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Chapter 15
Financial Statement Disclosures Unique to the Extractive Industries: Other Disclosures
Introduction

15.1
Chapter 14 discussed issues relating to the disclosure of reserve quantities and reserve values.  This chapter discussed issues relating to other possible disclosures specific to the extractive industries.  Disclosures in existing International Accounting Standards that are likely to be relevant to the extractive industries are summarised in Appendix A to this chapter.

Information About Costs Related to Finding, Acquiring, and Developing Mineral Reserves
15.2
It is often suggested that two types of information designed to permit an analysis of  the enterprise’s costs of finding and developing reserves should be disclosed.  These are:


(a)
the preproduction costs incurred during the period in finding, acquiring, and developing mineral reserves; and


(b)
capitalised preproduction costs as of the end of the period.  


Many argue that the disclosure of preproduction costs incurred during the period and of the capitalised preproduction costs as of the end of the period helps an assessment of the success of preproduction efforts and the risk that capitalised costs may not represent productive assets.  These suggestions are discussed below.

Costs Incurred to Find and Develop Reserves
15.3
Financial statements in the extractive industries do not readily reveal the amounts of costs incurred in the effort to find, acquire, and develop mineral reserves, which are critical activities in the upstream extractive industries.  Both preparers and users of extractive industry financial reports frequently point out that disclosures of reserves quantities, including the year-end balances and the reasons for changes, provide useful information about reserves.  Users want to be able to compare period-end reserve quantities with capitalised costs at the end of the period, and they want to be able compare quantities of reserves added during the period through discoveries and extensions with costs incurred to find and develop reserves.

15.4
Some users of financial statements state that they want to make the kinds of cost and reserve comparisons discussed in the preceding paragraph not only for the enterprise in total but also on a geographical basis, so that an analysis can be made of the relationship between costs incurred and the results in each geographical area.  This information is not directly available in the financial statements. 

15.5
Many propose that for each geographical area, and in total, the amount of preproduction costs incurred in (a) acquiring properties (including properties containing commercial reserves), (b) prospecting, exploration, and appraisal, and (c) development should be disclosed.  The format of the disclosures could be as follows:








 Geographical Area:


Costs Incurred





 A
 B
Total


Acquiring properties: 



Properties containing commercial reserves

xxx 
xxx 
xxx



Properties not containing commercial reserves

xxx 
xxx 
xxx


Prospecting, exploration and appraisal 


xxx 
xxx 
xxx


Development 





xxx 
xxx 
xxx


The enterprise’s share of the total costs incurred


in acquiring properties, prospecting, exploration,


and appraisal of equity method investees


xxx 
xxx 
xxx

15.6
However, others argue that this information may be of little use because there is little relationship between the cost of acquiring properties in the current period and the proved or probable reserves found during the same period.  It is unusual for a property to be acquired in one period and for that property to be explored and the existence of reserves evaluated in the same period.  Similarly, comparing costs incurred during a period with reserve changes during the same period would not provide relevant information.

15.7
An illustration of this type of disclosure, taken from the 1998 Annual Report of Mobil Corporation is shown on the next page:

Table 4: Costs Incurred in Oil and Gas Property Acquisition, Exploration and Development Activities (In millions) 

From the 1998 Annual Report of Mobil Corporation 

                                                                                Equity

                                          Consolidated Companies              Companies  Worldwide

--------------------------------------------------------------------------------------------------

                                                 Asia-      Other 

                                 U.S.  Europe  Pacific      Areas      Total

--------------------------------------------------------------------------------------------------

Year ended December 31, 1996

Property acquisition costs:(a)

  Unproved properties(b)        $  8     $ 46     $926     $  122     $1,102     $  611     $1,713

  Proved properties(b)            57        -      789        388      1,234        490      1,724

--------------------------------------------------------------------------------------------------

Total acquisition costs           65       46    1,715        510      2,336      1,101      3,437

Exploration costs                122      192       79        215        608          6        614

--------------------------------------------------------------------------------------------------

Development costs                417      398      273        981      2,069        209      2,278

--------------------------------------------------------------------------------------------------

Total expenditures              $604     $636   $2,067     $1,706     $5,013     $1,316     $6,329

--------------------------------------------------------------------------------------------------

Year ended December 31, 1997

Property acquisition costs:

  Unproved properties           $ 50     $  -   $    6     $   71     $   127    $    5     $  132

  Proved properties                5       55        7         52         119         2        121

--------------------------------------------------------------------------------------------------

Total acquisition costs           55       55       13        123         246         7        253

Exploration costs                111      180       94        251         636         1        637

Development costs                335      547      374      1,095       2,351       478      2,829

--------------------------------------------------------------------------------------------------

Total expenditures              $501     $782   $  481     $1,469     $3,233     $  486     $3,719

--------------------------------------------------------------------------------------------------

Year ended December 31, 1998

Property acquisition costs:

  Unproved properties           $ 71     $ 10   $    3     $   23     $  107     $    -     $  107

  Proved properties               20        -        -          -         20          -         20

--------------------------------------------------------------------------------------------------

Total acquisition costs           91       10        3         23        127          -        127

Exploration costs                161      137      123        310        731          2        733

Development costs                240      760      347      1,016      2,363        464      2,827

--------------------------------------------------------------------------------------------------

Total expenditures              $492     $907   $  473     $1,349     $3,221     $  466     $3,687

--------------------------------------------------------------------------------------------------

(a)
Primarily as a result of recording deferred taxes of $506 million, the total costs allocated to property for the Ampolex acquisition exceed the net purchase price by $690 million ($607 million-Asia-Pacific; and $83 million-Other Areas).

(b)
Prior year data reclassified to conform with current year presentation.

Costs Incurred to Produce Reserves
15.8
Some argue that the total production costs incurred during the period, in addition to preproduction costs, should be disclosed.  Some propose, further, that there should be separate disclosure of production costs requiring a cash outlay and of non-cash expenses, such as depreciation. 

