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Issues the Industry Fails To Grasp

y' Lack of production flow
transparency.

Yy Confusion bet we
endowment/proven reserve
estimates and production flow
rates. o

Yy Lack of adequate financial data
to accurately estimate cost of
creating and maintaining flows.

Yy Angst of vendors when prices
near nfairo | eve
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How Could A Business So Big Miss All This?
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Y GM big chief, Rick Wagoner, _~ =8 Big losses for gm
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y' Disconnect between
operational management,
treasury/CFO group and
senior executives.
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|l ndustry Tends To |

Yy There I s no easy ndecline rate
y' Data often reports peak rate and then radio silence begins.

Yy Reserve additions often reported.
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Low Priced OIl And Gas
Forced I ndustry T

Yy Few explorations wells tested
structure.
Yy Premature declaration of 1

Adi scoveryo
capitalization of all heavy
completion costs.

y' Per barrel costs assumed
proven barrels were all
recoverable.

Yy Per barrel costs ignored any
present value of cash.
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Steps I ndustry Once

Yy Many wildcat wells drilled around structures.
y' Multiple appraisal wells then followed.

Yy These wells were almost always:

I Core sampled/lab tested
I Subject to lengthy drill stem flow tests

y" Only through this research was real knowledge of
reservoir potential revealed.
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NTechnol ogy Revol ut i
These Key Tests

3D and 4D seismic saw all the reservoir structures and faults.

Reservoir simulation created
simulated model.

Log tests showed specific
oll/water/gas contrast (within few
feet of wellbore).

But this really cut costs.
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Low F&D Costs Ignored
Steady Rise In Cost Of Wells

Ave. Cost Per Well
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