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Editor’s Note: The Society of Petroleum Engineers board 
unanimously approved the final 2017 SPE Petroleum Resources 
Management System (SPE-PRMS) in late June.  The new 
SPE-PRMS is available on request at http://www.spe.org/
industry/reserves.php.  The following analysis took into 
account differences between sections of the draft PRMS 
reviewed in an Oil & Gas Journal article referenced below 
and the final PRMS sections.  No substantive differences 
were found.  However, SPE did revise a chart criticized by the 
authors.  SPE also maintained its “recommendation” not to 
include fuel gas as reserves in keeping with the author’s view, 
albeit not going far enough.

 Bob Harrison and Patrick Quinn at Lloyd’s Register 
wrote a blistering review of the draft of the 2017 SPE-PRMS 
in a March 4 OGJ article, “Review suggests draft SPE PRMS 
2017 unfit for public resource reporting.”
 The following arguments by Harrison and Quinn and 
counterarguments are presented as follows:
• The authors wrote, “… the often misinterpreted and   
 misused term ‘reasonable certainty’ is a probability state 
 ment without an assigned probability and should have  
 been replaced with ‘high degree of confidence.’”  
 • Not only does “high degree of confidence” not have  
  an assigned probability, the SPE-PRMS draft and final  
  versions state that “if deterministic methods are used,  
  the term reasonable certainty is intended to express a  
  high degree of confidence that the quantities will be 
  recovered,” making the two phrases somewhat 
  interchangeable.
• The OGJ article refers to the new resource classification  
 framework (petroleum production box), stating that  
 “these changes imply that the resource estimates from  
 the scenario and incremental deterministic approaches  
 and probabilistic methods are interchangeable.”   
 • The frameworks in the draft and final are the same  
  on that point and show deterministic discrete values  
  that fall within probabilistic ranges of value.  However,  
  the two don’t appear to be interchangeable, but
   rather related, which is more than a nuance.  See draft  
  framework on Page 14.   

not only their RBL debt, but to look at the borrower’s total 
committed debt (whether or not fully drawn), including 
second-lien and unsecured debt, when risk-rating repayment 
of senior loans, wrote Clark.
 Once the E&P Handbook was issued, energy lenders 
began to apply the new metrics and many loans which 
were likely to be repaid in full were nevertheless down-
graded based on analysis of total debt, the advisory stated.
 A 2016 advisory from Haynes and Boone stated at the 
time, out of “58 publically reporting E&P companies, … 
only five would pass the strict guidelines under the 
E&P Handbook.”

Guidelines rule
 The Congressional Review Act (CRA) requires all federal 
agencies to submit proposed rules to the General Account-
ing Office (GAO) and Congress before they can become 
effective.  A logical conclusion is that because the OCC has 
not submitted the E&P Handbook, it is not in effect.
 Precedent also comes into play.  Before the handbook 
was issued, the OCC and other oversight agencies issued 
similar guidance for evaluating leveraged loans.  The 
agencies issued the Leverage Lending Guidelines without 
first submitting them to Congress for review and approval 
under the CRA.
 The GAO decided this was improper and the OCC and 
Fed have publically refrained from enforcing those guide-
lines.  
 “The same analysis should apply to the E&P Handbook 
because it is similar in scope, purpose and effect on banks.  
…If properly challenged, the binding nature of the E&P 
Handbook should be similarly questioned,” wrote Clark.
 From its enactment in 1996 through 2016, the CRA 
was invoked only once to invalidate an agency rule, wrote 
Clark.  However, since President Trump’s inauguration in 
2017 to date, 15 rules have been overturned by joint 
congressional resolution under the CRA.
 Clark surmises that if the handbook is properly chal-
lenged, then the conclusion may be that the guidelines 
should have been submitted to the GAO and Congress 
under the CRA.
 Deregulation is a rallying cry now for most U.S. legislators.  
 “… It is not hard to imagine if given the opportunity, the 
Republican-led Congress sitting today would be willing to 
wield its power afforded under the CRA to overturn both 
the Leveraged Lending Guidance and E&P Handbook,”      
wrote Clark.

practice group in Houston.  
 Please see recap of his analysis, “Reserves-based lending 
is subject to OCC guidelines, not rules,” on this page.
 All in all, Kelly’s article is insightful, if a bit off target, and 
uses credible newswire and trade publication information 
as well as industry-accepted sources, such as the 2011 SPE 
technical paper, “Reserves Overbooking: The Problem We 
are Finally Going to Talk About,” by Grant T. Olsen, W. John 
Lee and Thomas A. Blasingame at Texas A&M University.
 “PUDs now make up an average of just over half of the 
proved oil reserves at 40 drilling companies active in shale 
gas basins nationwide, according to SEC filings reviewed by 
DeSmog,” Kelly wrote.  “For drilling companies that are less 
heavily involved in shale drilling, the average mix is roughly 
30 percent PUDs — similar to the industry’s average before 
the SEC rule change.”
 Cause and effect, contributing factor or unrelated?  
Comments are welcome at the Ryder Scott LinkedIn site at 
https://www.linkedin.com/company/ryder-scott-petro
leum-consultants-ryder-scott-company-l-p-/.