Capitalised Costs Relating to Preproduction Activities
15.9
Without specific disclosure requirements, many contend that it is difficult to determine the total costs incurred during the period, whether charged to expense or capitalised, for each of the activities involved in finding, acquiring and developing mineral reserves, and also to the total capitalised costs related to reserves.  They argue this information is relevant for matching costs with reserves and that financial reports should disclose the capitalised amounts related to properties containing commercial reserves and to properties not containing commercial reserves, along with related accumulated depreciation, for each area for which reserve quantities are disclosed. 

15.10
Proposals for disclosure of capitalised costs have included various degrees of detail.  The options include: 


(a)
one single amount for each area showing total end-of-period capitalised costs, including mineral property, exploration and prospecting, development, construction, and removal and restoration costs applicable to properties containing commercial reserves.  Some would extend the disclosures to include the amount of assets related to properties not yet classified as commercial, including property acquisition costs, prospecting costs, exploration costs, and appraisal costs.  Others propose disclosure of the accumulated depreciation related to these capitalised costs, and a reconciliation of beginning and end of period amounts; 


(b)
separate disclosure of each of the costs indicated in (a), above.  This would include for properties to which commercial reserves have been ascribed: total property rights costs; prospecting, exploration, and appraisal costs; development costs and construction costs; and removal and restoration costs together with accumulated depreciation, and impairment allowances.  Some would extend these disclosures beyond properties that have commercial reserves to properties to which commercial reserves have not been ascribed, including prospecting and exploration costs not yet evaluated; and 


(c)
disclosure of assets classified on the same basis as the disclosure of reserve quantities or values so that the cost of these assets can be related to the reserves providing the future economic benefit.

15.11
A schedule containing limited information of this type, taken from the 1998 Annual Report of Mobil Corporation, is shown below. 

Table 3: Capitalized Costs Related to Oil and Gas Producing Activities (In millions) 

From the 1998 Annual Report of Mobil Corporation 

                          United States              Europe                Asia-Pacific               Other Areas                    Total

-----------------------------------------------------------------------------------------------------------------------------------------------------

At December 31        1996    1997    1998     1996   1997    1998      1996    1997    1998      1996    1997    1998       1996      1997      1998

-----------------------------------------------------------------------------------------------------------------------------------------------------

Capitalized costs:

  Unproved 

  properties(a)    $   197 $   233  $  279   $   58 $   11  $   27    $  955  $  984  $  854    $  324  $  328  $  277    $ 1,534   $ 1,556   $ 1,437

  Proved properties, 

  wells, plants and 

  other equipment(a)12,535  10,642   7,999    7,639  7,596   8,367     3,172   3,196   3,685     5,592   6,682   7,794     28,938    28,116    27,845

-----------------------------------------------------------------------------------------------------------------------------------------------------

Total capitalized costs

                    12,732  10,875   8,278    7,697  7,607   8,394     4,127   4,180   4,539     5,916   7,010   8,071     30,472    29,672    29,282

Accumulated depreciation,

depletion and 

amortization         8,623   7,640   5,682    4,593  4,536   4,947     1,742   2,021   2,329     1,514   1,665   2,017     16,472    15,862    14,975

-----------------------------------------------------------------------------------------------------------------------------------------------------

Net capitalized costs

                     4,109   3,235   2,596    3,104  3,071   3,447     2,385   2,159   2,210     4,402   5,345   6,054     14,000    13,810    14,307

-----------------------------------------------------------------------------------------------------------------------------------------------------

Net capitalized costs

of equity companies            656   1,022       34     29       -         1       -       -     1,558   2,136   2,543      1,593     2,821     3,565

-----------------------------------------------------------------------------------------------------------------------------------------------------

Total              $ 4,109 $ 3,891  $3,618   $3,138 $3,100  $3,447    $2,386  $2,159  $2,210    $5,960  $7,481  $8,597    $15,593   $16,631   $17,872

-----------------------------------------------------------------------------------------------------------------------------------------------------

(a) Prior year data reclassified to conform with current year presentation.

Basic Issue 15.1 – Disclosure of costs incurred and costs capitalised

Which of the following should be disclosed (please indicate all that you think should be required)? 

a.
Costs incurred during the period to find and develop reserves.

b.
Costs incurred during the period to produce reserves.

c.
Costs capitalised as assets and costs deferred pending further information at the end of the period arising from preproduction activities. 

Steering Committee Tentative View:

The Steering Committee has not developed a tentative view on this issue.
Disclosure of Values of Mineral Properties Held for Exploration

15.12
Some suggest that the fair market value of all mineral properties held for exploration (to which no reserves have been attributed) should be disclosed, in addition to values of all categories of reserves.  However, it is generally recognised that it would be almost impossible to assign to all properties a fair and dependable market value.  There are few exchanges or sales of properties.  Because the geological characteristics of properties are unique, amounts for which properties may be sold and purchased provide little information for assessing values of other properties.  Mineral prices change frequently, costs of exploration, development and production vary from property to property, and other economic factors affecting value change significantly from time to time.  As a result, it is impractical to attempt to assign reliable estimates of fair markets to all mineral properties.  However, many argue that it is practical to estimate and disclose values of at least some properties thought to contain mineral reserves. 

Basic Issue 15.2 – Value of properties held for exploration

Should the value of mineral properties held for exploration be disclosed?

a.
Yes. 

b.
No.

Steering Committee Tentative View:

The Steering Committee has not developed a view on this issue.

Performance Indicators Related to Minerals and Costs
15.13
Many recommend the disclosure of various performance indicators as supplementary information in the financial statements.  They acknowledge that some of the ratios could be calculated from information contained in the financial statements, but that the underlying information is often difficult to extract.  They argue that ratios based on a uniform method of calculation would enhance the ability of users to compare the financial statements of enterprises in the same industry.  Some of the most frequently suggested analyses are presented below, with separate suggested disclosures for petroleum enterprises and mining enterprises. 

15.14
Among the most commonly recommended supplementary financial analyses suggested for disclosure by extractive industries enterprises are the following: 


(a)
finding costs per average unit of discovered reserves;


(b)
finding costs per average unit of proved reserves;


(c)
total production costs (sometimes termed lifting costs) per unit of production; and


(d)
cash production costs per unit of production.

