SPEE NEWSLETTER

HousTtoN, Texas Jury 1995
PRESIDENT’S LETTER
OFFICERS
President .........ocovvvveeveerceeeceresnennnn, R. Curtis Phillips
Our 1995 annual SPEE meeting in Taos, New Mexico held Vice President .............covvvvrvirunnnn... D. Russell Long
last month will long be remembered as one of the most enjoyable Secretary/Treasurer ... ... Forrest A. Garb
and educational in recent times. Attendance was at an all time Past President.............coo.covuvvernenen.n, Glenn Harrison
high and those participating enjoyed the casual atmosphere and
DIRECTORS

beautiful weather of one of America’s truly unique locations.
Being a smaller city than we usually meet in, our meeting
arrangements were creatively and admirably handled by Vice-
President Russ Long, ably assisted by B. K. Starbuck
Buongiorno. We held activities in four different venues in and
around Taos.

The outstanding technical sessions included a thought-
provoking panel discussion on professional ethics which
touched upon activities in all SPEE disciplines: consultants,
producers and bankers. For the first time, a member of another
oil industry professional society, COPAS, presented SPEE with
an update of the well known COPAS accounting agreement
found in most joint operating agreements.

This year, dinner seating was assigned according to
registration date, starting at the front of the room and working
to the back. This enabled many members to meet new people
from other chapters and become better acquainted with others.
Russ Long and other SPEE officers received many favorable
comments about this innovation and the meeting in general.

The first SPEE reception held in a museum was also a big
success, aided by art, artifacts and a real Indian flute player from
the Taos Pueblo. Nothing, of course, could surpass the thrill of
a lifetime enjoyed by some of the river rafters who were treated
to both top and bottom views of the raft. Some were “dumpers”,
some were “jumpers”.

The meeting was immediately followed by a first-rate short
course presented by Ed Capen. All those not fortunate enough
to make this year’s meeting will surely start planning now for
next summer in Aspen, June 8-11, 1996 as our annual meetings
seem to be getting better and better. Thanks, Russ, for a job well
done.

Sincerely,

Curtis Phillips

Raymond T. Garcia
Ricardo E. Garza

Harry J. Gaston, Jr.

J. D. Hughes

J. Douglas Lang

Gene B. (Skip) Wiggins 111

COMMITTEE CHAIRMEN
Evaluation Parameters
SUIVEY ..oveirrrrerrnenrenresererneneesesneeen Andrew A. Merryman
Fair Market Value Amiel David
Gas Imbalance Richard B. Banks
Grievance................ ... John N. Black
Inter-Profession Sam Singer
Membership Charles R. Vanorsdale
Nominating Committee .................... Glenn Harrison
Production Tax Summary ................. Charles G. Massey
Professional and Public Affairs ........ James F. Eisterhold
Publications ..........ceecevenriireeenencnnnnn. James G. Patterson, Jr.
Qualifications ............. Donald O'Neill

Reserve Definitions Brian Ausburn

INDIVIDUAL APPOINTMENTS

Publicity Director ..........c.ccvvrvenennen. Marilyn Wilson

Historian ..........ccoureveenirnvevenncnennenn Herbert Poyner

Liaison Representative on SPEE

Oil & Gas Reserves Committee ....... Chapman Cronquist

AD HOC - Applications ................... Kerry A. Pollard

Procedure & Handling

AD HOC - Planning .............ou.n... Skip Wiggins III

Standards & Definitions

AD HOC - Foreign Meeting.............. Paul Clevenger

Investigation Committee .................. Dave Tutt

OTHERS

Newsletter Manager.......................... Jon E. “Rick” Riseden
713/961-1781

Newsletter Printer...........c.ccoeevernnnn. Crest Printing, Inc.
713/658-8256

Information .........occeeceveevevnensnenne. B. K. Starbuck

713/651-1639
Fax 713/951-9659

Mailing Address: P.O. Box 27709 ¢ Houston, Texas 77227 » 811 Dallas * Suite 1416 » Houston, Texas 77002 « (713) 651-1639



WEeELcOME NEw MEMBERS

John Kay Adair, Jr.

Texas Comptroller of Public
Accounts

333 Guadalupe

Austin, Texas 78701

Robert Gordon Blair

Calhoun Engineering, Inc.

4429 North Central Expressway
Dallas, Texas 75205

Steven K. Blair

Devon Energy Corporation

20 N. Broadway, Suite 1500
Oklahoma City, Oklahoma 73102

John Petteway

8620 N. New Braunfels
Suite 308

San Antonio, Texas 78217

James E. Smith

Kerr-McGee Corporation

P. O. Box 25861

Oklahoma City, Oklahoma 73125

Scott H. Stinson

Fall Line Energy, Inc.
1228 15th Street, Suite 315
Denver, Colorado 80202

Sharon Denise Voskuhl

JOHN J. MARTING Kenneth Haack

Snyder Oil Corporation D.R. Long
777 Main Street, Suite 2500 Terry White
Fort Worth, Texas 76102

ROBERT A. MCGINNIS
McGinnis Industries, Inc.
625 Market Street, Suite 125
Shreveport, Louisiana 71101

L. R. Brammer
James T. Maranto
R. Curtis Phillips

KEVIN CHARLES MCNICHOL
Powers Petroleum Consultants, Inc
810 Highway 6 South, Suite 110
Houston, Texas 77079

