the page and line references from the relevant

transcript; citations to witness declarations include the name of the witness and relevant
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paragraph references, and citations to documents include a brief description of the document and

the relevant Bates number or electronic identification numbers.
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FACT SUMMARY

I. COMPANY BACKGROUND

Royal Dutch and Shell Transport were, respectively, incorporated under the laws
of the Netherlands and the United Kingdom and based in The Hague and London. In 1907, the
two companies formed an alliance by which they agreed to merge their interests while remaining
separate and distinct entities. This structure remained until 2005, when Royal Dutch and Shell
Transport reorganized into a single company, Royal Dutch Shell plc, incorporated in the United
Kingdom and headquartered in The Hague, the Netherlands. Because the 2005 reorganization
occurred after the end of the Class Period, this factual summary will discuss Shell’s structure as
it existed before the reorganization.

A. The Roval Dutch/Shell Group

The two parent companies (Royal Dutch and Shell Transport) had no operational
activities. They derived their income from their respective interests in the companies known
collectively as the Royal Dutch/Shell Group of Companies (the “Group™). Royal Dutch had a
60% ownership interest in the Group’s aggregate net assets, dividends, and interest, and Shell
Transport had a 40% ownership interest.

Royal Dutch and Shell Transport held their ownership in the Group through two
holding companies (the “Group Holding Companies™): Shell Petroleum N.V., incorporated in
the Netherlands, and Shell Petroleum Co., Ltd., incorporated in the United Kingdom.

The Group Holding Companies directly or indirectly held all of Shell’s interests
in two types of companies: operating companies and service companies. The operating
companies operated in 145 countries and territories throughout the world. The service
companies functioned largely as advisors and service-providers to other Shell entities, such as

the operating companies.
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The Committee of Managing Directors (“CMD”’) managed the Group Holding
Companies and was responsible for the high-level management of Shell’s businesses.
Throughout the Class Period, all CMD meetings were held in Europe, never in the United States

Royal Dutch and Shell Transport exercised oversight of the management of the
Group through a Conference composed of the members of Royal Dutch’s Supervisory Board and
Board of Management and Shell Transport’s Board of Directors. The Conference held all of its
meetings in Europe during the Class Period. The Conference never met in the United States.

B. Business Segments

Shell’s business structure consists of two overarching components: the
“upstream” businesses and the “downstream” businesses.

The “upstream” businesses locate and extract hydrocarbon resources and
complete all of the work necessary to bring them to market. Two Shell businesses perform this
work. Shell Exploration and Production (“EP”) discovers and extracts hydrocarbon resources
throughout the world. Shell Gas and Power, which also operates worldwide, liquefies and
transports natural gas, develops natural gas markets and infrastructure, develops gas-fired power
plants, and performs other gas-related activities. (Some of Gas and Power’s operations might be
considered “downstream.”)

Shell’s “downstream” businesses refine crude oil into a range of products,
including fuels, lubricants, and petrochemicals. The Oil Products business refines, supplies,
trades, and ships crude-oil products throughout the world and markets fuels and lubricants for
domestic, industrial, and transportation use. The Chemicals business produces and sells

petrochemicals to industrial customers globally.
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C. Shell Exploration and Production

Shell EP — whose activities are at issue in this litigation — was headquartered in
the Netherlands and was run by the EP Executive Committee (called the EP Business Committee
until 1999). The Executive Committee, which was based in the Netherlands, was responsible for
developing the strategy and the business plan for the entire EP business.

The EP Executive Committee consisted of Regional Business Directors — who
oversaw EP’s businesses in different regions of the world — and the heads of EP service groups.
During the Class Period, the EP Executive Committee was based in and held all of its meetings
in the Nether]ands.

1. Regional Directorates

From the beginning of the Class Period until mid-2003, Shell had four Regional
Directorates responsible for specified geographic locations: EPG, EPM, EPA, and EPN. EPG
covered sub-Saharan Africa and Central and South America. EPM covered the Middle East,
Russia, Central Asia, Turkey, Egypt, Libya, and India. EPA covered the Far East and Australia.
EPN covered North America, Europe, Algeria, Tunisia, and Morocco. In mid-2003, EP
underwent a significant reorganization that led to various changes in the regional reporting lines.
As part of this organization, EPN was split into EPE, responsible primarily for Europe, and
EPW, responsible primarily for the Americas.

Regional Business Directors headed Shell’s Regional Directorates and were based
in the Netherlands. Each Directorate also employed Regional Business Advisors, who reported
to the Regional Business Directors, oversaw the management of Shell’s operating units in their

region, and served as liaisons between the operating units and EP management.

(U8
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2k Operating Units

Shell EP supervised some 25 to 35 operating units throughout the world. These
operating units, often working with other o1l companies and/or governments, were dedicated to
maturing the hydrocarbon resources under their jurisdiction.

Each operating unit typically was run by a General Manager or Managing
Director, who was responsible only for a particular country and was based in that country or, for
some small operating units, at EP headquarters in the Netherlands. Operating units also
employed Asset Managers, who oversaw particular fields or blocks (i.e., the “assets”) within an
operating unit and reported to the unit’s General Manager.

Each year, each operating unit had to estimate and report to Shell’s EP
headquarters its various categories of hydrocarbon resources, including any “proved” reserves.
This process required the operating units to assess not only the volumes of hydrocarbons in the
ground but also a host of other economic, business-planning, capital-allocation, and commercial
factors. In performing these evaluations, some operating units sought technical assistance from
Shell service companies, but the operating units themselves remained responsible for their own
estimating and reporting. The reporting process is discussed below in greater detail.

3. Resource Maturation Process

As a business that extracts and sells oil and gas, EP focuses chiefly on resource
maturation — the process of discovering hydrocarbon resources and moving them to production.
One Shell official explained that “the resource maturation life cycle from glimmer in the

explorer’s eye to molecules left in the ground when you abandon a field is the basic business of
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the exploration and production business.”' Shell describes this process as a five-part “Resource
Maturation Funnel”: exploration, appraisal, planning, development, and production.

Exploration. The exploration stage involves looking for new hydrocarbon
resources, usually by drilling one or more exploration wells. Exploration work often involves
seismic surveying, which allows scientists to create a “picture” of the rock layer structure by
using sound waves to map the subsurface.

Appraisal. If an exploration well locates oil or gas with good geological
potential, Shell might drill one or more appraisal wells (as necessary) to obtain a better
understanding of the reservoir. These appraisal wells help Shell to decide how — or whether - to
develop the field. Scientists and engineers use rock cuttings, core samples, and geophysical data
from well surveys to gain information during the drilling process.

Planning. If the appraisal process shows a promising amount of hydrocarbons,
Shell then formulates a development and production plan for the reservoir. This planning
requires an integrated effort among geologists and petrophysicists, reservoir, production, design,
and drilling engineers, and production operations staff. This group constructs complex
geological models, with sophisticated modeling programs run on powerful super-computers, and
uses multi-component reservoir-simulation programs to assess alternatives for developing the
field and recovering the resources. The end product of this work is a field-development plan that
will specify a number of “development wells” to produce and drain the reservoir effectively.

Economics are important at all times. A field usually is most profitable in its
early years, when production is highest and when operating costs are only a small part of

expenditure. But the cost of producing each extra barrel from a maturing field increases as

‘ Warren Dep. at 73:8-12.
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production declines and maintenance becomes more expensive. The field-development plan
therefore must be matched to the anticipated economics of the field’s lifetime.

Development. Shell implements the field-development plan in the development
stage of the resource-maturation process.

Production. As soon as reasonably possible after development begins, a field
goes into production. A field that took three to seven years to find and develop might typically
produce hydrocarbons for some 20 to 50 years. Teams of geologists and engineers re-evaluate
each field many times during its life cycle, from discovery, development, and production to

decommissioning.
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FACT SUPPORT

L COMPANY BACKGROUND

A. Historical Perspective

Iz

Incorporation

a) Royal Dutch Petroleum Company N.V. (“Royal Dutch™) was
incorporated on June 16, 1890, under the laws of the Netherlands.

b) The “Shell” Transport and Trading Company, Public Limited
Company (“Shell Transport™) was incorporated on October 18,
1897, under the laws of England.

(1)  Annual Report on Form 20-F 2002, Introduction
(RIW00890152-329).

Joint-Venture Partnership

a) For close to a century, from 1907 to 2005, Royal Dutch and Shell
Transport (collectively “Royal Dutch/Shell” or the “Parent
Companies”) had been 60:40 joint-venture partners.

(1)  Annual Report on Form 20-F 2002, pg. 2 (RTW00890152-
325

2005 Reorganization

a) In 2005, the Royal Dutch/Shell Group underwent a major structural
reorganization. The partnership between Royal Dutch and Shell
Transport was dissolved, and a single company — Royal Dutch
Shell plc, headquartered in The Hague, the Netherlands — was
created.

b) The class period, from April 8, 1999 to March 18, 2004 (the “Class
Period”) predates the reorganization, so this Factual Submission
will focus on the structure of the Group before the reorganization.

) The following chart (adapted from the Annual Report and Accounts
0f 2003, pg. 6) (MISC00080427-554) depicts the corporate
structure of the Royal Dutch/Shell Group during the Class Period.
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B. Structure of the Royal Dutch/Shell Group
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1. The Parent Companies

a)

The Parent Companies had no operational activities and derived
their income from their respective interests in the companies known
collectively as the Royal Dutch/Shell Group of Companies.

(1)  Annual Report on Form 20-F 2002, Introduction.
(RIW00890152-329). (This document provides factual
support for all statements in Section 1.B.)

2 Royal Dutch/Shell Group of Companies

a)

b)

The numerous companies in which Royal Dutch and Shell
Transport owned investments were collectively referred to as the
Royal Dutch/Shell Group of Companies. Royal Dutch and Shell
Transport were the Parent Companies of the Group but were not
themselves part of it.

In 1907, Royal Dutch and Shell Transport formed an alliance by
which they agreed to merge their interests on a 60:40 basis while
remaining separate and distinct entities. Arrangements between
Royal Dutch and Shell Transport provided that, notwithstanding
variations in shareholdings, Royal Dutch and Shell Transport would
share in the aggregate net assets, dividends and interest received
from Group companies in the proportion of 60:40. The burden of
all income taxes leviable in respect of such dividends and interests
was shared in the same proportion.

3. Group Holding Companies

a)

b)

There were two Group Holding Companies: Shell Petroleum N.V,
in the Netherlands, and The Shell Petroleum Company Limited, in
the U.K. The Group Holding Companies between them heid all the
shares in the Service Companies and, directly or indirectly, all
Group interests in the Operating Companies.

Royal Dutch was entitled to elect its nominees as a majority of the
members of the Boards of Directors of the two Group Holding
Companies, and Shell Transport was entitled to elect its nominees
as the balance.

Every member of the Board of Management of Royal Dutch and
every Managing Director of Shell Transport was also a member of
the Presidium of the Board of Directors of Shell Petroleum N.V.
and a Managing Director of The Shell Petroleum Company
Limited. Accordingly, they were generally known as “Group
Managing Directors.”

3
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d) They were also appointed by the Boards of Shell Petroleum N.V.
and The Shell Petroleum Company Limited to a joint committee
known as the Committee of Managing Directors.

4. Service Companies

a) The main business of the Service Companies was to provide advice
and services to other Shell companies.

58 Operating Companies

a) Present in more than 145 countries and territories around the world,
the companies of the Royal Dutch/Shell Group are engaged in the
business of Exploration and Production, Gas & Power, Qil
Products, Chemicals, and Other industry segments, including
Renewables, Shell Consumer, and Shell Hydrogen.

b) The management of each Operating Company was responsible for
the performance and long-term viability of its own operations.

C. Business Segments

Shell’s business is divided into two components: Upstream and Downstream.

15 Upstream

a) Shell’s two “Upstream” businesses — Exploration & Production
(“EP”) and Gas & Power (“GP”) — explore for and extract
hydrocarbons and build and operate the infrastructure necessary to
deliver them to market. (Some of GP’s operations might be
considered “downstream.”)

b) EP is the subject of scrutiny in this litigation. EP explores for and
extracts crude oil and natural gas around the globe. It is active in
more than 38 countries and normally acts as a partner in joint-
venture operations.

c) GP liquefies and transports natural gas, develops natural gas
markets and infrastructure, and develops gas-fired power plants. It
also markets and trades natural gas and electricity, and converts
natural gas to liquids to provide clean fuels.

(1)  Annual Report on Form 20-F 2002, pg. 22 (RJW00890152-
329).
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(2)  Vande Vijver

(a) “Upstream is all about finding and getting the
hydrocarbons out of the ground, and downstream,
just like you have the oil products business, is about
marketing and ultimately the distribution of those
products.” (Dep. pg. 22:7-11)

2 Downstream

a) Shell’s “Downstream” businesses refine crude oil into a range of
products including fuels, lubricants and petrochemicals. Shell
operates the world’s largest single-branded retail network.

(1)  Van Driel

(a) “Downstream is . . . retail, refineries, that sort of
thing. Q. So downstream is where you do the actual
selling? A. Correct, to the customers.” (Dep. pg.
224:3-7)

2) Aalbers

(a) “Upstream, that’s E&P, so basically exploration and
production, versus downstream, which is basically
the marketing side.” (Dep. pg. 174:2-4)

D. Shell Exploration and Production
1. From its headquarters in the Hague, Shell’s Exploration and Production
(“EP”) business explores for and extracts o1l and natural gas around the
globe.
a) Henry

(1)  “E&P was responsible for identifying hydrocarbon deposits
in the ground and extracting them.” (Decl. § 13)

E. Leadership of EP Business

1. The leadership of EP resided in the Executive Committee (“ExCom”),
which until January 1999 was called the Business Committee
(“BusCom”). BusCom supervised the operation of the EP business but did
not have executive authority. ExCom was created to give the EP
leadership executive authority over EP operations.

A ExCom was responsible for strategy and business planning. [t developed
and approved an annual EP business plan and developed and supervised
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EP’s strategy. It took actions to implement the business plan and strategy
and monitored the results. It also made financial and operational decisions
concerning the business. The ExCom member with direct responsibility
for strategy and planning supervised the work of the Group Hydrocarbon
Resources Coordinator, also known as the Group Reserves Coordinator
(“GRC”), who compiled the information concerning EP’s oil and gas

resources.
a) Brass
(1)  “[ExCom] was the leadership team of Exploration and

Production. It agreed to the strategy of E&P; it developed
and agreed to a Business Plan for E&P; it reviewed and
took actions as a result of the results, be it financial or
operational, of E&P; it decided on levels of expenditure for
E&P.” (Dep. pg. 88:18-24)

(2)  “From 2000 (when I became head of Strategy Planning and
Business Development for EP-B) until 2003, the reporting
of oil and gas reserves fell under my supervision.” (Decl.

18
(3)  “The Executive Committee was responsible for EP strategy
and business planning. . . . The EP Executive Committee

held its meetings in The Netherlands.” (Decl. §12)

(4) See also Brass Decl. {17, 9, 10.

b) Gardy
(1)  “[T]he thing we were discussing at ExCom was
fundamentals of the business, which is basically to explore,
to find, to develop and to produce.” (Dep. pg. 44:4-7)
3. ExCom met once per month in The Hague. Reading material was

provided before the meeting about the topics to be addressed. When a
decision was required, ExCom members would discuss the matter, and the
CEO of EP, who chaired the ExCom, would summarize the discussion and
present the conclusion.

a) Gardy

)] “Q. How often did ExCom meet? A. ...I think it was
once a month. Q. [W]ere minutes kept of the ExCom
meetings? A. Yes.... Q. ... [W]as someone in charge?
A. ... We were all part of ExCom, and we had one boss:
Mr. Watts. Q. Did ExCom operate as a democracy? Did
you take votes on issues? . . . A: We received some pre-

6
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b) Brass
(1

@)

reading before ExCom, and when we discussed the various
topics, then decisions were made and minuted. Q. Did Mr.
Watts have the final say on any decisions that were

made? . .. A. Again the decision was made, depending on
the topic, around the table, and was minuted.” (Dep.

pg. 36:21-38:5)

“Q. Did the ExCom meet regularly? A. Yes. Q. How
regularly? A. In 2000, as I recall, it was approximately
monthly. Q. When there were decisions to be made at the
ExCom level, were they made by the group collectively?
A. The process, as I remember it, is that there was — for
those that needed decisions and could be taken at the level
of the ExCom, financially and otherwise, debate would be
— issues would be discussed that had been given pre-read
into the ExCom materials. Everyone was looked to for
their views, and at the conclusion of which typically, while
Mr. Watts, Phil Watts, was on the Chair, to be sure, he
many times went around the room and asked everyone their
views, and then he stated the decision.” (Dep. pg. 88:25-
89:19)

“The Committee typically met on a monthly basis to set
business strategy, develop the business plan, review group
results, and take any financial or operational actions it
deemed necessary in light of those results. . . . The EP
Executive Committee held its meetings in the Netherlands.”
(Decl. § 12)

4, ExCom was composed of Regional Business Directors (“RBDs”), who
supervised the activities of EP operating units within their geographic
region, and the heads of EP’s service groups, such as Technology, New
Business Development, Exploration, and Human Resources.

a) Darley
(1

“The structure around the operating units was that of what
we call regional directorates at that time. There were five
regional directorates covering the major geographic
divisions. Within each of those geographic divisions
[there] were individual operating units dealing with the
matters of the day of the production of oil and gas,
exploration, production and development of oil and gas.
Supporting the operating units and the activities of the
business were a number of corporate organizations, so
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finance organization, HR organization, and EP technology,
the organization which — of which I became director.”
(Dep. pg. 8:18-9:12)

b) 1. Bell

(1)  “Q. Do you recall who the members of the Ex Com were at
the time of this presentation of February 4, 20027 A. Yes, |
do. Q. And who were they? A. You want all 12 of them?
Q. Yes. A. All right. Okay. The Regional Director for
Europe was Bob Sprague. For the Middle East was Din
Megat. For the — for Africa it was Brian Ward. For Asia it
was Tim Warren. And for the Americas it was Raoul
Restucci. And then we had John Darley who was the Head
of the Technical Group. Lorin Brass, Head of New
Business Development and Planning. Matthias Bichsel was
the Head of Exploration. Carol Dubnicki was the Head of
HR. At this time, Dominique Gardy still as the CFO, and
Walter as the CEOQ, and I think Curtis Frasier was at that
time or about to become the Legal Director.” (Dep.
pg. 163:4-22)

c) Brass

(1)  “The Committee consisted of the heads of the EP service
groups and [RBDs]. RBDs are Shell managers responsible
for particular geographic areas.” (Decl. §12)

ot As with other EP matters, ExCom supervised the estimation and reporting
of operating units’ oil and gas resources, including proved reserves.
ExCom received reports on the oil and gas resources associated with
projects whose funding was contemplated. As discussed below, ExCom
also received a year-end summary of changes in operating units’ proved
reserves and an estimate of EP’s aggregate proved-reserves portfolio.
ExCom’s approval of the aggregate proved-reserves estimate was
necessary for Shell to report the proved reserves externally.

a) Aalbers

(1)  “The...regional business directors are responsible of their
respective areas, so if there would be an issue with any
specific reserve booking for a specific country, that would
go — that would be escalated through the regional business
advisor, and — and the regional business director would get
involved.” (Dep. pg. 181:11-17)
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F. Regional Directorates

I. From the beginning of the Class Period until late 2003, there were four
regional directorates: EPG (covering sub-Saharan Africa and Central and
South America), EPA (covering the Far East and Australasia), EPM
(covering the Middle East, Russia, Central Asia, Turkey, Egypt, Libya,
and the Indian Sub-Continent), and EPN (covering North America,
Europe, Algeria, Tunisia and Morocco). See EP ExCom 1999 Business
Plan - Volume 2 (RITW00861093-203).

a) Van Driel

(1)  “Q.[What does EPM stand for? A. Roughly Middle East.
Q. And that covered which OUs, other than Oman?
A. Well, Egypt, Syria, Abu Dhabi. Q. Okay. And with
regard to the regions you at least undertook originally, what
does EPN stand for? A. North America and Europe,
essentially that’s what it amounts to.” (Dep. pg. 155:3-12)

2. Following the late 2003 reorganization, EPN ceased to exist, and EPE
(covering Europe) and EPW (covering the Americas, including Central
and South America) were created.

a)  Knight

(1)  “Irecall ... the changes occurred after . . . late 2003. . ..
The changes I believe were going from individual operating
units around the world [to] try to connect them together.
The example 1 would give is in the North Sea where I'm at
present where we had different operating units around the
North Sea. And now they are combined together in one
company called EPE.” (Dep. pg. 66:4-21)

c RBDs were the appointed heads of each Regional Directorate and were
based in The Hague. In the late 2003 reorganization, each RBD assumed
the title of CEO for EP activities in his region.

a) Ward

(1)  “Q. [Cl]an you describe how the reorganization affected
your position? A. It affected my position in the sense that
in the first case we went from an advisory role as regional
business directors, to CEOs, chief executive officers for the
region. And secondly, I moved regions over to Africa.

