SEC RESERVES REPORTING

VIOVING EORWARD WINTHFHE IINSIGHIF GAINED
ONMAIRRERS O}
PDISCLOSURE ANDICONPLIANCE




The infermation conveyed in the following

presentation represents informed opinions

about certain laws, regulations and
Interpretations but should not be considered as
advice or counsel about any: SPecIfic prevision

or tepic. The infermatieon addressing the U.S.
SEC reserVves reporting regulations may, net: be
jdentical te advice e be ehtalned frem the SEC.
e applicabiliity, off the guidance: previded
REre shoeulcr e ConsSIderedi on a CaASE! Dy, CaSE
19EISIS:




SEC Mission and Objectives

The SEC’s mission is to protect investors, maintain fair,
orderly and efficient markets, and facilitate capital
formation.

SEC does not evaluate the merits of any transaction or
make any determination as to whether an investment Is
appropriate for any investor.

The SEC requires companies Whose securities are puldlicly traded

to discloese meaningful financials such that all investors, will:
NaVve access to certainbasic facts albout an investment priox
te buying Iit, and serleng as they hold it:

SEC admnisters the federall securnities) reguiations, Under the
Secunitiest Acti ol 1933}, the Securities Exchange Act ol 1934, the
irust Indenturer Act e 1959 and the Saranes Oxiey Act off 2002,




New SEC Reserves Reporting Regulations

SEC intent with the new guidelines:

“Jhe revisions are intended to provide
InVvestoers with a mere meaningiul and
comprehensive understanding of ol and gas
reserves, Which should help investors evaluate
the relatve value off ol and gas companies.




New SEC Reserves Reporting Regulations

Some Background

December 31, 2008 — SEC adopts amended oill and gas
discloesure rules

January. 14, 2009 — Definitions and disclosure guidelines
contained Iin tle 17, Code off Federal Regulations,
Moedernization of Ollf andl Gas Repoerting released in the
Federal Register (SEC regulations).

Octebper 26, 2009- SEC Cerporate: Einance Division stail
[Ssues; Compliance andl Disclesure Interpretations (Cbhils)
regarding the new: rules

Commenit Ietters and mirermal discussions wWith the SEC
staff




New SEC Reserves Reporting Regulations

- Roger Schwall has said from the beginning
back 1n 2010 after the first filings under
the new regulations Were In; that he was
not satisfied! with the level of disclesure

We donrt really: know: et wiat: alliwe
wanit 1n terms of additional information’”

SEC continues te) expand! the SCoPE: of
thelRinguIR/Aerinicrmaticn ane aski ol
mtchl mere detaled ipiermation




Audience Poll

= How many of those In
Ml the audience today
WOork for companies
[y ol 1
~ ? that have received an

SEC Comment Letter

for a hiling since
12/S1/ 20097




The SEC IS required by the
Sarbanes-Oxley Act of 2002 to
conduct some level ofi review of
each reporting company at least
once every three years and
reviews a significant number of
companies more frequently.

Ink additien te the reviews required by SOX, the
selectively reviews filings to monitor and enhance

compliance with the applicable disclosure and accounting

Fequirements. The decision te undertake a further review: of a

company s filings; IS based on 2 preliminan/ review. Ther SEC
dees) net publicly, disclese! Iits) preliminany, review: critera.  Ihe
Sublect company IS aenerally. tRawake: ol the revievw: tniel
[t receives SEC comments.

IR the flings review: precess, the' SEC concentrates’ IS
FESOUKCES Ol chiticals discliestres that appear tor coniflict With
the Commission rules e ther applicabler accounting stendards or
N disclesures) that appear o) e materallyadeficient in
explanatien er Clariity.




The Comment Letter Process

Why SEC Comment Letters

Are IImportant to Us as
Reserves Evaluators




Major Cause for
Non-Compliant Reserves

eMisinterpreting or misapplying the applicable
reserves definitions

«“As most engineers who deal with the classification of reserves
have come to realize, it iIs difficult, If not impossible, to
write reserve definitions that easily cover all possible
situations. Each case has to be studied as to its own unigue
Issues.”

