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reserves has declined since the mid-
1990s due to several factors, including 
moves to higher tax regions, stranded 
gas, longer lead times and fewer giant oil 
fields. 

As a result, the quality of new 
deepwater reserves will be a real 
challenge for companies. 

Delivering 

The outlook for exploration appears to 
be strong within oil companies. 

A recent Wood Mackenzie survey 
indicated that about 60 percent of 
respondents said exploration can 
contribute to strong organic growth for 
the firm over the next five years, and over 
60 percent said their exploration budget 
would be higher over the next five years. 
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About 55 percent of the respondents, 
however, said they have too few 
exploration opportunities in their existing 
portfolio 

Robert Ryan, general manager of 
global exploration for ChevronTexaco, 
used his paper ("Delivering on Our 
Promises: Improving the Value 
Proposition") to build on Latham's theme, 
saying that since the mid-1990s wildcat 
success has held steady at about 30 
percent Excluding a few giants, the 
average discovery size has been around 
50 million barrels of oil equivalent. 

The majors performed well in 1999 
and 2000, but not as well as before and 
even less since 2000, he said. The bad 
news is that the average value of 
discoveries has fallen and overall oil 
discoveries from new fields have 
replaced only 40 percent of producti'on. 

According to Ryan, companies who 
seek to improve value creation: 
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The good news is there appears to be 
plenty of life remaining in deepwater 

exploration regions. 

✓ Must be more efficient in execution,
stewardship and technology. 

✓ Must have improvement in the
consistency and accuracy of prospect 
selection. 

✓ Prediction is essential.
✓ Exploration prospect generation

must be consistent, technically driven, 
repeatable and measurable. 

The approach to a basin, lease and 
then prospect must start with a technical 
assessment, Ryan continued, and then 
move through a series of steps, 
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including 
✓ Portfolio initial risk-reserves.
✓ Validating risk and volumes.
✓ Economic evaluation.
✓ Peer review. 
✓ Decision review. 
✓ Plan endorsement.
During this workflow, Ryan said it is

essential to focus on the basics. 
"All of this is easier said than done," 

he said, "but in general we must take a 
global view of the opportunities. People 
and capital resources must be deployed 
in the right places on the right projects, 
the appropriate technology must be 
integrated into the exploration program, 
there must be a strong focus on the 
fundamentals and everyone from the 
technical teams to the executive suite 
must be part of the process." 

• This rigorous approach allows
companies to align predicted and actual 
results, thus managing exploration 
appropriately, Ryan said. He noted, for 
example, that in 2002-03 ChevronTexaco 
was able to align its volumetric results, 
achieving 104 percent of expected gross 
resources and 93 percent of expected 
net resources. 

In 2002 ChevronTexaco had a 
best-in-class exploration year, 
discovering over 800 million barrels of oil 
equivalent, he said. 

Discipline 

Of course, the approach to 
exploration varies dramatically from a 
major oil company to a mid-sized 
independent, as was noted in the paper 
presented by Henry Pettingill, director, 
exploration portfolio, with Noble Energy 
("The View from the Middle: Risk 
Management of an lndependent's 
Exploration Portfolio"). 

Pettingill said exploration risk analysis 
is critical for smaller companies because 
numerous studies have highlighted the 
challenges faced by the exploration and 
production industry in meeting 
expectations. 

He pinpointed several keys to 
overcoming those challenges, which 
include: 

✓ Calibrate and compensate pre-drill
and post drill expectations. 

✓ Select the best of the best
Companies should have a large portfolio 
of prospects and be selective about what 
gets drilled. 

✓ Seek and capture project flexibility.
✓ Fund project maturation. This allows

the best targets to rise to the top . 
✓ Manage and communicate

timeframes. A company must be willing 
to roll the dice repeatedly, he said . 

✓ Diversification with focus, not
dilution. A mid-sized company must 
incorporate higher risk-higher reward 
projects, modest growth projects and 
short-term production replacement 
projects in its overall exploration portfolio, 
he said. 

✓ Good geology, geophysics and
engineering. 

Pettingill said a practitioner of risk 
analysis is like a reformed alcoholic "You 
can conquer your weakness, but you are 
never cured and always one drink from 
relapse," he said. 

"For an independent, discipline is 
required every day. We will not meet 
annual expectations with a come-and-go 
approach." □
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albouty's Introduction Was a 'First' 

Reagan Got Rousing AAPG Reception 
The death of Ronald Reagan on June 

5 recalled memories of the visit of the 
then-former governor of California to the 
AAPG Annual Meeting in Oklahoma City 
on April 10, 1978. 

