Appendix A

Summary of National Accounting Standards for the Extractive Industries

A.1
This appendix summarises the national accounting standards for the extractive industries in the following countries:


(a)
Australia;


(b)
Canada;


(c)
Indonesia;


(d)
Nigeria;


(e)
South Africa;


(f)
United Kingdom; and


(g)
United States.

Australia

Mining and Oil and Gas (Combined Standard)

A.2
AASB 1022 and AAS 7, both titled Accounting for the Extractive Industries, were issued in 1989.  They have the same technical content.  AASB 1022 is applied to companies and AAS 7 is applied to non-corporate reporting entities in the private sector and business undertakings in the public sector.

A.3
Under the two standards, exploration and evaluation costs must be written off unless rights to tenure of the area of interest are current and at least one of the following conditions is met:


(a)
such costs are expected to be recouped; and


(b)
activities have not established whether or not economically recoverable resources exist in the area, and active and significant operations are continuing.


For this purpose, area of interest means an “individual geological area that is considered to constitute a favourable environment for the presence of a mineral deposit or an oil or natural gas field, or has been proved to contain such a deposit or field”.

A.4
Development costs should be carried forward to the extent that the enterprise expects to recoup those costs.  Construction costs should be accounted for under the standard for depreciation if they represent the costs of facilities in the nature of depreciable assets.  Otherwise construction costs should be accounted for in the same way as development costs.

A.5
If an area of interest is subsequently abandoned, costs carried forward in respect of the area should be written off when the decision to abandon is made.

A.6
Costs carried forward should be amortised over the life of the area of interest on a production output basis or on a time basis.  A time basis should be applied only if it is more appropriate.  The basis of amortisation should be applied consistently.

A.7
Expected future restoration costs should be provided for as part of the costs of the exploration, evaluation, development, construction, or production phases that give rise to the need for restoration.

A.8
Inventories should be recognised when materials can be measured reliably and the quantities can be determined by physical measurement or reliable estimate.

A.9
Sales revenue should be recognised when the product is in the form in which it is to be sold and:


(a)
the property in the product has passed to the purchaser; or


(b)
the product has moved finally from the physical control of the vendor pursuant to an enforceable sales contract.

Canada

Mining

A.10
Canada does not have a separate accounting standard for the mining industry.  However, in 1988 the Canadian Institute of Chartered Accountants (CICA) issued a research study that has been looked to as guidance.  The research study, Accounting and Financial Reporting by Junior Mining Companies, deals with accounting and financial reporting by those mining companies that are involved mainly in exploration, and to a lesser extent in development, of mining properties.  

A.11
The research study recommends that all exploration and development costs should be capitalised since they are essential to the discovery of reserves.  It also recommends that only losses should be recognised on partial sales of a mining property since the book value of a property is merely the accumulated costs and not an indication of the underlying value.  Gains from partial sales are deducted from carrying costs.  In addition to the above, the research study deals with a number of issues such as mineral property acquisition, mineral property abandonment and sale, disclosure, and administrative and share issue costs.

Oil and Gas

A.12
Regarding the oil and gas industry, one pronouncement was issued by CICA in 1990.  The Accounting Guideline, Full Cost Accounting in the Oil and Gas Industry, deals with the application of the full cost accounting method for oil and gas exploration, development, and production activities, to narrow the range of alternatives in applying full cost accounting method.  However, it neither recommends nor discourages the use of the full cost accounting method.

A.13
Under the Accounting Guideline, all costs associated with property acquisition, exploration, and development activities should be capitalised.  Internal costs can be capitalised if they can be directly identified with such activities.  Any costs related to production, general corporate overhead, or similar activities should not be capitalised.  Costs of acquiring and evaluating unproved properties may be excluded from costs subject to depletion and depreciation (“D&D”) until it is determined whether proved reserves are attributable to the properties or impairment occurs.  Certain development costs may be excluded from costs subject to D&D until the earliest of (a) a portion of the property becomes capable of production, (b) development activity ceases, or (c) impairment occurs.  Capitalised costs should be depleted and depreciated on the unit of production basis.

A.14
Proceeds from sales of properties should normally be credited to capitalised costs subject to D&D with no gain or loss recognised, except that gains or losses are recognised when crediting the proceeds to costs results in a change of 20 per cent or more in the D&D rate.

A.15
The Accounting Guideline also states that it is widely recognised that a “ceiling test”, which assesses a limit on the aggregated costs carried forward, should be performed under full cost accounting method.