Finding Costs Per Unit of Reserves Discovered During the Period

15.15
Some suggest that the key measure of efficiency and effectiveness of an enterprise’s search for reserves is the finding costs per barrel or other unit of reserves discovered and added to commercial reserves during the period.  A lower cost per unit suggests a more efficient exploration program that should result in higher net cash flows and higher future net income.  Some petroleum enterprises do disclose a finding cost per barrel.  However, because the methodologies used to calculate this ratio vary among enterprises, many suggest that an International Accounting Standard for upstream activities in the petroleum industry should require disclosure of the finding costs per barrel and should specify the method of calculation.  The same arguments are sometimes made for mining enterprises, although finding costs are less significant for mining enterprises than for petroleum enterprises.

15.16
Some of the important elements of the cost-per-unit calculation are discussed briefly in the following paragraphs.  They include: 


(a)
the changes to estimated beginning reserves that should be included in the “reserves found”:



(i)
whether (1) proved reserves added through exploration during the year or (2) proved and probable reserves added through exploration activities should be considered as “reserves found” during the year. These reserves should correspond to the reserve quantities added through discoveries and extensions; 



(ii)
whether “revisions of estimated reserves” should be included in the reserve quantities; and



(iii)
how to equate gas, whose production is not measured in barrels, but in thousands of cubic feet (or some other volumetric measure) to oil (similar problems arise when joint products are produced in the mining industry). 


(b)
costs that should be included in the calculation; and


(c)
whether the calculation should be based on a single period or multiple periods. 

15.17
Inclusion of revisions.  Some believe that revisions should be included in the reserves “found” during the period.  Otherwise, an enterprise may consistently overestimate (or underestimate) the quantity of reserves added through discoveries and extensions each period, and in subsequent periods adjust the reserve balance by reporting revisions to prior estimates in the quantity disclosures.  In that way the finding cost per barrel would be understated (or overstated) each period and the understatement or overstatement would never affect finding costs per barrel reported if revisions are not considered in the formula.  However, others argue that this would not yield a true measure of “finding costs” because it would introduce into the ratio a figure for “reserves found” that reflected discoveries or extensions of prior periods. 

15.18
Equating gas to oil.  Since oil and gas are frequently, if not usually, found together, the finding costs relate to both products.  It is therefore necessary to consider gas as well as oil.  As in the case of recording depreciation where there is joint production, two bases for converting the products to a common measure, barrels of oil equivalent, are suggested: 


(a)
on the basis of energy content (approximately 6 MCF of gas per barrel of oil); or 


(b)
on the basis of relative sales price per unit. 

15.19
Historically, the conversion of gas to oil for this purpose has been on the basis of relative energy content.  This was done partially on the theory that when wells are drilled, they are drilled to find energy.  Both gas and oil represent energy and the energy content of minerals found represents the rewards of the search.  As a result, the relative energy content basis has been used.  Typically, each barrel of oil contains approximately 6 times as much energy content as 1,000 cubic feet of gas. 

15.20
More recently, however, wells have often been drilled specifically to find one product: either gas or oil.  Even more importantly, the relative prices of oil and gas have not reflected their relative energy content, because their use is often not interchangeable.  As a result, the reward of finding new reserves is reflected in the value of the reserves rather than in the energy content.  Many conclude, therefore, that it is more relevant for many to convert gas to oil on the basis of relative sales prices. 

15.21
Which costs to include.  There are two major approaches to determining which costs should be included in calculating the ratio: 


(a)
the first approach emphasises the time at which costs are incurred; and 


(b)
the second approach emphasises the time at which costs are evaluated. 

15.22
For property costs, there are two approaches to determining the period that costs should enter into calculating the finding cost per unit of production.  The first is to use the amounts reported as costs incurred during the period for acquisition of properties.  Obviously, if the calculation is made for a single period, this could lead to large fluctuations in the finding costs per unit reported from period to period because property acquisitions may vary widely.  Another problem with this approach is that properties may be acquired many years before reserves are found on those properties, and using this procedure may lead to a mismatching of costs and reserves found. 

15.23
The second approach is to use the costs of properties that were evaluated during the period, including both those determined to contain commercial reserves and those determined to be worthless.  This approach comes closer to matching the applicable costs with the results of those costs.  Presumably if individual impairment is recorded, the amount charged to expense is included in finding costs for the period, but impairment charged to expense on group basis does not affect the finding costs per unit because the impairment cost is included in depreciation.
15.24
For prospecting, exploration, and appraisal costs, the same general approaches as for property costs might be used:  


(a)
use the amount of costs incurred during the period; or


(b)
determine the amount of exploration costs that were charged to expense during the period and the costs capitalised as applicable to commercial reserves. added through exploration 


These two would comprise the evaluated costs for the period.  This approach would come closer to matching costs with results. 

15.25
Many enterprises calculate finding costs per unit period by period.  Some contend that this practice could result in substantial volatility in finding costs per unit and make the ratio irrelevant.  Large expenditures may be made in one period to acquire properties and for exploration that may lead to discoveries in subsequent periods. Conversely, large discoveries may be made in one period resulting from expenditures made in past periods, while few discoveries may be made in some periods.  In particular, the variations may be very large if the finding cost per unit of production is based on cash outlays.  Many suggest that one way to eliminate these wide swings reported in cost per unit of production from period to period is to include multiple periods – usually three years or five years is the suggested time frame – in the calculation.  This results in finding costs per unit being calculated as a moving average. 