George C. Hite
R. Lynn McCoy
Louis W. Powers

TERRY DEAN PAYNE

Platt, Sparks & Associates, Inc.
925-A Capital of Texas Highway
Austin, Texas 78746

Keith Masters
S. Tim Smith
Daniel L. Wilson

M. DALE SMITH

Escher Corporation

2932 NW 122nd Street, Unit G
Oklahoma City, Oklahoma 73120-1934

Michael Drennen
Fletcher Lewis
R. Curtis Phillips

WENDY G. STORBECK Charles W.Gleeson
Consultant Scott Hickman
4305B St. Andrews Drive Marvin D. Witcher, Jr.
Midland, Texas 79707

MICHAEL JAMES VEAZEY
Veazey & Associates, Inc

Denton Copeland
Michael Harper

4520 Jamestown Avenue, Sutte 4

Michael McKenzie

Stephen A. Holditch OXY USA Inc.
S. A, Holditch & Associates, Inc. P. O. Box 300
900 Southwest Parkway East Tulsa, Oklahoma 74102
College Station, Texas 77840
Richard Ross Lonquist (Jr. Mbr.)
Huddleston & Co., Inc.
1111 Fannin, Suite 1700
Houston, Texas 77002
MEMBERSHIP

Pursuant to Article 1V, Scection T of the By-Laws, the
following applicants have been reviewed and approved for
membership in the Society of Petroleum Evaluation Engincers.
I'he name, along with the names of thew sponsors, are being
presented to the membership of the Society.

“Imo objection is received within 30 days, the applicant will
be notified of his election.”

ALPLICANE

JOUN F BERGQUIST

Babxson mnd Sheppard, Ine,

15008 Carmenita Rd., Snite 107
Sunta Fe Springs, Californin 90670

SLONSORS
Rowan 1 Ceanl

Barny 1. Fvans
Orhan M. Salman

KEFTH D. BROWN

Koyal Bank of Cannda

335 Bih Avenue S.W.

I’ 0. Box 2534

Calgary, Alberta Canada T2P 2NS

WAYMAN T. GORE, JR.

Platt, Sparks & Associates, Inc.
925-A Capital of Texas Highway
Austin, Texas 78746

JOHN CHARLES HUNTER
Consultant

1310 Friarcreek Lane
Houston, Texas 77055

DENNIS G. JORDAN
Collarini Engineering, Inc.
1100 Tulane Ave., Suite 700
New Orleans, Louisiana

Robert Odd
Glenn Robinson
David Tutt

Ricardo E. Garza
Kerry A. Pollard
Daniel L.. Wilson

George Hite
Charles Lipari
James Ogletrec

Gene B. Wiggins, I11
David M. McCubbin
Paul Loveless

Baton Rouge, Louisiana 70808

BARTH E. WHITHAM
Westport Oil & Gas Company, Inc.
410 17th Street, Suite 2410
Denver, Colorado 80202

Norman Adams
lohn Haley
Walt King

APPOINTMENTS

Charles R. Vanorsdale, Midland, Texas, has been appointed
National membership chairman of SPEE by the executive
committee. As Membership Chairman, he will maintain
demographic records and advise the Board of Directors on
matters concerning our total membership. Charles, one of our
younger members, has already made significant contributions to
both the Tulsa and Midland SPEE chapters.

Rick Riseden has been appointed the SPEE Newsletter
Manager. He will be coordinating a small group of newsletter
department chairmen and contributors to help provide SPEE with
a quality newsletter each quarter. Rick is an immediate past
chairman of the Houston chapter of SPEE. Both of these
chairmen will begin serving their 3 ycar terms immediately.

MEMBERSHIP IDIRECTORY

The membership directory should be distributed to
those members who purchased a copy before Fall. If
you did not order yours when paying your dues, you may
order onc at the $15 member price until they are printed.
After publication, everyone will be charged $25.




CHAPTER OFFICERS
1995

CALGARY
Chairman David W. Tutt
Vice Chairman Walter G. Wright
Sec/Treas. Robert A. Odd

Meets: Quarterly on 3rd Tuesday of months of
February, May, September and November.

CENTRAL TEXAS
Chairman
Program Chairman
Co-Membership

Kerry A. Pollard
S. Tim Smith
Danny Wilson - Austin
Chairmen Paul Clevenger - San Antonio
Sec/Treas. Richard A. Johnston
Meets: The Austin Country Club, Quarterly

DALLAS
Chairman Mark Doering
Vice Chairman Tom G. Calhoun
Sec/Treas. Fred Duewall
Membership Chrm  William D. Anderson
Meets: Southland Center Hotel ,3rd Thur. - 11:45a.m.
DENVER
Chairman Allan Heinle
Program Chairman  Dave Cox
Treasurer M.J.(Jack) England
Membership Chrm  Larry Nelms

Meets:  Colorado Natl. Bank, 2nd Wednesday of first
month of each quarter - 11:45 A.M.

HOUSTON
Chairman Ray Garcia
Vice Chairman Allen Barron
Sec./Treas. Jim Eisterhold

Program Chairman ~ Marilyn Wilson
Meets: Petroleum Club, Ist Wed. - 11:30a.m.

