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. International operations . . . . . . . . . . . . .6.36–.40

. Successful efforts accounting . . . . . . .4.80–.81

ACCOUNTING ESTIMATES . . . . . . . . . . 7.70–.77
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. Consolidation method accounting . . .3.15–.17,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.21, 5.12
. Entitlement method of

accounting . . . . . . . . . . . . . . . . 4.58–.61, 7.127
. Equity method accounting . . . . 3.20–.26, 5.12
. Full cost. See full cost accounting
. Sales method accounting . . . . . . . . . . . 4.59–.61
. Straight line method of accounting . . . . . . .4.25
. Successful efforts. See successful efforts

accounting

ACCOUNTING POLICY
DISCLOSURES . . . . . . . . . . . . . . . . . . . . .4.146

ACCRUALS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.41

ACQUISITION
. As discontinued operations . . . . . . . . . . . . . .4.95
. Mineral interests . . . . . . . . . . . . . . . . .4.103–.104

ACQUISITION COSTS
. Audit considerations . . . . . 7.91–.92, 7.96–.99
. Full cost accounting . . . . . . . . . . . . . . . . . . . . 5.07
. Successful efforts accounting . . . . . 4.03, 4.09

ADMINISTRATIVE OVERHEAD
EXPENSES . . . . . . . . . . . . . . . . .7.142, 7.144

ADVANCES UNDER CASH CALLS . . . . . . . 8.36

AERIAL PHOTOGRAPHY . . . . . . . . . . . . 2.54–.58

AFE. See authorization for expenditure

AMERICAN PETROLEUM INSTITUTE
(API) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.70

AMORTIZATION
. Asset retirement obligations . . . . . . . . . . . . .4.76
. Capitalized costs . . . . . . . . 4.24–.30, 5.09–.18
. Full cost accounting . . . . . . . . . . . . . . . . 5.09–.18
. Successful efforts accounting . . . . . . .4.24–.30

ANTIBRIBERY LAWS . . . . . . . . . .6.41–.42, 7.48

API. See American Petroleum Institute

ARAB OIL EMBARGO (1973) . . . . . . . . . . . . 1.11

ARO. See asset retirement obligations

ASSERTION CATEGORIES . . . . . . Table at 7.21

ASSERTIONS . . . . . . . . . . . . . . . . . . . . . . . 7.21–.24

ASSET GROUPING, IMPAIRMENT
ASSESSMENT . . . . . . . . . . . . . . . . . . . . . 7.114

ASSET RETIREMENT OBLIGATIONS (ARO)
. Audit considerations . . . . . . . . . . . . . . . . . . . 7.152
. Capitalized cost impairment tests . . . 4.38–.40
. Carrying amount . . . . . . . . . . . . . . . . . . . . . . . .4.03
. Full cost accounting . . . . . . . . . . 5.21, 5.38–.41
. Internal controls . . . . . . . . . . . . . . . . . . . . . . . . 8.46
. International operations . . . . . . . . . . . . .6.35–.40
. Revision . . . . . . . . . . . . . . . . . . . . . 4.74, 5.38–.41
. Revisions and settlements . . . . . . . . 4.75, 4.76,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.38–.41
. Successful efforts accounting . . . . . . . . . . 4.03,

. . . . . . . . . . . . . . . . 4.38–.40, 4.71–.78, 4.146

ASSETS
. Fair value . . . . . . . . . . . . . . . . . . . . . . . 4.124–.126
. Held for sale . . . . . . . . . . . . . . . . . . . . . 4.93, 4.95
. Measurement controls . . . . . . . . . . . . . . . . . . 8.27

AUDIT CONSIDERATIONS . . . . . . . . . 7.01–.178
. Accounting estimates and related

disclosures . . . . . . . . . . . . . . . . . . . . . . .7.70–.77
. Asset retirement obligations . . . . . . . . . . . 7.152
. Audit evidence . . . . . . . . . . . . . . . . . . . . . 7.86–.88
. Audit objectives . . . . . . . . . . . . . . . . . . . . 7.04–.05
. Audit planning . . . . . . . . . . . . . . . . . . . . . .7.07–.08
. Audit risk . . . . . . . . . . . . . . . . . . . . . . . . . . 7.09–.13
. Authorization for expenditure . . . . . . . . . . . . 7.95
. Capitalized overhead costs . . . . . . .7.104–.105
. Cash calls . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.137
. Cash flows . . . . . . . . . . . . . . . . . . . . . . 7.159–.160
. Collectability . . . . . . . . . . . . . . . . . . . . 7.138–.139
. Commitments and

contingencies . . . . . . . . . . . . . . . . . .7.161–.163
. Communication with those charged with

governance . . . . . . . . . . . . . . . . . . . . . . . . . . .7.89
. Conveyances . . . . . . . . . . . . . . . . . . . .7.118–.122
. Depreciation, depletion, and amortization