Q. So after the reorganization what was your title? A. CEO
Africa, exploration and production. Q. Is that also known
as EPG? A. EPG was my department. Q. What do you
mean by your department? A. The people who worked for

9
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me myself were collectively referred to as EPG.” (Dep. pg.
27:2-21)

4. Regional Business Advisors (“RBAs”) reported to the RBDs and oversaw
the management of individual operating units in various countries.

a) Roosch

(1)  “Q.Is there a difference between a regional business
advisor and a regional business director? A. Yes. The
advisor works for the director.” (Dep. pg. 150:15-19)

b) Aalbers

(1) “Q. ...Is there a difference between a regional business
advisor and a regional business director? A. Yes. The
regional business director is actually the responsible actor
for one of the four regions that we had at the time, and he
has a number of regional business advisors reporting to him
who look after one or two or sometimes three specific
countries.” (Dep. pg. 110:8-16)

c) Parry

(1)  “The regional business advisor position was responsible for
generating new activity, new exploration activity, and also
possible divestments of existing activities. We were also
involved in the governments of various Shell entities within
our areas. So, for instance, in sub-Saharan Africa, [ was
looking after various exploration ventures including
Namibia, Angola, Congo, Ivory Coast, ventures that were
purely exploration, not production.” (Dep. pg. 16:8-17)

(2)  “Q. How many business advisors were there, regional
business advisors, within EPG? A. At any one time, there
would have been eight or nine, to my recollection.” (Dep.
pg. 19:7-10)

d) Duhon

(D “An RBA ... was essentially an internal governance role in
which the RBA had duties to work with particular
Operating Units, either to steer and advise what they were
doing or in some cases to champion what they were doing
internally, or in other cases to assist with new business
development activities within the scope of that Business
Unit.” (Dep. pg. 15:4-11)

10
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e) Harper
(1)  “[RBAs] would review the performance of the operating
units, we would review the plans of the operating units, and
we would provide advice to the, to the Regional Business
Director.” (Dep. pg. 21:15-19)
S RBAs were liaisons between EP and the operating units.
a) Graham

(1)  “Q. What do you understand the role of a regional business
advisor to be? . .. A. He facilitates the conversation
between the operating unit and the center. So he would
come from The Hague and be the face of the center to the
operating unit, but conversely, in any meetings in the center
he would be the face of SDA. Q. So he’s kind of a liaison?
A. Yes. Q. Who’s stationed in The Hague? A. Yes.”

(Dep. pg. 57:10-25)

G. Operating Units
1% Within EP, 25 to 35 operating units existed around the globe at different
times.
a) J. Bell

¢)) “The EP, prior to the end of 2003, beginning of 2004, was a
— 1 would describe it as a federation of relatively
autonomous relatively self-sufficient and relatively lightly
governed Operating Units, some 25 to 35 of them.” (Dep.
pg. 184:7-11)

. An operating unit was run by a Managing Director or General Manager,
who was responsible for directing the operating unit’s activities, including
supervising the maturation of the unit’s resources.

a) Van de Vijver

(1)  “Q. Now, is there a difference between a Managing
Director and a Regional Business Director? A. ... [T]he
Regional Business Director has responsibility for a
particular region, and someone sitting in a country only has
responsibility for the country where he is located.” (Dep.
pg. 98:24-99:13)

11
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3. Asset Managers oversaw particular fields or blocks (i.e., “assets™) within
an operating unit.

a) Newberry
(D “Q. So the record is clear, what do you mean by ‘Asset
Manager’? A. ... [F]rom a business and commercial

standpoint, he was responsible for Shell’s interest within
Angola Block 18.” (Dep. pg. 123:7-11)

EL Resource Maturation Process
1. Resource Maturation as Shell’s Chief Focus
a) The primary commercial objective of EP was, as its name suggests,

the exploration and production of oil and gas resources. The
estimation and reporting of “proved reserves” was not the focus of
EP’s hydrocarbon-maturation effort. Instead, it was merely a
mandatory consequence of the fact that Shell securities traded in the
United States and that Shell therefore filed financial statements
with the United States Securities and Exchange Commission
(“SEC”).

(1 Warren

(a) “[T]he whole business value chain of an exploration
and production business is discovering
hydrocarbons in the exploration phase, having the
confidence to go in and discover them in the first
place, to having discovered them, to appraise them
to a stage where you’re willing to invest in their
development. Ultimately to produce them, sell
them, operate them until you’re at the stage where
you have to abandon a field.” (Dep. pg. 105:9-18)

(b) “The speed at which we were moving resources
across the broad resource classification was of
concern to us. . . . This captures within the
company a much larger initiative, as I say, which
was to discover, develop, and produce our resources
faster and more cost effectively than we had done
before.” (Dep. pg. 96:22-24, 97:22-25, 98:2)

78 EP’s chief goal was efficiently to mature hydrocarbons through the
various stages of field maturity, from exploration (the locating of oil and
gas reservoirs in subsurface areas) through appraisal (the gathering of
technical data concerning those reservoirs), planning (the formulation of a
plan to extract the oil and gas from the subsurface in an economical

12
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manner), and development (the execution of the development plan) to the
income-generating production phase (the extraction of the hydrocarbons
for sale).

a) Sears

(1)  Described the stages of maturation as “exploration,
appraisal, development, production, abandonment.” (Dep.
pg. 42:4-7)

13
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TAB 2
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FACT SUMMARY

II. TRADING OF SHELL SECURITIES

Royal Dutch’s shares were primarily listed on the company’s home exchange in
the Netherlands, the Euronext Amsterdam. Its shares also traded on exchanges in the United
Kingdom, Belgium, Germany, Luxembourg, France, Switzerland, and Austria, as well as on the
New York Stock Exchange (the “NYSE”).

Similarly, Shell Transport’s ordinary shares were primarily listed on its home
exchange in the United Kingdom, the London Stock Exchange (the “LSE”). Its shares also
traded on exchanges in Belgium, Germany, and France, and its American Depository Receipts
(“ADRs”) were listed on the NYSE.

The geographic distribution of Shell’s securities is not mere background
information in this case. Rather, it is important because it determines the portion of the
worldwide putative class that may assert claims under the federal securities laws. If most of the
Shell shares had been available for trading and actually had traded in the United States, the
conduct-test issue presented to the Special Master (and the Court) would have assumed far less
prominence than it has done to date. But where, as here, most of the shares were available for
trading and actually traded only outside the United States, the conduct test becomes a critical and
dispositive issue for the vast majority of the putative class.

The unrefuted evidence demonstrates that the overwhelming majority of Shell’s
shares were registered in Europe and were traded on European markets by Non-U.S. Purchasers
during the Class Period.

. Approximately 92% of the combined total of Royal Dutch and Shell Transport

shares were registered in Amsterdam and London; only about 8% were registered
in the United States.
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. Approximately 88.4% of the combined Royal Dutch and Shell Transport shares
traded during the Class Period were traded in Amsterdam and London; only about
11.6% were traded in the United States.

J Non-U.S. Purchasers’ trading on non-U.S. markets accounted for about 85% of
the total shares traded during the Class Period. Trading on the NYSE by all
persons, regardless of their domicile, plus U.S. investors’ trading on non-U.S.
markets accounted for only about 15% of the shares traded during the Class
Period.

A. Geographic Distribution of Registered Shares

Only a minimal number of Shell shares were registered for trading in the United
States; most were registered on European exchanges. According to Shell’s Annual Report on
Form 20-F for 2003, the number of Shell shares registered in New York as of June 14, 2004 was
as follows:
o 513,969,157 outstanding shares of Royal Dutch New York Registry (or New
York Ordinary) Shares (“NYOs”), representing about 24.7% of Royal Dutch’s
ordinary share capital and held by about 17,800 holders of record, and
° 69,584,433 outstanding Shell Transport ADRs, each of which represented six

ordinary shares of Shell Transport stock, representing about 4.32% of Shell
Transport’s ordinary share capital and held by 2,100 holders of record.

These approximately 931.4 million shares constituted only 8% of Royal Dutch
and Shell Transport’s combined total of approximately 11.75 billion shares. The remaining
amount of the combined shares — approximately 10.8 billion shares, or 92% — was registered in
Amsterdam and London.”

B. Volumetric Distribution of Shares Actually Traded During Class Period

Of the registered shares discussed above, the overwhelming majority of shares

actually traded during the Class Period were traded in Europe, not in the United States.

£ Clark Decl. 99 9-10. f
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Lexecon Inc. compiled the publicly available data on the volume of Royal Dutch
and Shell Transport securities actually traded on the primary exchanges during the Class Period.?

The volumetric data show that:

. 10,272,341,132 Royal Dutch ordinary shares, representing about 17.1% of all
Shell securities traded during the Class Period, were traded on Euronext
Amsterdam.

° 3,584,043,057 Royal Dutch NYOs, representing about 6.0% of all Shell securities
traded during the Class Period, were traded on the NYSE.

. 43,396,789,823 Shell Transport ordinary shares, representing about 72.2% of all
Shell securities traded during the Class Period, were traded on the LSE.

° 468,930,745 Shell Transport ADRs (which were equivalent to 2,813,584,470

ordinary shares), representing about 4.7% of all Shell securities traded during the
Class Period, were traded on the NYSE.

These reported volumes also were adjusted to account for possible “double-
counting” of reported purchases due to activities of specialists, dealers, and market-makers, as
well as other intraday trading. In securities cases, reported volume commonly is reduced for
auction markets such as the NYSE by 20% and for dealer markets such as the NASDAQ by
60%. The LSE is structured like the NYSE, so its reported volume was reduced by 20%. The
Euronext Amsterdam is structured like the NASDAQ), so its reported volume was reduced by
60%. The adjusted volumetric distribution is as follows:

. 4,108,936,453 Royal Dutch ordinary shares, representing about 9.4% of all Shell
securities traded during the Class Period, were traded on Euronext Amsterdam.

° 2,867,234,446 Royal Dutch NYOs, representing about 6.5% of all Shell securities
traded during the Class Period, were traded on the NYSE.

! The volumes of Royal Dutch and Shell Transport shares traded on exchanges in Austria,

Belgium, France, Germany, Luxembourg, and Switzerland, and of Royal Dutch shares traded in
the United Kingdom, were not included in these calculations, because the overwhelming
majority of shares were traded on Euronext Amsterdam, the LSE, and the NYSE.
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. 34,717,431,858 Shell Transport ordinary shares, representing about 79% of all
Shell securities traded during the Class Period, were traded on the LSE.

° 375,144,596 Shell Transport ADRs (which were equivalent to 2,250,867,576

ordinary shares), representing about 5.1% of all Shell securities traded during the
Class Period, were traded on the NYSE.

Thus, based on the reported volume data, approximately 8§9.3% of Royal Dutch
and Shell Transport’s combined shares that were traded during the Class Period were traded in
Amsterdam and London, while approximately 10.7% of the combined shares were traded in the
United States. Based on the adjusted volume data, approximately 88.4% of Royal Dutch and
Shell Transport’s combined shares traded during the Class Period were traded in Amsterdam and
London, while approximately 11.6% of the combined shares were traded in the United States.*
(For purposes of this narrative, Shell will use the lower number, i.e., §8.4%.)

C. Non-U.S. Purchasers’ Share of Non-U.S. Trading

Plaintiffs have contended that some unspecified portion of the Shell shares
actually traded in Europe during the Class Period (i.e., the 88.4% discussed above) was traded by
investors from the United States (“U.S. Investors™), not by Non-U.S. Purchasers. After extensive
analysis, however, Shell has determined that no more than 3% of the trading on European
exchanges during the Class Period was done by U.S. Investors. Thus, approximately 8§5% of the
Royal Dutch and Shell Transport shares traded on European exchanges were traded by Non-U.S.
Purchasers, not by U.S. Investors. While plaintiffs have disputed these figures, they have not
offered a shred of evidence to refute them.

Shell retained Thomson Corporate Advisory Services (“Thomson”) to identify the
number of Shell shares that investors from the United States purchased on all relevant markets —

whether Royal Dutch or Shell Transport ordinary shares registered in Amsterdam or London, or

¢ Clark Decl. §9 11-16.
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Royal Dutch NYOs or Shell Transport ADRs registered in New York. That number then could
be compared with the total trading volume to determine how much of the non-U.S. trading was
done by Non-U.S. Purchasers, whose claims are at 1ssue here.

Thomson was able to obtain sufficient trading data to calculate the total number
of Royal Dutch and Shell Transport ordinary shares, Royal Dutch NYOs, and Shell Transport
ADRs purchased from October 1999 through March 2004 (the “Report Period™), a period close
to the length of the Class Period (which began on April 8, 1999 and ended on March 18, 2004).
Thomson used (i) real-time data fees from the stock exchanges, (i7) custodian bank lists from
HSBC, State Street Bank, Investors Bank & Trust Company, Depository Trust Company, Bank
of New York, Northern Trust Corporation, JPMorgan Chase, and other custodians,

(iii) institutional investment managers’ public filings, and (iv) data from Broadridge Financial
Solutions Inc. (“Broadridge™), which is the largest processor of beneficial proxies in the United
States and has extensive lists of investors.’

Thomson then researched the residence or domicile of investors to determine
whether the investor was a U.S. Investor or an investor from outside the United States. In
identifying U.S. Investors, Thomson examined literally billions of shares to ascertain ownership.

. For Royal Dutch, Thomson examined approximately 1.047 billion Ordinary
Shares and approximately 713 million NYOs.

. For Shell Transport, Thomson examined approximately 3.502 billion Ordinary
Shares and approximately 123 million ADRs.

Thomson sometimes was able to determine the beneficial owners’ geography
based on the information in the custodian-bank lists. Other times, Thomson determined the

beneficial owners of NYOs and ADRs based on lists obtained from Broadridge. Where the

’ Clark Decl. §9 17-49.
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beneficial owners’ geography was not immediately apparent, Thomson consulted institutional
investors’ public prospectuses and made direct inquiries to those funds.®

Based on these detailed studies, Thomson concluded that no more than 3% of the
European trading in Royal Dutch and Shell Transport securities (i.e., the 88.4% discussed above
in Section II1.B) was conducted by U.S. Investors during the Report Period. Thus, trading by
Non-U.S. Purchasers outside the United States accounted for approximately 85% of the total
shares traded during the Class Period (i.e., 88.4% less 3%). Trading by U.S. Investors on non-
U.S. markets plus trading by U.S. Investors and non-U.S. investors in the United States
accounted for only about 15% of the shares traded during the Class Period.”

Accordingly, by any measure, this case predominately involves non-U.S.
investors who purchased non-U.S. securities on non-U.S. markets and who are complaining

about a non-U.S. company’s alleged conduct outside the United States.

2 Clark Decl. 99 50-56.

! Clark Decl. § 21.
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FACT SUPPORT

IL TRADING OF SHELL SECURITIES

A. Introduction

1. During the Class Period, the securities of Royal Dutch and Shell Transport
traded on a number of different exchanges.

a) Royal Dutch

(1)  Royal Dutch’s shares were primarily listed on the Euronext
Amsterdam stock exchange, but its shares also traded on
exchanges in Austria, Belgium, France, Germany,
Luxembourg, and the United Kingdom, as well as on the
New York Stock Exchange (“NYSE”).

(a) See Henry Decl. § 6.

(2)  Royal Dutch shares registered in Amsterdam and traded on
European exchanges are hereinafter referred to as “Royal
Dutch Ordinary Shares.”

(3)  Royal Dutch shares registered and traded on the NYSE are
hereinafter referred to as “Royal Dutch New York Ordinary
Shares” or “Royal Dutch NYOs.”

b)  Shell Transport

(1)  Shell Transport’s ordinary shares were primarily listed on
the London Stock Exchange (“LSE”), but its shares also
traded on exchanges in Belgium, France, and Germany. In
addition, American Depository Receipts (“ADRs”), each
representing six ordinary shares of Shell Transport, were
traded on the NYSE.

(a) See Henry Decl. § 7.

2) Shell Transport shares registered in London and traded on
European exchanges are hereinafter referred to as “Shell
Transport Ordinary Shares.”

3) Shell Transport ADRs registered and traded on the NYSE
are hereinafter referred to as “Shell Transport ADRs.”
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B. Geographic Distribution of Registered Shares

I; Foreign private issuers such as Shell must make certain filings with the
SEC, including Annual Reports on Form 20-F.

a) See Clark Decl. § 8.

2, Only a minimal number of Shell shares were registered for trading in the
United States; most were registered on European exchanges. According to
Shell’s Annual Report on Form 20-F for the year 2003, the number of
Shell shares registered in New York as of June 14, 2004 was as follows:

a) Royal Dutch

(1) 513,969,157 outstanding Royal Dutch NYOs, representing
about 24.7% of Royal Dutch’s ordinary share capital and
held by about 17,800 holders of record.

(a) See Clark Decl. § 9(a).
(b) See Scaturro Decl. § 4(a).
b) Shell Transport

(1) 69,584,433 outstanding Shell Transport ADRs (each ADR
being equal to six Ordinary Shares), representing about
4.32% of Shell Transport’s ordinary share capital and held
by 2,100 holders of record;

(a) See Clark Decl. § 9(b).
(b) See Scaturro Decl. § 4(b).
G) Combined Shell Group

(1)  Thus, for Royal Dutch and Shell Transport’s combined
total of approximately 11.75 billion shares, approximately
931.4 million shares — or 8% — were registered in the
United States.

@) The remaining amount of the combined shares —
approximately 10.8 billion shares, or 92% - was registered
in Amsterdam and London.

(a) See Clark Decl. § 10.

(b) See Scaturro Decl. § 4(¢).
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(& Volumetric Distribution of Shares Actually Traded During Class Period

1,

Of the registered shares discussed above, the overwhelming majority of
shares actually traded during the Class Period were traded in Europe, not
in the United States.

Lexecon Inc. compiled the publicly available data on the volume of Royal
Dutch and Shell Transport securities actually traded on the primary
exchanges during the Class Period.’

a) See Clark Decl. §11.

The reported volumetric data show that:

a) Royal Dutch

(D

@

10,272,341,132 Royal Dutch Ordinary Shares, representing
about 17.1% of all Shell securities traded during the Class
Period, were traded on Euronext Amsterdam.

(a) See Clark Decl. § 13(a).
(b) See Scaturro Decl. § 6(a).

3,584,043,057 Royal Dutch NYOs, representing about
6.0% of all Shell securities traded during the Class Period,
were traded on the NYSE.

(a) See Clark Decl. § 13(b).

(b) See Scaturro Decl. § 6(b).

b) Shell Transport

(D

43,396,789,823 Shell Transport Ordinary Shares,
representing about 72.2% of all Shell securities traded
during the Class Period, were traded on the LSE.

(a) See Clark Decl. § 13(c).

(b) See Scaturro Decl. § 6(c).

' The overwhelming majority of Royal Dutch and Shell Transport shares traded during the Class
Period were traded on Euronext Amsterdam, the LSE, and the NYSE. Accordingly, the volumes
of Royal Dutch and Shell Transport shares traded on exchanges in Austria, Belgium, France,
Germany, Luxembourg, and Switzerland, as well as the volume of Royal Dutch shares traded in
the United Kingdom, were not included in these calculations. See Clark Decl. § 15.

3
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(2) 468,930,745 Shell Transport ADRs (which are equivalent
to 2,813,584,470 Shell Transport Ordinary Shares),
representing about 4.7% of all Shell securities traded
during the Class Period, were traded on the NYSE.

(a) See Clark Decl. § 13(d).
(b) See Scaturro Decl. § 6(d).

4. These reported volumes also were adjusted to account for possible
“double-counting” of reported purchases due to activities of specialists,
dealers, and market-makers, as well as other intraday trading.

a) In securities cases, reported volume commonly is reduced for
auction markets such as the NYSE by 20% and for dealer markets
such as the NASDAQ by 60%. The LSE is structured like the
NYSE, so its reported volume was reduced by 20%. The Euronext
Amsterdam is structured like the NASDAQ), so its reported volume
was reduced by 60%.