15.26
Many suggest that performance indicators in addition to finding costs per unit are required to provide a more complete picture of the results of upstream activities.  They suggest that “finding and development costs per unit of production” should be disclosed.  They point out that in many areas, such as deep offshore or deep mining operations, finding and development costs may be more relevant than just finding costs because of the need to install expensive offshore facilities, drill numerous wells, and add special equipment.  This approach would be appropriate if commercial reserves are deemed to be proved developed.  The difficulty in this approach is in matching acquisition, exploration, and development costs with the specific reserves developed during the period.  As a result, finding and development costs per unit are not usually disclosed. 
Total Production Costs Per Unit

15.27
Some suggest that total “production costs per unit” be disclosed (for a petroleum enterprise, this would be converted to production costs per barrel equivalent) because this is an important indicator of performance that is difficult to calculate from information in the financial statements.  The ratio would be calculated by dividing total production costs (including depreciation and other non-cash charges) by the number of units produced during the period.  Some suggest that the information should be computed for each area for which reserve quantities are disclosed.  Others go further and suggest that the ratio be disclosed for each significant field or mine.
Cash Production Costs Per Unit

15.28
Another performance indicator that many advocate for extractive industries enterprises is “cash production costs per unit of production”.  This is a refinement of the production cost per unit discussed in the preceding paragraph.  However, some suggest that it is more relevant in estimating future cash flows and for measuring efficiency of production operations.  Production costs per unit may include depreciation of mineral acquisition costs together with depreciation of capitalised exploration and development costs that do not require cash outlays.  Many consider the cash production cost per unit to be a good predictor of future cash outlays.  

Other Cash Costs

15.29
Some financial analysts urge that cash royalty payments, cash lifting costs, and cash transportation costs also be disclosed.

Basic Issue 15.3 – Performance indicators

Which, if any, of the following should be disclosed (please indicate all that you think should be required)? 

a.
Finding cost per unit of reserves discovered.

b.
Total production costs per unit.

c.
Cash production costs per unit. 

d.
Cash royalty payments.

e.
Cash lifting costs.

f.
Cash transportation costs.

g.
Other performance indicators (please describe).

h.
Disclosure of performance indicators should not be required.

Steering Committee Tentative View:

The Steering Committee has not developed a tentative view on this issue.
Disclosure of Miscellaneous Financial and Nonfinancial Data
Financial Disclosures
15.30
The quantity of operating financial and nonfinancial data that has been proposed for disclosure by extractive enterprises is limited only by the imagination.  Basic Issue 15.4 identifies the most frequently suggested financial disclosures.  Many enterprises whose securities are publicly traded make these disclosures today.  Those who support some or all of these disclosures base their view on the grounds that the extractive industries are complex, with individual activities spanning a number of reporting periods.  They argue that this is a sound basis for specific additional disclosure to be required of enterprises in the extractive industries.  Others are concerned that if all of these disclosures were required, a disclosure burden would be placed on enterprises in the extractive industries that is much greater than disclosures required of other enterprises.

Basic Issue 15.4 – Financial disclosures

Which of the following financial disclosures should be required (please indicate all that you think should be required)? 

a.
Segregate sales revenue and tariff income.

b.
Average selling price realised per unit for each mineral in each area.

c.
Estimated selling prices per unit for each mineral in each area at the end of financial reporting period.

d.
Information about the sensitivity of reserve quantities, reserve values, and earnings to price changes.

e.
Treatment of overhead costs (explanation of capitalisation policy and amounts capitalised).

f.
Capital spending plans, including disclosure of expected development costs in one or more future periods.

g
Profits on disposal of properties.

h.
Details of hedging exposures.

i.
Operating costs by category, showing separately such items as:


(i)
raw materials and consumables; 


(ii)
depreciation; 


(iii)
employment costs; 


(iv)
royalties and other mining taxes; 


(v)
decrease/increase in inventories; 


(vi)
other external costs; 


(vii)
provisions; 


(viii)
exploration and evaluation; 


(ix)
research and development; and


(x)
net foreign exchange gains/losses on monetary items.

j.
Analysis of change in earnings from one period to the next, showing separately the change in earnings caused by (i) changes in prices of minerals, (ii) changes in exchange rates, (iii) changes in volume of minerals sales, and (iv) cash cost savings.

k.
Other (please describe).

Steering Committee Tentative View:

The Steering Committee has not developed a tentative view on this issue.
Nonfinancial Disclosures
15.31
Basic Issue 15.5 identifies the most-often suggested disclosures of nonfinancial data.  Many enterprises whose securities are publicly traded make these disclosures today.

Basic Issue 15.5 – Nonfinancial disclosures

Which of the following nonfinancial disclosures should be required (please indicate all that you think should be required)? 

a.
Production quantities of each mineral in each area, such as rock mined, ore milled, and metals per tonne of ore.

b.
Sales quantities of each mineral in each area.

c.
Contracts for sales of minerals yet to be produced.

d.
Reserve replacement ratio.

e.
Reserve-to-production ratio.

f.
Extent of management discretion about the timing of exploration activity (if exploration costs are charged to expense).

g.
Other (please describe).

Steering Committee Tentative View:

The Steering Committee has not developed a tentative view on this issue.
Special Disclosures for Mining Enterprises

15.32
Basic Issue 15.6 identifies the most-often suggested special disclosures of data about individual mines to enable an understanding of a mining enterprise’s activities.  Many mining enterprises whose securities are publicly traded make these disclosures today.

Basic Issue 15.6 – Special disclosures for individual mines: mining enterprises

Which of the following should be disclosed by mining enterprises with respect to each significant individual mine (please indicate all that you think should be required)? 

a.
The enterprise’s interest.

b.
Type of reserve: underground, open-cut stockpile, residues.

c.
Average grade of ore mined during the period.

d.
Amount of overburden and waste removed during the period.

e.
Quantities of resources (as distinct from reserves).

f.
Other (please describe).

Steering Committee Tentative View:

The Steering Committee has not developed a tentative view on this issue.
Special Disclosures for Petroleum Enterprises

15.33
Basic Issue 15.7 identifies the most-often suggested special disclosures of data relating to oil and gas producing activities.  Many petroleum enterprises whose securities are publicly traded make these disclosures today.

Basic Issue 15.7 – Special disclosures: petroleum enterprises

Which of the following should be disclosed by petroleum enterprises (please indicate all that you think should be required)? 

a.
Gross number of producing wells.

b.
Net number of producing wells.

c.
Gross and net exploratory wells (perhaps divided between dry holes and those finding reserves).

d.
Gross and net development wells (perhaps divided between dry holes and those finding reserves).

e.
Number of exploratory wells in progress at period end.

f.
Number of development wells in progress at period end.

g.
Number of units of each major product transferred to other segments of the enterprise.

h.
Number of units of each major product sold to outside customers.

i.
Average transfer price of each major product transferred to other segments of the producing enterprise.

j.
Other (please describe). 