(DD&A) . . . . . . . . . . . . . . . . . . . . . . . . 7.109–.111
. Derivatives and hedging . . . . . . . . . .7.155–.157
. Division of interest . . . . . . . . . . . . . . . 7.100–.101
. Documentation . . . . . . . . . . . . . . . . . . . . . . . . . 7.85
. Dry hole costs . . . . . . . . . . . . . . . . . . . . . . . . 7.106
. Evidence. See audit evidence
. Fair value measurements . . . . . . . . . . . . . . 7.158
. Going concern . . . . . . . . . . . . . . . . . . . . . . . . 7.167
. Imbalances . . . . . . . . . . . . . . . . . . . . . 4.58, 7.136
. Impairment . . . . . . . . . . . . . . . . . . . . . .7.112–.117
. Inventory . . . . . . . . . . . . . . . . . . . . . . . .7.140–.141
. Material misstatements . . . . . . . . . . . . . 7.81–.84
. Materiality . . . . . . . . . . . . . . . . . . . . . . . . . 7.14–.17
. Operating expenses . . . . . . . . . . . . . 7.142–.144
. Operator/nonoperator . . . . . . . . . . . . . . 7.35–.38
. Ownership arrangement

procedures . . . . . . . . . . . . . . . . . . . . . . .7.39–.42
. Payables . . . . . . . . . . . . . . . . . . . . . . . . 7.145–.151
. Pricing regulations and contractual

agreements . . . . . . . . . . . . . . . . . . . . . . . . . 7.129
. Procedure design and

performance . . . . . . . . . . . . . . . . . . . . . 7.61–.69
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AUDIT CONSIDERATIONS—continued
. Production . . . . . . . . . . . . . . . . . . . . . . 7.123–.144
. Production sharing contracts . . . . . . . . . . .7.131
. Professional skepticism . . . . . . . . . . . . . . . . . 7.06
. Property costs . . . . . . . . . . . . . . . . . . . . . . . . . 7.94
. Receivables . . . . . . . . . . . . . . . . . . . . . 7.132–.139
. Related parties . . . . . . . . . . . . . . . . . . 7.165–.166
. Revenue . . . . . . . . . . . 7.100–.101, 7.123–.131
. Risk assessment . . . . . . . . . . . . 7.09–.13, 7.164
. Specialists, use of . . . . . . . . . . . . . . . . . .7.18–.20
. Specific audit areas . . . . . . . . . . . . . . . 7.90–.158
. Statement of cash flows . . . . . . . . . 7.159–.160
. Supplementary oil and gas

reserves . . . . . . . . . . . . . . . . . . . . . . .7.168–.178
. Suspended wells . . . . . . . . . . . . . . . . . . . . . . 7.107
. Taxation . . . . . . . . . . . . . . . . . . . . . . . . .7.153–.154
. Uncertainties . . . . . . . . . . . . . . . . . . . . . . . . . .7.164
. Wells in progress . . . . . . . . . . . . . . . . . . . . . . 7.108

AUDIT EVIDENCE
. Additional considerations . . . . . . . . . . . 7.86–.88
. Derivatives and hedging . . . . . . . . . . . . . . . 7.156
. Operator/nonoperator . . . . . . . . . . . . . . . . . . 7.37
. Specialists . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.18
. Sufficiency and appropriateness . . . . . . . . . 7.78

AUDIT PLANNING, GENERALLY . . . . .7.07–.08

AUDIT RISK . . . . . . . . . . . . . . . . . . . . . . . . . 7.09–.13
. Assessment . . . . . . . . . . . . . 7.29–.31, 7.57–.60
. Emerging markets . . . . . . . . . . . . . . . . . . . . . . 7.41
. Foreign Corrupt Practices Act . . . . . . .7.48–.49
. Geographical considerations . . . . . . . . . . . . 7.47
. Internal control . . . . . . . . . . . . . . . . . . . . . 7.50–.56
. Operations and related business . . . . 7.43–.46
. Uncertainties . . . . . . . . . . . . . . . . . . . . . . . . . .7.164

AUDITING STANDARDS
. Fair value measurements

updates . . . . . . . . . . . . . . . . . . . . . . . 4.121–.141
. Generally . . . . . . . . . . . . . . . . . . . . . . . . 7.01–.7.03

AUTHORIZATION FOR EXPENDITURE (AFE)
. Audit considerations . . . . . . . . . . . . . 7.95, 7.146
. Documentation . . . . . . . . . . . . . . . . . . . . .2.40–.48
. Internal controls . . . . . . . . . . . . . . . . . . . .8.33–.34
. Lease acquisition . . . . . . . . . . . . . . . . . . . . . . . 8.24
. Mineral interests . . . . . . . . . . . . . 2.40–.48, 8.24
. Nonoperator exploration, development, and

production . . . . . . . . . . . . . . . . . . . . . . . . . . . .8.50
. Property costs . . . . . . . . . . . . . . . . . . . . . 8.41–.42
. Workovers . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.60

B

BASIC ROYALTY INTERESTS . . . . . . . . . . . . 2.18

BASIC SEDIMENT AND WATER
(BS&W) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.90

BITUMEN . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.54–.55

BORROWINGS, PRODUCTION
PURCHASERS . . . . . . . . . . . . . . . . . . . . . 7.149

BS&W. See basic sediment and water

BUSINESS, AS DISCONTINUED
OPERATIONS . . . . . . . . . . . . . . . . . 4.95, 4.96

BUSINESS ACTIVITIES,
PRIMARY . . . . . . . . . . . . . . . . . . . . . .2.01–.100

. Drilling and development . . . . . . . . . . . .2.68–.88

. Mineral interests acquisitions . . . . . . . 2.01–.48

. Production . . . . . . . . . . . . . . . . . . . . . . . 2.89–.100

. Prospecting and exploration . . . . . . . . 2.49–.67

BUSINESS COMBINATIONS
. Full cost accounting . . . . . . . . . . . . . . . . 5.50–.54
. Successful efforts accounting . . . . 4.100–.105

