Question Bank 
Oil and Gas Accounting
MULTIPLE CHOICE QUESTIONS (This is only a sample. You need to read each and every slide of the notes and PowerPoint)

(1) The level of risk in oil and gas operations can be both substantial in amount and wide in scope
(a) This statement is true
(b) This statement is false

(2) "Cost Oil" refers to the portion of production allocated to the oil company to cover its costs such as ----------------------
a) Exploration cost
b) Development cost
c) Operating Expenses
d) All of the above
e) None of the above

(3)  ------------------- refers to the underwater geographical area where the exploration and drilling of oil and gas operations are carried on.
(a) Upfront cost
(b) Upstream operations
(c) Downstream operations
(d)  E &P
(e) All of the above
(f) None of the above

(4) ------------------ is paid to land owners to secure drilling rights

a) Exploration
b) Acquisition cost
c) Drilling
d) Lease bonus payment
e) None of the above




(5) Joint Operating Agreement is an agreement between a company and a government that specifies the terms of sharing profits from oil and gas production.

a)	This statement is true
b)	This statement is false

(6) Upstream oil and gas operations do not include --------------------
(a) Exploration
(b) Acquisition
(c)  Drilling
(d) Refining
(e) None of the above 

(7) Acquisition Cost include ---------------------
a) Lease bonus payment
b) Purchase price of mineral rights
c) Brokerage and legal fees
d) Stamp duties or registration cost
e) All of the above
f) None of the above

(8) -------------- is the treatment of crude oil in order to form finished products and may extend to the production of petrochemicals.
(a) Exploration
(b) Acquisition
(c) Drilling
(d) Production 
(e) None of the above 

(9) ------------ from which plastics, as well as clothing, building materials, cream, soap, petroleum jelly, etc are produced.

(a) Liquefied Petroleum Gas
(b) Expansion
(c) Petrochemicals
(d) Transportation Fuels
(e) All of the above
(f) None of the above

(10) What is Net Revenue Interest (NRI) in the oil and gas industry?
(a) Percentage of revenue received after taxes  
(b) Percentage of revenue received after expenses and taxes
(c) Percentage of revenue received after royalty payments and expenses 
           (d) Percentage of revenue received after exploration costs

(11) In Kurdistan, oil and gas companies typically pay 10% of the oil produced as royalty.

a)	This statement is true
b)	This statement is false


ESSAYS
1. Give 10 examples of Tangible drilling cost
2. Briefly discuss the difference between downstream and upstream operations in the oil and Gas Industry. Top of Form

3. Distinguish between Exploration and Appraisal Costs in oil and gas industry, providing examples of each.
4. Differentiate between Production Cost and Exploration Cost
5. What is the difference between commercial oil well and dry well in the oil and gas industry?
6. Differentiate between depreciation and depletion in the context of asset valuation in the oil and gas industry.
7. Differentiate between Depreciation and Amortization
8. Differentiate between Amortization and depletion in the context of asset valuation in the oil and gas industry.
9. Give 10 examples of Intangible Drilling Cost
10. What are the various risks involved in oil and gas sector
11. Explain Acquisition cost with example
12. Differentiate between Joint Operating Agreement and Production Sharing Agreement
13. What is Net Revenue Interest (NRI) in the oil and gas industry?




CALCULATIONS
(1) During the first quarter of 2022, ERBIL Oil Company Limited produced 500,000 barrels of crude oil from oil field, which is located onshore. 50,000 barrels out of the total production were re-injected into the well to enhance crude oil recovery from an adjoining lease. The power generators used for field operations consumed 100,000 barrels during the quarter and 5000 barrels were lost through evaporation. Assuming that posted price for the crude stream is  US$ 21.00 per barrel and exchange rate of US$1 to IQD is equal to 1500.
 You are required to compute royalty liability for the quarter, assuming that the applicable rate of royalty is 10 percent.