MIDLAND
Chairman Joel Castello
Vice Chairman James Groce
Sec./Treas. Scott Epley
Membership Chrm  Ed Runyan
Meets: Bi-monthly
NEW ORLEANS
Chairman Steve Maley
Vice Chairman Jim Haag
Sec./Treasurer Pending
Membership Chrm  Tim Brookover
Mesets: Petroleum Club, 1st Wed. - 11:45a.m.
OKLAHOMA CITY
Chairman Richard A. Brown
Vice Chairman
/Membership Brian Powley
Vice Chairman
/Program Max Holloway
Sec./Treasurer Frederic Ferris

Meets: Every other odd numbered month

TULSA
Chairman Bill Southmayd
Vice Chairman
/Membership Leroy England
Vice Chairman
/Program Robin LeBleu
Sec./Treas. G.W. Cottrell

Meets: Petroleum Club, 1st Tuesday - 11:30 A.M.

CHAPTER NEWS

CALGARY

A total of three meetings have been held since the formation of the chapter in July of 1994. On May 24
a meeting of the Petroleum Economics group of the Petroleum Society of C.I.M. was held to present their
Canadian 1995 Petroleum Product Price Forecast Survey results. Ken Crowther of our chapter attended and
sat at the head table. In addition to thanking the speaker, he provided details of the existence and aims of
S.PE.E. and its Calgary Chapter

The total membership currently stands at 11 members with the recent addition of Mike Brusset. One
additional candidate’s application is in the approval process at this time.

CENTRAL TEXAS

During the Central Texas Chapter's first year of operation three meetings have been held, two at the
Austin, Texas Country Club, and the other at the San Antonio Petroleum Club. Meeting speakers included
former SPEE officers, Arlen L. Edgar from Midland, and Glenn Harrison from Dallas. Also, Mark Cook,
Operations Manager, Tejas Power Inc., Houston, traveled to San Antonio and spoke on “Natural Gas Storage
in Washed Out Salt Dome Caverns”. New chapter officers were elected at the May meeting. Members from
other chapters are particularly encouraged to attend meetings when in the area.

DALLAS

The Dallas Chapter has welcomed two new members thus far in 1995 Robert Ravnaas and Robert
Blair. The membership how stands at 49,

Meetings are typically held on a bi-monthly basis at the Harvey Hotel in downtown Dallas. Attendance
at meetings range from 20 to 35 people with approximately half being SPEE members. On March 16,
Kenneth Ancell of Ancell, Fairchild and Wells made a presentation on Coal Gas Reserve Determination. On
May 18, John Hathner of Netherland, Sewell and Associates, Inc. discussed the use and misuses of 3-D
Seismic in reserve evaluations.

DENVER

The Denver Chapter has changed its meeting dates from the third Wednesday of the month to the second
Wednesday of the month. The change was made to avoid a conflict with SPE. Future meeting dates are: July 12
and October 11. The meetings continue to be held at the Colorado National Bank Board of Directors Room

Thirty-two members and gucsts attended the April 12th meeting. The speaker was Mr. Harold Feder of
Feder Morris Tamblyn & Goldstein, P.C. and author of “Succeeding as an Expert Witness - Increasing Your
Impact and Income.” Mr. Feder's presentation was based on material included in this book and covered several
useful and informative subjects including: engagement leiters, data gathering and analysis, organization, prepa-
ration for testimony, conduct at the deposition and trial, interacation with the jury and advocacy (the difference
between the role of the attorney and the expert).

An Ad Hoc committee was formed by the board members of the Denver Chapter to: 1) investigate the
feasibility of collecting rate of return information on actual property sales/purchases and 2) develop a plan to
implement the collection and dissemination of that data. The committee is chaired by Larry Nelms of Ryder
Scott.

Gary Krieger (Ryder Scott Company - Denver) became a new member of the chapter. Steve Bausch, a
SPEE member, recently transferred back to Denver from Lubbock.

HOUSTON

The Houston Chapter meetings are held on the first Wednesday of the month with the exception of
June, July and August at the Houston Petroleum Club. The average attendance for the first five months of
1995 is about 50 members and guests.

The members heard speaker Mark Cook, Manager, Tejas Power Corporation, speak on “Tejas’ Partner-
ship with Four Major Gas Utility Companies to Develop the Industry’s First Large-Scale, Integrated Hub
System”.

SPEE member Brad Larson spoke on “Probabilistic Reserves, A Review of the Controversy” at the
May 10th meeting.

The chapter added eight new members in 1994 and one thus far in 1995, Several applications are being
processed at this time.

MIDLAND

The Midland Chapter has a membership at the present of 35. Several interesting talks were presented in
1994 and in February of this year Mr. Jim Williams, Consulting Economist, discussed Oil Price History and
Analysis.

At the April 4 meeting, Kurt Korte, Vice President of NationsBank-CRT,Dallas, Texas presented a
program on New Legislation - Impact on Values for the Appraiser.

NEW ORLEANS

The New Orleans Chapter consisting of a membership of seventeen elected new chapter officers at the
May 17, 1995 meeting. They are Chairman - Steve Maley, Vice Chairman - Jim Haag, and Membership
Chairman - Tim Brookover.

