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 The new 2017 Society of Petroleum Engineers Petroleum 
Resources Management System was rolled out in July, and as 
expected, SPE and its sister societies made no major changes, 
said Dan Olds, managing senior vice president.  Olds is a 
member of the SPE Oil and Gas Reserves Committee.  He 
presented the new guidelines at the Ryder Scott reserves 
conference in Houston in September. 
 “The SPE goal was to limit changes to areas requiring 
clarification and focus on key principles,” said Olds.  “There was 
extensive rewording in many sections of PRMS, but no material 
change from 2007.”
 One of the so-called key principles is using economic limits 
(EL) to estimate petroleum reserves.  EL is part of the very 
definition of reserves.  
 SPE changed the way to calculate EL. In 2007, SPE termed 
EL as “the production rate beyond which the net operating 

Industry practice, SEC interpretation differ on how 
economic limits are handled
 Producers’ reserves booking practices using economic 
limits have always been consistent with industry guidelines.  
The new SPE-PRMS hasn’t changed this.  It states that “periods 
of negative cash flow (NCF) will qualify as reserves if the following 
positive periods more than offset the negative.”
 The U.S. Securities and Exchange Commission does not 
address the economic limit in its modernized rules, which are 
now almost a decade old.  However, the agency has argued 
that once a project initially hits negative net cash flow, its 
economic life is over and the EL cutoff for proved reserves 
should be applied.  
 The SPE reconciliation process is somewhat at odds on this.  
The new PRMS states that “production must be economic to be 
considered reserves.  … However, once produced, such quanti-
ties can be shown in the reconciliation process for production 
and revenue accounting as a positive technical revision to 
reserves.”
 SPE guidelines and SEC regulations don’t have to agree, 
but both are used by oil and gas companies, stock markets and 
bankers.  All factors being equal, consistency between the two 
simplifies internal and external bookings.  Most public compa-
nies estimate 2P reserves under PRMS guidelines for business 
cases and 1P reserves for government-regulated external 
reporting. 
 If U.S. regulators switched their bright-line test for ELs to 
give more leeway to producers, that would be welcomed by 
industry.  On the other hand, the SEC has a mission to protect 
investors and falling net cash flows are a red flag, not only for 
regulators but for all stake holders — especially cash flows that 
fail to climb out of the red for extended periods.
 “The revision of the PRMS during 2018 may prompt the SEC 
to consider amendments to its oil and gas reserves disclosure 
rules, but this appears to be unlikely in the immediate future,” 
said Marc Folladori, a Houston attorney who tracks the SEC 
reserves disclosure interpretations.

How temporary is temporary?
 The new SPE-PRMS states that “periods of negative cash 
flow will qualify as reserves if the following positive periods 
more than offset the negative,” including periods of “low prod-
uct prices.”  Qualifying production with negative cash flows as 
reserves during temporary periods of low product prices can 
be iffy.  How temporary is temporary?  
 The most recent lower-for-longer price period illustrates 
the problem.  Short-term forecasts of oil and gas prices proved 
to be biased to the high side.
 Ultimately, evaluators will have to use judgement and 
reasonably escalated price decks to help mitigate the effects 
of lower temporary prices on reserves forecasted over the
field life.

cash flows from a project, 
which may be an individual 
well, lease, or entire field, are 
negative, a point in time that 
defines the project’s 
economic life.”
 New SPE guidelines state 
that an EL is reached when 
the project’s production rate 
reaches maximum cumu-
lative net cash flow before 
consideration of ADR (aban-
donment, decommissioning 
and restoration).
 Why the change by 
SPE?  To accommodate 
“periods of development 
capital spending, low product 
prices, or major operational 
problems, provided that the 
longer-term cumulative
net cash flow forecast

