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Abstract

This paper reviews some of the ways that pricing and costs;
gas composition and usage; entitlement interests; project
approvals; and reserves aggregation affect reserve estimates
and methods for incorporating these parameters into reserve
studies. Techniques are discussed from the perspective of
both SEC (Securities and Exchange Commission) and
SPE/WPC/AAPG/SPEE (Society of Petroleum Engineers;
World Petroleum Council; American Association of
Petroleum Geologists; Society of Petroleum Evaluation
Engineers) reserve definitions under the Petroleum Resources
Management System (SPE-PRMS). In the cases where the
definitions are not explicit as to processes for incorporating
the above-ground parameters, the authors briefly discuss
issues to consider such as past guidance by the SEC and
industry norms for interpretations of the definitions.

In general, the SEC and SPE/WPC/AAPG/SPEE agree in
how to account for many of the commercial and non-reservoir
parameters. Where the two sets of definitions most markedly
diverge are:

e Application of commodity prices

e Treatment of revenue and/or volumes of non-
hydrocarbons

e Inclusion of fuel gas as reserves or as projected “sales
gas”

e Inclusion of hydrocarbons recovered by
unconventional means (i.e. mining and processing)

e  Criteria used for differentiating gas re-injection versus
injection and storage

e Consideration for the appropriate level of aggregation
in summarizing reserves portfolios

SEC and SPE-PRMS definitions tend to agree on
methodology and practice in the areas of:

e  Sales reference points and pressure basis

e Booking dry versus wet gas

e Inclusion of coal bed methane (CBM)

e Calculation of entitlement net interests for production
sharing agreements

o Approval levels required for a project to be classified
as proved

The purpose of this paper is not to pass judgment on either
the SEC or SPE-PRMS definitions but rather to provide a
summary of the methods used to account for some of the more
common commercial and non-reservoir related aspects that
arise in reserve estimation.

Introduction

Proper accounting of commercial and non-reservoir factors,
“above-ground” parameters, are critical in determination of
reserves. In some cases the SEC and SPE-PRMS reserve
definitions require different methods be used to account for
these factors. This paper summarizes methods for integrating
the SEC and SPE-PRMS requirements for above-ground
circumstances into reserve studies. It also highlights areas
where the industry does not always interpret these definitions
consistently.

This paper primarily focuses on proved reserve definitions.
However, The SPE-PRMS also sets forth a framework and
definitions for probable and possible reserves as well as
contingent and prospective resources. Generally, above-
ground issues are treated the same regardless of the SPE-
PRMS reserve or resource class. Notable exceptions in which
treatment may differ are standards for issues of project
approvals and concession terms which will be discussed
specifically.

This paper groups above-ground issues into five areas:
pricing and costs; gas composition and usage; entitlement
interests; project approvals; and reserves aggregation.

Commodity Prices
The oil, gas, and natural gas liquid prices are some of the most
critical components in determining the future value of a