BUSINESS RISK, INTERNAL CONTROL
EVALUATION . . . . . . . . . . . . . . . . . . . . . . . . 8.02

C

CALCULATIONS, COMPUTER-BASED
CONTROLS . . . . . . . . . . . . . . . . . . . . . . . . . 8.71

CAPITAL REQUIREMENTS
. Conveyances . . . . . . . . . . . . . . . . . . . . . . 4.41–.50
. Organizational structure and . . . . . . . . 1.57–.66

CAPITALIZED COSTS
. Acquisition costs . . . . . . . . . . . . . . . . . . . . . . . 4.09
. Amortization . . . . . . . . . . . . .4.24–.30, 5.09–.18
. Development costs . . . . . . . . . . . . . . . . .4.17–.22
. Disclosure requirements . . . . . . . . .4.147–.148,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.152
. Exploration costs . . . . . . . . . . . . . . . . . . 4.10–.16
. Full cost accounting . . . . 5.02, 5.04, 5.08–.35
. Impairment tests . . . . . . . . .4.31–.40, 5.19–.35
. Interest capitalization . . . . . . . . . . . . . 4.23, 5.08
. Overhead . . . . . . . . . . . . . . . . . 7.104–.105, 8.43
. Successful efforts accounting . . . . . . . . . . 4.03,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.10–.40

CAPITALIZED INTEREST . . . . . . . . . . . . . . . . . 8.44
CARRYING AMOUNT, INVENTORY . . . . . . .4.67
CARVE OUT . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.30
CASH CALLS . . . . . . . . . . . . . . . . . . . . 7.137, 8.36
CASH FLOWS . . . . . . . . . . . . . . . . . . . . 7.159–.160
CASING POINT . . . . . . . . . . . . . . . . . . . . . . . . . . 2.81
CEILING TESTS
. Capitalized cost impairment . . . . . . . . .5.19–.28
. New country applications . . . . . . . . . . . 5.29–.35

COLLECTABILITY
. Audit considerations . . . . . . . . . . . . . 7.138–.139
. Of joint interest receivables . . . . . . . . . . . . . 8.37

COMMITMENTS . . . . . . .7.161–.163, 8.74–.76
COMMITTEE OF SPONSORING

ORGANIZATIONS OF THE TREADWAY
COMMISSION (COSO) . . . . . . . . . 8.03–.04,
. . . . . . . . . . . . 8.06, 8.13, 8.17, 8.19, 8.21

COMMODITY DERIVATIVES
. Audit considerations . . . . . . . . . . . . . 7.155–.157
. Full cost accounting . . . . . . . . . . . . . . . . . . . . 5.56
. Internal controls . . . . . . . . . . . . . . . . . . . . . . . . 8.63
. Option contracts . . . . . . . . . . . . . . . 4.112, 4.114
. Successful efforts accounting . . . . 4.109–.120
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COMMODITY FORWARD
CONTRACTS . . . . . . . . . . . . . . . . . . . . . . .4.117

COMMUNICATION
. Internal controls . . . . . . . . . . . . . . 8.05, 8.20–.21
. Those charged with governance . . . . . . . . . 7.89

COMPENSATION, EXPATRIATE . . . . . . . . . . 8.66

COMPENSATORY ROYALTIES . . . . . . . . . . . 2.19

COMPLETENESS, ASSET RETIREMENT
OBLIGATIONS . . . . . . . . . . . . . . . . . . . . . .7.152

COMPLEX SPREADSHEETS,
COMPUTER-BASED CONTROLS . . . . .8.72

COMPLIANCE CONTROLS . . . . . . . . . . 8.80–.82

COMPONENT OF AN ENTITY . . . . . . 4.96–.97,
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.48, 7.122

COMPUTER-BASED CONTROLS . . . . 8.70–.72

CONCESSIONS, INTERNATIONAL
CONTRACTS . . . . . . . . . . . . . . . . . . . . . . . . 6.06

CONSOLIDATION METHOD
ACCOUNTING . . . . . .3.15–.17, 3.21, 5.12

CONTINGENCIES . . . . . 7.161–.163, 8.74–.76

CONTINUOUS DRILLING . . . . . . . . . . . . . . . . .2.26

CONTRACT REVIEW . . . . . . . . . . . . . . . . . . . . . 8.69

CONTRACTUAL ARRANGEMENTS. See also
lease agreements

. Audit considerations . . . . . . . . . . . . . . . . . . . 7.129

. Concessions . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.06

. Exploration costs . . . . . . . . . . . . . . . . . . . . . . . 6.09

. Internal controls . . . . . . . . . . . . . . . . . . . . . . . . 8.65

. International oil and gas industry . . . . 6.05–.14

. Production sharing . . . . . . . . . . . . . . . . . 6.07–.08

. Service contracts . . . . . . . . . . . . . . . . . . 6.10–.11

CONTROL, DEFINED . . . . . . . . . . . . . . . . . . . . 3.17

CONTROL ACTIVITIES . . . . . . . . . . . . .8.05, 8.21

CONTROL ENVIRONMENT . . . . . . . . 8.05, 8.17

CONTROL TRANSFERS, TAXES . . . . . . . . . 4.54

CONVERSIONS, INVOLUNTARY . . . . .4.82–.87

CONVEYANCES
. Audit considerations . . . . . . . . . . . . . 7.118–.122
. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.41
. Full cost accounting . . . . . . . . . . 5.02, 5.44–.47
. Production payments . . . . . . . . . . . . . . . 4.48–.50
. Successful efforts accounting . . . . . . .4.41–.50