(1)  See Clark Decl. § 12.
b) The adjusted volumetric distribution is as follows:
(1)  Royal Dutch

(a) 4,108,936,453 Royal Dutch Ordinary Shares,
representing about 9.4% of all Shell securities
traded during the Class Period, were traded on
Euronext Amsterdam.

()  See Clark Decl. § 14(a).

(b) 2,867,234,446 Royal Dutch NYOs, representing
about 6.5% of all Shell securities traded during the
Class Period, were traded on the NYSE.

(i) See Clark Decl. § 14(b).
@) Shell Transport
(a) 34,717,431,858 Shell Transport Ordinary Shares,
representing about 79% of all Shell securities traded

during the Class Period, were traded on the LSE.

i) See Clark Decl. § 14(c).
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(b) 375,144,596 Shell Transport ADRs (which are
equivalent to 2,250,867,576 Shell Transport
Ordinary Shares), representing about 5.1% of all
Shell securities traded during the Class Period, were
traded on the NYSE.

) See Clark Decl. § 14(d).
5. Reported and Adjusted Volume for Combined Shell Group

a) Thus, based on the reported volume data, approximately 89.3% of
Royal Dutch and Shell Transport’s combined shares traded during
the Class Period were traded in Amsterdam and London, while
approximately 10.7% were traded in the United States.

(1)  See Clark Decl. § 16.
(2)  See Scaturro Decl. 6(e).

b) Based on the adjusted volume data, approximately 88.4% of Royal
Dutch and Shell Transport’s combined shares traded during the
Class Period were traded in Amsterdam and London, while
approximately 11.6% were traded in the United States.

(1) See Clark Decl. ] 16.

D. Non-U.S. Investors’ Share of Non-U.S. Trading

1. Shell retained Thomson Corporate Advisory Services (“Thomson”) to
identify the number of Shell shares that investors who resided or were
incorporated in the United States (“U.S. Investors”) purchased on all
relevant markets — whether Royal Dutch or Shell Transport Ordinary
Shares registered in Amsterdam or London, or Royal Dutch NYOs or
Shell Transport ADRs registered in New York.

a) Thus, in addition to the trading volume that Lexecon’s volumetric
analysis identifies as having taken place in Europe (i.e. the 89.3%
and 88.4% described above), Thomson quantified the percentage of
that foreign trading volume attributable to U.S. Investors.

(1)  See Clark Decl. §§17-18.
(2)  See Scaturro Decl. §7.

b) That number then could be compared with the total trading volume
to determine how much of the non-U.S. trading was done by
investors who resided or were incorporated outside the United
States (“Non-U.S. Investors™).
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ps To perform its assignment, Thomson researched trading activity in Royal
Dutch and Shell Transport Ordinary Shares, Royal Dutch NYOs, and Shell
Transport ADRs purchased from October 1999 through March 2004 (the
“Report Period”), a period close to the length of the Class Period (which
began on April 8, 1999 and ended on March 18, 2004). Thomson used the
Report Period because only limited data were available for the period from
April through September 1999.

a) See Clark Decl. 917, 19.
b) See Scaturro Decl. § 1.

3, Using a proprietary identification method, Thomson sought to identify the
number of ordinary shares, NYOs, and ADRs of Royal Dutch and Shell
Transport purchased by U.S. Investors during the Report Period.

a) First, Thomson collected sufficient trading volume data from
various sources to calculate the total number of ordinary shares,
NYOs, and ADRs purchased during the Report Period.

b) Second, Thomson researched the residence or domicile of investors
to determine whether an investor was a U.S. Investor or a Non-U.S.
Investor.

(1)  See Clark Decl. § 20.
4, Data Sources

a) The first step in Thomson’s proprietary identification method was
to collect trading volume data from a number of different sources:
real-time data feeds, custodian bank lists, public filings, and
Broadridge Financial Solutions, Inc. (“Broadridge”). Thomson
used this data to calculate the total number of Royal Dutch and
Shell Transport Ordinary Shares, Royal Dutch NYOs, and Shell
Transport ADRs purchased during the Report Period.

(1) Trading volume data

(a) Thomson collected trading volume data from a
number of its sources. These sources obtain the
trading data directly from the stock exchanges.

1) See Clark Decl. 9 23-28.
(i1)  See Scaturro Decl. § 8.

(2)  Custodian bank lists
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(a) A “custodian” is a bank or other financial institution
that keeps custody of stock certificates and other
assets of a mutual fund, individual, or corporate
client.

(b) Mutual funds and other institutional investors
usually hold the largest quantity of shares in a
company and, accordingly, are the primary clients
of custodians. Individual/retail shareholders,
however, also use the services of custodians.

(c) Using the custodian bank lists, Thomson was able
to identify specific purchases of shares by specific
investors or beneficial owners. Those share
purchases that are attributable to identified investors
are referred to as “Identified” shares.

(d) In addition, the custodian bank lists usually identify
the geographic location of the beneficial owner of
shares.

@) See Clark Decl. 1Y 29-40.
(1) See Scaturro Decl. § 9.
3 Broadridge Financial Solutions, Inc.

(a) Broadridge is a leading full-service provider of
investor communications for the investor relations
industry.

(b) Thomson contacted Broadridge to obtain
information about certain purchasers of Royal
Dutch NYOs and Shell Transport ADRs on the
NYSE.

() See Clark Decl. Y 44-49.
(i1) See Scaturro Decl. q 10.
(4)  Public Filings

(a) Institutional investment managers having equity
assets under management of $100 million or more
are required to file a quarterly report of their equity
holdings with the SEC. These quarterly reports are
known as Form 13-F.
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1) See Clark Decl. §941-43.
(i1)  See Scaturro Decl. § 1 1.
3 Identifying U.S. Investors

a) Thomson’s next step was to research the residence or domicile of
investors to determine whether the investor was a U.S. Investor or a
Non-U.S. Investor.

(1)  See Clark Decl. {9 50, 52-54.

b) In identifying U.S. Investors, Thomson examined literally billions
of shares to ascertain ownership:

(1)  For Royal Dutch, Thomson examined (i) approximately
1.047 billion Ordinary Shares and (i7) approximately 713
million NYOs.

(2)  For Shell Transport, Thomson examined (i) approximately
3.502 billion Ordinary Shares and (ii) approximately 123
million ADRs.

(a) See Clark Decl. § 51.

c) Sometimes, Thomson was able to determine the beneficial owners’
geography based on information in the custodian bank lists. Other
times, Thomson determined the geography of beneficial owners of
NYOs and ADRs based on the non-objecting beneficial owner lists
it obtained from Broadridge.

(1)  Occasionally, the geography of the beneficial owner of
ordinary shares and ADRs was not immediately apparent to
Thomson. In such cases, Thomson consulted public
prospectuses of funds to ascertain the regions to which
funds were marketed. If the beneficial owner’s geography
was still not apparent, Thomson made a direct inquiry to
the fund.

(a) See Clark Decl. ¥ 55-56.
6. Summary of Thomson’s Conclusions
a) Based on its review of this data, Thomson concluded the following:

(1)  Of the total Identified Royal Dutch Ordinary Shares
purchased in Europe during the Report Period, U.S.
Investors accounted for approximately 3%.
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(a) See Clark Decl. § 62.
(b) See Scaturro Decl. § 13(a).

(2)  Of'the total 1dentified Shell Transport Ordinary Shares
purchased in Europe during the Report Period, U.S.
Investors accounted for approximately 2.3%.

(a) See Clark Decl. { 64.
(b) See Scaturro Decl. § 13(b).

b) In sum, Thomson ultimately concluded that no more than 3% of
European trading in Royal Dutch and Shell Transport securities
(i.e., the 88.4% to 89.3% described above) was conducted by U.S.
Investors during the Report Period. Thus, trading by Non-U.S.
Investors outside the United States accounted for approximately
85% to 86% of the total shares traded during the Class Period.
Trading by U.S. Investors on non-U.S. markets plus trading by U.S.
and Non-U.S. Investors in the United States accounted for about
14% to 15% of the shares traded during the Class Period.

(1)  See Clark Decl. § 21.
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FACT SUMMARY

1II. CLASSIFICATION OF HYDROCARBON VOLUMES

To make effective business decisions, an oil and gas company must maintain a
thorough inventory and analysis of its hydrocarbon resources. In addition, the SEC prescribes
certain reporting requirements for oil and gas companies such as Shell.

The SEC requirements focus only on “proved” reserves, while Shell’s internal
guidelines consider the whole spectrum of available hydrocarbon resources, not just proved
reserves. Shell bases its business decisions on what it calls “expectation reserves,” or the most
likely amount of reserves to be economically extracted from a reservoir, even if those reserves
cannot (yet) be considered “proved.”

A. SEC Reporting Rules

In 1982, the Financial Accounting Standards Board promulgated Statement of
Financial Accounting Standards (“SFAS”) 69, which requires publicly traded companies with
“significant oil and gas producing activities” to report their “proved” crude-oil, natural-gas, and
natural-gas-liquids reserves as supplemental information to their annual financial statements.
SFAS 69,9 7. Companies are not permitted to report reserves that are not “proved.”

SFAS 69 took its definition of “proved reserves” from Rule 4-10 of the SEC’s
Regulation S-X, which the SEC had adopted in 1978. Rule 4-10 defines “proved oil and gas
reserves” as “the estimated quantities of crude oil, natural gas, and natural gas liquids which
geological and engineering data demonstrate with reasonable certainty to be recoverable in
future years from known reservoirs under existing economic and operating conditions, i.e., prices
and costs as of the date the estimate is made.” 17 C.F.R. § 240.4-10(a)(2) (emphasis added).

While Rule 4-10 provides detailed requirements on particular technical issues

(such as the definition of a proved area), it gives little concrete guidance about the requisite
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economic conditions and the meaning of “reasonable certainty.” Shell and the rest of the energy
industry therefore were left to interpret those phrases through the prisms of their respective
business operations and practices.

Finally, on June 30, 2000 — 22 years after Rule 4-10’s adoption — the staff of the
SEC’s Division of Corporation Finance issued informal guidance on several issues pertaining to
financial statements, including the definition of “proved reserves.” Current Accounting and
Disclosure Issues (June 30, 2000). The staff acknowledged that it was acting because it had
observed “issues of consistency and, therefore, some confusion in the reporting of proved oil and
gas reserves.” Id at 42. The staff also conceded that the guidance was its own and did not state
a formal SEC position. /d.

The staff took the position that, for “frontier” areas (an undefined term), an issuer
could not report reserves as proved without a “commitment” by the company to develop the
hydrocarbons in that field. The staff also warned about booking proved reserves requiring
government approvals or licenses without a substantial level of certainty based on “a long and
clear track record which supports the conclusion that such approvals and renewal are a matter of
course.” /d. at 44. The staff reissued its guidance more formally on March 31, 2001.
Frequently Requested Accounting and Financial Reporting Interpretations and Guidance
(Mar. 31, 2001).

B. Shell’s Internal Guidelines for Hydrocarbon Classification

While the SEC’s Rule 4-10 focused only on external reporting of hydrocarbon
reserves, Shell also needed to consider how to run its own business — how to make worldwide
strategy, investment, and planning decisions that were not limited solely to “proved” reserves as
defined by the SEC. Instead, Shell needed a broader review of its global resources, whether

proved or less than proved. Shell therefore used its own Petroleum Resource Volume Guidelines

2
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(the “Shell Guidelines”) both to inventory its overall hydrocarbon assets and to comply with SEC
reporting requirements.

The Shell Guidelines first divided petroleum resources into two broad categories:
Scope for Recovery (“SFR”) and Reserves.

The broad term “SFR” covered hydrocarbon volumes “associated with a project
that is not yet sufficiently technically and commercially mature to qualify as reserves.”® SFR
was subdivided into five overlapping categories: SFR Undiscovered, SFR Discovered, Non-
Commercial SFR, Commercial SFR by Proved Techniques, and Commercial SFR by Unproved
Techniques. All of these resources were conditional resources: they might ultimately mature
into reserves but were too premature to be considered “Reserves” as defined below. But Shell
nevertheless needed to keep track of and pay attention to them for its own business and capital-
investment purposes.

The Shell Guidelines defined “Reserves” as resource volumes “associated with a
producing asset or with a project that is technically and commercially mature to the extent that
funding for the project is reasonably certain to be secured.” These Reserves consisted of
Expectation Reserves and Proved Reserves (which Shell in turn divided into Proved Developed
and Proved Undeveloped).

o Expectation Reserves were those reserves most likely — even if not reasonably
certain — to be recovered from a producing asset or from a project that was both
technically and commercially mature. One Shell witness (Christopher Kennett)
described Expectation Reserves as the volumes “expected to be producible from a

reservoir on a 50/50 basis, at least a SO percent chance that those volumes that
you’re going to produce will be equal to or greater.”'® Shell used Expectation

. Shell Guidelines dated Oct. 2003 (Doc. #RIW01002434-86).
? Id

& Kennett Dep. at 50:16-20.
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Reserves to assess its profitability, to rank its projects, to make major investment
decisions, and to formulate business plans."!

. Proved Reserves were the portion of Expectation Reserves that was “reasonably

certain to be produced.” This definition therefore was intended to match the
definition of proved reserves in the SEC’s Rule 4-10.

The Shell Guidelines thus were designed both to produce “proved reserves”
estimates that complied with Rule 4-10 and also to capture for business-planning purposes the
broader set of resources potentially available for production. Shell committed billions of dollars
of its own money to capital projects based on how it categorized its hydrocarbon resources under
the standards in those Guidelines.

Because the whole array of potentially available resources was so important from
a business standpoint, Shell employees generally did not focus solely on publicly reportable
proved reserves when they spoke internally of “booking reserves.” Instead, Shell employees
often used the phrase “booking reserves” to refer to the full scope of reserves — including all

expectation reserves — they were reporting internally to EP management. '

e See, e.g., Roosch Dep. at 26:3-11; Nauta Dep. at 260:17-261:7.

% See, e.g., Inglis Dep. at 130:25-132:21; Darley Dep. at 336:25-337:10.
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FACT SUPPORT
1II. CLASSIFICATION OF HYDROCARBON VOLUMES
A. Qil and Gas Companies are Required to Report Their Proved Reserves in

Accordance with SEC Rule 4-10

1. Together, Rule 4-10 and Statement of Financial Accounting Standards
(“SFAS™) 69 require that public companies with significant oil- and gas-
producing activities report their proved reserves and certain related
information as supplementary information to their annual financial
statements.

a) Barendregt

(1)  “The estimation of proved reserves by a publicly traded oil
and gas company is governed by SEC Rule 4-10(a) of
Regulation S-X, which defines what volumes of oil and gas
can properly be designated as proved reserves, and by
Statement of Financial Accounting Standards 69, which
requires that publicly traded oil and gas companies report
their estimates of proved reserves as supplementary
information to their annual financial statements.” (Decl. §
10)
B. Rule 4-10°s “Reasonable Certainty’” Requirement

I

Rule 4-10 defines “proved oil and gas reserves” as “the estimated
quantities of crude oil, natural gas, and natural gas liquids which
geological and engineering data demonstrate with reasonable certainty to
be recoverable in future years from known reservoirs under existing
economic and operating conditions, i.e., prices and costs as of the date the
estimate is made.” (Emphasis added) (17 C.F.R. § 210.4-10)

a)

b)

Pearson

(D

Harris

(M

“In my professional opinion, ‘reasonable certainty’ denotes
a high level of confidence that the reserves will be
recovered, but the term also inherently recognizes that
reserves are estimates that rely on someone's judgment.
Reasonable certainty is the standard to which the judgment
should conform.” (PBW0010642)

Reasonable certainty “means that a reasonable person's
going to expect that this property will produce or be
produced. Like I said earlier if it's out in the-- what they
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2.

refer to frontier areas, a reasonable person might not expect
that if it's out in the middle of the jungle with no pipelines,
no infrastructure to produce the properties, a reasonable
person wouldn't expect that to be produced.” (Dep. pg.
77:14-24)

Under Rule 4-10, proved reserves are either developed or undeveloped.

a) “Proved developed oil and gas reserves are reserves that can be
expected to be recovered through existing wells with existing
equipment and operating methods. Proved undeveloped oil and gas
reserves are reserves that are expected to be recovered from new
wells on undrilled acreage, or from existing wells where a relatively
major expenditure is required for completion.” (17 C.F.R. § 210.4-

10.)

(@) Shell Adopted Internal Petroleum Resource Volume Guidelines That Were Based

in Part on Rule 4-10

1.

Shell maintained a set of Petroleum Resource Volume Guidelines (“Shell
Guidelines” or “Guidelines”) that instructed its operating units in the
estimation, classification, and internal reporting of hydrocarbon resources
that they controlled. The Guidelines’ definition of proved reserves were
designed to ensure that operating units’ classification and reporting of
proved reserves complied with Rule 4-10.

a) Roosch

8y

“I revised the annual Petroleum Resource Volume
Guidelines, a group of documents that instructed individual
Group operating units on the proper way to estimate and
categorize their oil and gas resources and to report those
estimates to E&P headquarters. The Petroleum Resource
Volume Guidelines were designed, among other purposes,
to capture the requirements established by the SEC in Rule
4-10(a) of Regulation S-X for the estimation of oil and gas
resources that are designated as ‘proved reserves’ and
‘proved developed reserves.” Pursuant to Statement of
Financial Accounting Standards 69, public companies with
significant oil- and gas- producing operations, such as the
Group’s parent companies, Royal Dutch Petroleum
Company and The ‘Shell’ Transport and Trading Company,
p.l.c., must include estimates of their proved and proved
developed reserves in the supplementary information to
their financial statements. Proved reserves are defined as
those hydrocarbons that are reasonably certain of being
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produced under existing economic and operating
conditions.” (Decl. § 6)

b) Barendregt

(1)  “The Guidelines...instructed the operating units on the
estimation of ‘proved reserves,’ the oil and gas volumes
that were reasonably certain of being produced in the future
based on existing economic and operating conditions.”

(Decl. §9)

2 The principal purpose of the Guidelines, however, was to ensure that EP
received accurate information on which to base its planning and
expenditure decisions.

a) Barendregt

(1)  “The principal purpose of the Guidelines was to ensure that
E&P received proper estimates of each operating unit’s
‘expectation reserves,’ the volumes of oil and gas resources
that were likely to be produced in the future and on which
E&P made its internal business-planning decisions.” (Decl.

78
1 Shell Classified Hydrocarbons into Several Categories for Internal Business
Planning
bs All hydrocarbons within EP’s purview were classified as Petroleum
Resources.
a) Petroleum Resource Volume Guidelines dated October 2003
(1)  “A Petroleum Resource is any accumulation of
hydrocarbons that is known or anticipated to exist in a sub-
surface rock formation, located within the company's
current exploration and production acreage.”
(RIW01002434-86)
(2)  “Petroleum Resources are subdivided into two broad
categories: Scope for Recovery (‘SFR’) and Reserves.”
(RTW01002434-86)
2. Those Petroleum Resources that were not mature enough to be classified

as reserves were known as Scope for Recovery (“SFR™).

a) Petroleum Resource Volume Guidelines dated October 2003
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b)

d)

(1)  “SFR is any Petroleum Resource Volume associated with a
project that is not yet sufficiently technically and
commercially mature to qualify as reserves.”
(RJW01002434-86)

Roosch

(1)  “Q. What is an SFR definition? A. Scope for recovery in
Shellspeak is that. Q. And what does that mean? A.In
industryspeak it would be conditional resources. These are
resources that could mature into reserves. Q. But were too
premature in the process to know one way or the other. Is
that correct? A. Yes.” (Dep. pg. 235:21-236:7)

Aalbers

(1)  “Scope for recovery -- I basically identified hydrocarbon
resources that are not yet technically and commercially
mature.” (Dep. pg. 44:17-19)

Van Driel
(1)  “Q. You mentioned scope for recovery....What is SFR?. ..

A. If you're talking about resources but you don't know yet
if you can commercially produce them or whether they are
technically mature, then you flag them as something that
could be recovered....If you think of reserves maturation as
a funnel, it's the.. .first step of having reserves, having
identified resources.” (Dep. pg. 38:6-17)

SFR volumes were further subdivided into SFR Undiscovered and
SFR Discovered, and into Non-commercial SFR, Commercial SFR
by Proven Techniques, and Commercial SFR by Unproven
Techniques.

(1

SFR Undiscovered were resources that were contained in
undrilled, potential accumulations.