The upcoming year looks very promising for an increase in membership and the chapter will probably
hold more round table discussions to draw from the membership's experience as this type of meeting has
drawn better participation and response.
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CHAPTER NEWS (CONTINUED)

OKLAHOMA CITY
On June 13 the Oklahoma City Chapter elected new officers. They are as follows:
Chatrman ..o ... Richard A, Brown
Vice Chanrman/Membership ... . ... Brian Powley
Vice Charnan/Program . Max Holloway
Secretary/Teasurer .., Frederic Ferris

Brian Powley presented a paper that he had previously presented (o the Oktahoma City Mineral
Lawyer's Society. The paper was titled “Oklahoma Statutes Regulating Professional Engineering In
Relution To An Expert Witness ™

TULSA

The Tulsa Chapter has had many interesting speakers the first part of this year. In March, Mr
Richard Oringdelt, Manager of Domestic Financial Planming and Analysis of Oxy USA, Inc.. spoke on
Oxy's acquisitions of Placid and AGIP Ol Companies

In April. Mr. Ford Brett, Oil & Gas Consultamts, Inc.. spoke on the subject of *How Much Petro-
leum is Left?”. The May meeting had My, Lon Posgate, American Society of Appraisers, discuss “Con-
stderations in Appraising Oil and Gas Asscts and Business Interests™.

SPEE TO BE ON INTERNET

BY
Gene B. (Skir) WiGcains 1

The Board ol Director’s approved a motion at the recent Annual Meeting in
Taos to establish a SPEE presence on the Internet. A World Wide Web site will be
developed to house information about the Society. Visitors (o the Home Page ol
the site will be guided to various information about the Society which may initially
include the following.

Organizational overview

History of SPEE

By-laws

National officers and directors

Local chapter information including officers and mecting dates
Committee information

Membership by state and city

Available publications and publications in progress

Information on annual meetings

Bulletin board containing other information and announcements

PN R LN -

As the Internet expands and SPEE membership use of the Internet grows, the
Home Page can be expanded to include SPEE  publications such as the
Newsletter, the Membership Directory, the Economic £~
Parameters Survey, and the Oil and Gas Production Tax
Summary. Thus, reproduction and mailing costs will
be eliminated for those SPEE members that access the
Internet. Also, membership and sponsor forms could
be put in the system for downloading by individuals
on an “as needed” basis. A major advantage to
having publications such as the Membershipk
Directory and Newsletter in the Home Page is that
information can be continuously updated as
opposed to updating of information in the
Membership Directory every two years and
quarterly for the Newsletter. The Membership Directory could also be expanded
to include more background information on each member including education,
areas of expertise, work history, geographic areas of practice and links to personal

Continued

SPEE 1o Be On Internet Continued

home pages. It is anticipated that listing of
members and membership information in the
Home Page would be subject to individual
member approval.

SPEE members who currently do not
have access o the Internet have several
options available for an Internet access
provider including CompuServe, America
On-line, Delphi, Prodigy and the Association
of Free-Nets. SPEE members can also elect
to subscribe to the Oil and Gas Journal JET
(Journal Electronic Transfer) System. The
JET System will provide SPEE members with
access to the Internet, an Internet e-mail
address and access (0 numerous Oil and Gas
Journal and PennWell databases. statistics,
corporate and financial news, catalogues,
books. articles and other information related
to the petroleun industry. A description of
FET System services is generally found in the
back of the Oil and Gas Journal each week.
In the next Newsletter, subscription
mlormation on major Internet access
providers will be presented as well as a
discussion on the business implications of
using the Internet.

It appears that interest among SPEE
members concerning the Internet and it’s
potential benelits to members is growing. An
mformal poll taiken of SPEE members present
atthe business meeting portion of the Annual
Mccting in‘Taos indicated that 36 percent of
the members present had access to the
Internet ind 12 pereent used the Internet on
arcgular basis. Please take a few minutes to
fill out the attached questionnaire and send it
to the address shown. Your response will give
the Board of Dircctors all important guidance
concerning the membership's interest on
access to the “Information Highway”.

IIFY!II

The historical pass rates for
Petroleum Engineering test
takers of the NCEES

~-
o

""[j_ﬂ N\ Principle and Practice
VAL Do a8 ~—, Examination has
e (B ]’ declined from 55%
Qa4 to 13% over the past 9

years. The number of

Petroleum Engincers taking the test has also

declined by 29%. The pass rate for other core

engineering disciplines averages about 50%.
Article submitted by Jim Eisterhold
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SPONSORSHIP - PRIVILEGE AND
OBLIGATION

The “sponsor form” or endorsement for SPEE membership
applicants is one of the most important but least understood
requirements in our membership process. Recently, the SPEE
administrative secretary and Qualifications Committee have
received signed membership sponsor forms which indicated a
misunderstanding of what constitutes an “endorsement,” as it
is called by our bylaws. Some of our long time members have
been asked to provide the membership with their interpretation
or understanding of the obligations and responsibilities of being
a sponsor for a prospective member. Two replies follow:

“Being a sponsor means being able to make the following
statements with regard to a candidate:

I.  Thave known him (or her) for a period of time sufficient
for me to have formed opinions about his professional
and personal conduct;

2. Thave personal knowledge of his work experience, the
quality of his work product, his professionalism and his
ethics;

3. Ibelieve that the applicant meets the requirements for
membership and has the ethical standards demanded by
the Society;

4. 1 believe he/she should be a member and I am willing
to defend his request for membership against
challenges.

If a sponsor is not able to make the above statements without
qualification, he should decline to be a sponsor. Anything less
degrades the privilege and obligation of sponsorship.”

M. Vaughn Scanland
Qualifications Committee Member

Herb Poyner, Jr., founder and SPEE Historian writes the
following:

“One definition of sponsor is ‘to accept responsibility for’
and a definition of recommend is ‘to introduce as worthy of
acceptance’. In essence, a sponsor is putting his own reputation
and integrity behind the qualifications of the applicant and telling
the Executive Committee that he would welcome the applicant
as a member of his peer group.”