COPAS. See Council of Petroleum
Accountants Societies

CORE DRILLING . . . . . . . . . . . . . . . . . . . . . . . . . 2.64

CORPORATE ENTITIES. EQUITY METHOD OF
ACCOUNTING . . . . . . . . . . . . . . . . . . 3.21–.22

COSO. See Committee of Sponsoring
Organizations of the Treadway
Commission

COST APPROACH FOR VALUATION . . . . 4.130

COST BASIS ACCOUNTING . . .3.27, 4.51–.70

COST CENTER CEILING TEST . . . . . . 5.19–.28

COST RECOVERY OIL . . . . . . . . . . . . . . . . . . . 6.09

COSTLESS COLLAR . . . . . . . . . . . . . . . . . . . .4.114

COUNCIL OF PETROLEUM ACCOUNTANTS
SOCIETIES (COPAS) . . . 2.42, 2.46, 4.69,
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.47

CURRENT PERIOD PRODUCTION, CAPITAL
COST AMORTIZATION . . . . . . . . . . . . . . .4.26

CUSTOMER, DEFINED . . . . . . . . . . . . . . . . . . . 4.69

D

DAY RATE CONTRACT . . . . . . . . . . . . . . . . . . .2.79

DD&A. See depreciation, depletion, and
amortization

DECONSOLIDATION . . . . . . . . . . . . . . . . . . . . . 4.43

DELAY COSTS . . . . . . . . . . . . . . . . . . . . . . . . . . .4.15

DELAY RENTALS . . . . . . . . . . . .2.16, 4.01, 7.98

DEPRECIATION
. Asset retirement obligations . . . . . . . . . . . . .4.76
. Capitalized cost amortization . . . . . . . . . . . .4.25
. Support equipment and facilities . . . . . . . 7.111

DEPRECIATION, DEPLETION, AND
AMORTIZATION (DD&A)

. Abandoned or plugged wells . . . . . . . . . . . . 4.81

. Audit considerations . . . . . . . . . . . . . 7.109–.111

. Capital cost amortization . . . . 5.09, 5.13, 5.15

. Disclosure of risk and uncertainties . . . . .7.164

. Discontinued operations . . . . . . . . . . . . . . . . 4.98

. Full cost method . . . . .5.09, 5.13, 5.15, 7.110

. Internal controls . . . . . . . . . . . . . . . . . . . .8.61–.62

. Reserves estimation . . . . . . . . . . . . . . . . . . . . 8.38

. Successful efforts method. See successful
efforts accounting, for DD&A

DERECOGNITION . . . . . . . . . . . . . . . . . . . . . . . .4.43

DERIVATIVE COMMODITY
CONTRACTS . . .4.109–.120, 7.155–.157

DEVELOPED OIL AND GAS RESERVES . . .1.36

DEVELOPMENT ACTIVITIES . . . . . . . . .7.91–.92

DEVELOPMENT COSTS
. Capitalized cost amortization . . . . . . . 4.27–.28
. Defined . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.21–.22
. Full cost accounting . . . . . . . . . . . . . . . . . . . . 5.07
. Internal controls . . . . . . . . . . . . . . 8.33–.34, 8.50
. Successful efforts accounting . . . . . . 4.17–.22,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.27–.28

DEVELOPMENT OPERATIONS . . . . . . 2.68–.88

DEVELOPMENT WELLS . . . . . . . . . . . . . . . . . .2.68

DIRECTIONAL DRILLING . . . . . . . . . . . . 2.74–.76

DISCLOSURE REQUIREMENTS
. Accounting estimates . . . . . . . . . . . . . . 7.70–.77
. Accounting policies . . . . . . . . . . . . . . . . . . . .4.146
. Annual . . . . . . . . . . . .4.146, 4.147, 4.149–.153
. Derivative contracts . . . . . . . . . . . . . . . . . . . 4.120
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DISCLOSURE REQUIREMENTS—continued
. Exchange offer . . . . . . . . . . . . . . . . . . 4.162–.163
. Fair value measurements . . . . . . . . .4.138–.141
. FASB ASC 606 . . . . . . . . . . . . . . . . . . . . . . . . 4.146
. FASB ASC 932 . . . . . . . . . . . 4.146, 4.149–.154
. Financial statement controls . . . . . . . . 8.73–.82
. Full cost accounting . . . . . . . . . 4.156, 5.57–.60
. Generally . . . . . . . . . . . . . . . . . . . . . . . .4.142–.145
. Interim . . . . . . . . . . . . . . . . . 4.146, 4.148, 4.154
. Oil and gas entities . . . . . . . . . . . . . . 4.142–.163
. Publicly business entities . . . . . . . . . . . . . . 4.149
. Publicly traded entities . . . .4.139, 4.149–.154
. Reserve quantity and value . . . . . . . 7.168–.174
. Reserves . . . . . . . . . . . . . . . . . . . . . . 4.152, 4.161
. Revenue . . . . . . . . . . . . . . . . . . . . . . . 4.146, 4.152
. SEC requirements for . . . . . . . . . . . . 4.157–.163
. Successful efforts accounting . . . . 4.142–.163
. Suspended wells . . . . . . . . . . . . . . . . 4.147–.148
. Undeveloped proved reserves . . . . . . . . . .4.162