Indonesia

Mining

A.16
In 1994, the Indonesian Institute of Accountants issued Statement of Financial Accounting Standards No. 33, Accounting for the General Mining Industry.  It deals with accounting for exploration, development and construction, production, and environmental management activities.  It also deals with disclosure and presentation for those activities.  

A.17
Under Statement 33, exploration and evaluation costs in an area of interest should be expensed unless one of the following conditions is met:


(a)
exploration activities up to the balance sheet date have not reached a stage which allows a determination of whether proven reserves will be discovered and significant exploration activities are continuing; or


(b)
it can be proven that the expenditure will be recovered through production or by sale of the area to another party.


Under Statement 33, an area of interest is a geological area that is expected to have the potential to yield general mineral reserves or has been proven to yield general mineral reserves.  

A.18
Certain development costs are deferred and generally amortised on the unit-of-production method.  Amortisation is calculated based on the estimated useful economic life of the area of interest if the time basis results in more accurate information.  The development costs to be deferred include the costs for development activities in a defined area of interest, depreciation costs on fixed assets, and general and administrative costs that are directly related to development activities.  The costs of building an environmental management infrastructure are capitalised and depreciated based over the economic useful life.  Estimated environmental management liabilities should be accrued if certain conditions are met.

Oil and Gas

A.19
The Indonesian Institute of Accountants issued Statement of Financial Accounting Standards No. 29, Accounting for Oil and Gas Industry, in 1994.  It deals with accounting for exploration, development, production, processing, transportation, and marketing in oil and gas industry.

A.20
Under Statement 29, exploration costs can be accounted for under either the full cost method or the successful efforts method.  All development costs are capitalised as a part of the oil and gas assets.  All expenses related to production activities are expensed when incurred.

Nigeria
Mining

A.21
The Nigerian Accounting Standards Board has not issued a pronouncement for the mining industry.  

Oil and Gas

A.22
The Nigerian Accounting Standards Board has issued two pronouncements for the oil and gas industry.  Statement of Accounting Standard 14, Accounting in the Petroleum Industry: Upstream Activities, was issued in 1993.  In addition, Statement of Accounting Standard 17, Accounting in the Petroleum Industry: Downstream Activities, was issued in 1997.  

A.23
Statement 14 covers upstream activities, that is, mineral rights acquisition, exploration and drilling, development, and production of crude oil and gas.  In particular, it deals with cost capitalisation, recognition of gains or losses under conveyances, provision for restoration and abandonment costs, and disclosures.  Under Statement 14, a company may use either the full cost method or the successful efforts method.  The method should be applied consistently and disclosed.

A.24
Statement 17 covers downstream activities, that is, transporting, refining, and marketing of oil, gas, and derivatives.  In particular, it deals with costs of short-life catalysts, maintenance costs, depreciation of plant and equipment, bridging costs, and disclosures.  Statement 17 states: “Downstream activities refer to those activities that take place from receipt of crude oil into crude oil tanks or gas into petrochemical tanks to the transportation of refined products to the final user or of processed products to secondary industries.  These activities encompass transporting, refining, liquefaction of natural gas, distributing, and marketing of refined petroleum products, gas, and derivatives.”

South Africa

Mining

A.25
One pronouncement has been issued for the mining industry in South Africa.  The pronouncement, Accounting and Reporting Practices in the Mining Industry, was issued in February 1995.  It was prepared by the Accounting Practices Committee of the Chamber of Mines in conjunction with the Accounting Practices Committee of The South African Institute of Chartered Accountants.  

A.26
There are two methods of accounting in the mining sector.  One is the appropriation accounting method that is more commonly used, and the other one is the amortisation method.

A.27
Under the appropriation method, no charge is made for amortisation of mining assets, nor is any account taken of the depletion of ore reserves.  Ongoing capital expenditures to maintain existing production capacity are charged to expense.  Certain capital expenditures, usually on the expansion of existing production capacity, on major projects to maintain capacity, and on material changes in infrastructure, are appropriated for from after-tax profits and transferred to nondistributable reserves.  As a result, the reserves, together with share capital, share premium, and long term liabilities, will approximate the cost of the mine's total investment in the establishment and expansion of its mining undertaking.

A.28
The appropriation method relates closely to cash flow accounting for an individual mine.  It is based on the premise that as mines have a finite life, the retention of funds to finance the replacement of the mining facility is unnecessary.  The principle is adopted that shareholders’ funds are invested in a wasting asset, and the cost of mining assets over and above the initial capital is provided out of profits earned.  Profits are retained to fund expenditure on mining assets to the extent that this expenditure exceeds capital funds, while the remaining profits are available for distribution to shareholders.  This method is regarded as suited to those mines in the industry that suffer extensive volatility in relation to their ore grades and product lines, and accordingly are high-risk ventures.