(a) Petroleum Resource Volume Guidelines dated
October 2003

1) “Resources that could be contained in an
undrilled potential accumulation and which
would be recoverable by any process that
has been demonstrated to be technically
feasible elsewhere, under similar
conditions.” (RJW01002434-86)
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(b)

Warren

(1)

“Those scopes for recovery can in one case
be undiscovered volumes, undiscovered
scope, as we call it, which has to be
discovered through exploration. And that
uses a lot of exploration technology to take
that undiscovered scope and move it to
what's called discovered scope for recovery.
That's the exploration piece, if you like.”
(Dep. pg. 135:12-19)

(2) SFR Discovered consisted of hydrocarbons that had been
definitively identified through drilling activities.

(a)

(b)

Petroleum Resource Volume Guidelines dated
October 2003

)

J. Bell

@

“Resources that are contained in an
accumulation in which the presence of
movable hydrocarbons that are potentially of
interest has been established through drilling
and, where necessary, through associated
data gathering activities.” (RJW01002434-
86)

“Q. What is scope for recovery? A.TI'll give
you a simple example. When we drill a
well, as we're drilling a well today in
Algeria, if we are successful then we have
discovered something, and that discovery is
something that has scope for us to recover in
terms of actual production some years
hence. So it enters the books as scope for
recovery. Discovered scope for recovery.
Prior to drilling we have an assessment of
what we might discover and we call it
undiscovered scope of recovery. And we
progressively move our undiscovered scope
recovery through discovered, through
development processes into a point where
we can actually take an investment decision,
and generally at that point, if all the
economic tests and SEC tests are satisfied,
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(3)

)

we can begin to move some of that resource
into reserve.” (Dep. pg. 62:24-63:14)

Non-commercial SFR consisted of hydrocarbon volumes
that were associated with projects that did not pass EP’s
internal economic-screening criteria.

(a) Petroleum Resource Volume Guidelines dated
October 2003

@) “Resources that are associated with a project
that is evaluated as having a negative Net
Present Value...or for which there are clear
commercial obstacles to development that
appear to be insurmountable in the 5-year
plan.” (RJW(01002434-86)

(b) Graham

® “SFR commercial is the project screens
economically, and it is -- it is just nonmature
in a technical sense. Whereas scope for
recovery uncommercial it is nonmature in a
technical sense but also it doesn't screen
economically.” (Dep. pg. 59:7-13)

Commercial SFR by Proven Techniques consisted of
volumes that EP could produce using established technical
methods at a cost that met EP’s economic-screening
criteria.

(a) Petroleum Resource Volume Guidelines dated
October 2003

(i) “Resources that are associated with a
discovered accumulation and with a project
that (a) uses a recovery process or technique
which has been demonstrated to be
technically feasible in the resource
concerned or under analogous conditions
and (b) is expected to be Commercial.”
(RTW01002434-86)

®) Warren

(1) “There's another scope for recovery which is
resources in the subsurface that we know we
could move but we have not yet shown it to
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be commercially feasible. In other words,
the technology is feasible, the commerciality
isn't. Now, if you understand technology,
all technologies go through a price return
curve. The more you use the technology the
more you learn how to do it more cheaply.
And so ultimately if you take a technology
you can actually say to yourself if I do this
with it I will be able to actually use it
commercially, the moment I can do that the
scope for recovery will become
commercially feasible.” (Dep. pg. 135:20-

136:10)

(5) Commercial SFR by Unproved Techniques consisted of
volumes that EP believed could be economically extracted
with methods that had not yet been demonstrated to be
feasible.

(a) Petroleum Resource Volume Guidelines dated

October 2003

(1) “Resources that are associated with a
discovered accumulation and with a project
that uses any recovery process or technique
which has not been demonstrated to be
technically feasible (under conditions
applicable to the area or field) and which
requires future laboratory tests and field
trials (pilot) in order to establish this
feasibility. There must exist the reasonable
expectation that, once the necessary work
has been completed to demonstrate the
technical feasibility of the project, it will be
Commercial.” (RJW01002434-86)

3 Reserves were defined as hydrocarbons that were associated with a
producing asset or with a project that was technically and commercially
mature.

a) Petroleum Resource Volume Guidelines dated October 2003
(1)  “The term ‘Reserves’ describes any Petroleum Resource

Volume that is associated with a producing asset or with a
project that is technically and commercially mature to the

extent that funding for the project is reasonably certain to

be secured.” (RJW01002434-86)
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2

Expectation Reserves were the hydrocarbon volumes
associated with the median estimate of ultimate recovery
from a field or project.

(a) Petroleum Resource Volume Guidelines dated
October 2003

(1) “The most likely estimate of the Resource
Volume remaining to be recovered from a
project that is technically and commercially
mature, or from a producing asset.”
(RJTW01002434-86)

(b) Roosch

1) “Q. ...What kind of information is
expectation reserves based on? A. It's
based on all the subsurface information, the
properties of the subsurface accumulations.
It is based on the development method, how
many wells, what sort of wells, what sort of
lifting methods, and it is based on what
surface facilities, pipelines, any restrictions
there. And all that is then simulated and
then -- with modern computer tools and it's
then ending up as a forecast, and that long-
term forecast is then accumulated and is a
volume.” (Dep. pg. 26:12-23)

(© Kennett

(1) “Q. What is your understanding of the term
‘expectation reserves’? A. Volumes --
Volumes expected to be producible from a
reservoir on a 50/50 basis, at least a 50
percent chance that those volumes that
you're going to produce will be equal to or
greater. So there is a good understanding
that you cannot define an exact number in
the — for volumes. There's a lot of
uncertainty. But the expectation is
something like 50/50.” (Dep. pg. 50:14-23)

(d) Varley

(i) “Expectation reserve is a P50 estimate....On
a cumulative distribution curve, a P50
estimate relates to the volume of which
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3)

4)

chance there’s as much likelihood of the
actual value being higher than the number as
there is being lower than that number . It’s
the mid case, if you like.” (Dep. pg. 41:20-
42:4)

Proved Reserves were defined, in accordance with SEC
Rule 4-10, as the hydrocarbon volumes that were
reasonably certain of ultimate recovery.

(a)

(b)

Petroleum Resource Volume Guidelines dated
October 2003

(1) “Proved Reserves are the portion of
Expectation Reserves that is reasonably
certain to be produced.” (RJW01002434-
86)

Aalbers

@) “Reasonable certainty is the definition used
by the SEC for booking proved reserves.”
(Dep. pg. 23:13-15)

Developed Reserves were those reserves that could be
extracted by infrastructure that was currently in place or
required only minor further investment.

(2)

(b)

Petroleum Resource Volume Guidelines dated
October 2003

1) “Developed Reserves are that part of
reserves (whether Proved or Expectation)
that is producible through currently existing
completions, with installed facilities, using
existing operating methods.”
(RIW01002434-86)

J. Bell

(1) “Q. And before you made a distinction
between proved developed and proved
undeveloped reserves. What is the
difference between the two? A. When we
take a decision to develop a field, the first
thing we do is to design what it is we will
develop in terms of facility. We put the
facilities on the ground, we start to drill
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wells. When we have the combination of
wells and facilities designed and we've made
our commitment to spend on that project,
then we have a proved undeveloped reserve.
It is only developed once you actually have
the holes in the ground and you're actually
starting to produce.” (Dep. pg. 63:15-64:2)

(i1)  “Proved developed reserves are [a] subset of
other proved reserves.” (Dep. pg. 90:11-12)

(c) Duhon

1) “Proved developed reserves are reserves that
are developed, in production. Proved
undeveloped have yet to come on stream.”
(Dep. pg. 23:3-5)

(5)  Undeveloped Reserves were those reserves that could not
be classified as developed reserves.

(a) Petroleum Resource Volume Guidelines dated
October 2003

1) “Undeveloped Reserves are that part of
reserves (whether Proved or Expectation)
that cannot be considered Developed
Reserves as defined above.”
(RIW01002434-86)

10



Case 3:04-cv-00374-JAP-JJH Document 340-3 Filed 10/10/07 Page 2 of 50 PagelD: 16963

4. The diagram below, from the Petroleum Resource Volume Guidelines
dated October 2003, illustrates the categorizations:

; . ot _  Proved
e ' Reserves
» . B”QWQ' “ 'hw Vi__..,........-. S
Lves b ' Probable
RESERVES S i : = Reserves
T ACMature?> | e
SFR NG . SFRProved |
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_ luo. /g/.{s e - . Undiscovered
L @ No resources
E: EP’s Focus Was on Expectation Reserves, Not Proved Reserves
| EP made investment decisions on the basis of expectation reserves.

a) Ward

(1)  “Expectation reserves are the lifeblood of your future
growth in the company. Proved reserves are something
which are bagged. When you talk about expectation
reserves target you're talking about generating resources for
future plans and future investment.” (Dep. pg. 155:12-18)

b) Warren

(1)  “We would have discussed reserves, and I'm now talking
about resources and reserves in their largest context,
regularly at the BusCom and EP ExCom which it finally
became, because that's the blood of our business. As 1 say,
our expectation of reserves are what we actually plan our
business around so it's vital. ... I would say at this point that
proven reserves have little business significance because
we don’t develop our oil and gas fields around a concept of
proven reserves and we develop them around the concept

11
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of expectations and the uncertainty that we have around
those expectations.” (Dep. pg. 77:22-78:5, 78:14-20)

(2)  “Inour industry our concentration is actually on the
expectation part of that value chain, because that's actually
what we're working with and actually what we make
money out of. And that's what the technology is there to
support. It's there to enable us to discover oil and gas
through seismic, through [provilitry?], through other
techniques, including drilling holes and taking
measurements from the holes that we put into the
subsurface.” (Dep. pg. 108:22-109:7)

c) Roosch

(1)  “Q. For the record, can you explain what ‘expectation
reserves’ are? A. It is the numbers, the reserve numbers,
that commercial corporations use in order to assess their
profitability in order to rank their projects, in order to make
their investment decision, and in order to project, for their
own sake internally, what they're going to earn in terms of
money in the future.” (Dep. pg. 26:3-11)

d)  J.Bell

(1)  “The way in which we determine what we will or will not
develop is based on expectation reserves. It is not proven
reserves.” (Dep. pg. 44:1-3)

e) Van Driel

(1)  “Q. What are expectation reserves? A. Those are the
reserves on the basis of which you make your investment
decision.” (Dep. pg. 36:17-19)

s EP Business Plans were formulated on the basis of expectation reserves,
not proved reserves.

a) Nauta

(1)  “[A]l that the business planning process is involved with is
expectation reserves, investment levels and production
levels, as far as volumes is concerned....Changing the
booked reserves because they don't meet a particular
criterion of the SEC rules for proved reserves does not
imply that anything on the platform or the development
plan will change. We make our investment decisions on

i
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the basis of expectation reserves not proved reserves.”
(Dep. pg. 261:3-7, 261:14-24)

b) McKay

(1)  “The business is run on expectation reserves...If you were
running your business and you wanted to look at trends
internally on unit finding and development costs you use
expectation reserves because that's the reserves you use for
running your business.” (Dep. pg. 228:9-10, 228:17-22))

3 Production forecasts were based on expectation reserves.
a) Malcolm

(1)  “[E]xpectation reserves are a 50/50 probability. They are
based on a middle course on which we therefore base our
future production forecast.” (Dep. pg. 76:20-23)

4, Shell EP used expectation reserves for these purposes because they
reflected the most likely scenario.

a) Platenkamp

(1)  “Expectation reserves are the reserves that reflect the most
likely outcome if you were to sample ad infinitum the
distribution curve of the possible outcomes of all the
statistical variations of the parameters that make up the
volumetric and recovery distribution of the reservoir.”
(Dep. pg. 57:23-58:7)

b) Darley

(1)  “The most likely or the mid-range estimate, because there
are uncertainties around such projections, would constitute
the expectation reserves.” (Dep. pg. 340:12-15)

F. References to “Booking of Reserves” Did Not Typically Refer to SEC Reporting
1 Shell employees used the terms “booking” and “reserves” to refer to the
process by which all types of petroleum resources were reported
internally.
a) Inglis

(1)  “I think we have to be careful about the terminology of
booking because some of the explorationists talk about the
expectation volumes being booked as meaning that they've
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discovered them and that's what they report and saying
what our expectation reserves are....[T]he explorationists
often talked about booking reserves loosely as meaning the
expectation reserves.” (Dep. pg. 130:25, 131:2-6, 131:9-
11)

(2)  “Q. What do you understand booking reserves to mean? A.
...[M]y understanding is that explorationists use that
expression to talk about reserves that are captured as the
expectation reserves and...nothing to do with the formal
process of externally booking proved reserves.” (Dep. pg.
132:12-13, 132:17-21)

b) Darley

(N “We would book proved reserves, we would book
expectation reserves. The term ‘book’ if you like is simply
one which indicates that the numbers are being reported.”
(Dep. pg. 337:7-10)

G. In 2003, EP Created a Reserves Committee to Supervise the Maturation Process

1. The Reserves Committee was made up of the GRC, the Deputy Group
Controller and three members of ExCom including the EP CFO.

a) Guide for the Administration of Proved Reserves and Production
for External Disclosure (RTW00122186-208)

oh The Reserves Committee had several duties related to the estimation and
reporting of proved reserves.

a) Guide for the Administration of Proved Reserves and Production
for External Disclosure

(1)  Reserves Committee has a duty “[t]o understand, challenge
and ultimately to authorize on behalf of the EP Chief
Executive Officer the proved reserves figures that are
disclosed externally, together with any explanation thereof
that is to be published.” (RJW00122186-208)

(2)  Reserves Committee has a duty “[a}t least annually, to
review internal procedures...and the Petroleum Resource
Volume Guidelines with a view to determining the need for
revision and to direct such revisions where necessary.”
(RIJW00122186-208)

(3)  Reserves Committee has a duty “[t]Jo coordinate relevant
correspondence with the United States Securities and

14
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4

)

(6)

Exchange Commission on behalf of the Group Controller.”
(RITW00122186-208)

Reserves Committee has a duty “[tJo maintain an interface
with external Group Auditors.” (RJW00122186-208)

Reserves Committee has a duty “[tJo monitor actions taken
by the Regions/Asset Holders or by the EP organization as
a whole in response to Group Reserves Auditor
recommendations and to inform the external Group
Auditors accordingly.” (RJW00122186-208)

Reserves Committee has a duty “[t]o assist in the resolution
of disagreements between authorizers of proved reserves at
different levels in the EP organization.” (RTW00122186-
208)

3 Barendregt acted as an advisor to the Reserves Committee, which met in
the Netherlands.

a) Barendregt

¢y

“During 2003, I became a part of the Reserves Committee,
a committee within E&P that was established specifically
to monitor the Group’s oil and gas resource portfolio and to
improve the process of estimating and reporting oil and gas
resources. The Reserves Committee sat in the
Netherlands.” (Decl. §37)

15
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FACT SUMMARY

IV. ESTIMATING PROVED RESERVES: THE ARPR PROCESS

The heart of this case involves Shell’s compilation, review, approval, and
reporting of its proved-reserves estimates, whose recategorization led to this litigation. The
entire process of compiling, reviewing, auditing, and approving Shell’s aggregate proved
reserves took place in the Netherlands, with inputs of data from operating units around the world.
The proved reserves then were reported to the public and the SEC from the Netherlands or the
United Kingdom. No part of this process occurred in the United States.

Shell monitored its hydrocarbon resources through an Annual Review of
Petroleum Resources (the “ARPR”). The process began in the Netherlands, with the review of
the Shell Guidelines and their distribution to operating units around the world. The operating
units then reported their hydrocarbon resources to the Netherlands, where they were compiled,
reviewed, and approved. The Group Reserves Coordinator (the “GRC”), who was based in the
Netherlands, served as the focal point of this process.

A. Review of Shell Guidelines

The ARPR process commenced each year with the GRC’s review and revision
(where necessary) of the Shell Guidelines. The Group Reserves Auditor (the “GRA”), who also
was based in the Netherlands, generally participated in the review and made recommendations to
the GRC."

The GRC also circulated the Shell Guidelines to the Netherlands office of KPMG,

one of Shell’s two external auditors, for its views on the Guidelines’ compliance with SEC rules

I3 In one year (2001), the GRA — not the GRC — revised the Shell Guidelines. See
Barendregt Dep. at 134:7-18. ‘
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and regulations. The GRC then submitted the Guidelines to the EP Executive Committee, based
in the Netherlands, for approval and endorsement.

B. Distribution to Operating Units

Once the EP Executive Committee approved the Shell Guidelines (with any
revisions), the GRC sent each operating unit a package containing both the Shell Guidelines and
a companion document, “Petroleum Resource Volumes Guidelines: Submissions Requirements
for Internal and External Reporting.” These Submissions Requirements provided detailed
instructions about how the operating units should report their Scope for Recovery, Expectation
Reserves, and Proved Reserves to the GRC in the Netherlands.

Operating units bore sole responsibility for estimating and categorizing their
hydrocarbon volumes and for reporting them to the GRC. The operating units could — and
sometimes did — obtain help from Shell service companies that provided specialized technical
expertise unavailable within the operating units. But the operating units themselves remained
responsible for making the ultimate decisions about what resources to report to the Netherlands
and about how to categorize them.

To make those decisions, the worldwide operating units needed to weigh a host of
volumetric, economic, business-planning, and commercial considerations, as required by the
SEC’s Rule 4-10 and the Shell Guidelines. For example, the operating units had to consider
capital-allocation plans, consult with local governments about licensing issues and contractual
arrangements, consult with local affiliates of Shell’s external auditors, consult with the GRA
when he came to perform his audits, and consult with the GRC in the Netherlands. Only then

could the operating units send their ARPR submissions to the GRC.



Case 3:04-cv-00374-JAP-JJH Document 340-3 Filed 10/10/07 Page 10 of 50 PagelD: 16971

C. Review and Approval of Operating Units’ Submissions

When the GRC in the Netherlands received the operating units’ ARPR reports, he
focused on new submisstons and revisions that the operating units had proposed. If he had
questions about the operating units’ proposals, he contacted the units to resolve those issues.
The GRC then drafted a report compiling the operating units’ proposed reserves estimates (as
adjusted, if necessary) into a global reserves estimate for the whole EP business.

The GRA, who also was in the Netherlands, reviewed the GRC’s aggregate
reserves estimate as well as the individual ARPR estimates submitted by the operating units.
The GRA was familiar with various operating units’ hydrocarbon resources, because he visited
and audited the operating units around the world on a periodic basis. He therefore was able to
provide an independent review of the operating units” ARPR submissions.

Based on this review, the GRA issued an opinion about the integrity of the
aggregate reserves estimates proposed in the GRC’s report. The GRA’s opinion, titled “Review
of Group End-[Year] Proved Oil and Gas Reserves Summary Preparation” (the “Year-End
Review”) was sent to Shell’s external auditors —- KPMG, based in the Netherlands, and
PricewaterhouseCoopers (“PwC”), based in England — and to the EP Executive Committee,
based in the Netherlands.

A “challenge session” was then held in the Netherlands, to give the GRC, the
GRA, the Deputy Group Controller (who was based in London), and the external auditors
(KPMG and PwC) a chance to discuss the proposed aggregate reserves estimate that the GRC
had compiled and the GRA had reviewed, as well as the GRA’s Year-End Review. At the end of
this process, the EP Executive Committee in the Netherlands reviewed and approved the
proposed aggregate reserves estimate. The proVed—reserves portion of that estimate was then

published from the Netherlands and England, as discussed in the next section.