Steering Committee Tentative View:

The Steering Committee has not developed a tentative view on this issue.
Balance Sheet Classification of Costs

15.34
IAS 1, Presentation of Financial Statements, paragraph 66, requires the separate presentation on the face of the balance sheet of amounts for (a) property, plant, and equipment and (b) intangible assets, among other items.  IAS 16, Property, Plant and Equipment, requires separate disclosure of carrying amounts and movements in them for each class of property, plant and equipment.  IAS 16.35 defines a class of property, plant and equipment as a grouping of assets of a similar nature and use in an enterprise’s operations and gives the following examples of separate classes:


(a)
land;


(b)
land and buildings;


(c)
machinery;


(d)
ships;


(e)
aircraft;


(f)
motor vehicles;


(g)
furniture and fixtures; and 


(h)
office equipment.

15.35
IAS 38, Intangible Assets, requires similar disclosures for each class of intangible assets with further distinction between internally generated intangible assets and other intangible assets.  IAS 38.108 defines a class of intangible assets as a grouping of assets of a similar nature and use in an enterprise’s operations and gives the following examples of separate classes: 

(a)
brand names; 

(b)
mastheads and publishing titles; 

(c)
computer software; 

(d)
licences and franchises; 

(e)
copyrights, patents and other industrial property rights, service and operating rights; 

(f)
recipes, formulae, models, designs and prototypes; and

(g)
intangible assets under development. 

15.36
Under existing practices in both the mining and petroleum industries, capitalised preproduction costs are generally classified as property, plant and equipment, rather than as intangible assets, even though capitalised costs are sometimes called intangible drilling costs.  Those who support this view argue that the asset represented by those costs is the mineral reserves, which are tangible in nature.  There is an opposing view that only the costs directly attributable to facilities and equipment should be classified as tangible; all other capitalised costs should be recognised in the balance sheet as intangible.  Another view is that the tangible/intangible distinction loses its relevance in the extractive industries and that a better approach is to report separately the various components of capitalised costs without classifying them as tangible or intangible.

Basic Issue 15.8 – Balance sheet cost classification – capitalised preproduction costs

How should capitalised preproduction costs that meet the definition and recognition criteria for assets be classified in the balance sheet?

a.
As property, plant, and equipment.

b.
As an intangible asset.

c.
Costs directly attributable to facilities and equipment classified as property, plant, and equipment; all other costs classified as an intangible asset. 

d.
Other (please explain).

Steering Committee Tentative View:

The Steering Committee has not developed a tentative view on this issue.
Basic Issue 15.9 – Balance sheet cost classification – deferred costs

If preproduction costs are deferred as assets pending determination of whether commercially recoverable reserves have been found, how should they be classified in the balance sheet?

a.
As a separately described asset, not commingled with other asset categories.

b.
As property, plant, and equipment.

c.
As an intangible asset.

d.
Costs directly attributable to facilities and equipment classified as property, plant, and equipment; all other costs classified as an intangible asset. 

e.
Other (please explain).

Steering Committee Tentative View:

The Steering Committee has not developed a tentative view on this issue.
Environmental and Social Disclosures 

15.37
Throughout the world, the private sector is taking over from government an increasing proportion of responsibility for environmental and social investment.  Environmental and social responsibilities may be imposed on enterprises by law or may be adopted voluntarily.  About 2,000 of the world’s largest enterprises have signed the International Chamber of Commerce’s “business charter for sustainable development” by which the enterprises commit to undertake certain environmental and social responsibilities.  

15.38
Some extractive industries enterprises include comprehensive disclosures about their environmental and social responsibilities, investments, and results in their annual reports or in special reports – partly in narrative form, partly quantified in financial terms, and partly quantified in nonfinancial measures.  These environmental and social disclosures, combined with the more traditional financial reporting, have come to be known as triple bottom line reporting.

15.39
Examples of the kinds of environmental and social disclosures that are being made are:


(a)
compliance with environmental and social legislation;


(b)
levels of pollutant emissions;


(c)
qualitative social indicators;


(d)
quantitative ecoefficiency measures such as energy consumption, waste reduction, recycling, marketing of by-products, and materials use;


(e)
strategies for conservation, for development of environmentally superior products, and for meeting future global energy needs;


(f)
investment in zero-emissions fuels and renewable forms of energy;


(g)
quantitative data about employee health;


(h)
environmental protection policies;


(i)
employment policies; and


(j)
social policies.

15.40
In September 1999, the Directorate General XV of the European Commission issued for public comment a draft of a Commission Recommendation concerning recognition, measurement, and disclosure of environmental issues in financial statements.  Based primarily on IAS 36, IAS 37, and IAS 38, that draft recommendation deals with recognition, measurement and disclosure of environmental expenditures, environmental liabilities, and risks and assets related that arise from transactions and events that affect, or are likely to affect, the financial position and results of the reporting enterprise.  The Recommendation also identifies the type of environmental information that is appropriate to be disclosed in the annual financial statements with regard to the company’s attitude towards the environment and the enterprise’s environmental performance, to the extent that they may have consequences for the financial health of the company.  

15.41
A summary of the EC draft recommendations is set out in Appendix B to this Chapter.

Basic Issue 15.10 – Environmental disclosures

Which environmental and social disclosures should be required (please indicate all that you think should be required)?  Note that these might be required by an International Accounting Standard if not disclosed elsewhere in the financial report (see IAS 1.102).

a.
Compliance with environmental and social legislation.

b.
Levels of pollutant emissions.

c.
Qualitative social indicators (please provide examples).

d.
Quantitative ecoefficiency metrics such as energy consumption, waste reduction, recycling, marketing of by-products, and materials use.

e.
Strategies for conservation, for development of environmentally superior products, and for meeting future global energy needs.

f.
Investment in zero-emissions fuels and renewable forms of energy.

g.
Quantitative data about employee health.

h.
Environmental protection policies.

i.
Employment policies.

j.
Social policies.

k.
Other (please describe). 