A.29
Under the amortisation method, mining assets include costs of exploration and evaluation, infrastructure, development, preproduction costs, and capitalised interest.  Mining assets are amortised over the estimated life of the mining operation.  This method is regarded as suited to mining companies that carry on mining operations on a continuous basis by exploiting new mineral resources as and when existing deposits become exhausted.

Oil and Gas

A.30
The Accounting Practices Committee of The South African Institute of Chartered Accountants has not issued a pronouncement for the oil and gas industry.  

United Kingdom

Mining

A.31
The UK Accounting Standards Board (ASB) has not issued a pronouncement for the mining industry.  

Oil and Gas

A.32
In January 2000, the UK Oil Industry Accounting Committee (OIAC) issued a Statement of Recommended Practice (SORP), Accounting for Oil and Gas Exploration, Development, Production and Decommissioning Activities.  The SORP is intended to promote consistency among companies reporting under UK GAAP regarding oil and gas exploration, development, and production activities.  The January 2000 SORP incorporates and updates four previous SORPs and two related Guidance Notes issued from 1986 to 1998.  The UK ASB had previously authorised the OIAC to develop the SORP.  The UK ASB performed a limited review of the SORP and concluded that it does not contain any unacceptable principles and it does not conflict with any existing or currently contemplated UK accounting standard. 

A.33
Two methods of accounting are described by the SORP: full cost accounting and successful efforts accounting.  Both methods are considered acceptable.

A.34
Under full cost accounting, all costs associated with exploring for and developing oil and gas reserves should be capitalised, regardless of the success or failure of specific parts of the overall exploration activity.  Costs are accumulated in “cost pools”, and the costs in each cost pool are generally written off against income arising from production of the reserves attributable to that pool.  The capitalised assets should be depreciated on a unit-of-production basis by reference to quantities.

A.35
Under successful efforts accounting, exploration expenditure should be charged directly to expense.  Expenditure that relates to unsuccessful drilling operations is also written off, although it is initially capitalised pending determination of success or failure.  Only costs that relate directly to the discovery and development of specific commercial oil and gas reserves should remain capitalised to be depreciated over the lives of those reserves.  The depreciation should be based on a unit-of-production basis by reference to quantities.

A.36
Ceiling tests (impairment tests) should be performed for capitalised costs under both accounting methods.

A.37
Regarding accounting for risk sharing arrangements involving the transfer or financing of all or part of an owner's interest in an oil and gas property, the general principles are described, and the recommended application to specific transactions is also described in the SORP.

A.38
In addition to the above, the SORP deals with accounting for oil and gas production activities, accounting for disposals, abandonment, decommissioning, and other changes of interests, and financial statement presentation and disclosure.

United States

Mining

A.39
The US Financial Accounting Standards Board (FASB) has not issued a pronouncement on accounting by the mining industry.  However, FASB Statement No. 89, Financial Reporting and Changing Prices  (paragraph 14(a)), requires that enterprises with mineral resource assets (other than oil and gas, which is addressed separately in FASB Statement 69 – see paragraph A.46 below) disclose certain information about their mineral reserves, in particular: 



Estimates of significant quantities of proved mineral reserves or proved and probable mineral reserves (whichever is used for cost amortization purposes) at the end of the year or . . . 

A.40
The US SEC has published some industry accounting guidance for mining companies.  The SEC staff has taken the position that they would generally challenge capitalization of exploration costs; they believe that those costs should be expensed as incurred during the exploration stage under US GAAP.

Oil and Gas

A.40
In 1977, the FASB issued Statement No. 19, Financial Accounting and Reporting by Oil and Gas Producing Companies, in 1977.  It required the use of the successful efforts method of accounting and prohibited the full cost method.  

A.41
In 1978, before FASB Statement 19 became effective, the US Securities and Exchange Commission (SEC) issued an Accounting Series Release that, together with several subsequent Releases:


(a)
adopted the form of successful efforts accounting prescribed by Statement 19;


(b)
adopted a form of the full cost accounting method;


(c)
permitted the use of either (a) or (b) for SEC reporting purposes;


(d)
adopted the disclosures prescribed by FASB Statement 19; and


(e)
adopted rules requiring disclosure of certain financial and operating information beyond that required in FASB Statement 19.  