3
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In short, the entire process of compiling and approving Shell’s reported proved

reserves occurred in Europe. None of it occurred in the United States.
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FACT SUPPORT

IV.  ESTIMATING PROVED RESERVES: THE ARPR PROCESS

A. Introduction to the Annual Review of Petroleum Resources Process

1. The Annual Review of Petroleum Resources (“ARPR”) process was
conducted for both internal business planning and external reporting
purposes. A variety of entities, both internal and external, were involved.

a) Aalbers

(1)

b) Brass

(D

“ARPR, the Annual Review of Petroleum Resources, is in
the process where Shell goes through its reserves estimates
annually preparing for the end year reporting of reserves,
both internally and also externally, to the SEC and has
input into the annual report.” (Dep. pg. 65:18-23)

“[Flor the reserves process, again the collection of all the
data from the Operating Unit comes in at or near the end of
the year, that is pulled together by Remco or the equivalent
person in that job [the GRC]. He then makes sure that it's,
all the corrections and edits are clarified, and reviews it
with the likes of a Roelof position, get that input and
discusses it with the position I was in [head of EPB]. In
that loop the CFO would have gotten involved about at the
same time I would. At that point in time our internal
review would have been relatively complete. We would
have then shown it to the ExCom and gotten any input from
them, discussions ....Phil or someone in his position [head
of E&P] would be taking their view as to their decisions
that need to be made regarding the open issues. Once that
is all complete and everyone has reached satisfaction and
decisions have been made, then the [letter of representation
to the external auditors] is drafted and signed and sent to
the auditors....] should mention that there was always a
meeting with those auditors and of course, the likes of a
Remco and Roelof...and if there's any follow-up questions,
et cetera, that occurs.” (Dep. pg. 225:19-226:17, 227:24-
228:6)

2 A broad range of information was included in the ARPR, which detailed
the total volumes in each category of petroleum resources in the particular
operating unit’s portfolio.
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b)

<)

Pay
(1)

“Q. 1 think it might be helpful at this point if you can
describe briefly what the ARPR process is, how it actually
works from its inception to the conclusion of the process.
A. Okay. Each operating unit, operating company in the
group is required to maintain data on the hydrocarbon
resource volumes that it has available within its portfolio
and to categorize those volumes....As you drill the wells to
discover, as you drill more wells to define the prospect, as
you make your development plans and as you execute those
plans and bring those assets into production, so the volumes
will track through different categories in the system, the
categories enabling us to see how mature different elements
of the resource portfolio that we have is. So the ARPR
exercise...part of that is proved reserves, but it's actually
covering the whole resource base. It's essentially a data-
gathering exercise where we are required, each of the
operating companies to...compile a summary of the
resource volumes present in each of the categories, and to
provide some detail in terms of the fields in which those
volumes were contained.” (Dep. pg. 127:2:10, 127:19-
128:3, 128:5-13)

Van Driel

(H

J. Bell

(D

“Q. What is the ARPR process? A. I understand that to be
the process that is all about the reporting of...the resource
base of Shell, including proved reserves. Q. What other
type of resources bases would that include? A.
Expectation, discoveries, as a scope for recovery.” (Dep.
pg. 36:8-16)

“Q. What is the purpose of the ARPR?...A. It allows us to
get an overview of the portfolio of your resources. Q. Is
there any particular attention to the type of resource, like
proved reserves? A. There's attention given to many types
of resources, proved reserves being one of them. Q. What
other types of resources are looked upon during the ARPR?
A. We look at proved reserves, proved developed reserves,
expectation reserves, scope of recover, scope of recovery is
then broken down into a number of categories.” (Dep. pg.
62:8, 62:12-23)
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d) Platenkamp

(1)  “Q. And what information is included in the submission
that is made in connection with the ARPR? A. It's the
status of the fields at the end of each calendar year in terms
of how many hydrocarbons have been produced and what
is left in a number of categories. Q. Does the submission
focus on any particular type of resource such as, for
instance, proved reserves as opposed to SFR? A. The
submission takes the entire spectrum of categories into
account. Q. And reports on each of the categories? A.
Indeed. Q. What are the categories that are included in the
ARPR submission? A.I'm not a specialist, but proved
reserves, expectation reserves, and then proved developed,
proved undeveloped, scope for recovery, are in general part
of that submission.” (Dep. pg. 54:22-55:23)

e) Brass

(1)  “The reporting of reserves, including but not limited to
‘proved’ reserves, requires collecting data on Shell’s
existing hydrocarbon resources from the company’s
numerous Operating Units around the world. ...Each
Operating Unit must report its various categories of
hydrocarbon resources, including ‘proved’ reserves, in
accordance with the Petroleum Resource Guidelines,
Shell’s internal guidelines on reserves reporting.” (Decl. |4
15-16)

B. Group Reserves Auditor Audits of Operating Units

1. For almost all of the period from April 8, 1999 through March 18, 2004
(the “Class Period”), Anton Barendregt was the Group Reserves Auditor
(“GRA"), and he was based in the Hague.

a) See Barendregt Decl. 19 1, 5.

2. GRA was responsible for the proved reserves audits of individual
operating units.

a) The audits of the operating units typically occurred abroad, in the
home country of the operating unit.

(1)  Barendregt

(a) “My audits of the reported proved reserves of
individual operating units were generally conducted
in the country where the operating unit’s oil and gas
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assets were located. For example, my 1999 audit of
Shell Petroleum Development Company (“SPDC”),
the Group’s onshore and shallow-offshore Nigeria
operating unit, took place at SPDC headquarters in
Nigeria. My contacts for these audits would be
personnel in the operating unit who were
responsible for overseeing the estimation and
reporting of oil and gas resources to E&P
headquarters, usually the Chief Reservoir Engineer
or Chief Petroleum Engineer.” (Decl. §13)

2) Barendregt conducted one audit in the Netherlands due to
health reasons. (Barendregt Decl. § 14)

(3)  Barendregt conducted other audits in The Hague rather than
in the country in which the assets of the operating unit were
located if the operating unit was based at E&P
headquarters. (Barendregt Decl. 9 15-16)

(4)  Barendregt conducted certain operating-unit audits in the
United States in cases where there was relevant technical
data located in the United States. See section [V.B.3 infra.

b) The procedures were largely established by Barendregt himself.

(1)  Barendregt

(a)

“Q. When you first began as the Group Reserves
Auditor, did you create an audit program that you
followed with regard to conducting the audits of the
various operating units? A. Yes. I found that when
looking at the reports of my predecessor, that there
seemed to be an absence of a sort of a framework
along which he would generate or conduct these
audits. And even though, of course, I was fully
aware that reserves estimating is in the last instance
is a matter of opinion taking the Reserves
Guidelines as a guiding principle, I still felt that
some more structure could be applied. So what I
did is I set up a checklist spreadsheet along the --
along the various points in the Reserves Guidelines
which would allow me to A, make sure that I had
covered all the subjects, all the relevant points in the
reserves estimates; but also to have an attempt at
scoring the company against that, and thereby get
some sore of an aggregate score. I found that a
very useful method to be A, consistent, and B,
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. comprehensive in doing my audits.” (Dep. pg.
205:20-22, 206:1-22).

c) The audit of an operating unit typically lasted from two to six days.
(1)  Barendregt

(a) “Q. Now, just going back to your audits of the
various operating units generally speaking, how
much time did you spend on an audit? A. Typically
two or three to five or six days, depending on the
size of the company. The largest one was six days
and that was Shell Expro. The smallest one would
have been small ventures like Shell at the Port of
Brunei where I was for two days.” (Dep. pg.
250:17-22, 251:1-3).

d) During the audit of an operating unit, Barendregt would review a
sample, ranging from half to three quarters, of the total reserves
portfolio of the operating unit.

1)) Barendregt

(a) “Typically in my audits I would cover ... anything
between half, maybe three quarters of the total
reserves portfolio of that company. So that's how I
used to work. You take a few examples,
representative examples and I would select them
carefully beforehand, and on that basis, you would
form an opinion about the soundness of the reserves
basis.” (Dep. pg. 85:11-19)

e) In conducting the audit, Barendregt reviewed a variety of types of
data related to the operating unit’s resources.

(1)  Barendregt

(a) “I would start about beforehand actually requesting
a list of reserves, Proved Reserves and expectation
reserves of oil and gas on the basis of which I
would select the fields on which I wanted to have a
closer discussion....In those discussions, I would
typically ask for maps, geological maps, any log
data, any panels of log data, which would mean that
you put the log data in graphical form next to each
other. And as far as those were relevant, I would
definitely ask for the mature projects, the producing
projects, I would ask for the production
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performance data, either by field or by reservoir.
And normally they would have those available by
any ..unit that I would request.  So it's those sort of
data that I would ask for detailed data; and then |
would ask them to explain the field to me, to give
me a description of the field, tell me where the
challenges of the fields lay, was it low porosity
permeability, or was it wells watering out or gassing
out, any of those things.” (Dep. pg. 251:6-22,
252:1-8)

f) Barendregt used a spreadsheet to score the operating units,

(1)  Barendregt

(a)

“Essentially, as you will have seen in my report, the
method that I used in checking each of these items,
is by means of a spreadsheet that I included...in full
in my report which gives the various criteria that
were dependent — that were important or assessing
the quality of the reserves estimates in that
particular company. And that would allow me then
to add in comments to each of these criteria where
they had not [been] so good. I also allowed it to
score the company on that particular item.” (Dep.
pg. 106:12-22, 107:1)

g) Barendregt typically gave the operating unit an opportunity to
comment on the draft audit report.

(1)  Barendregt

(a)

“I liked to strive before leaving, on the last day of
my audit, a complete draft of the report that I was
going to issue on the auditing question....[U]sually,
we then [had] a few days after the end of the audit, I
managed to get out a draft report to the company in
question for their comments. With that report, I
always left instructions to the extent that I said,
‘Look, this is my draft report. I want you to go
through it and check it on facts — on matters of
factual detail; in other words, “Did I get any of the
facts wrong? Then please let me know.””

Secondly, you can give your opinion about opinions
that I have expressed and I will certainly read them.
But what I will ultimately do is issue a report that
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expresses my opinion and my opinion alone.”
(Dep. pg. 98:9-12, 98:15-22, 99:1-7).

h) In performing his audit, Barendregt applied the Guidelines.
(1)  Barendregt

(a) “I would review the procedures and methods in
which the reserves estimates have been — would
have been prepared, and compare those against the
group guidelines, specifically through the
spreadsheet that I used in my reports.” (Dep. pg.
253:10-14)

) “I conducted audits of individual operating units to
assess whether their estimation of their oil and gas
resources conformed to the requirements of the
then-extant Guidelines.” (Decl. § 6)

2) Roosch

(a) “These audits, these retrospective audits, to your
understanding were they measured against Shell's
internal guidelines? A. Yes. They were. Q. Do
you know if they were also measured against the
SEC's requirements? A. To my knowledge there
was no separate measurements against that because
the Shell requirements were deemed compliant with
the SEC requirements.” (Dep. pg. 85:2-11)

1) KPMG in Europe reviewed the GRA’s audit reports.
(1)  Barendregt

(a) “Q. What were the reasons for meeting with KPMG
three to four times a year? A. It was mostly at their
request. They usually took the initiative of asking
for a meeting.... The main reason, as I saw it, was
for them to be able to ask me for any clarification of
any audit reports, of any company audit reports that
I sent them throughout the year as these audits
occurred. So typically I would take anything
between six and ten audits a year, and they appeared
as | wrote them, as they published and copies were
directly sent to KPMG and
PricewaterhouseCoopers, and KPMG felt that it
would be useful for them to ask for any
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clarifications from these reports, if they had any
questions.” (Dep. pg. 61:9-22, 62:1-5).

S Other than his audit of the U.S.-based operating unit, Barendregt
conducted 5 audits of operating units in the United States. In each case,
the audit was conducted in the United States because relevant technical
data was located there.

a)

b)

Barendregt audited the proved reserves for Shell Exploration
(China) Ltd. (“SECL”) in Houston in 2001 due to the technical
work done for SECL by Shell Exploration and Production
Technology, Applications and Research (“SEPTAR”).

(H) Barendregt

(a)

“My audit of SECL in 2001 was conducted in
Houston, Texas, because SEPTAR’s Houston office
was providing technical services to SECL. At all
times SECL, not SEPTAR, held the final
responsibility for estimating its oil and gas
resources and submitting those estimates to E&P.
My understanding from my review of the year-end
2003 proved reserves and the recategorization
recommendations from Project Rockford is that,
although SECL later recategorized certain proved
reserves in 2004, this recategorization related to
SECL’s use of the Group’s internal project-
screening values rather than year-end prices to
calculate its proved reserves entitlements, not to any
technical work performed by SEPTAR.” (Decl. §
18)

Barendregt audited the proved reserves for Shell Nigeria
Exploration and Production Company (“SNEPCO™) in Houston in
2002 due to the work done for SNEPCO by Shell Deepwater
Services (“SDS”).

¢)) Barendregt

(2)

“My audit of SNEPCO in 2002 was conducted in
Houston because [SDS], an E&P technical service
provider based in Houston, was providing technical
services to SNEPCO. At all times, SNEPCO, not
SDS, held the final responsibility for estimating its
oil and gas resources and submitting those estimates
to E&P. Although SNEPCO later recategorized
certain proved reserves in 2004, 1 do not believe
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that SDS’s work was responsible for SNEPCO’s
reserves overstatement. First, most of the proved
reserves that were recategorized by SNEPCO
related to the Bonga field, proved reserves for
which were first booked before the creation of SDS
1n 1999. Second, most of the reserves restatement
for SNEPCO was due to: (i) E&P’s decision to
report proved reserves for SNEPCO fields before
having taken a final investment decision regarding
those fields, a decision that was reversed in 2004,
and (ii) E&P’s decision to report proved reserves
based on an internal project-screening price rather
than the year-end price prescribed by Rule 4-10(a).”
(Barendregt Decl. § 19)

(2)  Barendregt’s audit of SNEPCOQO’s proved reserves is
discussed in more detail in Section VIL.D.7 infra.

c) Barendregt audited the proved reserves for Shell Development
Angola (“SDAN”) in Houston in 2002 due to the technical work
done for SDAN by SDS.

(1)  Barendregt

(a) “My audit of SDAN in 2002 was conducted in
Houston because SDS was providing technical
services to SDAN. Although SDAN later
recategorized certain proved reserves in 2004, |
understand that SDS’s work did not contribute to
SDAN’s initial reserves overstatement. First, the
reserves restatement for SDAN was due to E&P’s
decision to report proved reserves for SDAN’s
Block 18 asset before having taken a final
investment decision regarding that asset, a decision
that was reversed in 2004. Second, SDS’s technical
work ultimately led to a decrease, rather than an
increase, in the amount of reserves that SDAN
reported as proved. Third, at all times SDAN had
the responsibility for estimating its oil and gas
resources and submitting those estimates to E&P.
As discussed below, both the GRC and I attended
meetings at which the reporting of proved reserves
for SDAN was discussed. It was clear at all times
that any proved reserves would have to be proposed
by SDAN and approved by E&P and by me before
being reported externally. For example, it was the
GRC and me who suggested to SDAN and SDS that
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a ‘creaming project’ targeting only the highest-
value resources for initial booking as proved
reserves could be pursued and could, according to
the Guidelines existing at the time, potentially
support a booking of proved reserves.” (Barendregt

120

d) Barendregt audited the proved reserves for Shell Brazil Exploration
& Production (“SBEP”) in Houston in 2002 due to the technical
work performed for SBEP by SEPCO.

(D Barendregt

(a) “My audit of SBEP in 2002 was conducted in
Houston because SEPCO personnel were providing
technical services to SBEP. These technical
services, however, related to the Merluza field. |
understand that no proved reserves relating to
Merluza were recategorized in 2004.” (Decl. § 22)

e) Barendregt audited the proved reserves for Pecten Cameroon
Company (“PCC”) in Dallas in 2003 due to the technical work
performed for PCC by Netherland, Sewell & Associates.

€9) Barendregt

(a) “My audit of PCC in 2003 was conducted in Dallas
because the Dallas office of Netherland Sewell &
Associates had performed study work underlying
the PCC ARPR submission. My understanding,
however, is that no proved reserves were restated
for PCC in 2004.” (Decl. § 23)

. Revision of Guidelines

I Revision by Group Reserves Coordinator

a) On an annual basis, typically in the fall, the GRC, based in The
Hague, would revise the Guidelines and circulate the revised
Guidelines to each of the individual operating units.

(1) Aalbers

(a) “Q. Now, how long does the ARPR process last?
A. It depends what you call the start of the process
versus the end....[I]t basically starts off with
updating of the guidelines issuing to the operating
units, sending them the...workbooks that they have

10
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@)

(b)

Pay
(@)

(b)

(c)

to fill in and any changes that we've made to those."
(Dep. pg. 174:8-15)

“[The revision of the guidelines] normally started
after the summer, preparing initially the — the
updated guidelines and preparing the — the updates
to the [workbooks] that we used and...incorporate
all the improvements that I sort of jotted [down]
over the last period and thought up over the year,
...and we got those built in to try and build the
process on a continuous basis, building in more
checks to make sure that errors that people had
made in the past were automatically almost caught.”
(Dep. pg. 187:9-19)

“Q. What is the Group Reserves Coordinator? A.
...[T]he job did consist of two distinctly different
roles. One was the preparation and dissemination
of reserves guidelines to the group, with the
objective of ensuring that the end-of-year reserves
reports from the various group operating companies
would be in compliance with the understanding of
the SEC regulations. So a responsibility for
examining those guidelines, updating them where
necessary, where it had become apparent that
changes would be necessary, disseminating them,
and controlling the whole process of collecting data
at the end of the year, data collection exercise that
went on from roughly November through 'til
January each year.” (Dep. pg. 108:19, 108:24-
109:14)

“I do recall that guideline documents were issued
each year. Each year there would be an update to
the previous year's.” (Dep. pg. 101:8-11)

“I edited and distributed the Petroleum Resource
Volume Guidelines, a group of documents that
provided guidance to individual Group operating
units on the way to estimate and categorize their oil
and gas resource volumes. It also provided
instructions to the operating units on the reporting
of those estimates annually to E&P headquarters in
the Netherlands.” (Decl. § 6)

18]
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3) Roosch

(a)

“I revised the annual Petroleum Resource Volume
Guidelines, a group of documents that instructed
individual Group operating units on the proper way
to estimate and categorize their oil and gas
resources and to report those estimates to E&P
headquarters.” (Decl. § 6)

(4)  Van Poppel

(a)

(5)  Sidle

(a)

“Q. Do you have an understanding of the term
proved reserves? A. Yes, 1do....Q. What is the
source of your understanding about the meaning of
that term? A. The source of the understanding
would be the very detailed instructions that are
given out by the E&P, exploration and production
division, which you refer to as guidelines.” (Dep.
pg. 82:10-12, 82:23-25, 83:2-7)

“The Group Guidelines are prepared, distributed,
and revised as necessary by the Group Reserves
Coordinator, based in The Hague, the Netherlands.
(Decl. § 15)

3%

(6)  See also J. Bell Decl. § 7, Aalbers Decl. § 6, Brass Decl. §

18.

b) The periodic revision of the Guidelines was designed, in part, to
ensure that they remained consistent with the requirements of SEC
Rule 4-10.

(1)  Roosch
(a) “The Petroleum Resource Volume Guidelines were
designed, among other purposes, to capture the
requirements established by the SEC in Rule 4-
10(a) of Regulation S-X for the estimation of oil
and gas resources that are designated as ‘proved
reserves’ and ‘proved developed reserves.”” (Decl.
16
2 Pay |
(a) “During my tenure, the Petroleum Resource

Volume Guidelines were revised annually and were

12
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designed, among other purposes, to capture the
Group’s prevailing understanding of the
requirements established by the Securities and
Exchange Commission (‘SEC’) in Rule 4-10(a) of
Regulation S-X for estimating oil and gas resource
volumes that are categorized as ‘proved reserves’
and ‘proved developed reserves.”” (Decl. § 6)

(3)  See also Aalbers Decl. § 6.

2. The GRA, similarly based in the Netherlands, also contributed to the
revision of the Guidelines.

a) Barendregt

(1)  “Q. Did you have any involvement in providing the
assumptions that were to be used in any tightening of the
guidelines. A. The guidelines in 2002, as [ remember it,
were put together by Jan Willem Roosch at the beginning
of 2002, and indeed 1 made certain recommendations for
corrections in certain parties including this particular
issue.” (Dep. pg. 579:5-12)

(2)  “I commented on and monitored the [Guidelines] that were
edited each year by the Group Hydrocarbon Resources
Coordinator, also known at the Group Reserves
Coordinator.” (Decl. § 6)

(3)  “Ireviewed the Guidelines that the GRC revised and E&P
issued each year in order to confirm that the Guidelines
would lead the operating units to estimate their proved
reserves in a manner that would yield results consistent
with the requirements of Rule 4-10(a).” (Decl. § 11)

b) See also Brass Decl. § 19.
3. The Guidelines were circulated to KPMG in the Netherlands.
a) Aalbers

(H “[W]e submitted the draft guidelines to KPMG for the
external — that external view on — on whether those
guidelines were okay — and basically SEC compliant.”
(Dep. pg. 188:18-22)

(Z) “The updated guidelines were given to KPMG for their —
for their review that they were SEC compliant.” (Dep. pg.
209:5-7)

13
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b) See Brass Decl. § 20.