SPE-PRMS glossary bolsters requirements for 
qualified reserves evaluators, auditors
 A 16-page glossary in the new 2017 SPE-PRMS guidelines 
includes high-level definitions, including those for a qualified 
reserves auditor and evaluator.  An auditor has to have at least 
10 years’ practical experience instead of the five required under 
the earlier SPE-PRMS — a 100 percent increase in years of ex-
perience.  Evaluators need five years’ experience, up from three 
in 2007.
 The 2007 SPE-PRMS did not address those qualifications.  
However, SPE defined those terms in its guide on reserves 
audits, “Standards Pertaining to the Estimating and Auditing of 
Oil and Gas Reserves Information” in 2007.
 “New standards are expected to be released shortly to 
conform to changes in the glossary,” said Dan Olds.
 A higher minimum for years of practice could raise the bar 
for hiring third-party experts to estimate reserves to file with 
regulatory agencies outside North America that accept SPE-
PRMS guidelines.

Reserves can receive boost as learning curve grows
 Producers now have an argument for boosting future net 
cash flows and reserves based on a concept of the manufacturing-
progress function, which is more commonly called a “learning 
curve.”  The new SPE-PRMS states, “The learning curve is charac-
terized by a decrease in time and/or costs, usually in the early 
stages of a project when processes are being optimized.  
…As the project matures, further improvements in time or cost 
savings are typically less substantial.”
 More than four years ago, Ryder Scott documented the 
learning-curve effect in a database analysis of the Wolfcamp 
horizontal-drilling play in the Permian Basin.  The firm gener-
ated correlations between recoveries and several variables, 
including lateral lengths, frac intervals, number of frac stages, 
frac pressure, pounds of proppant, etc.
 Ultimately, the database showed that the strongest correla-
tions were between recovery levels and operator, taking into 
account varying drilling-and-completion approaches. 
 “That logically addresses the cumulative knowledge and 
operational practices of each operator,” the Ryder Scott project 
manager said.
 At that time, Wood Mackenzie also discovered a clear-cut 
relationship among well locations, recovery levels, operators 
and their D&C techniques.  The research firm found that loca-
tions were not as strong of a predictor of recovery levels as the 
length of time operators were active in the Permian and how 
concentrated they were in that area.
 SPE has recognized as stated in the 2017 PRMS, “In oil and 
gas developments with high well counts and a continuous pro-
gram of activity (multi-year), the use of a learning curve within 
a resources evaluation may be justified to predict improvements 
in the time taken to carry out the activity, the cost to do so, 
or both.” 

No major changes in 2017 SPE-PRMS, economic 
limits calculated differently

Oct. – Dec. 2018 / Vol. 21, No. 4

determined from the effective date becomes positive.”  New 
SPE guidelines also state that “these periods of negative cash 
flow (NCF) will qualify as reserves if the following positive 
periods more than offset the negative.” 
 In practice, E&P companies, including public companies, 
were already qualifying production as reserves during temporary 
cashflow dips and in line with the intent of the 2007 SPE-PRMS 
to accommodate that.  
 “We see many times that an investment in a producing 
property results in a negative cash flow for a short period, but 
we expect it to go back positive and more than pay for the 
investment.  Spending capital to install a waterflood may result 
in a negative NCF.  However, when the project kicks in, the 
producer expects to get money back plus more,” said Olds.
 Under new SPE-PRMS guidelines, the economic limit is 
reached when the project’s production rate reaches maximum 
cumulative net cash flow before consideration of ADR. 

Capex 
Opex
Net Cash Flow
ADR
Cumulative Net Cash Flow
Cumulative Prod.

Project Net Cash Flow Forecast

Co
st

 (C
ap

ex
, O

pe
x 

&
 A

D
R)

 &
 N

et
 C

as
h 

Fl
ow

Cu
m

ul
at

iv
e 

Pr
od

uc
ti

on
 &

 C
um

ul
at

iv
e 

N
et

 C
as

h 
Fl

ow

-  
   0

    
+

T i m e

Dan Olds