“If a sponsor knew an applicant from attending industry
functions or worked for the same company but did not know his
evaluation capability or knew him only socially, he does not
qualify as a sponsor.”

Herb Poyner points out that the original qualification
requirements were: “....degree in engineering or geology and
ten years of experience in the evaluation of oil and gas
properties.” The term evaluation means “an analytical appraisal
which resulted in the determination of present worth of the future
net income from an oil/or gas property.” SPEE’s current bylaws
allow five years of responsible petroleum engineering experience

to be substituted for five years of evaluation experience.

“In view of this diminution from the original requirements
for evaluation experience, I would think that a conservative
interpretation for qualification is called for and for that reason,
the sponsor replies, which should be confidential, are critical.

The very nature of the qualifications make for a narrow band
of people that meet the specifications and there will always be
a heavy concentration of consultants, petroleum bankers and
operators eligible. But that is the nature of the beast. The last
paragraph in the History section in the 1963 roster speaks to the
fact that the original impetus for the organization was caused
by the fact that national professional societies and state laws
‘provide no measure of the experience and ability of an

r»

individual in petroleum evaluation’.

Herb Poyner, Jr.
SPEE Historian

LES NEMETH NAMED HONORARY
LIFE MEMBER

The Society of Petroleum Evaluation Engineers has elected
Dr. Laszlo K. (Les) Nemeth an Honorary Life Member, the
highest award bestowed by SPEE. The presentation was made
by SPEE President Curtis Phillips at this year’s annual meeting
in Taos, New Mexico. Dr. Nemeth, a long-time member of the
Society, will complete his 38th year in the oil and gas industry
this year. He is an employee and officer of J. R. Butler and
company, a Houston consulting firm.

Les Nemeth has made many significant contributions to the
field of petroleum evaluation, including the initiation of the well-
known SPEE Economic Parameters Survey fourteen years ago.
Dr. Nemeth served as chairman of the committee for several
years and continues to actively participate in the data gathering
and analysis for the Society’s well-known annual survey.

Dr. Nemeth began his distinguished career with Texaco
where he completed assignments in Texas, New Mexico and
Venezuela. He joined Ryder Scott’s Argentina organization for
several years before moving to Butler, Miller and Lents,
Houston. He became affiliated with J. R. Butler and Company
in 1976 and continues to be an active member of the firm.

Dr. Nemeth holds a BS degree in Geology, an MS in Petroleum
and Natural Gas Engineering from Penn State University and PhD
in Petroleum Engineering from Texas A & M.

H.J. “HANK” GRUY
H.J. GRUY AND ASSOCIATES, INC.

APPRAISALS ARBITRATION
GEOLOGIC STUDIES EXPERT TESTIMONY

RESERVE ESTIMATES

Two Allen Center

1200 Smith Street, Suite 3040
Houston, Texas 77002
Telephone: (713) 739-1000
Fax: (713) 739-6112

Plaza of the Americas Bldg.
700 N. Pearl Street, Suite 950
Dallas, Texas 75201
Telephone: (214) 720-1900
Fax: (214) 720-1913




BoARD AcTIONS

The Executive Committee made several important
decisions:

A. Reset the late fee on dues to $15 per quarter beginning
July, 1995. (All past due members will be sent second
dues payment requests before the higher penalty
becomes effective.)

B. Passed a resolution declaring members who are late in
paying dues to not be in “good standing” until all
payments are “current”. Such members may not
endorse or sponsor membership applications until
current.

C. Set prices for SPEE’s ‘95 Production Tax Summary, ‘95
Evaluation Parameters Survey, and ‘95 membership
directory at $25 each. (Members may still order the ‘95
directory for $15 until it is printed; after that time,
everyone will be charged $25. Anyone who participated
in the parameter survey can receive one copy free by
faxing a request to B. K. at 713-951-9659.

D. Passed a resolution allowing retired members over the
age of 65 the option of paying 50% dues while still
recetving full benefits of the Society. (Late fees same
as members).

The Board of Directors set 1996 dues at $60 and approved
updating SPEE Monograph I (Guidelines for the Definitions for
Oil and Gas Reserves) by the Reserves Definitions Committee.
The annual membership meeting approved a vote by the
Society’s membership on 4 proposed amendments to the SPEE
By-Laws.

Consultants, Inc.

Independent Petroleum Engineers

Specializing in Qil and Gas
Reserve Evaluations for Property
Acquisition and Development

° Reserve Estimates

© Appraisals

° Financing Collateral

° Estate Settlements

° Expert Witness

° Log and Well Test Analysis

8089 Fannin, Suite 3810
Houston, Texas 77010
713 / 650-6828

CoMING 10 THE END OF THE ROAD
by Richard J. Miller

One detail of the evaluation process is being forced on us
not only by necessity but by the mere passage of time.
Abandonment and Environmental Cleanup (“A&EC”) is a part
of the appraisal of an oil property that rarely receives much
thought - sort of like retirement and estate planning. But for
leases and fields in many areas, abandonment and associated
environmental cleanup is a growing and increasingly imminent
concern. In the urban areas of California, for example, the
actual and contingent liability for abandonment and cleanup of
an oil property often exceeds the anticipated remaining revenue
from the property. This is the extreme situation brought about
by low oil prices, competition for surface use, and expanding
regulation on (very) old producing properties. But the issue
exists in lesser degrees elsewhere and must be dealt with in any
evaluation of an oil (or gas) property. If the increasing interest
in this subject is any indication, the prevailing attitude toward
abandonment and cleanup costs as part of the evaluation process
is rapidly changing.




