Trail of lies turns up in Shell report©
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Former executives at Royal Dutch/Shell lied about the true level of the company's oil and gas reserves for years, an internal report found yesterday.

The report, by US law firm Davis Polk and Wardwell, detailed a damaging series of emails and memos between sacked head of exploration Walter van de Vijver and former chief executive Sir Philip Watts.

In one, Mr van de Vijver said he was "sick and tired of lying" about the company's oil and gas reserves.

The report found Shell's committee of managing directors were made aware of problems with the reserves in 2002 but were not told the full extent of the difficulties. 

They were told that the company hoped to "manage" the problem by "playing for time".

The reserves were audited by a part-time former employee who went along with Shell's attempt to conceal its difficulties because he feared for his job.

Standard & Poor's, the credit rating agency, compounded Shell's misery by downgrading its credit from AAA to AA plus.

The correspondence between Sir Philip and Mr van de Vijver began in June 2001 when Mr van de Vijver took over as head of exploration and production. He was promoted after Sir Philip was made chief executive partly because of his success with reserves. 

The two engaged in a "pointed dialogue", with Mr van de Vijver complaining Shell had overbooked reserves throughout the 1990s.

Sir Philip emailed Mr van de Vijver on May 28, 2002, before a presentation to the board, telling him to "leave no stone unturned" to make sure the company could report that it was able to replace oil reserves as quickly as oil was being sold.

On September 2, Mr van de Vijver submitted a note to the committee of managing directors and the finance director Judy Boynton discussing how the difficulties could be concealed.

It said: "The market can only be 'fooled' if 1. credibility of the company is high 2. medium and long-term portfolio refreshment is real and/or 3. positive trends can be shown on key indicators... We are struggling on all key criteria."

Damaging disclosures were made throughout 2003, culminating in an email to Sir Philip from Mr van de Vijver on November 9 in which he said he was "sick and tired about lying about the extent of our reserves".

On December 3, Mr van de Vijver's staff warned him the company was under a legal requirement to disclose its true reserving position. He immediately emailed one of the authors to say: "This is dynamite, not at all what I expected and needs to be destroyed."

The report said only prompt intervention by internal counsel prevented this.

However, John Dowd, Mr van de Vijver's lawyer, said in a statement yesterday that the email was taken out of context and "nothing was concealed or destroyed".

Lord Oxburgh, joint chairman, said the full report could not be released because of "requests from the authorities".
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