
VIEWPOINTS:
Applying IFRSs in the Oil and Gas Industry

MAY 2014

Oil and Gas 
Industry Task 
Force on IFRSs
International Financial Reporting 

Standards (IFRSs) create unique 

challenges for junior oil and  

gas companies. Financial 

reporting in the sector is atypical 

due to significant differences  

in characteristics between  

junior oil and gas companies  

and other types of companies. 

The Canadian Association of 

Petroleum Producers (CAPP), 

the Explorers and Producers 

Association of Canada (EPAC) 

and the Chartered Professional 

Accountants of Canada (CPA 

Canada) created the Oil and Gas 

Industry Task Force on IFRSs to 

share views on IFRS application 

issues of relevance to junior oil 

and gas companies. The task force 

views are provided in a series 

of papers available through free 

download. These views are of 

particular interest to chief financial 

officers, controllers and auditors.

The views expressed in this series 

are non-authoritative and have  

not been formally endorsed by 

CAPP, EPAC, CPA Canada or  

the organizations represented  

by the task force members.

THE EXPLORERS AND PRODUCERS ASSOCIATION OF CANADA

SEGMENT REPORTING

BACKGROUND

IFRS 8 Operating Segments sets out requirements for disclosure 
of information about an entity’s operating segments; an entity’s 
products and services; the geographical areas in which it operates 
and its major customers. The standard’s objective is to enable  
users of financial statements to evaluate the nature and financial 
effects of an entity’s activities and the economic environments  
in which it operates.

Segmented reporting is important to users of financial statements 
because it illustrates how management, or more specifically the 
chief operating decision maker (CODM), allocates resources to the 
business. Segmented reporting provides a snapshot of the way 
performance is evaluated by the CODM; this evaluation does not 
have to be and may not be consistent with IFRSs. For example, 
the CODM may consider economic hedging relationships to be 
designated as hedges for segmented reporting purposes even 
though such hedges do not qualify for hedge accounting under 
IFRS. The CODM may also adjust for what they view as “non-
recurring items.” 

From a management perspective, segmented reporting can be a 
useful tool for describing the business’s results in documents such 
as the Management Discussion and Analysis (MD&A) or in other 
discussions of the entity’s performance. 

The determination of segment information affects reporting 
beyond disclosure (e.g., how certain assets are allocated for the 
purposes of impairment testing). 

ISSUE

What are the IFRS requirements and options relating to segmented 
reporting for an oil and gas entity?
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VIEWPOINTS

Operating Segments 
An operating segment is a component of an entity:

(a) that engages in business activities from which it may earn revenues and incur expenses (including 
revenues and expenses relating to transactions with other components of the same entity),

(b) whose operating results are regularly reviewed by the entity’s CODM to make decisions about resources 
to be allocated to the segment and assess its performance, and

(c) for which discrete financial information is available.

An operating segment may engage in business activities for which it has yet to earn revenues, for example, start-up 
operations may be operating segments before earning revenues.

Chief Operating Decision Maker
In order to identify an operating segment it is critical to determine the CODM. 

The term CODM identifies a function, not necessarily a manager with a specific title. That function is to allocate 
resources to, and assess the performance of, the operating segments of an entity. Frequently, but not always, the 
CODM of a publicly accountable junior oil and gas company will be the Chief Executive Officer (CEO) or Chief 
Operating Officer (COO).1

Assuming the CEO is the CODM, the next question to consider is: “What information does the CEO receive about 
the performance of the business?” 

Often the CEO will receive performance information at multiple levels of aggregation. For example, a CEO of an oil 
company with two fields in Saskatchewan, a field in Alberta, and three fields in North Dakota, may receive revenues 
and operating expenses by field. The CEO may also receive reports that summarize the information into operating 
profits in Canada and the U.S. which combine several fields in each jurisdiction. In this case, it may be useful to 
assess the type of information presented to the board of directors because this information is likely indicative 
of how management views the entity’s activities. That is, if the board only receives summarized information for 
Canada and the U.S. and this is how the CEO presents the performance of the company to the board, then this 
would be a strong indicator that there are two operating segments, Canada and the U.S. 