4, The proposed revisions to the Guidelines were endorsed by ExCom in The
Hague.

a) Roosch

(1)  “Q. Do the guidelines as revised have to be approved by EP
ExCom? A. I had to get them approved by EP ExCom and
endorsed. Q. And endorsed. What's the difference between
an approval and an endorsement? A. Endorsement means
that in my view that these are, by ExCom, the rules that are
being proclaimed to the operating units. It was not my
place to do that. Q. So acceptance would be that they
accepted the versions as presented to them and endorses as
this is the set of guidelines that ought to be followed from
that point forward. A. Correct. Q. And do you know if EP
ExCom approved and endorsed the guidelines as you had
revised them? A. That was my understanding.” (Dep. pg.
222:12-223:6)

b) Brass
(1)  “Any proposed revisions to the guidelines were...submitted
to the EP Executive Committee, also located in The
Netherlands, for approval and endorsement.” (Decl. § 21)
S United States-based entities and personnel were, in general, not involved

in the revising of the Guidelines. Rod Sidle, a reservoir engineer in the
United States, made comments concerning drafts of the Guidelines for the
principal reason that Shell Exploration and Production Company
(“SEPCO”), the EP operating unit in the United States, had its own set of
hydrocarbon-classification guidelines that needed to be reconciled to each
new version of the Shell Guidelines.

a) Leonard

(1)  “I am not aware of any personnel from the Houston EPB
office who assisted in drafting or revising the Shell
Guidelines in any way during my tenure as VP of NBD.”
(Decl. § 13)

b) Roosch

(1)  “Atall times during my tenure as interim GRC...E&P
personnel in the Netherlands were responsible for and
carried out the editing and issuing of the Petroleum
Resource Volume Guidelines.” (Decl. §12)

14
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c) Barendregt

(D

d)  Sidle
(N

)

“Although I occasionally discussed the Guidelines and the
requirements of Rule 4-10(a) with Rod Sidle, a reservoir
engineer employed by [SEPCO], E&P’s United States
operating unit, the GRC was always responsible for
revising and played the principal role in revising the
Guidelines. Personnel from E&P would occasionally
consult with Sidle concerning reserves-related matters, but
the primary purpose of involving Sidle was to help him
ensure that SEPCO’s policies and practices for estimating
and reporting proved reserves were consistent with Group
practices. The final decisions concerning the content of the
Guidelines were always made by the GRC or other E&P
personnel located in the Netherlands.” (Decl. § 12)

“Q. Who was responsible for attempting to harmonize the
SEPCO guidelines with the group guidelines? A. Largely
that was me. Q. Could you describe the process by which
you attempted to accomplish that harmonization? A. Okay.
You've indicated the first step, and that is simply read
them, and then talk to the people that understood them
within the group, who typically was the reserves
coordinator, so that I had a good understanding for what
those words meant and how they were administered. Then
I looked at our own processes to see where the things we
were doing either exactly aligned with, or Shell practices
were within what was allowed by the group. Ilooked at
places where there might have been some issues of
difference and then tried to resolve those. Q. Do you recall
who at the group you spoke to, what individual you spoke
to in connection with your effort to harmonize the SEPCO
guidelines and the group guidelines? A. Yes. When that
first started, the reserves coordinator was Remco Aalbers.”
(Dep. pg. 39:18-40:19)

“I did review the group guidelines. I offered my personal
view. Knowing how that they should be applied -- how the
SEC meant they should be applied in international situation
was not an area of my background or experience. So what
I did was look for where there were SEPCO issues and
tried to provide specific instruction there, to make sure that
SEPCO's practices that had been well established were able
to fit within the framework of the group guidelines, and
then beyond that simply provide whatever information I

15
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had, because I was on SPE committees and had access to
other industry information, to help the group, whoever was
preparing the document, have that as information that they
should -- they could use when they put the rules together.
As long as I had given them all the information I had, I
relied on them to make the judgments as to how Shell's
interpretation of those rules to be used internationally fit
with the requirements.” (Dep. pg. 139:3-23)

6. After the Guidelines had been approved, EP distributed them from The
Hague to the operating units around the world.

a) In October or November the GRC would circulate a package to each
OU containing the Petroleum Resource Volumes Guidelines:
Submissions Requirements for Internal and External Reporting (the
“Submission Requirements™). The Submission Requirements
provided detailed instructions for the submission of each OU's
expectation and proved oil and gas reserves.

(1

@

©)

Petroleum Resource Volumes: Submission requirements
for internal and external reporting dated October 2000
(PER00081361-98); Petroleum Resource Volumes:
Submission requirements for internal and external reporting
dated October 2001 (RJW01001010-54); Petroleum
Resource Volumes: Submission requirements for internal
and external reporting dated October 2002 (RIW01002352-
95); Petroleum Resource Volume Guidelines: Submission
Requirements for Internal and External Reporting dated
November 28, 2003 (HAG00011282-328)

Barendregt

(a) “The second part is the — is the instructions for use
of the tables that operating units had to submit to
the center at the end of the year. So it's more of a
how to input the figures type of explanation rather
than the method ... in determining the volumes of
the actual volumes of the reserves.” (Dep. pg.
222:9-15)

Pay

(a) Referring to his role in the Denmark OU: “So each
year we would usually receive an update to the
group's guidelines, group's reserves reporting
guidelines, which would cover proved reserves also,
as well as requirements of reporting volumes in

16
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(b)

every other category in the classification system
that we were speaking about earlier, and my job
would be to read and absorb those guidelines,
understand them, and then apply the, those
guidelines to the volumes that we estimated to be
available within the business in Denmark.” (Dep.
pg. 89:5-15)

Referring to his role as GRC: “Not necessarily
everybody everywhere has access to fancy database
systems, so the spreadsheet approach was the way
we took, so we would [send] out a blank template to
everybody with all the required fields in there, data
fields that we would ask to be filled in, and the
companies would compile their estimates, sign off,
and submit those estimates to us, using the Excel
workbook.” (Dep. pg. 129:5-13)

(4)  See also Brass Decl. § 21.

D, Estimation of Hydrocarbon Resources by Operating Units
7 General responsibilities.
a) Operating units themselves were responsible for determining the

volumes of hydrocarbons for their own areas and reporting this to
EP in the Hague. Although they may have received input from EP
personnel working in service organizations, operating unit personnel
signed off on and submitted the operating unit’s ARPR.

(H ARPR submissions to EP were signed by operating unit
personnel.

(a)

Year-end 1999 ARPR for Venezuela SVSA
(RJW00400910-34); Year-end 1999 ARPR for
Nigeria SNEPCO (RJW00400629-46), Year-end
1999 ARPR for Oman PDO (RJW00400823-31);
Year-end 2000 ARPR for Venezuela SVSA
(RKW00402111-40); Year-end 2000 ARPR for
Oman PDO (RJW00401726-34); Year-end 2000
ARPR for Angola SDAN (RIJW00400979-1005);
Year-end 2000 ARPR for Nigeria SNEPCO
(RJTW00401617-49); Year-end 2001 ARPR for
Oman PDO (RJW00070771-82); Year-end 2001
ARPR for Angola SDAN (RJTW00060075-103);
Year-end 2001 ARPR for Venezuela SVSA
(RIW00072630-41); Year-end 2001 ARPR for

&
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2

)

Nigeria SNEPCO (RJW00070678-706); Year-end
2002 ARPR for Oman PDO (RJW00082043-77);
Year-end 2002 ARPR for Nigeria SPDC
(RJW00080407-48); Year-end 2002 ARPR for
Nigeria SNEPCO (RJW00080376-404); Year-end
2002 ARPR for Angola SDAN (RJW00080583-
608); Year-end 2002 ARPR for Kazakhstan SKD
(RJTW00080191-215); Year-end 2002 ARPR for
United Kingdom EXPRO (RJW00082370-401);
Year-end 2002 ARPR for Australia SDA
(RJTW00080719-58); Year-end 2002 ARPR for Iran
SEBV (RJW00080143-57); Year-end 2002 ARPR
for Norway NSEP (RJW00080450-66); Year-end
2002 ARPR for Brunei BSP (RIW00081688-701);
Year-end 2002 ARPR for Malaysia SSB
(RJIW00080217-37); Year-end 2002 ARPR for
Venezuela SVSA (RIW00082414-27)

Kennett

(a)

(b)

Brass

(b

“No entity based in the United States and no United
States-based personnel played any role in compiling
PDO’s ARPR or assisted PDO or me in estimating
PDO’s proved reserves. PDO’s ARPR was never
submitted to or from the Untied States.” (Decl. §
10)

“During my employment at BSP, the process of
compiling BSP’s ARPR was conducted entirely
from BSP’s headquarters in Seria, Brunei.” (Decl. §
20)

“Upon receiving the approved internal guidelines,
each Operating Unit was responsible for
determining the volumes of petroleum resources in
its region in accordance with the internal guidelines
and for reporting those figures to the Group
Reserves Coordinator in The Netherlands.” (Decl. §
22)

“[E]ach Operating Unit itself bore ultimate
responsibility for making its own independent
determinations about its reserves and for reporting
that information to the GRC.” (Decl. §25)

18
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(4) Inglis

(a) “SDAN was responsible for making reserves
submissions for its assets, including the calculation
and reporting of ‘proved’ reserves. SDAN bore
sole responsibility for its annual submissions to EP
headquarters in The Netherlands as a part of Shell’s
Annual Review of Petroleum Resources (‘ ARPR’).
ARPR submissions for SDAN were signed every
year by SDAN personnel in Angola or The
Netherlands and submitted to the Group Reserves
Coordinator in The Netherlands.” (Decl. { 8)

(b) “SDAN made the final decisions regarding its
reserves submissions.” (Decl. 4 9)

(©) “In addition to commissioning and supervising the
technical services provided by SDS, SDAN
performed additional tasks that were necessary to
SDAN’s reserve submissions, including the
reporting of its ‘proved’ reserves. Such tasks
essential to the SDAN Angola ARPR process
included the economic screening of projects. Thus,
even though the SDS team dedicated to Block 18
performed preliminary volumetric estimates and
rudimentary cost analysis, SDAN performed the
economic and commercial analysis necessary to
calculate ‘proved’ reserves. As such, SDS did not
determine the quantity of ‘proved’ reserves that
were submitted to EP headquarters in the
Netherlands for internal and external reporting
purposes.” (Decl. §11)

(5) McFadden

(a) “Upon receipt of SDS’s forecast and models,
SNEPCO gave them to its economics and planning
group located in Lagos, Nigeria. The economics and
planning group ran economics using the terms of
the production sharing agreement to calculate
Shell’s entitlement share of the proved reserves for
the fields in which SNEPCO owned an interest.
The computed Shell entitlement share was given to
my department, the petroleum engineering group,
also located in Nigeria. The petroleum engineering
group shared the data with the chief reservoir
engineer in Nigeria, who collated the data and

19
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(6)

Q)

prepared the ARPR report for SNEPCO.” (Decl. §
i)

(b) “The reservoir engineer then sent me SNEPCO’s
draft ARPR. After reviewing the report in Nigeria,
[ sent it to the Group Reserves Coordinator, who
worked at E&P headquarters in the Netherlands.”
(Decl. § 14)

(c) “SNEPCO itself, not SDS, determined what
volumes SNEPCO would report as proved
reserves.” (Decl. §17)

(d) “[T)he economics were run by the economics and
planning group. The cost data was QC’d and
controlled through the development/planning group.
And my group looked at the forecasting data, but
then took the final number and reported those in the
ARPR report.” (Dep. pg. 69:3-8)

(e) “Q. After you received the forecasts back from
SDS, what was done with that data or information at
SNEPCO? A. That data was then passed on to the
economics and planning group, together with the
cost data that we would get through our — the
development/planning group in SNEPCO. They
would run economics using the terms of the PSC to
calculate the Shell entitlement share under the PSC,
and that was the number which we reported in the,
in the ARPR.” (Dep. pg. 71:25-72:10)

Roosch

(a) “During my tenure as interim GRC, each operating
unit undertook the task of estimating it own oil and
gas resources and reporting those estimates to E&P
headquarters.” (Decl. §7)

Hoppe

(@ “During the entirety of my employment by SPDC,
the process of compiling and submitting SPDC’s
ARPR was performed solely at SPDC’s
headquarters in Nigeria.” (Decl. | 14)

(b) “SNEPCO also prepared its own ARPR and
submitted it to the [GRC] in the Netherlands.”

(Decl. §15)

20
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(8)  Barendregt

(a) “SDAN held the final responsibility for estimating
and reporting its oil and gas resources....SDAN and
E&P, not SDS, made the final decision concerning
whether SDAN could properly report proved
reserves for its assets.” (Decl. § 28)

(b) “The operating units themselves were responsible
for estimating, compiling and submitting their
resource volumes. While some operating units
received technical assistance from service providers
such as SEPTAR and SDS, this assistance was
designed either to allow the operating unit to
estimate its subsurface oil and gas volumes and map
the structures of subsurface reservoirs more
accurately or to enable the unit to develop ways to
improve its production of hydrocarbons in the
subsurface. Once this technical work had been
performed (either by a technical service provider or
by the operating unit itself), the operating unit
needed to conduct the necessary economic, legal,
and contractual analysis to determine the
appropriate volumes of resources to report to E&P
for each category in the ARPR.” (Decl. §31)

(9)  S.Bell

(a) “During my employment at [Shell Development
Australia (‘'SDA”)], the process of compiling and
submitting SDA’s ARPR was directed from SDA’s
corporate headquarters in Australia, with input from
the Group Reserves Coordinator’s office in The
Hague, the Netherlands. No part of SDA’s ARPR
was compiled in or submitted from the United
States.” (Decl. § 8)

(10) Pay

(a) “During my tenure as GRC, each operating unit was
responsible for estimating and categorizing its own
oil and gas resource volumes and reporting those
estimates annually to E&P headquarters in the
ARPR report....Only the operating unit itself could
and did make the final and critical determination
concerning whether it was correct to report any

21



Case 3:04-cv-00374-JAP-JJH Document 340-3 Filed 10/10/07 Page 34 of 50 PagelD: 16995

(b)

proved reserves for an asset and, if so, the volume
that would qualify as proved reserves.” (Decl. §7)

“Only the operating unit itself had the responsibility
and authority to submit, and did submit, the ARPR
containing the estimates of its oil and gas resource
volumes, including proved and proved developed
reserves, to E&P headquarters.” (Decl. § 8)

(11)  See also J. Bell Decl. § 8, Aalbers Decl. 19 7-8.

b) OUs were also responsible for ensuring that their submissions were
compliant with the Shell Guidelines.

(D

@

3)

Aalbers

(a)

(b)

Brass

(a)

Roosch

(a)

“The operating units have to make sure that they
determine the reserves for the individual OUs in
line with the — with the group guidelines and report
them according to the...guidelines to the center.
And they have to make sure that when they report
their financial information, that that is in line with
what they are reporting as reserves so that they use
the same reserves for depreciation as they report
that year in terms of annual reporting.” (Dep. pg.
176:5-14)

“The OUs will report on the basis of the internal
guidelines and — which then, if they follow that,
according to the guidelines, by default makes them
compliant to the SEC reporting.” (Dep. pg. 177:10-
14)

“Each Operating Unit must report its various
categories of hydrocarbon resources, including
“proved” reserves, in accordance with the
Petroleum Resource Guidelines, Shell’s internal
guidelines on reserves reporting.” (Decl. § 16)

“[T]he operating unit was held responsible for
performing the critical analysis necessary to
determine whether those hydrocarbons were
reasonably certain of being produced under existing
economic and operating conditions, and therefore
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were appropriate to report to E&P headquarters as
proved reserves consistent with Rule 4-10(a).”
(Decl. §7)

(4)  Pay
(a) “[TThe operating unit would take into account the
full range of conditions set out in the Petroleum
Resource Volume Guidelines, paying due regard in
particular to the legal and contractual regimes under
which the operating unit functioned.” (Decl. § 7)
2 Categories of data in submissions.

a) The data submitted by the OUs included, among other categories of
information, all types of volumes (including scope for recovery,
expectation reserves, and proved reserves).

)

(2)

©)

4)

S. Bell

(a)

Hoppe

(a)

Brass

(a)

“I coordinated the process by which SDA compiled
and submitted its ARPR to Shell’s E&P
headquarters in the Netherlands. The ARPR
contains the year-end summary of a Shell
company’s oil and gas resources, broken down into
categories such as proved reserves, expectation
reserves and scope for recovery.” (Decl. § 6)

“The ARPR contained the year-end summary of
SPDC’s oil and gas reserves in all categories for
both internal and external reporting purposes, as
well as other related data.” (Decl. § 13)

“Operating Units were required to divide their
petroleum resources into various categories of
hydrocarbon resources, including proved developed
reserves, proved undeveloped reserves, and scope
for recovery.” (Decl. § 23)

See also Barendregt Decl. § 29.
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b) The Submission Requirements required OUs to complete
spreadsheets containing various data, including:

(D

@

3)
4

()
(6)

g
®)

©)
(10)

(In

Detailed estimates of scope for recovery reserves, with
designations for type of reserves (gas, oil, or natural gas
liquid), license applicability, type of revision where
applicable, etc.

Summaries of resources by field for each type of resource
(oil/ngl or gas)

Relevant Exploration Wells for the time period in question

Chart of expected exploration discoveries and revisions for
internal reporting

Summaries of historical exploration discoveries

Detailed estimates of proved reserves for external reporting
purposes

Summaries of major changes to proved reserves

Statistical data related to acreage and number of wells
drilled

Charts of cash flow input (“PSC & Innovative Contracts™)

Petroleum Resource Volumes: Submission requirements
for internal and external reporting dated October 2000
(PER00081361-98); Petroleum Resource Volumes:
Submission requirements for internal and external reporting
dated October 2001 (RJW01001010-54); Petroleum
Resource Volumes: Submission requirements for internal
and external reporting dated October 2002 (RTW01002352-
95); Petroleum Resource Volume Guidelines: Submission
Requirements for Internal and External Reporting dated
November 28, 2003 (HAG00011282-328)

Brass

(a) “In addition to reporting the volumes of the various
categories of petroleum reserves, Operating Units
had to provide data about other matters such as cash
flow, drilling activities, and licensing issues.”
(Decl. § 24)
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c) The Submission Requirements also provided instructions on the use
of a computerized workbook for inputting the data.

3 Typically OUs nominated an employee whose specific responsibility it
was to handle the ARPR process, and a senior manager was responsible
for signing off on the submission.

a) Barendregt

(1)  “Q. Now, at the operating unit level, who is responsible for
signing off on the reserves that are reported to the center?
A. In my days, it was the chief petroleum engineering
manager, so typically the same position as I was holding in
Lowecroft.” (Dep. pg. 215:17-22, 216:1)

b) Aalbers

(1)  “For the [ARPR] cycle, all reservoir engineers have to, at
the end of the year, prepare updated reserves numbers that
then get reported to the reserves coordinators who then sort
of roll that up to company totals. So you would report
the...proved, the expectation, the potential scope for
recovery, the changes that have been there throughout the
year from the previous estimate that was made the year
before.” (Dep. pg. 61:22-62:7)

(2)  As Reserves Coordinator, his “[d]uty was collating the end
year total reserves for NAM and reporting those...to the
center.” (Dep. pg. 43:16-18)

(1)  Regarding Brunei: “[T]here was a...focal point who is
required — whose job it was to compile the data, but as in
all operating units, the data report would be signed off by a
senior financial manager and a senior technical manager
within the company.” (Dep. pg. 82:20-25)

(2)  “Q. Who were the focal points, what was the job position
you're referring to? A. These were typically depending on
the size of the operating unit that would either be a full-
time position within the operating unit. For the larger ones,
person whose specific task within the operating unit was to
manage the hydrocarbon reporting, volume reporting
process for their operating unit.” (Dep. pg. 262:25-263:9)
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d) Roosch

(1)  “Q. While you were at some of the OUs such as PDO, do
you recall being involved in the ARPR process? Let's take
PDO as the example. A. I was insuring that we had the
right to guiding rules, and I was signing off on the
numbers. Q. And in signing off the numbers you mean
signing off on the reserves that you understood could be
booked as proved. A. Correct.” (Dep. pg. 229:17-230:6)

e) Graham

(1)  Testified that she, as reserves coordinator of SDA, was
responsible for the ARPR — a process she described as
collecting the data from the operators, applying "an
economic and commercial overlay," and then preparing the
actual submission document (an Excel spreadsheet). (Dep.
pg. 35:2-4)

f) Kennett

(1)  “I was essentially responsible for deciding what reserves
would be reported for the year in BSP’s ARPR, subject to
review by Mr. Straub, who was located in Brunei, and by
the Group Reserves Coordinator and EP Executive
Committee in The Hague.” (Decl. § 19)

g2) Varley

(1)  “Sean McFadden, SNEPCOQO’s Chief Petroleum Engineer
who was worked at SNEPCO’s headquarters in Lagos,
Nigeria, was responsible for coordinating and did
coordinate reserves-related issues at SNEPCO, including
the preparation and submission of SNEPCO’s [ARPR].”

