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> )¢ omors |es exist to return a profit to their investors

“RProfitsicon e from! the sale of production which is
vernrh:m /n from RESERVES

K,ia ves discovered or acquired become the measure of
-:__:r >0Mmpany’s success

"‘-Estlmates of reserves guide company decisions AND
_ become the yardstick used by investors to assess
performance

® Unreliable estimates of reserves lead to poor planning
and managerial decisions
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= Do we not all use the same definitions?

—
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* \WWhy not?
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INBIOOLICErS accessing ther US financial’ markets
aieNEeguired to annually report their PROVED
IEsenves to the U.S. SEC
SHIIESE definitions were promulgated In 1978 to
== apply te North: American reserves with the
= = {echnology, ownership terms and marketing
- conditions at that time

= Not one word of those definitions has been
changed since being first drafted in 1975 and

approved in 1976



HEVWAREREVANT ARETHE.S
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TODAY

Mot ororlugeu will'say there IS little relevar IF the follewing reasons:
(z1) Lipgieetijelg J ,use “of current
Legrmobﬂ‘

(9) r{eqlnrem# t to use year-end one-day
PICES 1O/ ¢ stlmate reserves and

revc\r't
)_grwr ent reserves management requires
p——— "ﬁg_mtlon of proved, probable and

" ——

= ‘p’633|ble reserves plus identifiable
:‘_"-""Z:_,_'resources

—— (d) “Reasonable certainty” in SEC definitions seen

B ~ as becoming “virtual certainty” in today’s

environment
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Vg, [DerT ps MOSt, producers already employ.
if]e _IJr SPE/WPC definitions iInternally

e US EIA (DOE) has adopted the SPE/WPC
flerm ons

JS MMS (DOI) has adopted the SPE/WPC
ﬁﬁnltlons

=1 -The Alberta Securities Commission adopted
~ definitions in 2002 similar to the SPE/WPC

® The United Nations is adopting the SPE/WPC
definitions




e

SEXPERIENCE

Probable (2P) reserves (similar

. I ""o"“'o +
toNnaAUst 'S focus)

- HFO(JHC:‘B may. further elect to report the sum of Proved,
Progziglfel ‘and Possible (3P) reserves

'..

> Hioe[l] CErs must project revenues at a year-end price
== _;f'g revenues using a “reasonable” price forecast - thus
=] mndlng an investor an in-depth view of the volume
= -'_=_a_nd Vvalue of the reserves from two distinct perspectives

» \Most producers are required to have a third-party report

* More about this later from another, more knowledgeable
presenter
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A SECOND'DISCLAIMER:

rmJ JJ, my epinion, a matter to be addressed
Oy ig[e aregulated” or the producers. Consultants
and o thers should remain on the S|deI|nes until
== suct | time as they may be “invited”

= -contrlbute For this reason, the followmg
== ‘comments relate to possibilities only and should
- _not be interpreted as recommendations
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OPER 1 IS to continue the “status quo™ to

C omol\ |th all current reporting regulations
Witlie! changes and assume investors will not
0 n sled or misinformed

2 Or on 2 is to “tweak” the reporting
= feguirements, perhaps administratively, by the

= ,,_"SEC {0 m|t|gate some of the more egregious
- concerns

. Option 3 Is to seek and undergo a complete
revision of the process — an effort that may not
result in the intended objective
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[SH f lrement ( by FASB) to use the
CEMBEr 31 price in the estimation of reserves
ol

_enues IS universally disliked and objected

"-5 ‘-ﬁe hlstorlcal wide variations in year-end price

S ﬂuctuatlons have led to significant

= misrepresentations of reserves volumes and
revenues.

e See following charts that illustrate this ----
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'u OR HOUGHTS ABO

| 15 e 0r price differentials related to quallty, location
er factors to be able to estimate reserves and

- .r:f K report Is due in 60 days

= _._;: iE one- day price volatility results in high anxiety about
= f’ effect on reserves
_An October declaration by the SEC of a “reasonable”
year-end price would remove the uncertainty about
extreme volatility, would still provide for a “standardized

measure” and allow more time for reserves estimation.

=T
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SWIENRI EAS 69 introduced' the concept in 1982,
IES ;lstrants were generally affected the
SElIES w ay. i.e., wide daily price swings were
Imrc mmon and a high 12/31 price resulted in
== -'we ewhat higher reserves.

=% -Now a significant percentage of reserves
~ controlled by many large producers result from
~ PSCs, the terms of which create a reduction in
reserves as prices increase.
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SRSEC réserves definitions were written solely from a North
AMENC2IN DErSPECtive Where state or province regulators determined
apjorepriate welllspacing metrics to optimize recovery and to protect
cOIPEUNG mineral rights.

giliisiefiten was carried out as 1 oil well/40 acres and from 160 up to
5210 :r’é per gas well.

> An of set was one well location away — a direct function of the
S ~~ spacing rules

— i s This concept is virtually unknown today outside NA and, coupled
— 'V\ﬂth today’s technology, is seen as a severe limitation in the

-~ recognition of proved undeveloped reserves located more than an
arbitrary distance from a commercial well.

* An administrative relaxation of this “one-offset” rule with good
evidence in “compelling cases” by the SEC staff would be well
received by industry
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ANBANOVY, USEYOE PRESSURE GRADIENTABATASE
TO ESTIMATSEM DTG :

SIS (WITHIEXCELLENT: DATA)

PNMENE are Increasing circumstances Where producers
@ndiconsultants) are relying upon the use of pressure
chld]r‘ﬂ'r"], iformation measured in more than one well
90O)E Jf 2 common reservoir to calculate a water contact

rneﬁ C engineers consider this methodology unreliable
= at this time, reversing a previously held position

i ._ -,-:-

“S\ost evaluators consider this technique to be “good
-:'f:‘-_-‘:-f_sglence with adequate data and would urge a
~ reconsideration by the SEC, again in compelling cases
with good data
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El_m UPON ANALOGS
SUPPERER ENHM@EDR SOVERY

lUatorsiagree: that reliance Upon a near-by.
I analog for many predictive purposes Is

SE @nglneers will not accept the booking of
Jmafc ed fecovery reserves, including from pressure
aintenance, without a nearby (25-50 miles) analog

-:_-__ A ﬁs’t ‘evaluators would conclude that some reservoirs
jave sufficiently positive parameters of porosity,
- permeability, saturations, fluid characteristics and
~reservoir geometry to declare some measure of
Improved recovery to be “reasonably certain” — and
would ask the SEC engineers’ consideration of such.

;-1"1,...
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RESERVE =
M 951 \}o ldragree that investors would be

BEtter: mformed if all categories of
ESEN es Were reported

STAN i nitiative to initiate this will, in my

——

pmlon need to come from industry.

~ s [t s not clear that a mandate exists today
to accomplish this

..-—
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VPREYING THE QUALITY. OF
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> JalpE ok gram of AAPG and' SPEE to develop
WelsE 9:1) d training leading to “Certification of
PEWeIEUm Reserves Evaluators” consisting of:

%( emmended Practices — Engr/Geo
s==_rResenves Definitions — SPE/WPC, SEC, ASC, etc
— ”E‘thICS Training — website and/or classroom
e ‘Examination to confirm understanding

e Certificate Issued

® Periodic recertification required

® Program Is optional, not a form of licensing
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T hank, for listening

= _::.
15:'*

‘ be pleased to answer your
":q estions to the best of my ability
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