Reportable Segments 
Once the operating segments have been determined, some optional methods may be applied to report more 
aggregated information in the financial statements:

• Quantitative Thresholds — IFRS 8.13-.19 sets out various quantitative thresholds based on revenue, profit 
and loss and assets. Where the operating segment does not meet these quantitative thresholds, it may be 
aggregated with other quantitatively immaterial operating segments into a “reportable segment.”

• Aggregation Criteria — Where two operating segments exhibit similar long-term financial performance and 
have similar economic characteristics, they may be reported on an aggregated basis. A list of criteria is 
provided in IFRS 8.12.

For the purposes of impairment testing (e.g., in IFRS 36 or IFRS 6) reference to segments refers to those segments 
before aggregation, irrespective of whether the entity is within the scope of IFRS 8.2

IAS 36.80 indicates that goodwill cannot be tested for impairment at a level greater than an operating segment.3 
Furthermore, IFRS 6.21 indicates that, where it is an entity’s policy to test exploration and evaluation (E&E) assets 
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together with related cash-generating units (CGUs), the level at which E&E is allocated and tested cannot exceed 
an operating segment. In practice, other than for corporate assets, it is rare to aggregate CGUs to a level greater 
than an operating segment for purposes of testing assets such as property, plant and equipment.

Reporting Segmented Information
Once it has been concluded that segmented information will be disclosed, an oil and gas company needs to 
determine what information will be included in the disclosures. 

IFRS 8 provides flexibility in reporting segmented information. Generally, only those items regularly reported to 
the CODM need to be disclosed. Since IFRS 8 requires segment information to be provided on the same basis as 
information reported to the CODM, information presented in the segment note does not necessarily need to be 
prepared in accordance with IFRSs. 

Presentation of amounts in the segment note on a basis other than that reported in the IFRS financial statements 
will affect the explanation of the measurements of segment amounts under IFRS 8.27 and the reconciliations 
required to be presented under IFRS 8.28. 

Illustrative Example: Unrealized Items

ABC Ltd.’s CODM reviews segmental operating profits, which include only realized hedging gains and losses 
(i.e., those not designated for hedge accounting under IFRS) and exclude unrealized gains and losses from 
derivatives. 

If this is the basis on which the CODM allocates resources to the segments and reviews their performance, then 
this is the measure that should be reported in the segment reporting note. 

To comply with IFRS 8.21(c) and to enable users to understand the differences in the basis of accounting 
applied in the segment note, ABC Ltd. reconciles the information reported in the segmented note with the 
primary financial statements. All other disclosures required by IFRS 8 are also included.

Illustrative Example: Proportionate Consolidation

XYZ Inc. is a party to several joint ventures (as defined in IFRS 11 Joint Arrangements). In accordance with  
IFRS 11, the company accounts for all joint ventures using the equity method. 

The CODM of XYZ Inc. allocates resources to and reviews the performance of the segments based on 
operating results prepared using the proportionate consolidation method.

In preparing its segment note, XYZ Inc. presents a measure of performance on the same basis as the 
information reported to the CODM, which is that resulting from applying the proportionate consolidation 
method. 

To comply with IFRS 8.21(c) and to enable users to understand the differences in the basis of accounting 
applied in the segment note, XYZ Inc. reconciles the proportionally consolidated information presented in  
the segmented note with the primary financial statements prepared using the equity method.

All other disclosures required by IFRS 8 are also included.
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Entity-Wide Disclosures
Even if there are no segments to report, the standard still requires some information to be reported for all entities 
within the scope of IFRS 8.4

This additional information is called “Entity-wide disclosures” and consists of three categories:

• Information about Products and Services — Revenues about different products or services should 
generally be reported. For example, an entity with both oil and natural gas sales might disclose the sale  
of oil products and natural gas products separately.

• Information about Geographical Areas — Revenues and information about certain non-current assets 
should be reported based on the different countries in which the revenues are earned or where the assets 
are domiciled.

• Information about Major Customers — Where an individual customer5 accounts for more than 10%  
of revenue, this fact should be disclosed (although the identity of the customer is not required  
to be disclosed). 