 A June 26 advisory from Haynes and Boone LLC — 
“Next Stop: The Twilight Zone. Enforceability of OCC 
Reserve-Based Lending (RBL) Guidelines” — examines two-
year-old guidance in the E&P Handbook published by the 
U.S. Office of the Comptroller of the Currency (OCC).  The 
handbook introduces far-reaching metrics for national 
banks to use to evaluate repayment risks on RBLs.
 Please see the expert analysis at http://www.haynes-
boone.com/-/media/files/alert-pdfs/2018/enforce-
ability_of_occ_reserve_based_lending_guidelines.
ashx?la=en&hash=B4B4CEC49268A92B63063BED61580B-
C5F70575D9.
 The guidelines have already prompted some banks to 
downgrade reserves-based loans based on a new “total 
debt” analysis in the handbook.  During the downturn, “the 
changes … added to the angst and consternation among 
energy lenders and their oil and gas borrowers,” wrote 
Buddy Clark, co-chair of the Haynes Boone energy 
practice group in Houston.
 The E&P Handbook instructed bank examiners to review 

Reserves-based lending is subject 
to OCC guidelines, not rules

Criticism of SPE-PRMS draft stirs 
debate unresolved by final guidelines

• Citing a 37-year-old SPE paper, the authors state that  
 “this misguided assumption of compatibility between  
 the (deterministic and probabilistic) methods is further
 reinforced by the draft stating that any of the methods 
 can be used and that the subsequent results should  
 be reconcilable, which is nearly impossible to achieve.”    
 • The SPE-PRMS draft states that “when using the 
  probabilistic approach, the resultant P10, P50, and  
  P90 case scenarios should reconcile with the deter- 
  ministically derived quantities for the low, best, and  
  high estimate cases, respectively.  Key comparative  
  inputs to the probabilistic results are the contacts,  
  specifically for the lowest known hydrocarbons, and  
  the areal extent.”  The final SPE-PRMS is essentially the
   same.  Whether deterministic and probabilistic   
  approaches are compatible is arguable.  The SPE-PRMS 
  focuses on deterministic inputs to the probabilistic  
  model, which some would say is some sort of com- 
  patibility and reconciliation.
• The authors say that the “PRMS 2017 also redraws the  
 petroleum production box. …, and the chance-of-com- 
 merciality arrow stops at the interface between contingent 
 resources and reserves … which implies that all classes  
 of reserves have a 100-percent chance of commerciality.”   
 • In the draft, the arrow stops at that interface but it is
   a directional arrow with the assumption that as the  
  classifications move from prospective resources 
  (undiscovered) to contingent resources to reserves,  
  the chance of commerciality increases from the   
  bottom to the top of the Y axis.  See resources classi- 
  fication framework in the draft on the next page.  SPE  
  did extend the arrow past the interface in the final,  
  which rectified what Harrison and Quinn saw as 
  misleading.
Please see SPE-PRMS on Page 14  
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Shale producers – Cont. from page 11 
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mail,” said Mike Wysatta, editor.  Readers 
also have the option to receive both printed 
and PDF versions.
 Ryder Scott has distributed electronic 
versions of Reservoir Solutions for 16 of its 

 Ryder Scott encourages readers of its Reservoir Solutions
quarterly newsletter to go “paperless” by switching from 
the print version to the PDF file.  To request the door-
step-to-desktop switch, please send an email to that effect 
with current business card information to katherine_
wauters@ryderscott.com.  
 “We are not discontinuing distribution of the printed 
newsletters.  We just want to offer an alternative.  Email 
delivery is especially beneficial to readers outside of North 
America, because it is much timelier than international 

Price history of benchmark oil and gas in U.S. dollars 

Published, monthly-average, cash market prices for WTI crude at Cushing (NYMEX), Brent crude and Henry Hub and AECO gas.
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Desktop delivery of Reservoir Solutions newsletter is timelier
Email method ensures uninterrupted delivery to international readers

20 years in publication.  More than 2,000 readers receive 
e-newsletters, which are emails with links to the PDF file 
on the Ryder Scott website. 
 Ryder Scott began printing and distributing Reservoir 
Solutions in 1998, and now faithfully mails more than 
7,000 hard-copy newsletters worldwide.  
 E-newsletter readers need a web connection, browser 
and Adobe Acrobat reader.  
 Ryder Scott posts a download of Adobe Acrobat Reader 
DC freeware on the home page.  