DISCONTINUED OPERATIONS
. Assets held for sale . . . . . . . . . . . . . . . . . . . . .4.95
. Disposals . . . . . . . . . . . . . . . 4.93–.94, 4.98–.99
. Full cost accounting . . . . . . . . . . . . . . . . . . . . 5.48
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. Successful efforts accounting . . . . . . . . . . . 4.23

INTEREST HOLDERS
. Operating expenses . . . . . . . . . . . . . . . . . . . . 4.69
. Operator or nonoperator . . . . . . . . . . . . . . . . 7.35
. Proportionate share . . . . . . . . . . . . . . . . . . . . .4.58
. Revenue accounting . . . . . . . . . . . . . . . . . . . . 4.54
. Taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.54

INTERFACES, COMPUTER-BASED
CONTROLS . . . . . . . . . . . . . . . . . . . . . . . . . 8.70

INTERIM DISCLOSURE
REQUIREMENTS . . . 4.146, 4.148, 4.154

INTERIM FINANCIAL STATEMENTS . . . . 4.147

INTERNAL ACQUISITION, DEVELOPMENT
AND EXPLORATION, SUCCESSFUL
EFFORTS ACCOUNTING . . . . . . . . . . . . 4.03

INTERNAL CONTROL . . . . . . . . . . . . . . . 8.01–.82
. Commodity derivatives . . . . . . . . . . . . . . . . . .8.63
. Computer-based controls . . . . . . . . . . . 8.70–.72

INTERNAL CONTROL—continued
. Contract review . . . . . . . . . . . . . . . . . . . . . . . . 8.69
. Defined . . . . . . . . . . . . . . . . . . . . 7.50, 8.04, 8.07
. Defined, by SEC . . . . . . . . . . . . . . . . . . . . . . . . 8.13
. Entity investments . . . . . . . . . . . . . . . . . . . . . . 8.64
. Exploration and development . . . . . . . 8.33–.49,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.50
. Financial reporting . . . . . . . . . . . . . . . . . .8.06–.08
. Financial statement disclosures . . . . . 8.73–.82
. Framework and components . . . . . . . . . . . . 8.05
. International operations . . . . . . . . . . . . .8.65–.67
. Inventory . . . . . . . . . . . . . . . . . . . . . . . . . . 8.51–.60
. Management evaluation . . . . . . . . . . . . .8.18–.22
. Material misstatement . . . . . . . . . . . . . . 7.50–.56
. Mineral interests acquisition . . . . . . . . .8.24–.32
. Nonpublic entity audits . . . . . . . . . . . . . 8.10–.11
. Oil and gas entity activities . . . . . . . . . .8.23–.72
. Production . . . . . . . . . . . . . . . . . . . . . . . . . 8.51–.62
. Public entity reporting

requirements . . . . . . . . . . . . . . . . . . . . . 8.13–.17
. Related party transactions . . . . . . . . . . . . . . 8.68
. Reserve estimates disclosure . . . .1.48, 4.161,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.38
. Tax and regulatory compliance . . . . . . 8.80–.82

INTERNATIONAL ACCOUNTING STANDARDS
BOARD (IASB) . . . . . . . . . . . . . . . . . . 1.77–.78

INTERNATIONAL OIL AND GAS INDUSTRY,
ACCOUNTING FOR . . . . . . . . . . . . . 6.01–.43

. Asset retirement obligations . . . . . . . . 6.35–.40

. Contractual arrangements . . . . . . . . . . 6.05–.14

. Foreign Corrupt Practices Act . . . . . . .6.41–.42

. Generally . . . . . . . . . . . . . . . . . . . . . . . . . . 6.01–.04

. Income taxes . . . . . . . . . . . . 6.15–.16, 6.21–.28

. Internal controls . . . . . . . . . . . . . . . . . . . .8.65–.67

. Production taxes . . . . . . . . .6.15–.16, 6.19–.20

. Proved reserves reporting . . . . . . . . . . 6.29–.34

. Royalties . . . . . . . . . . . . . . . . . . . . . . . . . . 6.15–.18

INVENTORY
. Audit considerations . . . . . . . . . . . . . 7.140–.141
. Internal controls . . . . . . . . . . . . . . 8.47, 8.51–.60
. Net realizable value . . . . . . . . 4.63, 7.141, 8.55
. Product inventory . . . . . . . . . . . . . . . . . . . . . . .8.55
. Production accounting . . . . . . . . . . . . . .4.63–.67

INVESTEE ENTITY . . . . . . . . . . . . . . . . . . . . . . . 3.03

INVESTMENTS
. Cost basis accounting . . . . . . . . . . . . . . . . . . 3.27
. Equity method accounting . . . . . . . . . . . . . . .3.22
. In-substance common stock . . . . . . . . . . . . .3.23
. Internal controls . . . . . . . . . . . . . . . . . . . . . . . . 8.64
. Limited partnerships . . . . . . . . . . . . . . . . . . . . 3.25