Then-MPG Executive Director Fred A. 
Dix said AAPG President Edd Turner 
asked Michel T. Halbouty to urge his 
longtime friend, Reagan, to be the 
keynote speaker - a good venue for an 
unannounced presidential candidate. 
Reagan was not an official candidate for 
president, although it was apparent he 
was positioned to be a major political 
force, having fallen just short of being the 
Republican nominee against Jimmy 
Carter in 1976. 

Reagan flew with Halbouty in 
Halbouty's Lear jet to and from Oklahoma 
City. He arrived Sunday and attended a 
private dinner and later a reception in 
Turner's hotel suite. 

The Monday morning opening session 
at the Myriad Convention Center drew a 
standing-room-only crowd estimated at 
4,500. Oklahoma's Democrat Gov. David 
Boren gave a welcoming address in 

Reagan at AAPG, 1978 

support of the oil industry in relation to 
action by the federal government 
according to the AAPG Bulletin. Reagan's 
topic was free enterprise. 

Halbouty, just entering the prime of his 
life at a mere 68 years of age (Reagan 
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was a mere 67) gave a rousing 
introduction of Reagan. He ended by 
saying, "I now give you the next president 
of the United States." The crowd 
responded with a standing ovation. 

Reagan said that was the first time he 

was introduced with those words. 
Twenty-one months and 10 days later, 

Reagan was sworn in as president of the 
United States. 

- LARRY NATION

Price Reverberates Through Politics 
Are the Right Issues Debated? Speaker Sa s No 

(Editor's note: As global oil prices soar 
to unprecedented levels Americans face 
increases at gasoline pumps this topic 
was much discussed - and often debated 
- during the recent AAPG Annual Meeting
in Dallas.

Nowhere were the assessments and 
opinions more on display than during and 
after the Alf-Convention Luncheon, which 
featured a provocative talk by Amy Myers 
Jaffe. She talked with the EXPLORER after 
her speech about the international oil 
situation, as did international oil expert 
Thomas O'Connor.) 

By SUSAN EATON 
EXPLORER Correspondent 

Amy Myers Jaffe, speaking to the All
Convention Luncheon in Dallas, not only 
presented her synopsis on a looming oil 
crisis, she warned that geopolitical issues 
could lead to a deja vu of the energy 
crises of 1973 and 1979. 

Those crises precipitated frantic 
lineups at gasoline pumps, panicked the 
American public and led to the 
introduction of smaller, more energy 
efficient vehicles across the nation. 

Today, however, the pendulum has 
swung back, with a large percentage of 
Americans driving gas thirsty sport utility 
vehicles. 

That's a sign, Myers Jaffe suggested, 
that the lessons of the oil crises in 
America have been forgotten during the 
intervening 30 years. She added, tongue
and-cheek, that a paper she wrote as an 
eighth grader on the 1970s oil crisis could 
be dusted off and published today in a 
learned Journal 

In a sobering message, she said that 
while energy consumptive Americans are 
a large part of the problem, they 
nonetheless represent part of the future 
solution. 

"In the United States, we have a 
tendency to externalize oil problems," she 
said. "We ought to look in the mirror, 
because the problem is us." 

And she pointed to the serious 
consequences of not having a national 

JULY 2004 

All-Convention Luncheon speaker Amy Myers Jaffe: " ... We have a tendency to 
externalize oil problems. We ought to look in the mirror, because the problem is us." 

energy policy "The U.S. Senate is a 
group of people who can't even pass an 
energy policy." 

Provoking thought and discussion 
amongst the audience, Myers Jaffe 
asked: "Do we really want to be in exactly 
the same place again in 30 years?" 

Myers Jaffe is an associate director of 
Rice University's energy program, and a 
Wallace Wilson Fellow for energy studies 
at the James A. Baker 111 Institute for 
Public Policy at Rice University An expert 
in Middle East oil geopolitics, she recently 
contributed to the joint Baker 
Institute/Council on Foreign Relations task 
force on the Guiding Principles for the 
U.S. Post-Conflict Policy in Iraq. 

She described the disconnect in 
public attitudes in the United States: 
Americans want cheap domestic energy 
sources but don't want oil and gas drilling 
or liquefied natural gas terminals in their 
communities. 

She said the AAPG membership has a 
significant role to play in the process of 
public education and awareness building, 

of dispelling the NIMBY ("not in my 
backyard") response by the general 
public. 

AAPG should focus on the importance 
of a strong domestic industry, she said, 
and should highlight the technological 
breakthroughs that make drilling safer 
and lessen the environmental footprint of 
oil and gas operations. 