DATE• The OGJ article criticizes the PRMS draft for stating “that  
 fuel gas may now be included in reserves,” arguing that  
 “booking resources that are consumed in operations is  
 unwarranted and should be removed … entirely.”
 • SPE has been consistent on this issue.  The 2007   
  guidelines state that “…where claimed as reserves,  
  such fuel quantities should be reported separately  
  from sales ….”   The 2017 draft and final SPE-PRMS  
  state that “although reserves are recommended to be  
  sales quantities, the CIO (consumed in operations)  
  quantities may be included as reserves or resources….”
   The article’s point of view and SPE recommendations
  agree, except for the “exception,” which is the “elephant  
  in the room.”  The authors’ opinions on public disclosure
  also agree with the S-K regulation of the U.S. Securities 
  and Exchange Commission that “gas consumed in  
  operations should be omitted (from production).”  S-X  
  rule 4-10, however, does not address gas volumes  
  consumed in operations.  In practice, public companies  
  in U.S. markets disclose proved reserves associated  
  with fuel gas in annual filings. 
   At press time, the new Canadian Oil and Gas Evalu- 

  ations Handbook had not been released, but it also  
  states that fuel gas removed before the sales point  
  should not be reported as reserves.  Stock market 
  regulators worldwide accept public disclosures of  
  petroleum resources and reserves prepared under  
  guidelines of the 2007 SPE-PRMS, which is principles  
  based, not prescriptive.
   If the article’s main premise is the SPE-PRMS draft,  
  and in large part the final PRMS, is unfit for public 
  resource reporting, then the authors should also 
  direct their criticisms to entities worldwide that 
  consider the PRMS to be the best de-facto set of  
  international technical guidelines.  Moreover, those oil 
  and gas companies, professional associations and  
  government agencies have provided feedback to the  
  framers of the PRMS to help shape it.
   The authors nevertheless raise valid points, espe- 
  cially on fuel gas, which for some companies is more  
  than 10 percent of their reserves.
 Comments are welcome at the Ryder Scott LinkedIn site 
at https://www.linkedin.com/company/ryder-scott-
petroleum-consultants-ryder-scott-company-l-p-/. 

SPE-PRMS – Cont. from page 13 
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Figure 1-1: Resources Classification Framework 

 
 
The following definitions apply to the major subdivisions within the Resources classification: 
 

TOTAL PETROLEUM INITIALLY IN-PLACE is all estimated quantities of petroleum in a 
subsurface accumulation, discovered and undiscovered prior to production. 
   
DISCOVERED PETROLEUM INITIALLY IN-PLACE is the quantity of petroleum that is 
estimated, as of a given date, to be contained in known accumulations prior to production. 
Discovered Petroleum Initially-in-Place may be subdivided into Production, Commercial, Sub-
Commercial, and the portion remaining in the reservoir as Unrecoverable.   

 
PRODUCTION is the cumulative quantities of Petroleum that have been recovered at a 
given date. Production is measured in terms of the total production quantities [sales product 
specifications, Consumed in Operations (CiO), non-sales of hydrocarbon and non-
hydrocarbon; See Section 3.2] and is required to support reservoir voidage calculations. 
Sales quantities are recorded separately at the Reference Point. 
 

Multiple development Projects may be applied to each known or unknown accumulation, and each 
Project will recover an estimated portion of the initially in-place quantities. The Projects shall be 
subdivided into Commercial, Sub-Commercial, and Undiscovered, with the estimated recoverable 
quantities being classified as Reserves, Contingent Resources, or Prospective Resources 
respectively, as defined below. 

 
RESERVES are those quantities of Petroleum anticipated to be commercially recoverable 
by application of development Projects to known accumulations from a given date forward 
under Defined Conditions. Reserves must satisfy four criteria: discovered, recoverable, 
commercial, and remaining (as of the evaluation’s Effective Date) based on the 
development Project(s) applied.  
 
Reserves are recommended as sales quantities as metered at the Reference Point. Where 
the Entity recognizes Consumed in Operations volumes (see Section 3.2.2), the quantities 
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