A.42
At the same time, the SEC said it believed that neither the full cost nor the successful efforts method provided sufficient information on the financial position and operating results of oil and gas producing enterprises.  Accordingly, the SEC concluded that a new method of accounting, based on the values of proved oil and gas reserves, should replace both the successful efforts and full cost accounting methods in the primary financial statements.  The SEC developed that new accounting method, which it called reserve recognition accounting (RRA), but imposed it on a supplemental disclosure basis, not as a replacement for the primary financial statements.  Under RRA, the SEC required disclosure of a supplemental earnings summary to reflect estimated additions to proved reserves and changes in valuation of estimated proved reserves, based on current prices and a 10-percent discount rate.  All costs associated with finding and developing such additions and all costs determined to be nonproductive during the period were deducted in determining that supplemental measure of earnings.

A.43
As a result of the SEC’s actions, FASB suspended most of Statement 19’s requirements related to the successful efforts method for an indefinite period, though certain requirements, such as those for mineral property conveyances and disclosures, were retained.  

A.44
After three years, it was found that the RRA disclosures were not much used by investors.  So, in 1981 the SEC announced that it no longer considered RRA to be a potential method of accounting in the primary financial statements of oil and gas producers.  Subsequently, the staff of the Office of the Chief Accountant of the SEC recommended that the full cost method be eliminated for publicly held companies.  However, that proposal was rejected in 1986.  

A.45
As a result of the foregoing, both full cost method and successful efforts method are currently acceptable in the United States.  

A.46
In 1982, the FASB issued its Statement No. 69, Disclosures about Oil and Gas Producing Activities, which replaced both the disclosures required by FASB Statement 19 and the SEC’s RRA disclosures.  FASB Statement 69 requires all enterprises engaged in oil and gas producing activities to disclose in their financial statements the method of accounting for costs incurred in those activities and the manner of disposing of capitalized costs relating to those activities.

A47
In addition, FASB Statement 69 establishes a comprehensive set of disclosures for oil and gas producing activities of publicly traded enterprises.  Such enterprises are required to disclose the following as supplementary information to their annual financial statements, but not as a part of the financial statements:


(a)
proved oil and gas reserve quantities and, separately, changes in those quantities resulting from:



(i)
revisions of previous estimates; 



(ii)
improved recovery;



(iii)
purchases of minerals in place;



(iv)
extensions and discoveries;



(v)
production; and



(vi)
sales of minerals in place.


(b)
capitalized costs relating to oil and gas producing activities;


(c)
costs incurred in oil and gas property acquisition, exploration, and development activities (each category separately and by geographical area);


(d)
results of operations for oil and gas producing activities, showing separately:



(i)
revenues;



(ii)
production (lifting)costs;



(iii)
exploration expenses;



(iv)
depreciation, depletion, and amortization, and valuation provisions;



(v)
income tax expenses; and



(vi)
results of operations for oil and gas producing activities (excluding corporate overhead and interest costs); 


(e)
a standardized measure of discounted future net cash flows relating to proved oil and gas reserve quantities, with the following shown separately for the enterprise in the aggregate and by geographical area:



(i)
future cash inflows;



(ii)
future development and production costs;



(iii)
future income tax expenses;



(iv)
future net cash flows [(i) above minus the sum of (ii) and (iii)];

(v) discount: the difference between 

a. (iv) above before any discounting, and

b. (iv) above discounted using a discount rate of 10 per cent]; and



(vi)
the standardized measure of discounted future net cash flows [(iv) above minus (v)]; and


(f)
analysis of the components of the change in the standardised measure during the period.

A.48
Details of the FASB standardised measure of discounted future net cash flows relating to proved oil and gas reserve quantities are set out in Chapter 14.  

A.49
FASB has issued two interpretations applicable to oil and gas activities.  FASB Interpretation No. 33, Applying FASB Statement No. 34 to Oil and Gas Producing Operations Accounted for by the Full Cost Method (1980) clarifies which assets of an oil and gas producing operations accounted for by the full cost method qualify for capitalisation of interest cost under FASB Statement 34.  FASB Interpretation No. 36, Accounting for Exploratory Wells in Progress at the End of a Period (1981) clarifies the treatment, under FASB Statement 19, of the costs of an exploratory well in progress at the end of a period that is determined to be a dry hole (it did not locate proved oil and gas reserves) after the end of the period but before the financial statements for the period are issued.  FASB Interpretation 36 states that the costs incurred through the end of the period should be charged to expense for that period, consistent with the requirement in FASB Statement 19 that the costs of exploratory dry holes be charged to expense.  
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