"Our nation's geologists are a brain 
trust that can be tapped to enhance 
public understanding of the importance of 
a strong domestic industry," she said. 
"There is no question that the United 
States should be doing more exploration 
at home. We have vast resources that 
could be brought to bear to lower energy 
costs for all Americans, especially natural 
gas resources that lie off the coast of 
Florida, off the East Coast and in the 
Rocky Mountain areas." 

Challenge the Paradigms 

Myers Jaffe challenged AAPG 
members to question several paradigms, 

chief amongst them the assertion that 
Americans should have access to cheap 
oil. 

"We cannot understand the oil world 
today unless we understand a fair price 
for oil," she said. "Three dollars per gallon 
for gasoline is cheap compared to 
Europe. The long-term trends in the 
United States will eventually marry itself 
with those in Europe." 

In today's global marketplace - driven 
by the free trade of goods and services -
Myers Jaffe questioned why oil should be 
treated differently than any other 
commodity 

"One-third of the world's population (or 
1.8 billion people) lives with no modern 
energy services (electricity) so that 10 
countries can have a high standard of 
living," she said, showing the audience a 
"map of global energy poverty." 

The developing nations are 
questioning the paradigms embraced by 
the developed nations, she said, asking: 
"Why should our economies stand still so 
yours can grow?" 

"We're not debating the right issues," 
she said of the geopolitical factors 
affecting global oil prices. "The U.S. 
needs to go back to its lies; OPEC needs 
to go back to its lies. We need open 
access to energy policy so that more than 
10 countries can prosper." 

Myers Jaffe presented a scenario for a 
sustainable future for the entire 
international community that was 
predicated on a fair price for oil. She laid 
out a theoretical road map to create a 
sustainable future for Iraq's oil production 
- a permanent government with an
elected representative body empowered
to establish a natural resources policy. 

"Iraq's national oil industry must have 
clear authority to make investments and 
have access to funds to invest in oil field 
refurbishment and enhancement," she 
said. "This requires the creation of a 
national budget Longer term, a national 
resources law is needed if the country 

See Geopolitics, page 20 
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the only major nation remaining to ratify the 
UNCLOS. 

The deadline for claiming an extended 
continental shelf beyond 200 nautical miles 
recently was extended to 2009 for states 
that already have ratified the agreement, 
while other nation's 10-year time clock will 
start from the date of ratification. 

Carleton said through mid-2004 only 
Russia and Brazil had filed claims with the 
Commission on the Limits of the Continental 
Shelf. The Russian claim was still being 
considered by the commission, having 
requested more data from the Russians 
and the Brazilian claim had only just begun 
the process having been filed in May this 
year. 

"These claims are a tremendous 
undertaking for countries and can cover 
considerable areas," he said, "but the effort 
is certainly worth it The petroleum industry 
is moving ever further into deeper waters, 
so the issue can have serious economic 
impact In addition to oil and gas, island 
states with mini-volcanoes off their shores 
could have valuable molten minerals on the 
seafloor." 

Coastal states that plan to make a claim 
with the commission must conduct 
geological, geophysical and 
geomorphologic studies to support the 
claim. The 21 members of the commission 
will then: 

✓ Evaluate the basis of any claim.
✓ Determine whether it is in accordance

with guidance provided by the UN 
Department of the Oceans and the Law of 
the Sea. 

✓ Make recommendations to the
secretary-general regarding acceptability of 
sovereignty claim. 

The convention does set limits to these 
continental shelf claims. Carleton says there 
are two cutoffs - 350 miles from the territory 
sea baseline or mo nautical miles beyond 
the 2,500-meter depth contour, whichever 
one is greater. 

Sudden Impacts 

So, which countries will be effected 
significantly by the continental shelf 
definition? 

Carleton said that the so called "broad 
margin states" such as the U.S, several 
states on the eastern seaboard of South 
America, Australia, New Zealand and 
several states on the western seaboards of 
Europe and Africa will be involved with this 
type of extended continental shelf claim. 

"The theoretical impact on Antarctica 
could be significant as it is a very 
controversial area," he said. "Antarctica has 
a huge continental shelf, but how it will be 
claimed and developed is as yet unknown." 

Large, industrialized nations such as the 
United States have teams of officials and 
scientists working on securing the nation's 
interests, but many smaller countries don't 
have the resources or expertise to deal with 
the necessary scientific requirements of 
Article 76. These smaller countries can go 
to the UN for assistance or private 
organizations established to aid with the 
commission requirements. 