(Decl. 11

(2)  “McFadden was responsible for reserves-related issues in
SNEPCO. He was the reserves focal point.” (Dep. pg.
97:23-25)

h) McFadden

(D “Well, I basically supervised the reservoir engineers who
worked on [the ARPR] and ensured that we were getting
the right data that we required from, from the group doing
the modeling in Houston, and also that we were getting the
right data from partners that we needed to input in that. 1
also liased [sic] with the development planning group
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because the reserves calculation process for the PSC
invoices putting — running economics and inputting cost
data as well in the economic model to get an entitlement
share, which is the number that’s reported at the end of the
day. So there was a number of various different sources of
information that went into the reserves — in the final
reserves number and different people who were involved in
the calculation.” (Dep. pg. 68:12-69:2)

(2)  “While employed by SNEPCO in Nigeria, I was
responsible for the work of the petroleum engineering
group, which participated in ....the [ARPR].” (Decl. §11)

1) S. Bell

1) While employed by SDA in Australia, I coordinated the
process by which SDA compiled and submitted its [ARPR]
to Shell’s E&P headquarters in the Netherlands.” (Decl. §
6)

j) See also Platenkamp Dep. pg. 50-51.

4. The operating units themselves were responsible for interacting and did
interact with foreign governmental entities concerning the estimation and
reporting of proved reserves within that government’s jurisdiction.

a) Kennett

(1)  “As Head of Reservoir Engineering and as Chief Petroleum
Engineer of Offshore West in BSP from 1999 to 2003, I
met with the Petroleum Unit of the Brunei government
every year in November, in Brunei, to discuss BSP’s
reporting of reserves in its ARPR submission.” (Decl. §
17)

b) McFadden

(1)  “With SNEPCO, yes, we did talk to Government officials.
We talked to people, particularly in the DPR which was a
regulatory group, because well proposals had to be
discussed with -- approved by the DPR. The DPR had to
approve field development plans. So we were involved in a
number of presentations to the DPR involving presenting
field development plans and well proposals. Q. Can you
just tell me what DPR stands for, if you know? A.
Department of Petroleum Resources.” (Dep. pg. 31:15-25)
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5. The submissions were subject to review by the GRC and GRA and in
certain circumstances were revised based on the results of that review.

a) For example, in the year-end 2001 ARPR process, Roosch testified
that the operating units’ original submissions were altered by the
ARPR process, i.e. altered by the various entities and individuals
who reviewed the submission.

(1)  Roosch

(a) “Q. As a result of the ARPR process, do you recall
if the numbers that were publicly reported by Shell
with regard to proved reserves were lower than the
numbers that you saw at the start of the process? A.
You mean the estimates that were on the table at the
start of the process?...Yes they were lower. Q. And
generally can you tell us the reasons why the
numbers were lower? A. We found a number of
reserves changes that we had a feeling that could
not be supported.” (Dep. pg. 148:19-149:12)

6. The regional business directorates assisted the operating units within their
region with the operating units’ submissions.

a) Aalbers

(N “The initial challenge would be with the local reserves
coordinator and, in some cases, depending on what the
issue was, the regional business advisor would be involved
in the challenge process.” (Dep. pg. 110:3-7)

2) “[TThe regional business directors are responsible of [sic]
their respective areas, so if there would be an issue with
any specific reserves booking for a specific country, that ...
would be escalated through the regional business advisor,
and the regional business director would get involved.”

(Dep. pg. 181:11-17)
b) Barendregt

(1)  “[W]hen Shell Angola wanted to propose a reserves
addition for their Block 18 fields, there was some doubt
expressed, in the first instance by Remco Aalbers, who was
the group reserves coordinator, as you know, supported by
myself. I had my doubts too. And we were both taken
aback by the aggressive reaction that we received from the
organization, particularly from staff in Shell Development
Angola, even more so in the regions, in the regional
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business directorate in The Hague....I think on balance, the
most vocal were probably the people in the regional
business directorate.” (Dep. pg. 358:6-16, 359:2-4)

B Both operating units and personnel from the regional business directorates
consulted the GRC concerning the operating units’ ARPR submissions.

a) Aalbers

(1)  Recalls communicating with an RBA concerning the
decision to debook Abu Dhabi reserves. (Dep. pg. 247:5-
249:2)

b) S. Bell
(1)  “[T}he process of compiling and submitting SDA’s ARPR
was directed from SDA’s corporate headquarters in
Australia, with input from the Group Reserves

Coordinator’s office in The Hague, the Netherlands.”
(Decl. § 8)

€) Kennett

(1)  PDO’s ARPR submission was prepared with oversight by
Shell’s GRC, who was based in The Hague. (Decl. § 9)

d) Roosch

(1) “I served as a resource to the Group’s operating units as
they estimated their oil and gas resources.” (Decl. § 6)

e) Barendregt

(1)  “Operating units often consulted with the GRC concerning
whether a proposed categorization of oil and gas resources
was consistent with the Guidelines.” (Decl. §31)

E. Review of Submissions by Group Reserves Coordinator

1. The GRC reviewed OU submissions.

a) The GRC, based in The Hague, was responsible for collating all
operating-unit submissions and compiling the numbers from each
operating unit into the annual Reserves Report.

¢} Roosch
(a) “Q. Was it the responsibility of the GRC and his

team to review all of those various submissions? A.
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Well, to some extent, but one could expect that the
submissions would be completed staff work. Q.
And what was the role then of the GRC and the
GRC staff in connection with the ARPR process?
A. To do the checks that there was integrity, that the
spreadsheets were checking all right, and to make
sure that things were as they were meant to be
submitted.” (Dep. pg. 36:4-16)

(b) “The operating units submitted their individual
ARPRs to my office in the Hague and I aggregated
the ARPR estimates into overall estimates of E&P’s
global o1l and gas resources.” (Decl. § 8)

(2) Aalbers

(a) The role of the GRC is “taking the data that are
supplied by — for this specific role, by all the
operating companies around the world and then
basically adding those up and preparing the right
reports with all the right delta analysis and that sort
of stuff.” (Dep. pg. 72:23-73:4)

(b) “The job [of GRC] was a combined role between
group reserves reporting and as a principal
economist...So the understanding was that for the
period sort of from the end of the year till, I don't
know, maybe say, November, December, running
with a peak in January or February, be responsible
for making sure that all the data was rolled up and
the reporting requirements were fulfilled.” (Dep.
pg. 85:10-19)

(c) See also Aalbers Decl. § 6.
(3) 1 Bell

(a) “The GRC would compile all of the estimates from
the operating units, scrutinize and challenge these
estimates if necessary, and calculate aggregate
estimates of proved and expectation reserves for all
of EP. These aggregate estimates were then
presented to the ExCom, the executive body of the
EP business that sat in The Hague, for approval.”
(Decl. 4 8)
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(4) Barendregt

(a) “After each operating unit submitted its ARPR to
the GRC in the Netherlands, the GRC compiled that
information into an aggregate estimate of the
Group’s oil and gas resources. The GRC also made
a preliminary determination concerning whether the
operating units’ reported oil and gas resource
numbers were appropriate.” (Decl. § 32)

(5)  See also Pay Decl. § 6, Brass Decl. § 26.

b) The GRC’s review of the ARPRs focused on new submissions and

revisions.
(1) Roosch
(a) “[T}here is of course a couple of things that the

changes attract our attention. We look at the
changes. Q. Such as? A. Certain upward revisions
greater than, and certain new submissions. There is
also a comparison with what is expected. ...Q.
When you say ‘submissions at a greater than,” what
are you referring to, greater than what? A.
Anything substantial. We didn't have a rule for that,
but anything that was more than a couple of million
BOE would attract our attention.” (Dep. pg. 39:3-
17)

(2)  Aalbers

(a) “We were looking at...whether or not the — the
major changes were in line with the group
guidelines and that the explanation of the changes
actually made sense and whether or not we felt that
they ... met the technical commercial maturity
criteria that we needed to report the reserves. Q.
And when you say ‘major changes’ what are you
referring to?... A. Major changes would be bookings
of new fields that hadn't been booked before that
were significant within the reporting of any specific
OU...[W]e looked at both, the proved, the
expectation, the scope, the exploration history.”
(Dep. pg. 107:14-108:12)
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2. The GRC communicated with the operating units.

a) The GRC would work with the relevant operating unit to resolve
questions about particular submissions.

4 Roosch

(a) “To do the checks that there was integrity, that the
spreadsheets were checking all right, and to make
sure that things were as they were meant to be
submitted. So there would be some to and fro
between the reserves [sic] coordinators and the
operating units and my group.” (Dep. pg. 36:13-18)

(b) “I was informed that Mr. Aalbers made a trip to
PDO at the time that PDO did a considerable
reserves increase. Q. And what was the result of
that trip[?] A. That guidelines were left behind and
instructions along which people could work and
could justify, according to the then in force
guidelines, that there was a considerable increase in
proved reserves.” (Dep. pg. 237:2-11)

(2) Pay

(a) Referring to his involvement, as GRC, with the
SPDC submission: “So I guess the nature of my
investigation was to challenge or to ask questions of
the people submitting this data in SPDC, together
with the people compiling the reserves data, to try
and probe, understand better the basis, the
foundation for the projected production increase.”
(Dep. pg. 157:13-19)

(3)  Aalbers

(a) “Q. Now, how would you go about, from the EP
end challenging a submission from an OU? ... A.
It's partly understanding the — EP business and what
was happening throughout the year. So certain
things that [you knew] had taken part throughout
the year, you would expect to see back in the
reserves submissions. And if you wouldn't, then
there's obviously something not right. And in some
cases, numbers reported in different elements of the
submission just wouldn't hang together ....And we
were trying to get that sort of consistent logic
throughout the reporting....Q. When you engaged in
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this challenge process, who did you speak to at the
OU level? A. The initial point of contact is
normally the local reserves coordinator in the OU
who actually does the submissions, so the challenge
would normally run through them.” (Dep. pg.
108:18-109:16)

@ Brass

(a) “{Wihen the reports [from the operating units] first
started coming in, [Aalbers] would be on the phone
constantly, because, of course, to really clarify
questions on an OU, the only people that can really
help with that are the people in the Operating Unit.”
(Dep. pg. 234:15-19)

3, The GRC would identify any important issues that needed the attention of
the head of EP’s New Business Development division (“EPB”), who was
located in the Hague.

a) Brass

(1)  “Remco and Roelof would bring me highlights and issues.
His total summary eventually, of course, gets digested
down into what goes into the Annual Reports and the 20F,
and the actual internal document on the Reserve Report
was not something that I, that I recall getting or receiving in
wide distribution. It was a massive display of numbers ...
from all the world, so what we reviewed was really a
summary of that, along with any issues.” (Dep. pg. 235:2-
12)

(2)  “The [GRC] was part of my organization, and the GRC
function maintained its offices in The Netherlands. 1
reviewed the GRC’s work as part of Shell’s annual review
of its hydrocarbon resources.” (Decl. {9)

4, The GRC drafted a report to ExCom summarizing the operating-unit
submissions.

a) Pay

(1)  “Q.Now, going back to the process, you've described
effectively the role of the operating unit. You've described
the role of the Group Reserves coordinator. When the
process had concluded, did that information then get run up
the flag pole, if you will to the ExCom? A. Yes. Q. And
how did that information go from your office to the
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ExCom? A. 1 wrote a brief report, explaining the, the
previous year's performance in terms of proved reserves
additions, proved reserves changes, and the reserves
replacement ratio for the year, which is the parameter by
which such things are measured, so I wrote a brief two page
report summarizing the changes, the reserves replacement
ratio and the year-end balance.” (Dep. pg. 138:22-139:14)

b) Roosch

(1)  “l...provided or presented the aggregate estimates of the
entire Group’s oil and gas resources to several parties,
including...[Excom], which sat at E&P headquarters in the
Netherlands and needed to approve the aggregate estimates
of oil and gas before they could be finalized and reported to
the public.” (Decl. § 6)

c) See also Brass Decl. § 27.

F. Review of Submissions by Group Reserves Auditor

1. The GRA in The Hague provided an independent review of the operating-
unit submissions.

a) Barendregt

(1)  “There are three activities that the Group Reserves Auditor
carries out... The second one is to witness and audit the
process of accumulating reserves at the end of the year,
and that is taking place in the center.” (Dep. pg. 243:4-5,
243:9-12)

(2)  “I think at this point it's useful to bear in mind — to
remember that my role- one of my roles was to report to
E&P management and to external auditors at the end of the
year just before the external reserves were going to be
published.” (Dep. pg. 50:6-10)

(3)  “I evaluated whether, on an aggregate level, the Group’s
estimate of its total proved oil and gas reserves was fairly
presented and whether the total estimate was properly
derived from the estimates of the operating units.” (Decl. §
6)

(4)  “Each year, I evaluated whether E&P’s estimate of its
proved reserves was consistent with the requirements of the
Guidelines, and therefore with the requirements of
applicable law. My evaluation, contained in a report called
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©)

b) Pay
(1)

@

)

the Review of Group End-[Year] Proved Oil and Gas
Reserves Summary Preparation (“Year-End Review”), was
one of the many steps in the process by which the Group
compiled and reported its proved-reserves estimates.”

(Decl. 9 29)

“I reviewed both the GRC’s aggregate estimate of the
Group’s proved and proved developed reserves and the
individual estimates from the operating units. My review
was designed to confirm that: (7) the GRC had properly
aggregated the proved reserves estimates of the individual
operating units; (if) the operating units whose reserves
estimates | had audited during the previous year had
properly taken my observations and comments into account
in making their submission; (iii) any significant changes in
an operating unit’s reported proved reserves were properly
supported; and (iv) any other important questions
concerning the propriety of an operating unit’s proved
reserves were addressed.” (Decl. § 33)

“Mr. Barendregt was present in the office and took a role in
reviewing the submissions of the reserves reports from the
different operating companies within the Shell Group
around the world. He would be a part of the process of
reviewing the submissions and would take a, if you like, an
independent view as to their veracity and reasonableness.
So my job was to essentially compile the figures that were
submitted. His job was to provide an independent review
of the figures that had been submitted.” (Dep. pg. 21:22-
22:8)

“My observation of what he did, so what I observed him
doing...certainly as a result of the visits that he would have
made to operating companies during the year, he would
clearly be looking for evidence that any recommendations
that he had made as a result of those visits would have been
implemented, was one of the things....He made some, shall
we say, consistency checks that the numbers that were
reported as of the end of year X were consistent and could
be audited....He would on occasion ask for clarification of
the numbers that had been submitted if he felt that was
necessary, and [ would say they were the main activities.”
(Dep. pg. 23:18-24:6, 24:11-14)

“Q. If you can just briefly describe what the GRA role was
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in the ARPR process. A. To take an independent view of
the submissions that had been provided by the operating
units; to ensure that he understood or that there was
adequate explanation for the changes that were registered
there; to verify that, where there were known issues arising
from the audit visits that he had made in that year or in
prior years, that any recommendations he had made had
been acted upon and the results of those recommendations
were reflected in the numbers that were submitted; and,
through a process of questioning, to satisfy himself that the
group guidelines had been adhered to, generally, in the
preparation of the data.” (Dep. pg. 147:6-20)

c) Van Driel

¢)) “Q. Where was [Barendregt] located? A. One floor up
from where we were.” (Dep. pg. 121:20-21)

d) See also J. Bell Decl. 9, Roosch Decl. Y 6, 8 & Dep. pg. 82:16-
18, Brass Decl. § 28.

2 The GRA’s review included analysis of compliance with the Guidelines.
a) Aalbers
¢)) “The role of the group reserves auditor was to check that

the OUs reported their reserves, both the proved and the
expectation, in line with the group guidelines, and he
basically was responsible to provide the technical assurance
for KPMG in their process of review the — the reserves
numbers.” (Dep. pg. 177:19-25).

b) Pay

) “[W]e had the group guidelines for the preparation of
proved reserves, and if reserves were submitted — reserves
estimates were submitted, that he would satisfy himself that
those estimates had been prepared, if he felt it necessary, in
conformance with the Group Guidelines....My
understanding was that he reviewed the submissions in
relations to the group's guidelines, which were themselves
implemented or written in a way that would allow the SEC
proved reserves regulation to be implemented in our own
business context.” (Dep. pg. 30:11-17, 30:21-25, 31:2)

c) Brass
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M

“The GRA reviewed the proposed reserves volumes for
compliance with Shell’s internal guidelines.” (Decl. § 28)

3. The GRA coordinated his review of the ARPR submissions with the GRC.

a) Roosch

(D

2)

“Q. Did you have any communications with Mr.
Barendregt during the ARPR process? A. Yes. Q. And
what was the sum and substance of those communications?
...A. I asked him advice on certain things....Certain
changes that I would have a problem with I would ask him
about that. And of course he had a rich file of retrospective
audit reports on several OUs that I then could consult.”
(Dep. pg. 65:21-66:5-12)

“Q. You mentioned that you sought advice on certain
things from Mr. Barendregt. Do you recall on what topics
you sought advice?...A. I sought advice. Yes. Q. Do you
recall the topics what [sic] you sought the advice on? A.
Yeah, a number of field cases. Usually it had to do with
change because we were very keen on any changes to make
sure that they were, indeed stabilized and in keeping with
the rules as we saw them. Q. And these changes you’re
referring to are the changes when — were increases? A.
There were increases. Yes. Q. Do you recall which OUs
you sought his advice on? A.I probably requested him
about the Angola case. Q. What was the issue with
Angola? A. The Angola group was submitting an increase
and, as I said before, every significant increase 1 would
look into to see, indeed, that it would stand scrutiny and it
would be in keeping with the Rule 4-10 reasonable
certainty. And this was one of the cases where [ wasn’t
entirely sure that this was in keeping with the rule under
reasonable certainty, and I discussed the case with Mr.
Barendregt.” (Dep. pg. 66:20-67:25)

4. The GRA circulated annual reports, which were distributed to EP
personnel and the external auditors, all of whom were located in Europe.

a) The GRA then drafted a Review of Group End-XXXX Proved Qil
and Gas Reserves Summary Preparation (the “GRA Annual
Report”). The GRA Annual Report included, where possible, a
verification of the reasonableness of major reserves changes.

(1)

Barendregt
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(a) “I would prepare a report which KPMG and
PricewaterhouseCoopers did receive, and I would
prepare a presentation that they attended to and at
which they could ask as many questions as they
liked. Q. In the report that you prepared, is this the
annual report? A. Yes indeed, yes. My annual
report, yes.” (Dep. pg. 50:16-22, 51:1-2)

) “After reviewing the ARPR data submitted by the
operating units, I composed the Year-End Review.
The Year-End Review discussed (i) the results of
the individual operating-unit audits that I had
conducted during the previous year, (i) other
notable issues concerning the operating units’
ARPRs, such as a significant change in an operating
unit’s proved reserves, and (iii) any observations
that I had concerning changes that needed to be
made to the Guidelines to ensure that operating
units conformed to both the spirit and the letter of
applicable law in estimating their proved reserves.”
(Decl. § 34)

(2) Pay

(a) “[Barendregt] would produce a report which would
be provided to internal management and also our
external auditors in relation to essentially providing
a statement, providing his opinion with regard to
the...proved reserves figures that had been
reported.” (Dep. pg. 24:14-19)

(b) “I know as part of the process, once the figures had
been compiled, the Group Reserves Auditor
submitted a report on the end-year figures to the
external auditors...and a meeting was held at which
the Group Reserves Auditor presented his findings
on the end-year compilation figures.” (Dep. pg.
148:19-25)

(3)  Seealso J. Bell Decl. 9.

b) The GRA’s Annual Reports concluded with an “overall finding
from the audit visits and from the end-year review” as to whether
the SIEP summary “fairly represent[s] the Group entitlements to
Proved Reserves” and whether the changes in the summary “can be
fully reconciled from the individual OU submissions.” A detailed
list of findings and observations was attached.
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(1)  Review of 1998 proved oil and gas reserves
(RJTW00751053-61); Review of Group End-1999 Proved
Oil and Gas Reserves Summary Preparation (V00280131-
44); Review of Group End-2000 Proved Oil and Gas
Reserves Summary Preparation (LON01260652-66);
Review of Group End-2001 Proved Oil and Gas Reserves
Summary Preparation (V00300308-20); Review of Group
End-2002 Proved Oil and Gas Reserves Summary
Preparation (V00010650-66); Review of Group End-2003
Proved Oil and Gas Reserves Summary Preparation
(RIW01021058-76)

c) The GRA’s Annual Reports were circulated, usually in late January
or early February, to various members of EP and the external
auditors.

