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Ethics presentation resonates with audience, spurs more 
speaking requests

SEC clarifies how to treat DUCs for reserves disclosures

  To pick the best choice to an ethical problem, one must 
often consider the consequences from multiple view-
points, Faz added.  
 He explained that over his professional career he has 
attempted to solve geoscience problems complicated by 
messy or incomplete data sets.  
 “Ideally, a geoscientist desires a clear picture of the 
pluses and minuses of a problem, but that does not always 
happen,” he said.  “So the geoscientist has to examine the 
components at different scales — from the micro to the 
mega — to recognize potentially hidden patterns among 
scattered, diverse components.”
 Similarly, ethical problems should be considered from a 
variety of scales and perspectives, and examined through 
different lenses.  “One indispensable lens to examine the 
problem should be our professional codes of ethics,” said 
Faz.
 To illustrate that, he enhanced his presentation with 
several plausible case examples and asked the audience to 
vote on options for ethical resolutions. 
  The talk concluded by examining the roles of profes-
sional geoscientists and engineers as responsible trustees 
at various scales of potential influence — from self to peers 
and mentors and to employers, professional associations, 
public and the environment.

 Jorge Faz delivered an ethics presentation for reserves 
evaluators that exceeded expectations last September at 
the Ryder Scott reserves conference in Houston.  The hour 
lecture racked up nearly 100 written evaluations from the 
audience and averaged a 4.8-out-of-5 score.
 Dean Rietz, president, wrote a letter of appreciation to 
Faz, and said that the Society of Petroleum Engineers and 
Society of Petroleum Evaluation Engineers were interested 
in Faz making the presentation at future assemblies.  
 Faz, a senior geological consultant at Occidental Petro-
leum Corp., said the presentation is based, in part, on the 
company’s ethics training from its reserves group.
 He illustrated common motifs among professional 
codes of ethics, balance between technical and human 
elements and impact of individual choices. 
 Faz distilled ethics codes from three oil and gas pro-
fessional societies — American Association of Petroleum 
Geologists, SPE and SPEE, and underscored their distinct 
similarities. 
 “Even though engineers and geoscientists are often 
characterized as being from ‘two very different tribes’ in 
thought and approach, their professional ethics codes 
have near-identical themes,” he said. 
 The guidance to help us distinguish good from bad 
often has its roots in how we were raised.  Faz said, “Ethical 
conundrums can generally be distilled down by 
asking, ‘What would Grandma say?’”

Jorge Faz

Excerpted and reprinted with permission from Haynes and 
Boone LLP

Increase in companies’ DUC wells
 The depressed commodity price environment that 
began in the second half of 2014 not only caused many 
companies’ properties to no longer be economical to 
develop, but also created constraints on development 
capital availability.  Because of these conditions, many 
companies’ plans to develop their PUDs had to be sub-
stantially curtailed, leaving substantial volumes of PUDs 
associated with wells drilled, but then suspended, shut-in 
or otherwise not completed.  In 2017, the staff of the U.S. 
Securities and Exchange Commission raised numerous 
questions about PUDs associated with these DUC (drilled 
uncompleted) wells, particularly whether those PUDs were 
still scheduled to be converted to proved developed status 
within five years from the dates of their initial disclosure. 

 Examples of comments related to how companies 
characterize their DUC wells include: 
• Disclose the reserve quantities associated with your  
 wells awaiting completion or resumption of drilling;  
 identify whether they are classified as developed or 
 undeveloped 

• Quantify the reserve volumes of the PUDs associated  
 with your DUC wells that will not be completed within  
 five years of their initial disclosure 

• If your capital expenditure budget was reduced 
 assuming that prices would not improve, confirm that  
 your development plan will still result in all PUDs relating  
 to your DUC wells being converted to developed 
 reserves within five years of their initial disclosure 

• Provide additional detail regarding the planned timing  
 and expected capital expenditures required to complete  
 your DUC wells 

• Disclose the number of gross and net DUC wells, 
 associated reserve quantities and costs remaining for  
 their completion; explain why their completion has 
 been deferred 

• If completion of any currently shut-in wells is dependent  
 on forecasted future price improvements, quantify the  
 volumes involved and address important economic 
 factors or significant uncertainties regarding their 
 completion schedule 

PUDs associated with DUCs and the five-year rule
 One company stated that it expected to develop 
approximately 60 to 70 percent of its total PUDs over the 
next three years, and that about 27.9 percent of its total 
PUDs were associated with DUC wells. The staff asked why 
the company had intentionally deferred completion of 
those wells, and whether any PUDs associated with the 
wells would not be converted to developed status within 
five years of their initial disclosure. 
 The company replied that completion of the DUC wells 
had been delayed due to cutbacks in its capital devel-
opment program resulting from then-prevailing lower 
commodity prices. However, it contended that continued 
booking of the associated PUDs had been appropriate 
since all the DUC wells in question had been drilled within 
their respective five-year development windows, as the 
definition of “undeveloped reserves” under Regulation S-X 
Rule 4-10(a)(31)(ii) would appear to indicate. 
 The staff responded that activities limited solely to drill-
ing a well were not sufficient to fulfill the five-year timing 
requirement under the SEC’s definition of undeveloped 
reserves.  Because these drilled wells had not yet been 
completed, they did not satisfy the definition of “wells 
drilled” under Item 1205 of Regulation S-K, which requires 
disclosure of the net productive and dry exploratory and 
development wells drilled in each of the prior three fiscal 
years. Sub-section (b)(4) of Item 1205 provides, in relevant 
part, that “for purposes of this Item 1205 … [t]he number 
of wells drilled refers to the 
number of wells completed at 
any time during the fiscal year, 
Please see SEC clarifies on Page 12  
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