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Disclaimer

The Securities and Exchange Commission, as a 
matter of policy, disclaims responsibility for any 
private publication or statement by any of its 
employees.  The views expressed herein are those of 
the author and do not necessarily reflect the views of 
the Commission or of the author’s colleagues upon 
the staff of the Commission.
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Challenges of a Lower-for-Longer 
Price Environment

Today’s Presentation Will
Focus on Rule 4-10(a)(26):
“financing required to 
implement the project” 



Introduction
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This presentation will examine the implications of the continuing low-price environment on a company’s ability to obtain
financing and the impact that access to capital has on the classification and disclosure of a company’s undeveloped reserves.

As part of this discussion, we will review the relevant definitions and disclosure requirements related to undeveloped reserves
with a particular focus on the issues relating to a company’s ability to fund its projects under Rule 4-10(a)(26) of Regulation S-X.

To facilitate our discussion, we present two hypothetical scenarios reconciling the changes in a company’s undeveloped locations
from one reporting period to the next.

Our first illustration describes a hypothetical scenario in which our example company proposes to revise the development plan
used in the reserve report as of December 31, 2014 to reschedule undrilled 2015 proved undeveloped locations to new dates.
Our example begins with an examination of the proved undeveloped locations scheduled in the reserve report as of December 31,
2014, reconciles the number of previously scheduled locations to the number of locations actually drilled during the year,
analyzes the company’s liquidity and capital resources, and reviews the relevant definitions and disclosure requirements leading
to adoption of a revised development plan and schedule for use in the reserve report as of December 31, 2015.

Our second illustration describes a hypothetical scenario in which our example company proposes to revise the development plan
and schedule used in the reserve report as of December 31, 2014 and reclassify the undrilled 2015 proved undeveloped locations
to probable undeveloped. Our example incorporates a review of the company’s liquidity, capital resources and the relevant
definitions and disclosure requirements leading to adoption of a revised development plan and schedule for use in the reserve
report as of December 31, 2015.

Our examples present a limited set of hypothetical scenarios for illustration purposes. Each company’s particular facts and
circumstances will impact its estimation and disclosure of undeveloped reserves from one reporting period to the next.

The presentation also examines the relevant definitions and disclosure requirements related to the disclosure of drilled
uncompleted wells and the internal controls relating to the undeveloped reserves.



Implications of the Continuing Low-Price 
Environment on a Company’s Financial Condition
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• What is the company’s particular “story?”

Access to 
Capital

Development
Plan & Schedule

Undeveloped
Reserves
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Illustration One
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Reconcile the Previously Disclosed PUDs
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Reserve Report

as of 

December 31, 2014

Proved Undeveloped
Grand Summary

As of 
December 31, 2014

No. of Loc
2015 10
2016 10
2017 10
2018 10
2019 10

2015 Actually Drilled PUD Locations

What about the 6 undrilled PUD locations?

Scheduled
Locations



Perform an Analysis of the Liquidity and 
Capital Resources Relating to Funding
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Does the company have enough 
capital/liquidity available to do 
the things they say they will do?
– Capex
– Debt servicing
– Dividends or cash distributions

What is the status of the 
company’s credit facilities/debt?
– Fully drawn or remaining availability?
– Risk of borrowing base redetermination?
– Compliance with covenants at risk?



If Funding Is Available, Conduct a Review of the 
Relevant Definitions and Disclosure Requirements
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2015 Undrilled Prior PUD Locations



Complete the Requirements Check List
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2015 Undrilled Prior PUD Locations

Revise Development Plan
and Reschedule PUDs to New Date

Rule 4-(10)(a)(26)

Rule 4-(10)(a)(10)

Rule 4-(10)(a)(31)(ii)

C&DI 131.04

Requirements Check List



Revise and Adopt a New Development 
Plan and Schedule
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Reserve Report

as of 

December 31, 2015

2015 Undrilled Prior PUD Locations

Revise Development Plan
and Reschedule PUDs to New Date
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Illustration Two
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What if the Company Proposes to Simply 
Change the Reserve Category?
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Reserve Report

as of 

December 31, 2015

2015 Undrilled Prior PUD Locations

Revise Development Plan
and Reclassify PUDs to Probable



Complete the Requirements Check List
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2015 Undrilled Prior PUD Locations

Revise Development Plan
and Reschedule PUDs to Probable

Rule 4-(10)(a)(26)

Rule 4-(10)(a)(10)

Rule 4-(10)(a)(31)(ii)

C&DI 131.04

Requirements Check List



Other Requirements to Consider
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2015 Undrilled Prior PUD Locations

Prior PUDs Reclassified 
to Probable Undeveloped Rule 4-(10)(a)(31)(ii)

“Scheduled to be drilled
within five years”*

*Exceptions for nonproved
considered

C&DI 131.04
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What if Financing Is Not Available?
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Rule 4-10(a)(26)
“financing required 

to implement the 
project” 

RESERVES










Not to scale
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What About Drilled Uncompleted Wells?
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Where are your DUCs? Rule 4-(10)(a)(26)

Rule 4-(10)(a)(10)

Rule 4-(10)(a)(31)(ii)

 Scheduled within 
five years of initial
disclosure as PUDs

 Items 1203(c) and
1203(d) 

C&DI 131.04

Requirements Check List



Examine the Internal Controls Relating to 
Your Undeveloped Reserves
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C&DI 131.03

 “internal factors (for example, 
shifting resources to develop 
properties with higher priority)”

 “the extent to which the company 
has followed a previously adopted 
development plan”

 Item 1202(a)(7) of Regulation S-K
 “internal controls the 

registrant uses in its reserves 
estimation effort”



Issues Relating to a Lower-for-Longer 
Price Environment
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• What is the company’s particular “story?”

 Rule 4-10(a)(26) of Regulation S-X
 “financing required to implement the project”

 Rule 4-10(a)(31)(ii) of Regulation S-X
 “development plan has been adopted”

 C&DI 131.04
 “mere intent to develop”

 C&DI 131.03
 “if a company has changed its development plan 

several times without taking significant steps to 
implement any of those plans, recognizing 
proved undeveloped reserves typically would 
not be appropriate”



Facts and Circumstances to Consider
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Today’s Discussion
Applies to previously 

disclosed proved, 
probable and possible 
reserves, changes 
therein, and any newly 
added proved, probable 
and possible reserves
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Questions?
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