INVESTOR ENTITY . . . . . . . . . . . . . . . . . . . . . . .3.03

INVOLUNTARY CONVERSIONS . . . . . 4.82–.87

J

JIB. See joint interest billing

JOA. See joint operating agreements
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JOINT AND SEVERAL
LIABILITIES . . . . . . . . . .4.71–.78, 4.89–.90

JOINT INTEREST AUDITS
. Collectability . . . . . . . . . . . . . . . . . . . . 7.138–.139
. Considerations . . . . . . . . . . . . . . . . . . 7.94, 7.128
. Documentation . . . . . . . . . . . . . . . . . . . . .2.45–.46
. Payables . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .7.146

JOINT INTEREST BILLING (JIB) . . . . . . . . . 2.43,
. . . . . . . . . 7.133, 7.146, 7.150, 8.35–.37

JOINT INTEREST CREDITS . . . . . . . . . . . . .7.134

JOINT INTEREST OPERATIONS . . . . . 2.41–.43

JOINT INTEREST RECEIVABLES . . . . . . . . .8.37

JOINT OPERATING AGREEMENTS (JOA)
. Allocation of interest . . . . . . . . . . . . . . . . . . .7.125
. Documentation and record

keeping . . . . . . . . . . . . . . . . . . . . . . . . . . 2.41–.43
. Operating expenses . . . . . . . . . . . . . . . . . . . . 4.69
. Taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.54

JOINT VENTURES . . . . . . . . . . .1.54, 1.60, 7.41

K

KICK-OUT RIGHTS . . . . . . . . . . . . . . . . . . . . . . .3.08

L

LANDSAT IMAGING . . . . . . . . . . . . . . . . . 2.54–.58

LEASE AGREEMENTS
(CONTRACTS) . . . . . . . . . . . . . . . . . . 2.10–.28

. Acquisition costs . . . . . . . . . . . . . . . . . . . . . . . 4.09

. Compensatory royalties . . . . . . . . . . . . . . . . . 2.19

. Continuous drilling clause . . . . . . . . . . . . . . . 2.26

. Delay rentals . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.16

. Developmental delay-related costs . . . . . . . 2.20

. Fixed/mandatory rentals . . . . . . . . . . . . . . . . 2.17

. Full cost accounting . . . . . . . . . . . . . . . . . . . . 5.43

. Guaranteed/minimum royalties . . . . . . . . . . 2.22

. Internal controls . . . . . . . . . . . . . . . . . . . . . . . . 8.24

. Lease bonus . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.12

. Lease extension . . . . . . . . . . . . . . . . . . . . . . . . 2.14

. Lease termination . . . . . . . . . . . . . . . . . . . . . . 2.14

. Lessor’s royalty interest . . . . . . . . . . . . . . . . .2.18

. Mineral interest acquisition . . . . . . . . . .2.03–.09

. Offset clause . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.24

. Primary term and drilling obligation . . . . . . 2.13

. Production holds lease . . . . . . . . . . . . . . . . . . 2.23

. Provisions in . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.10

. Revenue distribution . . . . . . . . . . . . . . . . . . . 7.148

. Right to assign interest . . . . . . . . . . . . . . . . . 2.27

. Shut-in royalties . . . . . . . . . . . . . . . . . . . . . . . . 2.21

. Successful efforts accounting . . . . . . .4.91–.92

. Surface damages . . . . . . . . . . . . . . . . . . . . . . .2.25

. Taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.54

. Top lease . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.15

LEASE BONUS . . . . . . . . . . . . . . . . . . . . 2.06, 2.12

LEASE BURDEN . . . . . . . . . . . . . . . . . . . . . . . . . 2.35

LEASE EXTENSION . . . . . . . . . . . . . . . . . . . . . .2.15

LEASE TERMINATION . . . . . . . . . . . . . . . . . . . 2.14

LEASEHOLD COSTS, AUDIT
CONSIDERATIONS . . . . . . . . . . . . . .7.97–.98

LESSOR’S ROYALTY INTEREST . . . . . . . . . .2.18

LIABILITIES
. Asset retirement obligations . . . . . . . . 4.71–.78
. Environmental . . . . . . . . . . 4.79, 7.25–.56, 8.76
. Fair value measurements . . . . . . . . .4.127–.129
. Joint and several . . . . . . . . .4.71–.78, 4.89–.90
. Monetary liability . . . . . . . . . . . . . . . . . . . 6.37–.40

LIFTING COSTS . . . . . . . . . . . . . . . . . . . . . . . . . .4.03

LIFTINGS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .7.140

LIMITED LIABILITY COMPANIES
(LLCs) . . . . . . . . . . . . . . . . . . . . . . . . 3.05, 3.21

LIMITED PARTNERSHIPS . . . . 1.61–.63, 3.07,
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.25

LIQUIFIED NATURAL GAS . . . . . . . . . . . . . . . .1.09

LLCs. See limited liability companies

LOSSES, CONVEYANCES AND . . . . . .4.45–.47

M

MAJORITY SHAREHOLDERS . . . . . . . . . . . . .3.18

MANAGEMENT
. Going concern evaluation . . . . . . . 4.142, 7.167
. Internal control evaluation . . . . . 8.02, 8.18–.22
. Oil and gas entities, sample

representations . . . . . . . . . . . . . . . . . Appendix B
. Written representations from . . . . . . . . 7.79–.80