Steering Committee Tentative View:

The Steering Committee has not developed a tentative view on this issue.
Segment Reporting for Upstream Activities: Upstream and Geographical

15.42
IAS 14, Segment Reporting, sets out guidelines for reporting financial information by business segment and by geographical area.  It is often suggested that each extractive enterprise should treat upstream activities as a separate business segment under IAS 14, even if it is also engaged in downstream activities.  It is also suggested that each geographical area for which capitalised costs, expenditures related to extractive operations, and mineral reserves should be treated as a secondary segment.

15.43
IAS 14 states:



39.
By limiting reportable segments to those that earn a majority of their revenue from sales to external customers, this Standard does not require that the different stages of vertically integrated operations be identified as separate business segments.  However, in some industries, current practice is to report certain vertically integrated activities as separate business segments even if they do not generate significant external sales revenue.  For instance, many international oil companies report their upstream activities (exploration and production) and their downstream activities (refining and marketing) as separate business segments even if most or all of the upstream product (crude petroleum) is transferred internally to the enterprise's refining operation.



40.
This Standard encourages, but does not require, the voluntary reporting of vertically integrated activities as separate segments, with appropriate description including disclosure of the basis of pricing inter-segment transfers. . . .


Some would change the encouragement in IAS 14.39 into a requirement for all integrated extractive industries enterprises.

15.44
IAS 14 requires the following minimum disclosures for each reportable primary segment (usually business segments): 


(a)
revenue from external customers;


(b)
revenue from transactions with other segments;


(c)
segment result;


(d)
carrying amount of segment assets;


(e)
segment liabilities;


(f)
cost to acquire property, plant, equipment, land, and intangibles;


(g)
depreciation expense;


(h)
non-cash expenses other than depreciation;


(i)
share of net profit or loss and investment in equity method accounted associates and joint ventures by business segment (if substantially all within a single business segment); and


(j)
reconciliation of revenue, result, assets, and liabilities by segment.

15.45
For secondary segments (usually geographical areas) IAS 14 requires disclosure of:


(a)
revenue from external customers;


(b)
carrying amount of segment assets; and


(c)
cost to acquire property, plant, equipment, land, and intangibles.

15.46
With respect to enterprises in the extractive industries, some suggest that the following disclosures are so important that they should be made on a segment basis: 


(a)
gain or loss on hedging transactions; and


(b)
cash operating costs.  

15.47
Frequently, enterprises in the extractive industries are integrated enterprises that transfer the minerals they produce internally for transport, processing, refining, and marketing.  For such enterprises, measurement of segment assets and profits requires the use of a transfer price.  IAS 14 requires that intersegment transfers be measured, for segment reporting purposes, on the basis that the enterprise actually used to price the transfers. 

Basic Issue 15.11 – Segment information for upstream activities

Should an integrated enterprise in the extractive industries be required to report segment information for its upstream activities separately from downstream activities? 

a.
Yes.

b.
No. 

Steering Committee Tentative View:

The Steering Committee has not developed a tentative view on this issue.
Sub-issue 15.11.1 – Pricing of downstream transfers by integrated enterprises

IAS 14, Segment Reporting, requires that intersegment transfers be priced at market price.  Some petroleum and mining companies conduct both upstream and downstream activities.  For them, some segment revenue arises from intersegment transactions.  In those cases, how should the value of the intersegment transfer be measured?

a.
Current market prices for the minerals (sometimes known as posted field prices) less estimated costs that would have been incurred had those minerals been sold to an outside customer. 

b.
Current market prices for the minerals (sometimes known as posted field prices) without deduction for estimated costs.

c.
Other (explain). 

Steering Committee Tentative View:

The Steering Committee has not developed a tentative view on this issue.
Appendix A to Chapter 15

Disclosures in Existing IAS of Particular Relevance to 

Enterprises in the Extractive Industries

Chapters 14 and 15 address disclosures that are regarded as unique to the extractive industries and not currently required in existing International Accounting Standards.  Existing IAS contain a wide range of disclosure requirements that have particular relevance to enterprises in the extractive industries but are not unique to the extractive industries.  A comprehensive (though not necessarily complete) list of these is set out in this appendix.  Because these requirements are already adopted in IAS and are presumed to continue, they are not addressed further in this Issues Paper.  Respondents to this Issues Paper are invited to comment on any that they believe should not apply in the extractive industries.

Financial Statement Presentation (IAS 1)

 accounting policies – this is of critical importance in the current circumstance of wide-ranging accounting practice alternatives;

 separation of intangible assets from property, plant, and equipment on the face of the balance sheet;

Property, Plant, and Equipment (IAS 16)

 for each class of property, plant and equipment: 

(a)
the measurement bases used for determining the gross carrying amount.  When more than one basis has been used, the gross carrying amount for that basis in each category should be disclosed;

(b)
the depreciation methods used;

(c)
the useful lives or the depreciation rates used;

(d)
the gross carrying amount and the accumulated depreciation (aggregated with accumulated impairment losses at the beginning and end of the period;

(e)
a reconciliation of the carrying amount at the beginning and end of the period showing:

(i)
additions;

(ii)
disposals;

(iii)
acquisitions through business combinations;

(iv)
increases or decreases during the period resulting from revaluations and from impairment losses recognised or reversed directly in equity under IAS 36 (if any);

(v)
impairment losses recognised in the income statement during the period under IAS 36 (if any);

(vi)
impairment losses reversed in the income statement during the period under IAS 36 (if any);

(vii)
depreciation;

(viii)
the net exchange differences arising on the translation of the financial statements of a foreign entity; and

(ix)
other movements.