(2) During the year 2022, Ayub and Velar Oil Company produced 100,000 barrels of crude oil from the oil field, which is located onshore. 10,000 barrels out of the total production were re-injected into the well to enhance crude oil recovery from an adjoining lease. The power generators used for field operations consumed 2,000 barrels during the quarter and 1000 barrels were lost through evaporation. There was an additional theft of 1000 barrels plus 10% of the crude oil produced from the oil field. Assuming that the posted price for crude oil is US$15.00 per barrel and the exchange rate of US$1 equals IQD 1,450. 
You are required to compute royalty liability in quantity and value, assuming that the applicable rate of royalty is 10 percent. 
(3) During the year 2022, Lara and Lana Oil Company produced 500,000 barrels of crude oil from the oil field, which is located onshore. 50,000 barrels out of the total production were re-injected into the well to enhance crude oil recovery from an adjoining lease. The power generators used for field operations consumed 20,000 barrels during the quarter and 10,000 barrels were lost through evaporation. There was an additional theft of 15,000 barrels plus 7% of the crude oil produced from the oil field. Assuming that the posted price for crude oil is US$18.00 per barrel and the exchange rate of US$1 equals IQD 1,200. 
You are required to Compute royalty liability in quantity and value, assuming that the applicable rate of royalty is 15 percent. 
(4) During the first quarter of 2022, ERBIL Oil Company Limited produced 50,000 barrels of crude oil from oil field, which is located onshore. 5,000 barrels out of the total production were re-injected into the well to enhance crude oil recovery from an adjoining lease. The power generators used for field operations consumed 1,000 barrels during the quarter and 500 barrels were lost through evaporation. Assuming that posted price for the crude stream is US$21.00 per barrel and exchange rate of US$1 to IQD is equal to N1500.
 You are required to compute royalty liability for the quarter, assuming that the applicable rate of royalty is 10 percent.
(5) Huda and Kazhal  Oil Company began installing flow lines. The flow lines cost $300,000, and installation charges were $25,000. They also paid $240,000 for leasing the area, $20,000 as legal fees during the acquisition of the mineral right. The company equally pays the contractor $800,000, including IDC of $750,000 and equipment costs totaling $50,000. The well was plugged and abandoned for an additional $20,000. Assume instead that the well was successful and that additional IDC of $75,000 and equipment costs of $200,000 were incurred to complete the well.
Required: Calculate the accurate development cost and make the appropriate journal entries in the book of Huda and Kazhal for the relevant year.
(6) The following information relates to Hanny Oil and Gas PLC for the year ended 31 December 2023.  
	Particulars 
	              Dr    
	               Cr

	Crude Oil Inventory at 1/1/2023 
	            1,340,000 
	

	Export Sales 
	                          -   
	            25,000,000 

	Local Sales 
	                          -   
	            12,000,000 

	Production Cost 
	            1,800,000 
	

	Transportation cost 
	               300,000 
	

	Electricity Bill 
	            3,400,000 
	

	Salaries and wages
	                  60,000 
	

	Insurance
	            2,700,000 
	

	Proven oil and gas properties
	            1,660,000 
	

	Accumulated DD&A: Oil and Gas Assets 
	
	            1,040,100 

	Loan Interest 
	               700,000 
	

	Bank interest
	               340,000 
	

	Geological and geophysical costs
	               160,000 
	

	Exploratory wells: Successful 
	            3,113,400 
	

	Unsuccessful 
	               450,000 
	

	Development wells 
	            4,113,400 
	

	Wells in Progress 
	            2,314,000 
	

	Expenditure for Purchase of seismic data
	               136,730 
	

	Royalties 
	               375,000 
	

	Loss on exchange 
	               290,000 
	

	Trade and other receivables 
	               700,000 
	

	Derivative financial instruments 
	               500,640 
	

	Admin Expenses 
	               100,000 
	

	Trade and other payables
	                          -   
	            1,500,000 

	Investments in subsidiaries
	            2,900,000 
	

	Other current assets 
	          10,050,020 
	

	Share capital 
	
	          40,026,970 

	Share premium
	
	            1,970,000 

	Other reserves
	
	               791,000 



The following Additional Information were also available 
(i) Closing stock of oil and gas as on 31st December, 2023 is  $120,000, DDA is 10% of proved oil and gas properties
(ii) Accrued expenses as at 31st December, 2023 amounted to $25,000
iv) Petroleum Profit Tax is to be calculated at the rate of 25%.

Required: Prepare an Income Statement for Hanny Oil and Gas for the year ended 31st December, 2023

(7) The following information relates to Erbil Oil and Gas PLC for the year ended 31 December 2023.  