The Southampton Oceanography 
Centre in the United Kingdom, for example, 
offered a course on the requirements in 
Dallas during the recent AAPG annual 
meeting, explaining how to make a claim 
for the last five years. 

Carleton said officials from 47 countries 
have attended the Southampton session. 

"The number of claims filed with the 
commission will accelerate over the next 
few years," he said. At the moment: 

✓ Spain, Brazil and Uruguay "are very
close to making their claims," he said. 

✓ Japan is currently doing "a
tremendous amount of work on a very 
complicated claim." 

✓ The UK and Ireland "have done most
of the work in their home territories and 
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could file claims in the next year." 
✓ France is doing a good deal of work

on its vast territories around the world, 
some of which are in very remote places, 
"which makes the work expensive." 

global exploration starts here 

✓ Canada recently ratified the
convention, "so its ID-year clock has 
started," he said. 

"It is extremely important for countries to 
go through this process, because 20 years 
down the line who knows what might be 
discovered in the world's oceans, and if a 
claim has not been filed countries could 
have a great deal to lose. 

"Who would have guessed 20 years ago 
we would be drilling for oil and gas in 
I0,000 feet of water today?" 

Oil companies, too, should be aware of 
the implications of this issue. 
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DATA MANAGEMENT 
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■ ENHANCED BASIN EVALUATION 

EXPLORATION RISK REDUCTION 

"Companies need to be cognizant of the 
steps host governments are taking with 
regard to the UNCLOS," he said, "because 
it could impact offshore licensing." □
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Strategic Plan a 'Members Plan' 
By RICK FRITZ 

There is an old Greek proverb that 
says, "Act quickly, but think slowly." That 
is exactly the advice the leadership for 
AAPG has followed during the last five 
years. 

In 1999 a five-year business plan was 
developed very quickly for AAPG in 
response to budgetary problems and 
member needs. This was not a detailed 
plan, but rather outlined areas of AAPG 
business that needed attention, 
especially the budget and membership. 

It let us act, but also gave us time to 
think slowly. 

As a result: 
✓ In the 1999-00 fiscal year AAPG

decreased expenses through a 
reduction-in-force and other cost-saving 
measures. 

✓ During the 2000-01 fiscal year, we
placed emphasis on revenue 
enhancement and development, e.g., 
APPEX was established that year. 

✓ The 2001-02 fiscal year 
emphasized intersociety projects and 
staff development. That year we hired 
three new directors for AAPG. 

✓ The Membership Enhancement
and Development Program was 
established during fiscal year 2002-03. 

This year was focused on developing 
a comprehensive strategic plan to 
replace the old business plan. The 
Advisory Council, which is responsible 
for strategic planning, met two times this 
year to develop the plan. The chair of 

The new strategic plan is the most 

comprehensive long-range business plan 

ever developed by AAPG. 

the Advisory Council, Dan Smith, held 
many reviews of the strategic plan with 
both members and staff. 

Two key components of the strategic 
plan were the all-member survey and 
program assessments. 

The all-member survey gave the 
Advisory Council a starting point. 
Several smaller surveys were made 
during this year on key focus areas. 
Assessments were made of each 
program within AAPG. Staff and 
members participated and "graded" 
each program against current business 
climate and members' wants and needs. 

Each program assessment resulted in 
a recommendation to continue, build up, 
jointly develop with other societies, or 
divest. 

The strategic plan has five major 
elements: 

O Timeless elements such as core 
ideology, core purpose and core values. 

□ Mega-issues, which are key focus
areas for the future. 

□ Ten- to 30-year planning horizon,
which includes the envisioned future of 
AAPG. 

□ Five-year planning horizon that is
continually reviewed and includes basic 
assumptions about business climate. 

O Three- to five-year planning horizon 
that includes goals, strategic objectives 
and the actual strategic details. 

The end result of all of these strategic 
"buzz words" is that we now have a 
comprehensive strategic plan that will 
take the place of the old business plan. 

Having thought slowly, we can now 
act quickly. 

The key action portion of the plan is 
under element five - the three- to five
year planning horizon. These actions are 
defined in six goal areas 

1. Advance the science.

Ethics, Policy, Certification 

2. Continuous professional
development. 

3. Public awareness and
understanding. 

4. Membership and membership
services. 

5. Financial stability.
6. Worldwide presence.
The final version of the strategic plan

was presented to the AAPG Executive 
Committee on June 30. On July 1 we 
entered into the "implementation phase" 
of the strategic plan. After approval, the 
strategic plan will be placed on AAPG's 
home Web page (www.aapg.org) for 
final comment and review by the 
membership. 