MANAGEMENT FEES . . . . . . . . . . . . . . . . . . . . 5.55

MANDATORY RENTALS . . . . . . . . . . . . . . . . . .2.17

MARKET APPROACH FOR
VALUATION . . . . . . . . . . . . . . . . . . . . . . . . 4.130

MATERIAL MISSTATEMENTS
. Assertions . . . . . . . . . . . . . . . . . . . . . . . . . 7.21–.24
. Assessment procedures . . . . . . . . . . . 7.29–.31,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.57–.60
. Audit identification and evaluation . . . 7.81–.84
. Audit procedure design and

performance . . . . . . . . . . . . . . . . . . . . . 7.61–.69
. Entity and its environment . . . . . . . . . . 7.25–.56
. Industry, regulatory, and other external

factors . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.32
. Internal control . . . . . . . . . . . . . . . . . . . . . 7.50–.56
. Operations and related business

risks . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.43–.46
. Operator/nonoperator . . . . . . . . . . . . . . 7.35–.38
. Relevant assertions . . . . . . . . . . . . . . . . . . . . . 7.23
. Risk of . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.12, 7.16

MATERIALITY . . . . . . . . . . . . . . . . . . . . . . . 7.14–.17

MIDSTREAM ACTIVITIES . . . . . . . . . . . . . . . . .1.50

MIDSTREAM PETROLEUM
OPERATIONS . . . . . . . . . . . . . . . . . . . . . . . .1.50
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MINERAL INTERESTS
. Acquisition . . . . . . . . . . . . . . . . . . . . . . . . .2.01–.48
. Asset acquisition . . . . . . . . . . . . . . . . 4.103–.104
. Conveyances . . . . . . . . . . . . . . . . . . . . . . 4.41–.50
. Delay-related costs . . . . . . . . . . . . . . . . . . . . . 2.20
. Documents and files . . . . . . . . . . . . . . . .2.40–.48
. Frequently encountered

transactions . . . . . . . . . . . 2.29–.39, 8.25–.27
. Internal controls . . . . . . . . . . . . . . . . . . . .8.24–.32
. Operating expenses . . . . . . . . . . . . . . . . 4.68–.70
. Ownership arrangements . . . . . . . . . . . 3.02–.04
. Prospecting and exploration . . . . . . . . 2.61–.67

MINORITY SHAREHOLDERS . . . . . . . . . . . . . 3.18
MONETARY LIABILITY . . . . . . . . . . . . . . 6.37–.40
MONITORING . . . . . . . . . . . . . . . . . . . . . 8.05, 8.22

N

NATURAL DISASTERS . . . . . . . . . . . . . . .4.82–.87
NATURAL GAS, DEVELOPMENT OF THE

INDUSTRY. See also oil and gas
industry . . . . . . . . . . . . . . . . . . . . . . . . 1.08–.10

NATURAL GAS POLICY ACT OF 1978 . . . 1.12
NET FUTURE CASH FLOWS . . . . . . . 4.33, 4.39
NET PROFIT INTEREST (NPI) . . . . . 2.32, 2.34,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.37
NET QUANTITIES, DISCLOSURE

REQUIREMENTS . . . . . . . . . . . . . . . . . . . 4.154
NET REALIZABLE VALUE,

INVENTORY . . . . . . . . . . .4.63, 7.141, 8.55
NET REVENUE INTEREST (NRI) . . . . 2.32–.33,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.37
NEW COUNTRY APPLICATIONS . . . . .5.29–.35
NONCONTROLLING INTERESTS . . . . . . . . .8.27
NONFINANCIAL ASSETS, FAIR

VALUE . . . . . . . . . . . . . . . . . . . . . . . 4.124–.126
NONMONETARY EXCHANGES . . . . . . . . . . .2.39
NONOPERATING INTEREST . . . . . . . . . . . . . 6.17

NONOPERATORS
. Audit evidence . . . . . . . . . . . . . . . . . . . . . . . . . .7.37
. Audit procedures . . . . . . . . . . . . . . . . . . . 7.35–.38
. Authorization for expenditure . . . . . . . . . . . . 8.50
. Collectability . . . . . . . . . . . . . . . . . . . . . . . . . . 7.138
. Documentation and record keeping . . . . . 2.44,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.46
. Exploration, development, and

production . . . . . . . . . . . . . . . . . . . . . . . . . . . .8.50
. Internal controls . . . . . . . . . . . . . . . . . . . . . . . . 8.50
. Inventory . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.139
. Joint interest credits . . . . . . . . . . . . . . . . . . .7.134
. Joint interest payables . . . . . . . . . . . . . . . . . 7.146
. Material misstatements . . . . . . . . . . . . . 7.35–.38
. Unapplied advances . . . . . . . . . . . . . . . . . . . 7.150

NONPUBLIC ENTITIES
. Disclosure requirements . . . . . . . . . . . . . . . 4.149
. Internal control for audits . . . . . . . . . . . 8.10–.11
. Successful efforts accounting . . . . . . .4.06–.07

NONRISK SERVICE CONTRACTS . . .6.10–.11,
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.13, 6.29