)] Barendregt

(a) “I submitted my Year-End Review to the E&P
leadership and to the Group’s external auditors,
KPMG and PricewaterhouseCoopers.” (Decl. ] 35)

G. Review by External Auditors
1. The external auditors, located in Europe, also reviewed the ARPR
submissions.
a) The external auditors were involved both locally in assisting with

OU submissions in the country where the operating units were
situated and in subsequent review of submissions in the Hague.
KPMG occupied offices at EP headquarters during its review.

(H Aalbers

(@) “It’s actually a parallel process where KPMG get
involved as of the point where the reserves are
being submitted by the operating units to the center.
...For the OUs that we were happy with submission
data, those would get provided to — to KPMG, who
would then do their checking of those numbers,
basically comparing it to prior years, see if the
changes made sense, look at trends.” (Dep. pg.
121:5-8, 121:19-23)

2) Pay

(@) “[R]epresentatives of the external auditors were
given office accommodation in our office building
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and sat with us as the returns were coming in;
would review the returns that were coming in, and
compile — essentially do checks that, first of all, the
submissions from the OUs themselves were
internally consistent, I would say, purely from a
numerical point of view, that the numbers added up;
and also in the way that we compiled those returns
into a group statement and individual regional
statements, that those compilations faithfully
reflected the numbers that were in the individual
company submissions, operating company
submissions.” (Dep. pg. 148:2-15)

3) Brass

(a) “Q. Did you have any interaction yourself with
representatives from either KPMG or PwC while
you were the head of Strategy, Planning and
Business Development at E&P? A. Yes....Q. Did
you meet with these people on regular basis? A.
Really annually, and that was as a result of the
process of bringing the Reserve Report together.
They would talk very regularly with the likes of
Remco or Roelof and also would talk with the CFO,
who at the time was Dominic Gardy, but I would
usually talk with them really when nearly all of
the...detailed work had been accumulated.” (Dep.
pg. 74:23-75:23)

4 Van Driel

(a) “Q. [To your knowledge,] did KPMG maintain an
office in the same building? A. As far as I can
remember, yes, they did.” (Dep. pg. 86:24-97:2)

(5)  Van Poppel

(a) “One of the tasks performed by the Dutch KPMG
affiliate’s (KPMG NV) Group audit team was the
review of the proved reserves estimates that EP
compiled during its [ARPR] for disclosure in the
supplementary information to the financial
statements in Shell’s Annual Report on the Form
20-F filed with the Securities Exchange
Commission.” (Decl. § 8)
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(b) “As part of their review process, | understand that
KPMG NV representatives had working space in
Shell’s offices in the Hague for their review.”

(Decl. §9)
(6) Roosch

(a) ARPRs “were passed on to the outside auditors,
who then got the opportunity to — to query.” (Dep.
pg. 59:19-23)

(b) See also Roosch Decl. § 6.

b) The external auditor review focused on changes and internal
consistency.

(1) Aalbers

(a) “[KPMG] would check the factual correctness of
the final submissions rolling into the totals, so
literally the accountancy trying to check that every
number is exactly the same, there's no changes
anywhere between what is submitted and what goes
into the total, and also checking whether or not the
— the changes that they're seeing make sense and
can be properly explained.” (Dep. pg. 125:9-16)

2) Roosch

(a) “Q. When [the outside auditors] came to the office
to discuss, you said to question some of the
justifications, were these in the nature of a
challenge, much like the challenge sessions that
occurred at Shell, or were they more in the nature of
a general inquiry? A. It was more a challenge, |
would say....Q. What happened after they
challenged and obtained information? Do you
recall if they were satisfied? A. In general. It could
be case where, indeed, their query would lead to
certain adjustments. (Dep. pg. 61:9-16, 62:21-25,
63:2)

(b) “Q. Well, what kind of information did they
review?...A. | seem to remember this was
numerical information. Q. And it was the
information that came from the OUs? A. Correct.”

(Dep. pg. 64:23-65:7)
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(3)  Van Poppel

(a) “KPMG NV checked the mathematical correctness
of the final proved reserves estimates. The external
auditors also checked the proved reserves estimates
for consistency with prior submissions and ensured
that any changes in proved reserves volumes were
properly explained.” (Decl. § 10)

c) The external auditors used the GRA’s report as input to their work.
(1)  Van Poppel

(a) “Through his detailed reviews and reports, [the
GRA], in the Netherlands, was responsible for
providing PwC and KPMG with the outcome of,
among other things, the technical reservoir
engineering aspects to assist in their review.”
Decl. § 11)

2 Discussions occurred between the GRC and external auditors during the
ARPR process.

a) Roosch

(a) “There is an established procedure as we got
completed submissions in that we were happy with.
They were passed on to the outside auditors, who
then got an opportunity to...query. Q. Other than
passing on the information, did they ever come in
and interact with either you, Mr. Wharton, Mr. van
Driel? During this ARPR process, this three-week
period we've been talking about, do you recall them
coming into the office and talking to you? A. Yes.
... Twice weekly, three times perhaps. Q. Do you
recall the nature of their visits?" Was it to obtain
information, data? Was it to discuss the
information? A. They were copied on the
information, and they came into the office to
discuss questions they had and justifications as to
why these volumes would change.” (Dep. pg.
59:19-23, 60:4-22)

b) Van Driel

(1) “Well, in the course of the ARPR, I would meet with the
external auditors from KPMG.” (Dep. pg. 77:18-19)
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2) “Q: Do you recall what work KPMG was doing in the
ARPR?” A....I can describe the interface that I had with
them. I don't know what work they've all done during that
meeting....So, largely that would have been that KPMG
was also working somewhere in the building on the
information that we provided about the ARPR, and they
would come at some point from some date onwards.
When we felt the date [meant data?] that was getting more
stable, they would come with clarifying questions.” (Dep.
pg. 79:3-7, 79:10-16)

k7 The external auditors made presentations of their findings in Europe.
a) Aalbers

(1) “Q. Now, was that a separate meeting where KPMG would
sort of present their findings? A: Yes. Q. Okay. And -
and, typically, where was that held? A. When I joined, it
was typically in London....[B]Jut when Anton Barendregt
came, we actually would have had the meeting in The
Hague.” (Dep. pg. 126:25-127:9)

4. The external auditors also attended the annual reserves challenge meeting
in The Hague (see below).

a) Barendregt

(1)  “Q. After the booking was made in December of 2000, did
you haven any discussions about the booking with the
external auditors? A. Yes. They saw all my reports. We
must have discussed it, and they must have asked some
questions. Q. Do you recall when you had these
discussions?...A. [In] January as part of the closeout of the
year, yes.” (Dep. pg. 394:6-13, 395:17-18)

b) Van Poppel

(1)  “Q. Did representatives of both outside auditors attend that
meeting each year? A. They did indeed. Q. Do you know
whether any information was provided to the outside
auditors in anticipation of that meeting?...A. They would
have looked at the returns that would have been prepared
by the local operating companies on reserves figures.”
(Dep. pg. 90:15-22, 91:2-5)
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<P KPMGQG issued a letter of assurance each year from the Netherlands.

a) At the conclusion of their participation in the ARPR process each
year, KPMG authored a letter of assurance to be used by Shell in
the external reporting process.

(1)  KPMGQG Letters of Assurance, dated February 24, 1998
(V00100377-87); February 9, 1999 (KNV0006347-77),
February 2, 2000 (V00010027-38); February 26, 2001
(V00100481-503); February 4, 2002 (V00100537-55);
February 12, 2003 (KNV0000001-85)

H. Annual Reserves Meeting

L After circulation of the GRA’s Annual Report, an annual “challenge
session” was held in The Hague, attended by the GRA, GRC, the Group
Deputy Controller, individuals from EPB, and the external auditors. None
of the attendees was based in the United States.

a) Nauta

(1)  “There were informal sessions, not all of them with Lorin
Brass, but certainly with John Bell, and there was a
closeout presentation at the end of the whole cycle where
the results were also presented to the -- to the auditors and
to representatives from the Shell group because it was a
piece of work that would ultimately result in an external
disclosure....Q. This closeout presentation, 1is this a
presentation that you recall attending? A. Yes. Q. Who
else attended the presentation? A. I can't remember the --
all the names of the individuals, but 1t would have included
the line that we were reporting into, Lorin Brass and John
Bell, external auditors, and a representative from the group
controller, group controller's office. Q. Who was the
representative from the group controller's office? A. That
would have been Hans van Poppel.” Q. Did Mr. van
Poppel serve in that position throughout your tenure as
head of capital allocation and global planning? A. I think
he did, yes. Although he may have retired toward the back
end of my tenure. Q. And I take it from your career history
on Exhibit 1, you were involved in one ARPR process? A.
Yes. Q. Isthat correct? A. Yes. Q. And that would be in
the year 2002 for the prior year 2001? A. That’s right. Q.
Now, in this closeout presentation, you said it would
include the external auditors. Who are you referring to? A.
KPMG.” (Dep. pg. 168:16-170:17)
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b) Van Poppel

(1)  “Q. So who typically attended these meetings? A. It would
be...myself and the person in the group reporting section
that would look after reserves figures that were going to be
included in the annual report. It would be the head of the
department responsible for the reserves reporting figures,
and the representative of the external audit firms.” (Dep.
pg. 103:7-17)

(2)  “These challenge sessions all took place in the Hague,
which is the seat of Shell’s EP business.” (Decl. § 12)

3) “Other attendees included representatives from PwC and
KPMGQG, the [GRA], the [GRC], and occasionally members
of EP management or other EP staff responsible for
compiling the reserves figures.” (Decl. § 15)

c) Barendregt

(1)  “[A] meeting would be held in The Hague to discuss the
proved reserves figures that the Group proposed to report
externally. I attended the meeting, as did the GRC, one or
more E&P personnel who supervised the GRC and
representatives from KPMG, PwC, and the Group
Controller’s office. None of the attendees was based in the
United States. At this meeting, the GRC would present the
Group’s proposed proved reserves figures...to KPMG and
PwC. 1 would present the results of my review and my
opinion concerning whether the proposed proved reserves
figures fairly presented the Group’s entitlement to proved
reserves. KPMG and PwC were able to, and did, ask
clarifying questions concerning any issue about which they
were uncertain.” (Decl. § 35)

A The purpose of the annual reserves challenge meeting was to review the
proposed reserves figures to be reported publicly and provide the external
auditors with the opportunity to ask questions of the GRA or the EPB
Teserves reporting group.

a) Van Poppel

(1) “The purpose of that meeting was that the Reserves Auditor
presented his annual report, and [the] reserves reporting
group presented the figures that were going to be reported.”
(Dep. pg. 102:17-21)
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(2)  “[The challenge session gave] Group Finance as well as the
external auditors from PwC and KPMG an additional
opportunity to review and challenge the proved reserves
data that EP proposed to include in Shell’s Annual Report
on the Form 20-F.” (Decl. § 12)

b) Brass

(1)  “Before the EP Executive Committee issued its final
approval of Shell’s reported proved reserves, a ‘Challenge
Session’ was held in The Hague. The Deputy Group
Controller (who was based in The Netherlands), KPMG
NV, PWC and additional EP-B representatives reviewed
the reserves data with the Group Reserves Coordinator and
the Group Reserves Auditor and had an opportunity to
challenge the GRC’s and the GRA’s determinations.”
(Decl. §31)

c) Barendregt

(1)  “KPMG and PwC were able to, and did, ask clarifying
questions concerning any issue about which they were
uncertain.” (Decl. 9§ 35)

3. At this meeting, the GRC presented on the Group's year-end proved and
proved developed oil and gas reserves and the GRA presented his
conclusions (both used PowerPoint slides). During and following these
presentations, there were discussions regarding the appropriateness of
particular booking decisions.

€)) Aalbers

(a) “Q. Now, what role, if any, did the deputy group
controller have in the ARPR process? A. He was
involved in the...final meeting where the reserves
got cleared to be published ultimately.” (Dep. pg.
179:13-18)

(2) Pay

(a) “Q. What was your interaction with the external
auditors during the process? A. In terms of the
process that took place, it was daily interaction
during which I would, or my assistant would
provide the auditor's representatives with the latest
information that we had available as the returns
‘were coming in, and that those auditor
representatives would take that information away,
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do some form of consistency checking, that the
figures added up.” (Dep. pg. 149:25-150:12)

(3)  Van Poppel

(a) “Q. What types of information would [Aalbers]
convey in his presentation? A. More or less a
summary of the figures that were going to be
reported for inclusion in the 20-F. And the relevant
analysis thereof.” (Dep. pg. 105:19-24)

(b) “The annual reserves meeting included
presentations by the Group Reserves Coordinator
and the Group Reserves Auditor, Anton Barendregt.
These presentations typically were accompanied by
PowerPoint or view-graph presentations. The
challenge usually lasted about half a day.” (Decl. §
17)

(c) “PwC and KPMG appeared to follow the
presentations closely and asked questions to obtain
additional insight. If PwC or KPMG had any issues
with Mr.Barendregt’s reports, they asked for more
background. PwC and KPMG also asked questions
of the Group Reserves Coordinator, including
queries about the status of fields, molecules,
licenses, and proved gas volumes.” (Decl. § 20)

4. Following this meeting and the subsequent discussions, the external
auditors prepared a report that was presented to the Committee of
Managing Directors (“CMD”), typically in February, and then to the
Group Audit Committee (“GAC”) in March. The most important matters
to emerge from the challenge meeting would be discussed by the External
Auditors in their report to the GAC.

a) Brass

(1)  “Atthe conclusion of the ARPR process, KPMG NV issued
a statement on the results of its review of Shell’s reserves
which it delivered to PwC and KPMG in London. KPMG
NV completed all of this work in The Netherlands and
delivered its statement of results to Shell Transport in the
United Kingdom and Royal Dutch in The Netherlands.”
(Decl. §31)
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I. Letter of Representation

It After the “challenge session,” Shell provided a “letter of representation” to
KPMG and PriceWaterhouseCoopers (“PwC™). The letter was signed by
the EP CFO and the head of EPB, both of whom were located in the

Hague.

(D Letters of Representation dated February 5, 1998
(RIW01000668); February 9, 1999 (RJW00151432-34);
February 1, 2002 (LON00010021).

(2) Pay
()

(3) Brass
(@
(b)

“[The letter of assurance] was a letter signed each
year as part of the compilation of the reserves
statement for form 20F. It was signed by, in this
case it would have been signed by Mr. Coopman,
the chief financial officer, and Lorin Brass, the
director, with responsibility for preparing those
numbers. And it was a letter to, I believe, the
external auditors KPMG and
PricewaterhouseCoopers to the effect giving their
approval of the numbers and/or endorsement of the
numbers that had been compiled.” (Dep. pg. 335:4-
14)

“Q. What was your involvement with respect to
reserves when you were the head of Strategy,
Planning and Business Development [at] E&P[?]
A. The Reserves Coordinator was in my
organization, and through his activities, which were
the collection of the reserve information globally,
we coordinated the Reserve Report, and in that
process I, along with generally either the CEO or
the CFO, would sign the Letter of Representation
regarding reserves to the auditors, to the External
Auditors.” (Dep. pg. 68:16-69:2)

“In reliance upon the expertise of the GRC, the
GRA, and other experts within my organization, I
signed the annual Letter of Representation to
Shell’s external auditors about Shell’s reserves.”
(Decl. § 10)
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74 The purpose of the letter of representation was to give an endorsement of
the reserves numbers.

a) Brass

(1)  “Q. What was the purpose of that letter? A. To share with
the auditors our view of the status of the reserves for the
prior year, whether there was any questions, whether there
was any issues, et cetera, but it's a letter.. .to tell them our
view of the reserves for 1999.” (Dep. pg. 77:24-78:6)

(2)  “The Letter of Representation endorsed the reserves
numbers for the year.” (Decl. § 10)

b) Pay

(1) “And it was a letter to, [ believe, the external auditors
KPMG and PricewaterhouseCoopers to the effect giving
their approval of the numbers and/or endorsement of the
numbers that had been compiled.” (Dep. pg. 335:10-14)

3. In signing the letter, the head of EPB relied on the expertise of the GRC
and the GRA on reserves issues and the oversight provided by KPMG.

a) Brass

(1)  “Q. And in Item Number 2 [of the Letter of Representation
to External Auditors in February of 2001] says that ‘[t]he
information has been properly prepared and disclosed in
accordance with SFAS 69 and SEC Rules and Regulations,
and as clarified by subsequent SEC staff accounting
bulletins and interpretive guidance issued by the SEC.’
Were you relying on any particular individuals to confirm
that the information had been properly prepared in
accordance with the SEC Rules and Regulations? A. Yes.
Q. And which individuals were those? A. Primarily Anton
and Remco.” (Dep. pg. 225:3-14)

2) “I consulted with the [GRA], experts within my
organization, and Shell’s external auditors, KPMG NV,
about Shell’s proved reserves. The GRA, KPMG NV, and
the experts with whom I consulted all were based in The
Netherlands. In reliance upon the expertise of the GRC, the
GRA, and other experts within my organization, I signed
the annual Letter of Representation to Shell’s external
auditors about Shell’s reserves during this time period. The
Letter of Representation endorsed the reserves numbers for
the year.” (Decl. §10)
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J. Approval of Proved Reserves by ExCom

1. The submissions were reviewed by the head of Planning in EPB (such as
J. Bell). The head of EPB (such as Brass) then oversaw the creation of a
presentation to ExCom, first as a Note for Information or Note for
Discussion, and second as a PowerPoint presentation. The presentation
was given by Brass's immediate subordinate (such as Platenkamp).

a) J. Bell
ey
)

b) Brass
(1)

“Q. Going back to the ARPR, did you -- other than the
team that worked on the ARPR, did you have any role in
the ARPR? A. No. I had a management role, but I had
eventually a role to review the product of the team before
we submitted it up our management line to my boss and to
the CFO who were the two people that took it then into the
EP Executive Committee.” (Dep. pg. 66:8-15)

“Q. Do you recall the form in which information was
presented to the ExCom in connection with the ARPR? A.
The form I believe [was] two-fold. One would have been a
Note for Information and Discussion, and secondly, a
PowerPoint presentation. Q. Which came first? A. The
Note for Information would normally come first, and it
would be part of the prereading for the EP ExCom.” (Dep.
pg. 85:6-15)

“Q. And what role did ExCom play? A. Every year
ExCom was given a presentation on the results of the
accumulation of the reserve data for the prior year. Q. And
what was your role with respect to that presentation, now
that you were the head of Strategy, Planning and Business
Development [of] Exploration and Production? A. I would
have been the reviewer of the presentation. Q. And who
was responsible for giving that presentation? A. In January
in 2000, Roelof was....Q. Was that standard for his
function? A. Yes. Q. Now, when you say you would have
been a reviewer of the presentation, would you have
reviewed the presentation prior to it being made? A. Yes.
Q. And would you have reviewed the presentation around
the same time as you reviewed the report from Remco
Aalbers? A. In about the same time frame I would have
reviewed the report from Remco prior to the review of the
presentation.” (Dep. pg. 81:8-82:9)
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(2)  “Q. Who was responsible for creating the presentation
materials? A. I think I mentioned earlier that my review of
the presentation came from Roelof, so of course, I looked
to Roelof to develop the presentation.” (Dep. pg. 121:17-
22)

(3)  “I...provided high-level supervision of the reserves
reporting and classification process.” (Decl. § 7)

(4)  “From 2000 (when I became head of Strategy Planning and
Business Development for EP-B) until 2003, the reporting
of oil and gas reserves fell under my supervision.” (Decl. q

8)
(5)  “Ireviewed the GRC’s work as part of Shell’s [ARPR].”
(Decl. § 9)
c) Nauta
(1) “Q. You say there was a presentation at the end of the

ARPR process. When is that presentation given? A. As |
recall it, it would have been sometime in February. 1 can't
remember the exact date. Q. Now, is there a report of some
sort of document like the one we're talking about right now
which is Exhibit 2, that is prepared at the conclusion of the
ARPR process?...A. It's called the ARPR. Q. Okay. A.lt's
aring binder, it's big book with lots of graphs and
numbers. Q. Is it one book or is in multiple books? A. It's
one book. As far as I remember, yes. Q. And who is the
book presented to? A. To Lorin Brass, who then presents it
to the ExCom, sponsors it to the ExCom.” (Dep. pg. 167:7-
18, 167:22-168:11)

d) See also Roosch Decl. § 8.
2. ExCom played an active role in determining what reserves were booked.
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