Source: SEC Division of Corporate Finance “Interpretations and Guidance” Website Release, 21 March
2001




Penalties Under SOX for
Noncompliance

e Up to 10 years in federal prison for
destroying, altering, concealing, or
falsifying records

Up to 10 years in prison for failing te
maintain all audit or review Work
Papers for 5 years pertaining te an
ISSUEr off securities

Up to 25 years in federal prisen for
knewingly: defravuding sharehoelders

Pessible fines’ off 25 MIVIS$ per elifense
10K COrpPoraleNS

EiRes ok individbalsy pessile

lncreased penalties; up ter 201 yearsiin
prisen for vielatiens under the SEC Act
P984




Individual Accountability

From the 31 March 2001 SEC
Interpretations and Guidance:

“Jhe SEC stalifi reminds professionals, engaged: In the practice of
reserve estimating and evaluation that the Securnties Act off 1933
subjects to potential civil liability every expert whoe, with Ris or
her consent, has been named as, having prepared or certified
any. part eff the registration statemenit, or as havingl prepared
Or certrimed any. repert or valuation used 1n connection With the
rFegistration  Sstatemenit:;  TThese  experts Include accouRtants;
atterneys, ENAINEELRS Off appialsers:




SEC Staff Comments

TThe comment letter
process IS viewed by
the SEC as a
“dialegue with a
company, aboeut Its
disclosure.”

s Stafiff comments: are relevant ter a. speciiic: hiling
and In “respense te a company s disclesure
O Ipfermation. =

« Comments are formulated based on the staff’'s
“Understanding of thalt company.s acts and
circumstances.”




Comment Letters Are An lterative
Process Between You and the SEC

Initial letter asks generic guestions about
many issues

Based on the company’s response, the SEC
may ask follow up guestions about specific
[SSUES

Tfhis. may: result Inf a Sseres of comment
letiters between the SEC and the company.

The SEC may ask fer “supplemental™ or
SUPPErHNG decUIMERatIoN
—  Vaps, geclegic o engineeking date, contifact

date, 6r electronic rsummares; 1o every
reserve entry.

e Initials conpainy. FESPORSE may/: alser epen
the' door for In-deptihl qUEsStIoNs on SPecific
ISSUES o) Iead ter CommEnts enl new: tepIcs

The  comment  andl  rESPoNSer  PIOCESS
continues unRtlTthe SECT and" the company.
FESeIVE thErcCommeEnts




The Comment Letter Process

Limitation of the process

Comment letters do not ferm “new regulations”
but serve as “quidance” In fermulating effective
disclosure
This limitation has lead seme to believe this Is
Infermal cenversation that IS nen-BiINdInGg en thelr
disclesures

Respending ter SEC comment: Ietters IS, time
CoRSUMING and costly and ter e taken Very.
Sereusly,

Careitli Wit VeUik FESPERSE — 1O MUCH
INfermMAaNeN Canl GPER Mmore areas, off SEC Interest




he Comment Letter Process

Limitation of the process - continued

- While comment letters are available to the public through
EDGAR (Electronic Data Gathering, Analysis and Retrieval)
the Issues addressed are on a case by case basis and the
guidance Is not uniformly distributed for everyone’s benefit

Tfhis can lead te limitations I Industry/-Wide awareness of
SEC Interpretations ofi SPecIfic ISSUES

fThe same limitation exists with SEC guidance: given; during
[niermal ere on ene discussions between the SEC stalii and
registranits

Oilficial SECWeBsIte releases ke the OCteher 2009 Chils
that rellect the' SEC s ipterpretaten  Wwoeuldiiserveneficial™to
the IndustRy,




Comment Letters as Supplemental
Guidance for Applying Reserves Definitions

e Situations where the SEC
definitions and
associated requlations
are not clear as it relates
to theilr specific
application for heoking
SEC compliant reserves.

Ifhais results in individual
Interpretations of the
definitiens and/ox
regulations leading e
diiferinarviews: and
PEOKINGS.