Historically, abandonment cost has been addressed in one
of three ways:

(a) Ignore it

(b) Put it at the end of the economic life

(c) Put it at the end of the economic life and offset by

salvage value.

In most cases, (b) and (c) had the same impact as (a) on the
value of the property. These methods of deferring Abandonment
and Cleanup expenses effectively ignored the cost because, on
a present value basis, the costs were minimized and did not
reduce cash flow available for bank loans, etc. These approaches
are based on the twin premises that (1) the property would not
reach economic hmit in the near future and, (2) that, in the
interim, the property would be redeveloped for enhanced
recovery, new drilling, or other project. Abandonment was
scheduled as much as 25-30 years in the future. Until a few years
ago, Environmental Cleanup was not even an issue. Also
pervading the A&EC part of the evaluation is the concept that
the funds will be available from some source whenever the time
comes. This was never really articulated - it was simply there.
At the end of the economic life of the property, when the revenue
is less than the operating costs, funds for abandonment will
magically appear. The company, operator, or owner, would take
capital from another source to pay for abandonment.

Of course, most of us did evaluations just this way for years
and many appraisers still do. But, there are at least two
problems. The faraway future is no longer 30 years hence but
much closer - today in many areas - and the source of
abandonment funds must be reconsidered. So how do we
account for A&EC in the evaluation and/or appraisal of an oil
property in the world of 1995?

First, some definitions -

Abandonment - Physical plugging of the well; removal of
downhole and surface equipment; and
restoration of the well-site according to
prevailing regulations.

Environmental
Cleanup - Remediation of soils, surface vegetation,
and ground water - as necessary according

to prevailing regulations.

Next, what are the costs involved? The cost of physical
abandonment should not be particularly difficult to determine -
so many days to pull pipe, pump cement, and bulldoze the pad
and cellar. There may be a discount for 50 wells or more. Forget
about salvage - except for a good string of tubing, there is little
or no value for used pumping units, etc. The big bear in the
woods is environmental cleanup. The combination of federal,
state, and local regulations can make this a liability without limit
and, in many cases, can make any kind of accurate assessment
beforehand highly impractical. In order to estimate the cost of
cleanup, the potential problem must be identified and measured,
which almost always triggers a requirement for immediate
remediation. The latter is, in most cases, the same as reaching

economic limit. There is a real problem here for evaluators and
appraisers. There is sufficient anecdotal information to suggest
the potentially high costs of cleanup of ordinary oil field
facilities; and groups such as the Appraisal Institute publish
reports and guides for appraisers on a regular basis so the issue
is very real. But there is very little hard data that allows a
reasonable estimate of cost to be made by an evaluator. There
is a need for a databank of reliable cleanup cost information that
is publicly available.

Finally, even if a reasonable estimate of A&EC costs can
be made, how can those costs be included in the evaluation of
the property? If our purpose is to determine the value of the
property, for whatever reason, then the A&EC cost must be
included. Take, as an example, a producing lease with 10 wells
that has a remaining economic life of 10 years and A&EC costs
that are estimated at $50,000 per well (net of salvage). Where
does this cost belong in the determination of value? Common
practice would still put it at the end of the economic life which
would place a $500,000 expense at the end of year 10. Some
evaluators have even suggested scheduling the cost two to three
years after the economic life ends. But this brings us to the
problem of the source of funds. Is it good evaluation practice
to assume there will be a deep pocket source of funds to pay
these costs when they come due?

The value of a property is equal to the sum of the assets
munus the sum of the liabilities - there are no magical assets and
no disappearing liabilities. Also, each property must stand alone
and carry the full cost of its eventual abandonment. Internal
evaluations by (or for) large companies may assume that, as an
ongoing enterprise, the combined cash flow will provide all
necessary investment funds including those for abandonment.
This may be a reasonable argument even though it means
robbing Peter to bury Paul. But, on the other extreme, there is
the one-lease company with no other assets - where does this
company get the funds to abandon and cleanup the lease? Most
of our evaluations are between the extremes. If you are
evaluating a group of leases for acquisition, or taxes, or other
purpose, can you correctly assume the abandonment funds will
be provided from a source other than the property? This question
is being recognized by more and more buyers and sellers of oil
properties and by appraisers determining value.

The best way I have found to account for these costs is to
do so during the life of the property. Wells that are shut-in and
subject to abandonment can be scheduled, at least for purposes
of evaluation, for plugging at a time certain with the required
funds taken directly from cash flow. For those wells which are
still in production the estimated cost of abandonment can be
accumulated by using a “sinking fund” approach. In using a
“sinking fund,” the required A&EC costs are accumulated by
deducting either a fixed amount or a variable percentage of net
lease revenue from cash flow every year. In the example above,
you could set aside $50,000 per year or a certain percentage of
net lease revenue to accumulate $500,000. These deductions
are treated as capital investment not operating costs so economic
limit is unaffected. In this approach, the eventual abandonment




IN MEMORIAM

We regret to note the passing of

Elwood Levoy Baldwin
on June 6, 1995 in
Irving, Texas

and
Robert Edward Vickrey, Jr.

on July 11, 1995 in
Dallas, Texas

ultiples of Cash Flow
Minimum Bid Properties

Continued from page 7

costs are provided by the property itself - no deep pockets are
necessary. The value of the property is the true value of assets
minus liabilities.

