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Learning Objectives 

• Recognize the various steps in the process of exploring for, developing, and producing 
on an oil and gas property. 

• Identify the different types of wells. 
• Identify the documentation used to record produced oil and gas. 
• Recognize the contents of a lease arrangement. 
• Define the different cost classifications associated with oil and gas activities.  
• Recognize the various types of production costs. 
• Describe the situations in which a joint operating agreement is used. 
• Define the contents of a lease database. 
• Identify the different classifications of exploration costs. 
• Recognize the accounting for all aspects of drilling a well and subsequent well opera-

tions. 
• Identify the indicators of sufficient progress in regard to assessing the viability of a 

project. 
• Differentiate between the successful efforts and full cost methods. 
• Describe the calculation process for the unit of production method. 
• Recognize the valuation rules relating to oil and gas inventory. 
• Specify the contents of a run ticket. 
• Identify the information contained within a division order. 
• Describe the accounting for producer gas imbalances. 
• List the criteria used to report proved oil and gas reserves. 
• Recognize the indicators that can trigger a review of reserves. 
• Recognize the accounting variations available when recording a nonmonetary ex-

change. 
• Recognize all aspects of the accounting for joint interest arrangements. 
• Describe the circumstances under which interest can and cannot be capitalized. 
• State the situations in which asset retirement obligations can be deferred. 
• Specify the rules used to determine the expected present value of an asset retirement 

obligation. 
• Recognize the accounting for environmental contamination costs. 
• Describe the circumstances under which impairment testing should be conducted, as 

well as the rules for doing so. 
• Specify the situations in which an asset can be classified as held for sale. 
• Describe the disclosure requirements for reserves. 
• Identify the appropriate costing to be used for exploration costs associated with min-

eral resources, as well as the indicators for when impairment testing should be con-
ducted on mineral resources assets. 

• Recognize the audit activities in which an auditor will be engaged when auditing an oil 
and gas firm. 

• Recognize the different types of controls that are specific to an oil and gas firm. 
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Preface 
Oil and gas operations trigger some of the more unique accounting transactions found in any industry. For 
example, there are many kinds of mineral interest transfers, each of which has a different accounting treat-
ment. There are different approaches to how exploration costs are to be handled – either charging them to 
expense or capitalizing them. Also, capitalized assets are amortized based on the production level, rather 
than any of the more common time-based depreciation methods. In addition, several of the more difficult 
accounting topics apply to this industry, including interest capitalization and asset retirement obligations. 
Oil & Gas Accounting shows how to properly account for each of these transactions and many more, as 
well as how to disclose them in one’s financial statements. 

You can find the answers to many questions about oil & gas accounting in the following chapters, 
including: 

• What are the differences between the successful efforts and full cost methods? 
• When are exploration costs charged to expense? 
• How do I conduct a ceiling test? 
• How do I use the unit of production method? 
• How do I calculate oil and gas revenue? 
• What are the differences between the entitlement method and the sales method? 
• What are the different types of reserves? 
• What is the accounting for the sale of an interest in a proved property? 
• How do I account for the transfer of materials? 
• How do I calculate and account for an asset retirement obligation? 
• What questions will an auditor ask during an audit? 
• What types of controls are unique to the oil and gas environment? 

 
Oil & Gas Accounting is designed for both professionals and students, who can use it as a reference tool 
for determining the most appropriate accounting treatment for various oil & gas transactions. 
 

Centennial, Colorado 
April 2021 
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