Comment Ietters may.
pPreVidensIani ter oW,
thel SEC stalhiz mayaview
therapplicatien” of the
rEguiations o) certain
resenves related matters




SEC Responses in Comment Letter Are Not
Synoenymous with Judicial Case LLaw

Under common law systems, case law Is the
reported decisions of certain courts which
result iIn new Interpretations of the law and
are cited as precedents. Under case law,
courts are bound’ by their own previous
decisions In similar cases. Common; |aw
courts generally explain in detail the legal
rationale behind their decisions.

R
Faal

The SEC notes that views expressed by staff as either written or oral
statements are “not leqally. binding due toe theilr informal nature.”
llhese statements “do net necessarily: contain a discussion; of all material
considerations necessary. te reach the coenclusions stated.” lniermation
previded in" the form of compliance and  discliesure: Interpretations o
“C&DIs” (e.g. Oct 26, 2009 SEC C&DI referencing) certain, aspects off the
“Nedermizations) are: “ntended ask generalt guidance: and should noit: 19e
reliedh en asy defiipiuyve . “Ihere canl be ne assurance: that the iniernmation
presented iR these Interpretations IS CUrrent, as) the' PeSsIens expressed
may/ chenge wWitheul newece:  hish guidanece alser applies: o) CommEeERt
letters:

N conclusion. the views and interpretations expressed by SEC staff
de net represeni a Binding precedent:.




< NOTE: The SEC Comment Letters referenced
RErein have been disclesed by the SEC and are
puklicly avanable:




Disclosure Deficiencies Cited by SEC Staff
INn Comment Letters

Five-year Rule
« PUDs converted at ‘mathematically impossible’ rates

e How to convert PUDs to proved developed in 5 years

—Provide volumes/Zpercentages of PUDs converted in prior
years

e Explain why PUDs remained as such on books for 5 years
—Remove from proved category Iif no reasonable certainty of
development within 5 years

e Explain reasons for material changes in PUDs year-to-year

e Where ‘special circumstances’ exception to 5-year rule
was relied on, disclose estimates for particular PUD locations
& conditions preventing their earlier booking as producing




Disclosure Deficiencies Cited by SEC Staff
In Comment Letters

Disclosures for development of undeveloped locations

= If special recovery methods are to be used, has investment
decision been made yet on special recovery equipment?

If liguidity to fund development plans looks insufficient,
discuss how PUDs will be developed within time frame

disclosed

Newly booked PUDs offset by 2 or more locations away
from producing well required additional disclosures

Statistics of company’s drilling history for PUDs offset by 2

or more locations including a complete explanation of added
reserves attributable to each of the PUDs




Disclosure Deficiencies Cited by SEC Staff
In Comment Letters

Reliable Technology

= Company must be able to document technologies that
provide reliable results to establish reasonable certainty of
economic probability more than one direct offset away

Describe, discuss generally and explain actual, specific
methods and technologies applied

Broad, imprecise descriptions do not meet
“reasonably certain’ threshold

Explain why reliable in specific geological environment in
which applied

Disclose how many proved reserves determined by
alternative methods/technologies used




Disclosure Deficiencies Cited by SEC Staff
In Comment Letters

“Reasonable Certainty”

If ‘reasonable certainty’ on amount and timing not
assured, then those reserves should be removed

Reasonable certainty’ from a given date forward, from
known reservoirs and under existing operating conditions,
operating methods and government regulations

Terms like ‘appears to have enhanced ’or ‘apparently
economic’ are unclear as to whether reasonable certainty
threshold met

Statements like ‘there are uncertainties ‘in companies’
reserves estimates ‘due to factors outside our control’ will
require a precise discussion of those factors




Disclosure Deficiencies Cited by SEC Staff
In Comment Letters

e ‘Industry principles’ disclosure

—Estimates prepared according to ‘generally accepted
petroleum engineering and evaluation principles’ not
adequate

—References to February 19, 2007 Society of Petroleum
Engineers publication —Standards Pertaining to the
Estimating & Auditing of Oil and Gas Reserves Information’
are acceptable

= Failure to discuss company’s specific internal controls
used to ensure objectivity in estimation processes

3P independent petroleum enqgineers’ reports not
complying with Reg S-K Item 1202




Disclosure Deficiencies Cited by SEC Staff
In Comment Letters

Failure to disclose qualifications of technical company person
responsible for overseeing/accepting 3P engineer reserves
estimates or audit