There is one final point. A true sinking fund would presume
that interest would be earned on the accumulating funds. As a
“sinking fund,” the amount set aside for future abandonment is
not available for other investment but should have some earning
power. This requires only a safe rate of interest; T-Bill or CD
rates can be used, however, longer term Treasury Bond rates may
be appropriate if the sinking fund will be accumulated over a
long period. However, if the A&EC costs are being increased
with time, the escalation rate may equal or exceed the interest
rate on the sinking fund. Now, do interest rates track inflation
or are they contrary indicators?

The actual construction of this part of the property
evaluation relies, as always, on the judgement of the evaluator
but A&EC costs are a major consideration in the value of an oil
property and must be treated in such a way that their true impact
on value is recognized.
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WALT KING, PETROLEUM ENGINEER

REGISTERED ENGINEER

RESERVES PROPERTY EVALUATION
PRODUCTION ENGINEERING

1700 BROADWAY; SUITE 1400
DENVER, CO 80290-1401

HOME - (303) 773-1080
OFFICE - (303) 860-8876

WALTER P. JENSEN,
Mediation and Arbitration
Professional Petroleum Engineer

Texas License # 17010 & Louisiana License # 3325

JR. P.E.

(713) 5622-1693 (Bus.)
(713) 468-6289 (Res.)
(713) 254-1159 (Mbl)
(713) 522-8988 (Fax)

2001 Kirby Drive, Suite 901
Houston, Texas 77019




Views FrRom 1995 ANNUAL MEETING

Next year’s SPEE Annual Meeting will be held June 8 -11
in Aspen, Colorado. The host facility is the Ritz-Carlton Hotel
in the center of the town. We anticipate having a terrific variely
of activities available for participants before, during and aflter
the meeting.

The Executive Committee has designated Williamsburg,
Virginia for the 1997 annual meeting site.

Glenn Harrison receives Past
President's Appreciation award,

Left:
Seven member
Mariache band

dinner:

Left:

Carol Lillhie and Richard
Miller, and Norma and Dick
Banks

President Phillips, Dave Tutt
and Lo Powers enjoy the

entertained before

Riphi:

Donna and Tom Hillin
are welcomed to their
Sirst anmual meeting
reception by

Ray Garcia and

Anna and Rick Riseden

SPEE's Production of “Waterworld”

“Swim to shore”

Right:

cowrtyaid of the Millicent
Rogers Museun,




FINALLY!!1111

An integrated Economics and Interactive Graphics System that does it
all:

FORECASTING AND EVALUATION SYSTEM (FES):

System input is managed through a screen-oriented facility that includes
full screen input, cursor or mouse movement and pop up windows
including access to other system files from the property record. And all
data items are checked at the moment of input or when the record is
stored in order to assure data integrity.

All calculations in FES are performed monthly; hence, FES can guarantee
rigorous calculation of ROR at the lease level and at subtotal and grand
total levels. Also FES calculates rigorous payouts and economic limits.
(If your system has a limited number of time slots, e.g. 40, you cannot
calculate rigorous ROR's, payouts, economic limits, etc.)

FES calculates from three to 20 times faster than its competitors. And
all calculations are stored so that only revised properties need to be
recalculated. (FES calculates up to 5,000 leases per hour on 386
microcomputers.)

Data can be input directly into FES/PGS from Dwight's, P1, OGRE, etc.,
or from any other data source in any format. Also, you can include your
mainframe unique lease code in FES/PGS, thereby providing a “seam-
less” interface between your mainframe and FES/PGS. FES/PGS can
provide an audit trail whenever you make changes to FES/PGS records

Logical (Boolean) expressions can be used to select any data from the
system to be used in report writing. And a generic report writer
provides the ability to write reports of any data items in any format
including both input and calculated data.

Full partnership splitting is accomplished through the use of entity files.
Hence, any system of interest that can be expressed by a network
diagram can be calculated by FES. Also, various interest entities can be
coalesced.

FES  provides rigorous after tax calculations. These calculations are
based on tables which may be modified by the user to provide his own
tax scenario.

PRODUCTION GRAPHICS SYSTEM (PGS)

PGS is completely integrated with Forecasting and Evaluation System
(FES) so that once you finish your decline curve work and transfer the
results, they are ready in FES to calculate economics.

PGS allows you to plot hardcopy decline curves on any matrix or pen
plotter to fit any preprinted semilog graph paper.

PGS allows you to fit exponential or hyperbolic decline curves interac-
tively for all or selected portions of your data. Or PGS allows you to use
your cursor or mouse to pick exponential or hyperbolic decline curves
through all or portions of your data.

Full EGA or VGA resolution is available to plot your curves crisply in
multiple colors.

Calt or write Dick Banks if you would like to increase your productivity
when doing property evaluations.

SCIENTIFIC COMPUTER APPLICATIONS, INC.
810 Petroleum Club Building, 601 South Boulder
Tulsa, Oklahoma 74119
(918) 584-6197

Society of Independent
Professional Earth Scientists

If you are an independent geologist, geophysi-
cist or engineer with freedom of choice of clients,
you may qualify for membership in SIPES.

