Preface

This Issues Paper is the first stage in IASC’s project on accounting in the extractive industries – mining and petroleum.  The extractive industries comprise enterprises that operate on an international basis and exert great economic influence worldwide.  There is currently great diversity in accounting and disclosure practices by extractive industries enterprises.  Also, in many countries, extractive industry accounting practices differ significantly from accounting practices used by enterprises in other industries.  Those factors make it difficult for users to compare financial statements issued by mining and petroleum enterprises in different countries, or by such enterprises and other enterprises in the same country.

The aim of this Issues Paper is to identify the important financial reporting issues in the extractive industries and to evaluate the merits of alternative ways of resolving those issues.  To provide a focus for commentators, the Issues Paper sets out the tentative views that IASC’s Extractive Industries Steering Committee has developed on some of the most significant issues at this early stage of the project.  It should be noted that the expression of Steering Committee tentative views on issues identified in the Issues Paper does not imply unanimous agreement amongst members of the Steering Committee or concurrence by the IASC Board.  

Under IASC’s current operating procedures, the Steering Committee would continue to be involved in subsequent stages of the project.  In those subsequent stages, the Steering Committee would:

(a)
review the public response to this Issues Paper;

(b)
publish specific proposals for public comment in a Draft Statement of Principles (DSOP);

(c)
review the public responses to the DSOP; 

(d)
develop an Exposure Draft of a proposed International Accounting Standard for consideration by the IASC Board.  On approval by the IASC Board, the Exposure Draft would be issued for public comment;

(e)
review the public responses to the Exposure Draft; and 

(f)
prepare a draft International Accounting Standard for consideration by the IASC Board.

IASC is currently in the midst of a restructuring.  Under the restructuring plan, the current Board will be replaced by a new Board of 14 members, 12 full-time and two part-time.  While the operating procedures contemplated under the new structure envisage the continuation of steering committees or other forms of specialist advisory groups to give advice on major projects, the role of project steering committees is likely to change.  The Board, rather than a steering committee, is likely to develop and publish the DSOP or similar discussion document for public comment, develop the Exposure Draft and publish it for public comment, review the comments, and issue a final Standard.  Throughout the process, the Board would be expected to consult with a steering committee, as well as with the proposed new Standards Advisory Council.  The new structure is expected to be in place some time during 2001.

The restructured IASC Board will have to decide its own agenda and priorities, as well as its detailed operating procedures.  Because the project on the extractive industries will be in process at the time of transition from the old structure to the new one, the restructured IASC Board will have to determine the ongoing responsibilities of the Extractive Industries Steering Committee.  Therefore, the subsequent stages for this project and the role of the Steering Committee, as set out in (a) through (f) above, may change.  One thing that certainly will not change will be the existence of further opportunities for the public to comment as the project develops in addition to the opportunity to respond to this Issues Paper.

Before proceeding to the next stage of the project, the restructured IASC Board and the Steering Committee will reconsider the tentative views set out in this Issues Paper carefully in the light of comment letters received and will assess whether those views are appropriate.

In reassessing those tentative views, the IASC Board and the Steering Committee will pay particular attention to the need for enterprises in the extractive industries to provide relevant and reliable information that users of their financial statements can use as a basis for economic decisions.  The information disclosed should enable users to compare the financial position and financial performance of extractive industries enterprises in different countries; that information should also be comparable with information disclosed about similar transactions by enterprises that are not in the extractive industries.  Furthermore, the IASC Board and the Steering Committee will continue to make use of IASC’s Framework for the Preparation and Presentation of Financial Statements in developing the principles to be set out in a final Standard on the extractive industries.  
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Invitation to Comment

In 1998, the International Accounting Standards Committee set up a Steering Committee on the Extractive Industries.  The Steering Committee has published this Issues Paper for comment by professional accountancy bodies, standard setting bodies, and other interested individuals and organisations.