Material changes in proved reserves without a general
discussion of technologies used to establish appropriate level
of certainty for estimates from material properties

Where proved oil reserves included NGLs in sufficient
guantities, failure to either separate & disclose the 2 products, or
explain why they should be grouped together

Breakdown the portion of total reserves and geographic areas
covered

Expand discussion of primary economic assumptions




SEC Comments Relating to the PUDs That
Remain Undeveloped for Five or More
Years

AR

‘ Letter Dated: October 29, 2010
' Topic:

Reference: 12/31/2009 20-F Filing

“We note your discussion of reserves that remain proved
undeveloped for five or more years. Describe for us the
specific field or projects involved. For each field or project,
explain, in_greater detail, the reason why the reserves
remain _undeveloped. Also, tell us the volume of reserves at
Issue, by field or project and in total.”




SEC Comments Relating to the 5 Year
Rule

_ | ;‘,}. . Letter Dated: March 31, 2010
A Topic:

Reference: 12/31/2009 10-K Filing

“You state that you developed 81 million barrels equivalent of proved undeveloped
reserves in 2009. This represents approximately 19% of your total proved
undeveloped reserves at year end 2008 and 10% of your proved undeveloped
reserves at year end 2009.

This rate of development of your proved undeveloped reserves at year end
2009 suggests that it will take approximately 10 years to develop all of
your proved undeveloped reserves, assuming that no additional proved
undeveloped reserves are added during that time.

As proved undeveloped reserves should generally be developed within five
years of initially booking them as proved, please tell us your plan to
accomplish this.”




Interpretative Position

= No specific public guidance offered by the SEC

e [nformal discussions with the SEC staff have
Indicated that the development schedule should:

-Represent realistic conditions

-Reflect what a company intends to actually drill
INn the next 5 vears

= Proved projects pushed beyend the 5 year
timelrame: te) accomimoedate ether PHoerites Inl the
porticle; suchras fellewing a driiing schedulewnich
Includes; a mix oiff Prevedtand Nen=Preved Projects,
Woeuld net gualify, as, an excepion e the 5 year rule.




SEC Reguest to Remove PUDs Delayed By
Causes Within Yoeur Control

Letter Dated: November 9, 2010
Topic:

Question 4:

= |n response to prier comment 4 you disclese that the wells
assoclated withh 4°59%6 of PUDs, or 2%, of totall proved
reserves, have not been drilled within five vears of the
booking date because of internal factors, namely the

allocation_of development capital across vour portfolio.

YoUur respense dees not indicate i and when you intend te: drill

and produce these wells. Unless vVou' are reasomnably. certain
of develeoping these wells Within fivver vears, voul should

rEmove’ thellreserve  estimates) associated With™ these
wells: PIease revise or advise.




SEC Reguest to Remove PUDs Delayed By
Causes Known at Time of Booking

Letter Dated: February 22, 2011
Topic:

Question 1:

In yeur Eebruary 3, 2011 response to our January 6, 2011 comment, Vo

Stated that the shortaqe of hydraulic fracturing SErVvices was a prlmarv
cause off the delay in drilling proved undeveloped! locations' inl this
field: Your statement; “During 2009 and througheut 2010, as the Company.
conducted: verticall and! horizental drilling eperations iR this field, there was
limited aceess te hydraulic fracturing equipment and ether completion Services,
requiring the Company. te delay, and defer seme develepment drlling.” seems

to Indicate that these shorta
led to the removal from t

ges were a known factor and shoeuld have

he proved cate

ory. of those undeveloped

locations that were not sc

heduled to be ©

rilled

within five vears of

pooking: Please’ remove” such lecations  from Vvour PUD reESERVES N

future Exchange Act filings.




SEC COMMENT LETTER

Ay EUS securities and Exchange Commission

;’Q

.;"?
Letter Dated: April 27, 2010
Topic:

Questions #6:

You state that you developed 15 BCFe of proved undeveloped reserves in 2009.
This represents approximately 2% of your total proved undeveloped reserves at
year end 2008 and less than 1% of your proved undeveloped reserves at year end
2009. Therefore, at this rate of development, it will take at least fifty years to
develop all of your proved undeveloped reserves, assuming that no additional
proved undeveloped reserves are added during that time. Tell us how this complies
with Rule 4-10(a)(31)(i1) of Requlation S-X. In this regard, we note your statement
that your 2010 capital budget will focus on the development of non-proved
reserves.