NORMAL PURCHASES AND NORMAL
SALES . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.118

NPI. See net profit interest

NRI. See net revenue interest

O

OBSERVABLE INPUTS, FAIR VALUE
HIERARCHY . . . . . . . . . . . . . . . . . 4.135–.136

OFFSET CLAUSE . . . . . . . . . . . . . . . . . . . . . . . . 2.24

OFFSHORE DRILLING . . . . . . . . 1.17–.18, 2.70

OIL AND GAS FUNDS . . . . . . . . . . . . . . . . . . . .1.61

OIL AND GAS INDUSTRY . . . . . . . . . . . .1.01–.78
. Accounting history . . . . . . . . . . . . . . . . . 1.67–.76
. Audit considerations . . . . . . . . . . . . . . 7.01–.178
. Capital sources and organizational

structure . . . . . . . . . . . . . . . . . . . . . . . . . 1.57–.66
. Disclosure requirements . . . . . . . . . 4.138–.163
. Drilling and development . . . . . . . . . . . .2.68–.88
. Full cost accounting . . . . . . . . . 1.76, 4.01–.08,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.01–.60
. History of . . . . . . . . . . . . . . . . . . . . . . . . . . 1.01–.20
. Internal control issues . . . . . . . . . . . . . . 8.01–.82
. International activities . . . . . . . . . . . . . . 6.01–.43
. International standards for

accounting . . . . . . . . . . . . . . . . . . . . . . . 1.77–.78
. Joint interest arrangements . . . . . . . . . . . . . 1.60
. Limited partnerships . . . . . . . . . . . . . . . 1.61–.63
. Mineral interests acquisition . . . . . . . . .2.01–.48
. Oil sands . . . . . . . . . . . . . . . . . . . . . . . . . . 1.54–.56
. Origin and accumulation . . . . . . . . . . . . 1.21–.29
. Ownership arrangements . . . . . . . . . . . 3.01–.27
. Primary business activities . . . . . . . . 2.01–.100
. Production . . . . . . . . . . . . . . . . . . . . . . . 2.89–.100
. Prospecting and exploration . . . . . . . . 2.49–.67
. Regulation and oversight . . . . . . . . . . . . . . . . 2.88
. Reserves . . . . . . . . . . . . . . . . . . . . . . . . . . 1.30–.48
. Royalty trusts . . . . . . . . . . . . . . . . . . . . . . 1.64–.65
. Successful efforts accounting . . . . . 4.01–.163
. Upstream operations . . . . . . . . . . . . . . . 1.49–.56

OIL AND GAS PRODUCING ACTIVITIES,
DEFINED . . . . . . . . . . . . . . . . . . . . . .1.35, 1.56

OIL AND GAS PROGRAMS . . . . . . . . . . . . . . .1.61

OIL SANDS . . . . . . . . . . . . . . . . . . . . . . . . . 1.54–.56

OPERATING ACTIVITIES . . . . . . 1.50, 7.43–.46

OPERATING AGREEMENTS . . . . . . . . . 2.41–.44

OPERATING EXPENSES . . . . . . . . . . . . 4.68–.70,
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.142–.144

OPERATORS
. Audit evidence . . . . . . . . . . . . . . . . . . . . . . . . . .7.37
. Audit procedures . . . . . . . . . . . . . . . . . . . 7.35–.38
. Authorization for expenditure . . . . . . . . . . . . 8.50
. Collectability . . . . . . . . . . . . . . . . . . . . . . . . . . 7.138
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OPERATORS—continued
. Documentation and record keeping . . . . . 2.44,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.46
. Inventory . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.139
. Material misstatements . . . . . . . . . . . . . 7.35–.38

OPTION CONTRACTS, DERIVATIVE
COMMODITIES . . . . . . . . . . . . .4.112, 4.114

ORGANIZATION OF PETROLEUM EXPORTING
COUNTRIES (OPEC) . . . . . .1.06–.07, 1.16

ORRI. See overriding royalty interest

OUTPUT, IN BUSINESS . . . . . . . . . . . . . . . . . 4.101

OVERHEAD COST
CAPITALIZATION . . . . 7.104–.105, 7.144,
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.43

OVERLIFT, REVENUE
RECOGNITION . . . .4.58–.59, 7.136, 8.53

OVERRIDING ROYALTY INTEREST
(ORRI) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .2.31

OVERSIGHT. See regulation and oversight

OWNERSHIP ARRANGEMENTS . . . . . 3.01–.27
. Accounting models . . . . . . . . . . . . . . . . . 3.09–.11
. Audit procedures . . . . . . . . . . . . . . . . . . . 7.39–.42
. Consolidation method . . . . . . . . . . . . . . 3.15–.17
. Cost method . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.27
. Equity method . . . . . . . . . . . . . . . . . . . . . 3.20–.26
. International oil and gas contracts . . . . . . . 6.14
. LLCs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .3.05
. Mineral interests . . . . . . . . . . . . . . . . . . . 3.02–.04
. For risk sharing . . . . . . . . . . . . . . . . . . . . . . . . .1.59
. Separate entities . . . . . . . . . . . . . . . . . . . 3.03–.04
. Undivided interests . . . . . . . . . . . . . . . . . . . . . 3.02
. Variable interest entities (VIEs) . . . . . . . . . . 3.04,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.12–.15, 3.16
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