The Steering Committee welcomes comments on the Basic Issues and Sub-issues set out in this paper, even if those comments deal only with a limited number of those issues.

Comments are particularly helpful if they:

(a)
indicate the specific Basic Issues and Sub-issues to which they relate;

(b)
explain their views and solutions to the issues clearly;

(c)
provide supporting reasoning; and

(d)
indicate which issues are interdependent. 

The Steering Committee requests comments by 30 June 2001.  All replies will be put on public record unless the commentator requests confidentiality.  Comments should preferably be sent by E-mail to: commentletters@iasc.org.uk.  If commentators respond by fax or E-mail, it would be helpful if they could also send a hard copy of their response by post.  Comments should be addressed to:

The Secretary-General

International Accounting Standards Committee

166 Fleet Street, London EC4A 2DY

United Kingdom

Fax: +44 (20) 7353-0562

Summary of Steering Committee Views
The Steering Committee has developed tentative views on some of the major issues set out in the Issues Paper.  In many cases, the Steering Committee has developed an overall response to a Basic Issue, but has not extended this tentative view to the Sub-issues following that Basic Issue.  The Steering Committee emphasises that the views expressed in this paper are, inevitably, tentative at this early stage of the project.  Before proceeding to the next stage of the project, the Steering Committee will review those tentative views carefully in the light of comment letters received and will assess whether those views are appropriate.  The Steering Committee has not yet discussed its tentative views with the Board of IASC.  

The Steering Committee’s tentative views may be summarised briefly as follows:

1. An International Accounting Standard on financial reporting in the extractive industries is needed.

2. IASC should develop a single International Accounting Standard with common standards for both the mining and petroleum industries but with separate requirements or guidance for mining or petroleum as necessary to address industry-specific issues. 

3. The Standard should be restricted to upstream activities (exploration for, and development and production of, minerals).

4. Information about reserve quantities and values, and changes in them, is a key indicator of the performance of an extractive industries enterprise.

5. The primary financial statements of an extractive industries enterprise should be based on historical costs, not on estimated reserve values.

6. Information about reserve quantities and values, and changes in them, should be disclosed as supplemental information.

7. The Steering Committee favours adoption of a method of accounting more consistent with the successful efforts concept than with other concepts.

8. All preacquisition prospecting and exploration costs should be charged to expense when incurred. 

9. All direct and incidental property acquisition costs should be initially recognised as an asset.

10. All post-acquisition exploration and appraisal costs should be initially recognised as an asset pending the determination of whether commercially recoverable reserves have been found. 

11. Some limit should be imposed if post-acquisition exploration and appraisal costs are deferred pending determination of whether commercially recoverable reserves have been found.

12. All development costs should be recognised as an asset.

13. Construction costs that relate to a single mineral cost centre should be capitalised as part of the capitalised costs of that cost centre (normally depreciated on a unit-of-production basis if the life of the assets is coincident with the life of the mineral reserves, or on a straight-line basis if the economic life is less than the life of the reserves).  Construction costs that relate to more than one mineral cost centre should be accounted for in the same way as other property, plant, and equipment under IAS 16, Property, Plant and Equipment (normally depreciated on a time basis).

14. Post-production exploration and development costs should be treated in the same way as any other exploration or development costs.

15. Both the benchmark and allowed alternative treatments of borrowing costs contained in IAS 23, Borrowing Costs, should be permitted.

16. Overhead cost should be attributed to the relevant phase of operations (prospecting, acquisition, exploration, evaluation, development, and construction) and further identified with a specific prospect, property, or area of interest.  The overhead cost should be capitalised if, and only if, the direct costs of that phase of operations are capitalised for that specific prospect, property, or area of interest.

17. The Steering Committee does not favour cost reinstatement (reversing a prior period expense recognition in a subsequent period in which information becomes available that commercially recoverable reserves have been discovered).

18. Costs should be accumulated by area of interest or geological units smaller than an area of interest (for example, the field or the mine).