SEC COMMENT LETTER

& EUS Securifies and Exchange Commission

;’Q

.;"?
Letter Dated: April 27, 2010
Topic:

Questions #7:

Because your prior year’s conversion rate of proved undeveloped to proved
developed reserves was much lower than that necessary to convert all of your
proved undeveloped reserves to proved developed reserves within five years, more
history of your prior record of conversions is necessary as we believe this is
material information to investors. Please expand your disclosure, either here or
under Management’s Discussion and Analysis, to include the amount of proved
undeveloped reserves that were developed in each of the last three years. Please
see Section V. of Securities Act Release 33-8995.




SEC Comments Relating to the Impact of
Reliable Technology

& EUS Securifies and Exchange Commission

¢
jrﬁl

Reference: 12/31/2009 10-K Filing

“You name a number of common technologies and methods that have been used in
reserve estimation for decades. Please tell us if you used any alternative
methods and technologies instead of production flow tests in determining
material amounts of proved reserves that you added in 2009 and why
those methods or technologies are considered reliable in the geological
environment in which they were used. Also tell us how many of the proved
reserves added in 2009 were determined by these alternative methods
and technologies.

In addition, also tell us if you used any alternate technologies other than
open-hole logs to determine gas-oil or oil-water contacts in determining
material amounts of proved reserves that you added in 2009. If so, please
tell us the amount of reserves and why those methods or technologies are
considered reliable in the environment that they were used.”




SEC COMMENT LETTER

s B
& EU.S. Securities and Exchange Commission
<y

/ Letter Dated: April 27, 2010

_ Topic:

Questions #11:
You state that you recognized additional proved undeveloped reserves totaling
1,771 thousand barrels of oil and 1,115,334 million cubic feet of natural gas
resulting from the application of reliable technologies in determining proved
reserves. However, you do not indicate what those technologies were or why they
are reliable. Please expand your disclosure to include in more detail the actual
technologies utilized and why you believe they are reliable in the geological
environment they were applied. In addition, disclose if you used any alternative
methods and technologies instead of production flow tests in determining material
amounts of proved reserves that you added in 2009 and why those methods or
technologies are considered reliable in the geological environment they were used.
Please tell us how many of your proved reserves were determined by these
alternative methods and technologies.




SEC COMMENT LETTER

Y EUS Securifies and Exchange Commission

: [
.« &3
o Letter Dated: June 16, 2010
LA 4 Topic:
Question #11:

You indicate that in the Barnett Shale and the Fayetteville Shale you attributed proved
undeveloped reserves to locations more than one offset location away from an existing
well. Disclose the average number of offset locations away from an existing well you
attributed proved reserves to in each of those formations. You should also disclose the
technology and methods used to establish the reasonable certainty of these reserves.
With a view towards possible disclosure, tell us whether you used volumetric estimates to
calculate the proved undeveloped reserves or used analogies of producing wells in the
same geologic formations. If analogies were used, disclose the age of the wells that you
believe represent an analogy, the cumulative production to date from those wells and
the estimated life of those wells and how it was determined. In addition, please tell us if
you included these added volumes of reserves under extensions, discoveries and other
additions, or under revisions of previous estimates.




SEC COMMENT LETTER

- -l‘“’r
Fg 3 4 -1'9
H§ Qaf EU.S. Securities and Exchange Commission
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Questions #2:

In part, your response 10 indicates a significant portion of your proved
undeveloped locations are 2 or more offsets removed from a producing well(s).
Tell us the statistics of your drilling history for such similarly situated locations,
Including the success rate by distance/location removed from production.




SEC Comments Relating to the Aggregation
of Oll, Condensate & NGL Volumes

‘:11 bl E{D‘r
t@x

a7
= QAR =U.5. Securities and Exchange Commission

(=

Reference: 12/31/2009 10-K Filing

“We note that you have grouped together your proved reserves
related to crude oil, condensate and NGLs. Please explain why
you do not believe it necessary to disclose separately these three

products.”




