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Oil & Gas Modeling 
– Certification Quiz Questions 

Module 2 – Upstream Valuation and 3-Statement Model 
 

7. You are building a 3-statement model linked to a NAV model for an E&P company. In the 3-
statement model, the Book DD&A Expense is projected on a $ / Mcfe basis and linked to the 
annual gas-equivalent production each year. This is the number that appears on the Income 
Statement for DD&A. 
 
In the NAV model, however, the Tax DD&A is projected on a “depletion” basis; this is also 
the number used to calculate Deferred Taxes in the 3-statement model. 
 
So, for the PD Reserves, it is based on Annual PD Production / Total PD Reserves * Net 
PP&E. For the PUD Reserves, it is based on Annual PUD Production / Total PUD Reserves * 
Total Drilling CapEx Over ~40 Years. 
 
An image illustrating the impact of these projection methods is shown below this question. 
 
Which of the following answer choices represents a POTENTIAL PROBLEM with these 
methods of forecasting the Book and Tax DD&A? 
 
This question has 2 correct answers and 2 incorrect answers. You must select BOTH correct 
answers and no incorrect answers to earn a point for this question. 

 

https://breakingintowallstreet.com/


 
 
 
 

 
 

2 of 5  https://breakingintowallstreet.com 

 
 

a. These methods cause the Tax DD&A to exceed the Book DD&A each year, which is 
incorrect – E&P companies should not benefit from accelerated 
depreciation/depletion like this. 
 

b. It is unclear how the Maintenance CapEx for the PD Reserves is treated, which could 
skew the numbers if it is expensed rather than depreciated or if it follows a different 
depletion/depreciation schedule. 
 

c. The Tax DD&A is likely too large in the early years since it is based on the Total 
Drilling CapEx Over ~40 years, even though most of it has not yet been spent. 

 
d. It is incorrect to use the Net PP&E for the Tax DD&A corresponding to the PD 

Reserves because Net PP&E already reflects a deduction for the Accumulated DD&A. 

 

8. As shown in the image below this question, you have created a set of Public Comps for the 
E&P company you are valuing (“Range Resources” or “RRC”). The screening is based on 
industry (independent E&P firms), geography (U.S. only), and size (Proved Reserves 
between 10 and 30 Tcfe).  
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The companies use a mix of Full Cost and Successful Efforts accounting and operate in 
varied basins within the U.S. 
 
Which of the following statements are VALID interpretations of this set of comparable 
companies? 
 
This question has 2 correct answers and 2 incorrect answers. You must select BOTH correct 
answers and no incorrect answers to earn a point for this question. 
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a. Range Resources seems substantially overvalued based on the EBITDAX multiples, 
but EBITDAX may not be relevant since there are no IFRS-based companies. 
 

b. Since each multiple tells a different story, this set is not particularly useful in 
determining whether RRC is overvalued, undervalued, or valued appropriately. 

 
c. One major comparability issue is that RRC’s R / P Ratio is far higher than any other 

company’s, which means its EBITDAX and Daily Production may be well below 
market norms. 

 
d. Screening a set of comparable companies based on Proved Reserves is inappropriate 

in this vertical; a Daily Production or EBITDAX screen would be more accurate 
because of their importance in the near-term projections. 

 

9. You have completed the valuation for Range Resources and created the valuation summary 
chart shown below this question. 
 
Which of the following statements BEST summarize your conclusions from this chart? 
 
This question has 2 correct answers and 2 incorrect answers. You must select BOTH correct 
answers and no incorrect answers to earn a point for this question. 
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a. The company seems to be between “modestly overvalued” and “appropriately 
valued,” depending on the methodologies you weight most heavily. 
 

b. Since the NAV Model produces the narrowest range of output, it is the most reliable 
methodology (and it points to RRC being overvalued). 

 
c. The Public Comps should not be used at all, given the huge range of implied share 

prices they produce. 
 
d. Many deals in the Precedent Transactions likely took place in an environment with 

lower oil/gas/NGL prices, which explains why they produce lower values than the 
Public Comps. 
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