19. Use unit-of-production depreciation for all capitalised preproduction costs with two exceptions: (a) use straight-line depreciation for capitalised construction costs that serve a single mineral cost centre if the economic life of the asset is less than the life of the reserves and (b) follow IAS 16 for capitalised construction costs that serve two or more cost centres (sometimes called service assets).

20. Changes in reserve estimates should be reflected prospectively, that is, included in the determination of net profit or loss in the period of the change and future periods, consistent with the requirements of IAS 8, Net Profit or Loss for the Period, Fundamental Errors and Changes in Accounting Policies.

21. IAS 37, Provisions, Contingent Liabilities and Contingent Assets, should be applied without modification to the recognition of removal and restoration costs and obligations in the extractive industries.  

22. If the amount of a provision is part of the cost of acquiring the asset, it is recognised as such and is included in the depreciable amount of the asset.

23. The cost relating to a provision necessitated by production activities after an asset is installed should be capitalised as an additional cost of acquiring the asset, if the cost provides incremental future economic benefits.

24. If the cost associated with a provision was initially capitalised, changes in the estimated amount of the provision should be recognised in subsequent periods as an adjustment to the carrying amount of the asset. 

25. IAS 36, Impairment of Assets, should be applied without modification to account for impairments of assets in the extractive industries.  

26. Impairment of capitalised preproduction costs should be assessed based on proved and probable reserves.

27. An impairment test cannot be applied to deferred preproduction costs whose outcome is unknown.  The Steering Committee favours some type of limit if preproduction costs are deferred pending determination of whether commercially recoverable reserves are found.  

28. The general provisions of IAS 18, Revenue, should apply to enterprises in the extractive industries, and IAS 18 should be amended to eliminate the scope exclusion.

29. Revenue received prior to the production phase should be recognised as revenue or other income, not as a reduction of capitalisable costs.  

30. Royalties paid in cash, royalties paid in kind, and severance taxes should all be included in the producer’s gross revenue and deducted as an expense.

31. Inventories of minerals should be measured at historical cost, even if those minerals have quoted market prices in active markets with a short time between production and sale and insignificant costs to be incurred beyond the point of production, and the enterprise intends to sell those minerals in that market.

32. All members of the Steering Committee favour disclosure of reserve quantities.  The Steering Committee is divided regarding disclosure of reserve values.

33. Disclose proved and probable reserves separately, and within proved disclose proved developed and proved undeveloped reserves separately.

Some Suggestions to Respondents

The basic issues and sub-issues are set out in each chapter within a framed border.  For many issues, after the issue is stated and the likely alternative responses are summarised, the tentative views of the Steering Committee are noted in italic type.  The Steering Committee has not developed a tentative view on many of the more detailed issues.

In only a few cases is the same issue raised separately for the mining industry and the petroleum industry.  Most of the issues and sub-issues are intended to cover both industries.  If your response to any of those issues or sub-issues is different for mining and petroleum, please indicate and explain.

The identification of possible responses to each issue and sub-issue generally helps to clarify a respondent’s view.  However, if you feel that none of the suggested responses represents your position, please explain your point of view in a narrative response.  Furthermore, we encourage you not just to say that you support or oppose choice “a” or “b” but also to explain your reasoning.  In analysing the responses, your reasoning is very important to us.

A number of the issues build on earlier issues or are intended to elicit more detailed views on a particular issue.  In some cases, you may feel that if you answered “no” to an earlier issue then you should not respond at all to the more detailed issue.  We would encourage you to respond to the detailed issues in any case.  For example, even if you favour recognition of reserve values in the primary financial statements (Chapter 5), we would encourage you to respond to the issues relating to cost-based financial statements as set out in Chapter 6.  Similarly, even if you do not support disclosure of reserve quantities or reserve values (Chapter 14) we would encourage you to respond to the issues that ask how such disclosures should be calculated and presented. 
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