Comparative information is not required for the reconciliation in (e) above;

 the existence and amounts of restrictions on title, and property, plant and equipment pledged as security for liabilities;  

 the accounting policy for the estimated costs of restoring the site of items of property, plant or equipment; 

 the amount of expenditures on account of property, plant and equipment in the course of construction; and

 the amount of commitments for the acquisition of property, plant and equipment. 

 the nature and effect of a change in an accounting estimate that has a material effect in the current period or which is expected to have a material effect in subsequent periods in accordance with IAS 8, Net Profit or Loss for the Period, Fundamental Errors and Changes in Accounting Policies.  Such disclosure may arise from changes in estimate with respect to: 

(a)
residual values; 

(b)
the estimated costs of dismantling and removing items of property, plant, or equipment and restoring the site; 

(c)
useful lives; and

(d)
depreciation method. 

 if items of property, plant and equipment are stated at revalued amounts the following should be disclosed:

(a)
the basis used to revalue the assets; 

(b)
the effective date of the revaluation; 

(c)
whether an independent valuer was involved; 

(d)
the nature of any indices used to determine replacement cost; 

(e)
the carrying amount of each class of property, plant and equipment that would have been included in the financial statements had the assets been carried at depreciated cost; and

(f)
the revaluation surplus, indicating the movement for the period and any restrictions on the distribution of the balance to shareholders. 

 the following disclosures are encouraged but not required:

(a)
the carrying amount of temporarily idle property, plant and equipment; 

(b)
the gross carrying amount of any fully depreciated property, plant and equipment that is still in use; 

(c)
the carrying amount of property, plant and equipment retired from active use and held for disposal; and

(d)
when the benchmark historical cost based treatment is used, the fair value of property, plant and equipment when this is materially different (higher or lower) from the carrying amount. 

Intangible Assets (IAS 22 and 38)

 amortisation of intangibles;

 for each class of intangible assets, distinguishing between internally generated intangible assets and other intangible assets:


(a)
the useful lives or the amortisation rates used;


(b)
the amortisation methods used;


(c)
the gross carrying amount and the accumulated amortisation (aggregated with accumulated impairment losses) at the beginning and end of the period; 


(d)
the line item(s) of the income statement in which the amortisation of intangible assets is included; 


(e)
a reconciliation of the carrying amount at the beginning and end of the period showing: 


(i)
additions, indicating separately those from internal development and through business combinations;


(ii)
retirements and disposals;


(iii)
increases or decreases during the period resulting from revaluations and from impairment losses recognised or reversed directly in equity under IAS 36, Impairment of Assets (if any);


(iv)
impairment losses recognised in the income statement during the period under IAS 36 (if any);


(v)
impairment losses reversed in the income statement during the period under IAS 36 (if any);


(vi)
amortisation recognised during the period;


(vii)
net exchange differences arising on the translation of the financial statements of a foreign entity; and


(viii)
other changes in the carrying amount during the period.


Comparative information is not required. 


A class of intangible assets is a grouping of assets of a similar nature and use in an enterprise’s operations. Examples of separate classes may include:


(a)
brand names;


(b)
mastheads and publishing titles;


(c)
computer software;


(d)
licences and franchises;


(e)
copyrights, patents and other industrial property rights, service and operating rights; 


(f)
recipes, formulae, models, designs and prototypes; and


(g)
intangible assets under development. 


The classes mentioned above are disaggregated (aggregated) into smaller (larger) classes if this results in more relevant information for the users of the financial statements. 

 the nature and effect of a change in an accounting estimate that has a material effect in the current period or that is expected to have a material effect in subsequent periods (IAS 8, Net Profit or Loss for the Period, Fundamental Errors and Changes in Accounting Policies).  Such disclosure may arise from changes in: 


(a)
the amortisation period; 


(b)
the amortisation method; or


(c)
residual values. 

 if an intangible asset is amortised over more than twenty years, the reasons why the presumption that the useful life of an intangible asset will not exceed twenty years from the date when the asset is available for use is rebutted.  In giving these reasons, the enterprise should describe the factor(s) that played a significant role in determining the useful life of the asset; 

 a description, the carrying amount and remaining amortisation period of any individual intangible asset that is material to the financial statements of the enterprise as a whole;

 for intangible assets acquired by way of a government grant and initially recognised at fair value:


(a)
the fair value initially recognised for these assets;


(b)
their carrying amount; and


(c)
whether they are carried under the benchmark or the allowed alternative treatment for subsequent measurement; 

 the existence and carrying amounts of intangible assets whose title is restricted and the carrying amounts of intangible assets pledged as security for liabilities; 

 the amount of commitments for the acquisition of intangible assets.

Impairment of Assets (IAS 36)

 for each class of assets: 

(a)
the amount of impairment losses recognised in the income statement during the period and the line item(s) of the income statement in which those impairment losses are included; 

(b)
the amount of reversals of impairment losses recognised in the income statement during the period and the line item(s) of the income statement in which those impairment losses are reversed; 

(c)
the amount of impairment losses recognised directly in equity during the period; and

(d)
the amount of reversals of impairment losses recognised directly in equity during the period. 

 an enterprise that applies IAS 14, Segment Reporting, should disclose the following for each reportable segment based on an enterprise’s primary format as defined in IAS 14: 

(a)
the amount of impairment losses recognised in the income statement and directly in equity during the period; and 

(b)
the amount of reversals of impairment losses recognised in the income statement and directly in equity during the period. 

 if an impairment loss for an individual asset or a cash-generating unit is recognised or reversed during the period and is material to the financial statements of the reporting enterprise as a whole, an enterprise should disclose: 


(a)
the events and circumstances that led to the recognition or reversal of the impairment loss; 


(b)
the amount of the impairment loss recognised or reversed; 


(c)
for an individual asset: 

(i)
the nature of the asset; and 

(ii)
the reportable segment to which the asset belongs, based on the enterprise’s primary format (as defined in IAS 14, Segment Reporting) if the enterprise applies IAS 14;


(d)
for a cash-generating unit: 

(i)
a description of the cash-generating unit (such as whether it is a product line, a plant, a business operation, a geographical area, a reportable segment as defined in IAS 14 or other); 

(ii)
the amount of the impairment loss recognised or reversed by class of assets and by reportable segment based on the enterprise’s primary format (as defined in IAS 14, if the enterprise applies IAS 14); and