SIPES is the only professional organization
in the United States that is designed exclusively
to meet the needs and concerns of the independ-
ent or consulting earth scientist. Members in-
clude geologists, geophysicists, engineers, geo-
chemists, hydrologists, log analysts, college
professors, environmentalists and other earth
scientists. SIPES is a highly respected profes-
sional society for earth scientists with high stan-
dards for membership and has provided con-
siderable leadership in other societies.

Members of SIPES have included ten presi-
dents of AAPG, fourteen presidents of DPA,
one president of SEG, two presidents of SPE
and four presidents of SPEE.

If you would like to be a member and asso-
ciate with this group of top professionals and
take advantage of continuing education in the
form of monthly luncheons with technical speak-
ers, seminars twice yearly, an annual convention
and a biographical photo directory, you may
contact:

Membership Chairman
Deborah Sacrey (713) 462-0861
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WE PURCHASE ROYALTY

Lakeshore Petroleum Corporation purchases oil and
gas royalty interests for cash. These royalty interests
can be producing or non-producing (i.e., a prospect.
which is drilling or has not yet been drilled). Typical
sellers include geologists (ORRI), landowners, etc.

There are NO minimum or maximum size packages|
We review each submittal promptly, and can close
in a ownership, and income history to:

Lakeshore Petroleum Corporation
Post Office Box 53385
Lafayette, Louisiana 70505

Telelphone: (318) 235-0590
Fax: (318) 235-7062

The Qil&Gas Asset
CLEARINGHOUSE

A Texas Corporation

“specializing in the marketing of
producing and non-producing oil
and gas properties nationwide”

* Auction Services

» Sealed Bid Solicitations

* Negotiated Sales

* Data Room Administration

PO. Box 671787
Houston, Texas 77267-1787

713/873-4600 < fax 713/873-0055

Kenneth R. Olive, Jr.

President

Lawrence J. Harrison, Jr. _
Vice President - Ma:kctmg '

THE HISE COMPANY

GEOLOGY AND PETROLEUM ENGINEERING

RICHARD W. HISE

230 HeYMANN BoLvD.,

LAFAYETYEL, LA 70303
MAILING ADDRESS

P. O. Box 53385 O.C.S

LAFAYETTE, LA 70508

TeLErHONE 318-235-0580
TeLecoricn 318-235-7082
BEEZPER 318-231-0337

HALEY ENGINEERING INC.

PETROLEUM CONSULTANTS - DOMESTIC & INTERNATIONAL
PETROLEUM COURSES

5601 SOUTH BROADWAY, SUITE 360
LITTLETON, COLORADO 80121

Phone: 303-795-8578

John D. Haley, P.E.
FAX: 303-795-5058

President

CELLULAR FAX
(713} 826-3264 (713) 461-8133

TELEPHONE
(713) 461-4977

L 04 (/,/(aztin E o4uocéat£1, Jhne.

INTERNATIONAL PETROLEUM CONSULTANTS

13511 PINEROCK

LA MARTIN
HOUSTON, TEXAS 77079

PRESIDENT

DoON RAY GEORGE & ASSOCIATES
CONSULTING ENGINEERS

DON RAY GEORGE, P.E.
QOLENN E. GEORGE, P.E.
S. TIM SMITH, P.E.

KEITH B. MASTERS, P.E.

* Reservoir Engineering
» Economic Evaluation
* Gas Contract Analysis
* Regulatory Consultation & Studies
* Litigation Consultation & Studies

» Expert Witness Representation

TELEPHONE: (512) 4761245
FAX:

1604 RIO GRANDE STREET
(512) 476-6025

AUSTIN, TEXAS 78701
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PROBLEMS AND SOLUTIONS
by Rick Riseden

One of the Engineers in our office had a hard drive crash on
his personal machine. This should not have been a problem since
we back-up all machines every night using a program built into
our network. Much to the Engineer’s dismay, the back-up system
was malfunctioning and all data was lost.

Our solution to the problem was to purchase another back-
up system which, due to its simplicity is more satisfactory. The
ZIP system 1s in effect an external hard drive which creates a “D”
drive. An unusual feature is that it uses floppies costing $15.00
which have a 150 megabyte capacity.

The ZIP drive is 6"x6"x2" and weighs about 10 oz. You
could arrive at a client’s office armed with only the ZIP drive and
floppies and plug into their loaner machine and function as if you
had your computer with you. Everyone in our office has taken
it home overnight to back up their personal machines.

The ZIP drive is made by I/Omega and is available at
Egghead Software and other stores for about $200, but they are
in very short supply.

Please send in your “Problems and Solutions”
items of general interest for possible future
publication. Articles should be short and to the
point. Solutions that didn’t work are also
welcome.

SPEE
P.O. Box 27709
Houston, Texas 77227

Public Data Retrieval Services, Inc.

Specializing in the magnetic preparation and manipulation
of large datab. from lous State Ag
Gas Price Studies Mailing Lists

Gas Ratability Sludies Gas Proration Sludies

Area Rate Price Determinations WACOG Determinatians

300 East New Hope Road Suite 104
Cedar Park. Texas 78613

Fax (512) 259 -7772
(512) 259 -7770

POLLARD & GORE
ENGINEERING AND REGULATORY CONSULTANTS

323 Congress Avenue
Suite 200
Austin, Texas 78701
Phone: (512) 480-8800
Fax: (512) 480-8813
Kerry A. Pollard, P.E.
Wayman T. Gore, Jr., P.E.