SEC COMMENT LETTER

& EUS Securifies and Exchange Commission

;’Q

.;"?

Letter Dated: April 27, 2010
Topic:

Question #3:

For the Haynesville Shale and the Eagle Ford Shale fields, please tell us the
average well life you assume for reserve forecasting and the basis for that
assumption. Please provide the type curve that you use to forecast the proved
reserves for each field, the indicated estimated ultimate recovery based on that
type curve, and how each type curve was derived. Please also include the decline
factors such as the b factor and terminal decline rate for each curve, and explain
how they were derived. Please tell us for each field the largest cumulative
production from a well from that reservoir and how long each of those wells has
been on production from the reservoir of interest.




SEC COMMENT LETTER

Please furnish to us the petroleum engineering reports you used as the basis for
your June 30, 2011 proved reserve disclosures including the following:

* One-line recaps in spread sheet format for each property sorted by field within
each proved reserve category including the dates of first booking and estimated
first production for your proved undeveloped properties. Please ensure that the
cumulative production figures are presented for each one-line listing;

 Total company summary income forecast schedules for each proved reserve
category with proved developed segregated into producing and non-producing
properties;

* Individual income forecasts for all the wells/locations in the proved develop
and proved undeveloped categories;




SEC COMMENT LETTER

- - Letter Dated: September 29, 2011

- ‘ Topic:

Questions #17: (continued)

Please furnish to us the petroleum engineering reports you used as the basis for
your June 30, 2011 proved reserve disclosures including the following:

* Engineering exhibits (e.g. narratives, maps, rate/time plots, volumetric
calculations, analogy well performance) for each of the three largest
wells/locations in the proved developed and proved undeveloped categories as
well as the AFE for each of the three PUD properties. Please ensure that the
decline parameters, EURs and cumulative production figures are presented on the
rate/time plots.




SEC COMMENT LETTER

=U.S. Securities and Exchange Commission

F o

-

*ﬁ'z Letter Dated: September 6, 2011
Topic:

Questions #14.

All proved reserves must meet the standard of reasonable certainty. Therefore,
please tell us the evidence that you have that horizontal wells in this reservoir for
the properties in question will produce for fifty years and in some instances longer.




SEC COMMENT LETTER

& EUS Securifies and Exchange Commission

#
&

Questions #14: Follow-up question:

In regards to your response to prior comment fourteen, as we stated in that
comment, all proved reserves must meet the standard of reasonable certainty.
While a few thousand vertical wells, a very small subset of the total wells that
were drilled fifty or more years ago, have exhibited long lives, this would appear
to support only the possibility that horizontal wells may exhibit lives of fifty years.
As a very small subset or possibility, it does not rise to the level of reasonable
certainty that is required for proved reserves. Reasonable certainty means that it is
much more likely than not that the EUR will increase or remain the same than to
decrease as more information is obtained. By assuming well lives that only a small
percentage of vertical wells have achieved, it does not appear that your reserve
estimate is reasonably certain to occur. Therefore, please revise your filing to limit
the reserves to well lives that are more reasonably certain to occur.




Subpoenas to Shale
Producers

SUBPOENAS ISSUED BY
THE SEC




Use of Subpoenas By the SEC

= SEC stafifi can enly Issue subpoeenas if a ieormal order of
[nVvestigation Is Issued by the Commission

= Den‘t know! Whether staiif first attempited tor get doecumenits
Infermally,

= Viay e’ Sheadiines reasens or SEC e ISSte sUkpeEenas

s SUbpeenas de et mean the Commission Intends te) take
actien agaIRSt any/  partcUi2E CompPany,

s SuUlpeenas de nelmdicate the SEC Isiconducting an
enierecement Investigatieon




Concluding Remarks
About Using Comment Letters

o Comment letters may proevide insight
to how the SEC Stafif may view: the
application of the regulations te
Certain Feserves related matters.

e Fvaluators should be aware of the
[imitations for such.




CLOSING REMARKS

My Time’s Up!

Thanks for Listening.

IHappy: Hoelidays!




