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OVERVIEW-CONCLUSIONS

PNIERZ 7=y Eal 0l FESERVES repgrting system
SAIOHONGEr keeping pace with industry

SEGLIR fundamental reasons:
a) Globalization of capital markets
== (b) Technology advances
() Anatomies of projects — LNG, GTL, etc
(d) Commoditization and globalization of
oil & gas markets & price volatility
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Siapter 1 —SummarysReport ™

PNEENESIS of 1976 system follows Yom
MppUrYVar and Arab oll embargo (10/73)

5<on s Project Independence 1973
I F nergy Policy & Conservation Act of 1975
=% Creation of Strategic Petroleum Reserve

- ® Reserves disclosures in US initially more
related to national security than to E&P
accounting
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SHAPTER 1 —.cont'd

FASHION(12/77) mandated “successful efforts™
aUNESErRVeEs disclosures within financial
SUELEMENLS.

SREAS 25 (02/79) suspended “successful efforts” in
s==fiavor of “full cost”, moved reserves disclosures
'__"out5|de financial statements and adopted
: reserves definitions in SEC Accounting Series

Release No. 253 on August 31, 1978

e FAS 69 (11/82) codified “year-end pricing” for
SMOG and terms for disclosure calculations
using DCF methodology
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EIFAPTER 1 —.cont'd

SRFASEIS an| Independent private-sector
aEEOURLING organization created to
GEVElepI financial accounting practices and

principles
= S EASB has standing committee that issues
- Updates to reserves definitional matters
since 1964

e [n 1978, 2/3 of reported reserves to SEC
were in US; in 2003, 17% of reserves
were in US




| S—_—
SIFARIIER 2 -

AE Oy of @ reserves estlmate

2 T nr- dlstmct PNaSes:

— (a) Establish access rights to volume
- *-~"§"-* to be booked
- (b) Estimate volumes and production
capacity
(c) Assess commerciality
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HAPTERNS
Iree Eras of Reserves Disclesure: The

Fligtor

o I8 \/\ erid War 1 — NPWSC (National Petroleum
\/\/f SerV|ce Committee) later reformed into the
__erlcan Petroleum Institute (API)

BR. Oversupply period after WW1 — prorationing —
= W2 created need — 6 of 7 billion barrels used

At WW2 came from US — reservoir management
came of age

® 3. World energy crises beginning in 1973 —
mistrust in E&P companies grew — widespread
support in US Congress for government
managed centralized energy system
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shienging Geography — And W‘hy- It Matters

SRREual/Royalty/Tax ewnership model most
sommon in US and in 1978 — still used in
EliOpE, Canada, Australia and Argentina — direct

glighment with all owners

—

=S Gervice Agreements — growing interest by NOCs
::3_?.”—:__"'— general inability of operator to book reserves
~ ® Production-sharing Agreements — began in
Indonesia in 1960 — hundreds of models —
reserves inversely proportional to oil price in

most, but not all, cases
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"MIINIOY7 8, some considered oil' production a
sSlIRSet iIndustry”

) _-_L siDefinitions "best practices” at the

== lime — consistent with 1964 and 1982 SPE

=~ definitions, proved reserves only

-~ ® 678 “discipline-based” organizations
replaced by “asset-based” multidisciplinary
teams with integrated work processes

® Probabilistic versus deterministic methods
gain in favor since 1978 in US
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SHAPIER 6

siicnaingl Character'eff Projects

SOy Brderinitions created for "Texlahoma”

SOy siderinitions based on “one well at a time™
cla elopment pattern, not today’s long term
PIOJECHS reguiring massive capital investment

S pre-production.

e

= % Vost traditional hydrocarbon reserves additions
~today are in “deep water”, in remote regions far
from markets and may reqwre conversion into
foerms such as LNG or GTL

® Today’'s projects involve fewer wells and more
reliance upon technology for reservoir appraisal
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OBALIZATIONFAND COMMODITTZATION
OF MARKETS
SREIEValING PHCE CONCEPL Ol 19705s replaced  with
speEImarket — first ini US then spreading
Wedwide

eRRapIaly expanding role for LNG creating another
& dlobal, liquid, traded energy market

"__-, o

== -fer"J shifting from long term gas contract mode to
= open market concept

e Heavy oil and oil sands virtually an “infinite”
resource but with enormous capital
requirements
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ANVOPERNIZED REGULATORY FRAMEWORK
SHOULD: )

SEREECE te ' Way a company’ VIEws its assets and
me' their decisions

SMENEOUliage balanced disclosure

I

ESRDrGVide information upon which investors can
ﬁi"nake Infiormed decisions

— Not undermine the competitive position of the
company

® Be principle-based but with specific guidance
about implementing the principles

(Cont'd)
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ARVI@IDERNIZED REGULATORY FRAMEWORK
SHODID:)

I

SEIEDE SomeE separation between the functions
eisprinciples and rules AND the compliance
iipetion te encourage open dialogue oni industry

lEvelopments
= ®Provide a transparent process for obtaining the

“regulators’ views on best practices to allow
dadaptation to changes

® Jncorporate information that improves
understanding and confidence in the disclosures




EC Reserves definitions
) . SE/MVPC reserves definitions

BICanadian Oil and Gas Evaluation
,*5_J%Iandbook (NI 51-101)

- S Russian reserves classification system

® The United Nations Framework
Classification for solid fuels including
petroleum
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WAENN CIOSINg, a personal comiment.

rom an industry “veteran’:
I IiE need to establish comprehens: ve

Sld) idards to define a "Competent Person”
/ ammy opinion, critical to the overall

= NFC goals and objectives.

= Such standards will require modification
and adaptation consistent with the nature

of the reserves/resources being evaluated.