	Particulars 
	Dr
	Cr

	Crude Oil Inventory at 1/1/2023 
	1,675,000
	

	Export Sales 
	
	        12,500,000 

	Local Sales 
	
	          5,500,000 

	Production Cost 
	4,500,000
	

	Transportation cost 
	2,250,000
	

	Intangible oil and gas assets 
	29,250,000
	

	Salaries and wages
	750,000
	

	Insurance paid
	1,375,000
	

	Unproved oil and gas properties
	2,075,050
	

	Other Income
	
	          1,300,125 

	Loan Interest 
	875,000
	

	Bank interest
	425,000
	

	Repairs
	200,000
	

	Exploratory wells: Successful 
	3,891,750
	

	Admin expenses 
	687,500
	

	Development wells 
	5,141,750
	

	Electricity Expenses 
	2,892,500
	

	Expenditure for purchase of seismic data
	170,913
	

	Royalties 
	375,000
	

	Derivative financial instruments
	
	             125,200 

	Loss on exchange 
	362,500
	

	Trade and other receivables 
	875,000
	

	Derivative financial instruments 
	625,800
	

	Trade and other payables
	-
	          1,875,000 

	Investments in subsidiaries
	3,625,000
	

	Advertisement 
	12,562,525
	

	Share capital 
	
	        50,033,713 

	Share premium
	
	          2,462,500 

	Other reserves
	
	             988,750 



The following Additional Information is also available 
(i) Closing stock of oil and gas as at 31st December, 2023 is  $120,000
(ii) Accrued expenses as at 31st December, 2023 amounted to $25,000
iv)  Petroleum Profit Tax is to be calculated at the rate of 30%.
                Required: Prepare the statement of financial position for the year ended 31st December 2023.

(8) A company acquires an oil field and pays the following    costs:
· Lease bonus payment = $300,000 
· Legal fees = $40,000 
· Brokerage = $1000
· Registration cost/stamp duty = $10,000 
· What is Acquisition Cost?

(9) Mr. Darvan and Mr. Omer acquired a 620 accre unproved property. The company paid a lease bonus of $ 200/acre and registration fees of $ 1,000. The company also incurred legal fees amounting to $3000 and a signature bonus of 30% of total cost before signature bonus. You are required to calculate the total acquisition cost 
(10) Srwa and Isra Oil Company purchased land for $950,000. A qualified appraiser made the following estimate of the fair market values of the surface and mineral rights:
· Surface rights    $600,000 
· Mineral rights     $400,000
· Total fair value $1,000,000
You are required to calculate the total acquisition cost 

(11)  Oil Company, a joint venture operator, incurred the following costs in drilling an oil well. You are required to classify them into tangible and intangible drilling costs.
	i. Drilling (on footage basis)
	675,256

	ii. Cost of clearing and grading unpaved roadways to the drill site
	23,560

	iii. Construction of overflow mud pits
	56,700

	iv. Surface casing used in the well
	675,908

	v. Services such as acidizing and testing
	246,200

	vi. Cementing services for casing
	17, 890

	vii. Tubing and control valves
	57, 500

	viii. Flow lines, tanks and treaters
	116, 700

	ix. Labour to install lines and tanks
	26, 500



(12)  ACCT Grade 4  Oil Company, a joint venture operator in ERBIL incurred the following costs in drilling of an oil well. You are required to classify them into tangible and intangible drilling costs.

									                              $
i. Drilling (on footage basis) 									90.000
ii. Cost of clearing and grading unpaved roadways to the drill site 					 60,560
iii. Construction of overflow mud pits 								  98,700
iv. Surface casing used in the well 								700,908
v. Services such as acidizing and testing 								500,200
vi. Cementing services for casing 								190,890
vii. Tubing and control valves 								            507, 500
viii. Flow lines, tanks and treaters      							            160, 700
ix. Labour to install lines and tanks 								260,500


(13) Cost of buying a machine is 100,000 USD, life of the asset is 10 Years and there is no residual value. Calculate depreciation as per straight line method
(14) Cost of Machinery is 90,000
Scrap Value is 10%
Life of the asset is five years
Calculate depreciation as per straight line method	

(15)  Tishk  Petroleum Company had the following data at end of its financial year ended 31st December, 2024. You are required to calculate the DD&A for that year.
· Capitalized cost at the end of year $1,700,000
· Accumulated amortization $100,000
· Reserves estimate at beginning of the year 5,000,000 bbls
· Production during the year 250,000 bbls

(16) Kabuga Petroleum Company PLC had the following data at end of its financial year ended 31st December, 2021. You are required to calculate the DD&A for that year.

· Capitalized cost at end of the year $ 1,700,000
· Accumulated amortization in prior years $ 100,000
· Reserves estimate at the beginning of the year 5,000,000 bbls
· Production during the year 250,000 bbls
· Reserves estimate at the end of the year 4,000,000 bbls

                                                     -----------------------------------