The new strategic plan is the most 
comprehensive long-range business 
plan ever developed by AAPG. It was 
developed with such broad member 
input, it is truly a "members plan." 

We have been looking forward to this 
"fifth year" to finalize the planning that 
was started in 1999. In the words of the 
Ghostbusters: "We have the tools, and 
we have the talent!" 

We are ready to go! 

DPA Dealing With Practical Issues 
By J. MICHAEL PARTY 

OPA President 

It is a pleasure to serve as president 
of the DPA for the coming year. I want to 
thank the DPA Executive Board 
members for their hard work over the last 
year, and many thanks go to Bob Shoup, 
who did a great job as the division's 
president. My hope, and my charge, is 
that I will build on what he has done and 
continue to make the DPA stronger. 

The DPA has been blessed with 
dedicated leadership over the past 
several years, as well as an excellent 
core of councilors. Our Executive Board 
for the coming year plans to continue in 
this tradition. 

One person I would like to recognize 
at this time is Norma Newby, manager of 
the office of divisions at AAPG 
headquarters in Tulsa. She is extremely 
dedicated and works hard at her job, 
which keeps the DPA on course, giving 
continuity from one board to the next. 

We are hearing a great deal of 
discussion about ethics in business -
especially the oil business. With issues 
such as Enron's accounting problems 
and Shell having to lower its reserve 
estimates, lawmakers are clamoring for 
answers. 

(We have seen passage of the 
Sarbanes-Oxley Act of 2002, which 
makes the upper management 
accountable as well as the lower 
echelon employees. A violation of this 
act could result in large fines plus jail 
time.) 

When discussing corporate ethics, 
one must keep in mind that ethics, and 
the way companies approach ethics, 
start at the highest level in a corporation. 

If a company is run by people who 
shade the line between ethical and 
unethical behavior, or who ignore the line 
altogether, this attitude will be passed 
down the command structure and will 
become part of the company's culture. 

I have had the pleasure of working 23 
years for a company that regards ethics 
as its utmost priority, and it starts at the 
very top. Therefore, I say to all officers 
and managers within a company, it you 
cultivate the impression that the line on 
ethics can be blurred, it may come back 
to haunt you. 

Remember, a large part of corporate 
ethics is learned by example. If your 
employees do not have a good rudder 
on ethics, you may be the one they end 
up taking advantage of. We have all 
heard of instances in which companies 
have received interior products or 
services, only to learn later that some 
favors have been traded. This could, 
and most likely will, have an effect on 
your company's bottom line. 

As an employee, no matter our 
position within the company, we have a 
responsibility to conduct our business in 
an ethical manner. Everyone needs to 
pay heed to the examples that they set 
and cultivate. 

The DPA has speakers giving talks at 
several events regarding ethics and is in 
the process of setting up schools to 
educate members of the AAPG about 
ethics and how it can affect you and 
your company. 

As we move closer to the national 
elections, I would venture to say that we 
can expect to see congressional 
hearings dealing with higher gasoline 
prices and the problems with reserve 
estimates. 

This is where the DPA is striving to be 
a leader in protecting your interest. 

One function of the DPA is to write 
position papers on issues that affect the 
oil industry and our ability to pursue our 
careers and support our families. If you 
log on to dpa.aapg.org and go to the 
Governmental Affairs Committee, you will 
be able to read 15 position papers that 
already have been written and 
distributed. 

The DPA is not supporting one 
candidate over another - our goal is to 
get facts in front of lawmakers so they 

can make informed decisions. 
Our representatives and senators 

need input from our industry to help 
shape laws - or, in some cases, 
encourage them not to pursue some 
avenues of governmental intervention. 
They will receive information from groups 
that are opposed to the oil and gas 
industry, and in some instances this 
information is severely outdated or 
misrepresented. 

Unlike many groups that oppose our 
industry, the DPA will present facts 
based on the best science and the best 
data currently available in our position 
papers. 

Some past laws, such as the Windfall 
Profits Tax, have taken money out of your 
pockets; when the oil bust of the mid-
1980s hit, however, did you hear of many 
lawmakers wanting to help this industry 
by giving us some of that money back? 

Consider this Milk is higher per 
gallon than gasoline, and dairy farmers 
are subsidized by your tax dollars so we 
can have an uninterrupted flow of milk to 
the stores. 

We must speak up regarding issues 
that directly affect us, or we will wake up 
one day to find that we have been 
burdened with some onerous legislation 
that will severely impede our ability to 
work in this industry and support our 
families. 

With mumblings from the SEC and 
Capitol Hill relating to the problem of 

See DPA, page 42 
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