Paragraphs 31–34 apply to all entities subject to IFRS 8, including those entities that have a single reportable 
segment. A complete list of disclosures is provided in IFRS 8.

Disclosure of Judgments
IAS 1 Presentation of Financial Statements requires the disclosure of significant judgments made in the application 
of a company’s accounting policies, as well as major sources of estimation uncertainty. Such disclosure may include 
for example, the judgments made in identifying the CODM or in deciding whether two or more operating segments 
meet the criteria to be combined into a single reportable segment.

IFRS 8 specifically requires the disclosure of the judgments made by management in applying the aggregation 
criteria. This includes a brief description of the operating segments that have been aggregated and the economic 
indicators that have been assessed in determining that the aggregated operating segments share similar economic 
characteristics.6

Consistency of Segment Disclosures
In some instances, information presented outside of the financial statements (e.g., within MD&A) includes 
information about a company’s business components. An oil and gas company should take care to ensure that the 
information provided outside of the financial statements is consistent with the segments identified in the financial 
statements. When the information provided outside of the financial statements is not consistent with disclosures 
within the financial statements, an oil and gas company should consider the reason for the inconsistency and 
whether it is supportable. 

Canadian Securities Administrators
To understand some of issues identified by Canadian Securities Administrators relating to the presentation of 
segment information, Canadian oil and gas companies are encouraged to review the following publications: 
• Alberta Securities Commission — Corporate Finance Disclosure Report (December 2012) 
• Ontario Securities Commission — Staff Notice 52-721 Office of the Chief Accountant Financial Reporting 

Bulletin (September 2013)

https://www.google.ca/url%3Fq%3Dhttp://www.albertasecurities.com/Publications/121204-ASC-CFReport-2012.pdf%26sa%3DU%26ei%3DoUw4U6PkApe-sQT254L4Ag%26ved%3D0CCkQFjAC%26sig2%3D1CYjh4lgjF_-1DIkZ_BVAQ%26usg%3DAFQjCNH4fvyktb0qSSGZaR8rr0XEXnDJVg
http://www.osc.gov.on.ca/en/SecuritiesLaw_sn_20130920_52-721_oca-financial-reporting-bulletin.htm
http://www.osc.gov.on.ca/en/SecuritiesLaw_sn_20130920_52-721_oca-financial-reporting-bulletin.htm
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Illustrative Examples
CPA Canada has compiled an inventory of sector specific illustrative financial statements. To obtain illustrative 
examples of segment reporting specific to the oil and gas industry visit www.cpacanada.ca

In addition, Canada’s System for Electronic Document Analysis and Retrieval (SEDAR), the electronic filing system 
for the disclosure documents of public companies and investment funds across Canada, contains numerous real-
life examples of segment reporting in the oil and gas industry. Visit www.sedar.ca

 

(Endnotes)

1. In some cases, the CODM may be a group of executive directors or others, such as a management committee consisting of, for example, the entity’s  
chief executive officer, chief operating officer, chief financial officer and possibly others, all of whom have a vote on decisions made by the committee.

2. IFRS 8 is not mandatory for certain private companies. See IFRS 8.2. 

3. Note that in some cases, goodwill may be tested at a lower level than an operating segment, based on IAS 36.80, but it can never be tested at a level 
higher than an operating segment.

4. IFRS 8 is not mandatory for certain private companies. See IFRS 8.2. 

5. The term “individual customer” includes certain entities under common control. Where common control is by a government, judgment is required to 
assess whether multiple government entities are a “single customer.”

6. Effective for annual periods beginning on or after July 1, 2014.

http://www.cica.ca/applying-the-standards/financial-reporting/international-financial-reporting-standards/item71157.aspx
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Comments on this Viewpoint or suggestions for future Viewpoints should be sent to:

Alex Fisher, CPA, CA 
Principal, International Financial Reporting Standards 
Research, Guidance and Support  
Chartered Professional Accountants of Canada 
277 Wellington St. West 
Toronto, Ontario M5V 3H2

e-mail: afisher@cpacanada.ca

For more information on IFRSs visit:

www.cpacanada.ca/ifrsoilgas
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