(iii)
if the aggregation of assets for identifying the cash-generating unit has changed since the previous estimate of the cash-generating unit’s recoverable amount (if any), the enterprise should describe the current and former way of aggregating assets and the reasons for changing the way the cash-generating unit is identified; 


(e)
whether the recoverable amount of the asset (cash-generating unit) is its net selling price or its value in use; 

(f) if recoverable amount is net selling price, the basis used to determine net selling price (such as whether selling price was determined by reference to an active market or in some other way); and

(g) if recoverable amount is value in use, the discount rate(s) used in the current estimate and previous estimate (if any) of value in use; 
 if impairment losses recognised (reversed) during the period are material in aggregate to the financial statements of the reporting enterprise as a whole, describe the following:


(a)
the main classes of assets affected by impairment losses (reversals of impairment losses); and


(b)
the main events and circumstances that led to the recognition (reversal) of these impairment losses; 

 the following disclosure is encouraged but not required: key assumptions used to determine the recoverable amount of assets (cash-generating units) during the period. 

Subsidiaries, Associates, and Joint Ventures

 IAS 27, 28, and 31 require various disclosures concerning subsidiaries, associates, and joint ventures.

Financial Instruments and Hedging (IAS 32 and 39)

 IAS 32 and 39 require various disclosures concerning financial instruments and hedging.

Leases (IAS 17)

 lessees should make the following disclosures for finance leases:

(a)
for each class of asset, the net carrying amount at the balance sheet date; 

(b)
a reconciliation between the total of minimum lease payments at the balance sheet date, and their present value.  In addition, an enterprise should disclose the total of minimum lease payments at the balance sheet date, and their present value, for each of the following periods: 


(i)
not later than one year; 


(ii)
later than one year and not later than five years; and


(iii)
later than five years; 

(c)
contingent rents recognised in income for the period; 

(d)
the total of future minimum sublease payments expected to be received under non-cancellable subleases at the balance sheet date; and

(e)
a general description of the lessee’s significant leasing arrangements including, but not limited to, the following: 


(i)
the basis on which contingent rent payments are determined; 


(ii)
the existence and terms of renewal or purchase options and escalation clauses; and

(iii)
restrictions imposed by lease arrangements, such as those concerning dividends, additional debt, and further leasing. 

 lessees should make the following disclosures for operating leases: 

(a)
the total of future minimum lease payments under non-cancellable operating leases for each of the following periods:


(i)
not later than one year; 


(ii)
later than one year and not later than five years; and


(iii)
later than five years; 

(b)
the total of future minimum sublease payments expected to be received under non-cancellable subleases at the balance sheet date;

(c)
lease and sublease payments recognised in income for the period, with separate amounts for minimum lease payments, contingent rents, and sublease payments;

(d)
a general description of the lessee’s significant leasing arrangements including, but not limited to, the following:


(i)
the basis on which contingent rent payments are determined; 


(ii)
the existence and terms of renewal or purchase options and escalation clauses; and


(iii)
restrictions imposed by lease arrangements, such as those concerning dividends, additional debt, and further leasing. 

Government Grants (IAS 20)

 nature and extent of government grants recognised;

 indication of other forms of government assistance from which the enterprise has directly benefited;

 unfulfilled conditions and other contingencies attached to government assistance that has been recognised.

Related Party Disclosures (IAS 24)

 various disclosures about the nature of the relationship and types and effect of transactions.

Provisions and Contingencies (IAS 37)

 for each class of provision: 

(a)
the carrying amount at the beginning and end of the period;

(b)
additional provisions made in the period, including increases to existing provisions;

(c)
amounts used (i.e. incurred and charged against the provision) during the period;

(d)
unused amounts reversed during the period; and

(e)
the increase during the period in the discounted amount arising from the passage of time and the effect of any change in the discount rate.

Comparative information is not required.  

 for each class of provision: 

(a)
a brief description of the nature of the obligation and the expected timing of any resulting outflows of economic benefits;

(b)
an indication of the uncertainties about the amount or timing of those outflows.  Where necessary to provide adequate information, an enterprise should disclose the major assumptions made concerning future events, as addressed in paragraph 48; and

(c)
the amount of any expected reimbursement, stating the amount of any asset that has been recognised for that expected reimbursement.

 Unless the possibility of any outflow in settlement is remote, an enterprise should disclose for each class of contingent liability at the balance sheet date a brief description of the nature of the contingent liability and, where practicable: 

(a)
an estimate of its  financial effect, measured under paragraphs 36-52; 

(b)
an indication of the uncertainties relating to the amount or timing of any outflow; and

(c)
the possibility of any reimbursement.  

 if an inflow of economic benefits is probable, an enterprise should disclose a brief description of the nature of the contingent assets at the balance sheet date, and, where practicable, an estimate of their financial effect 

Appendix B to Chapter 15

European Commission Draft Recommendations on 

Environmental Disclosures in Financial Statements

In September 1999, the Directorate General XV of the European Commission issued for public comment a draft of a Commission Recommendation concerning recognition, measurement, and disclosure of environmental issues in financial statements.  The EC draft recommendations call for the following disclosures:

 Where environmental issues are relevant to the financial position of the undertaking, a description of the respective issues and the undertaking’s response thereto;

 The policy and programmes that have been adopted by the enterprise in respect of environmental protection measures, particularly in the field of pollution prevention. It is relevant for users of the annual report to be able to assert to what extent environmental protection is an integral part of the company’s policies and activities. Where applicable, this may include reference to the adoption of an environmental protection system and required compliance with a given environmental management system and their associated standards or certifications;

 The improvements that have been made in key areas of environmental protection since the introduction of the policy or over the past five years, whichever is shorter. This information is particularly useful if in an objective and transparent manner, it provides a record of the performance of the enterprise with respect to a given quantified objective (e.g. reductions in emissions over the past five years) and reasons as to why significant differences may have arisen;

 The extent to which environmental protection measures, owing to present legislation or resulting from change in future legal requirements that have been substantially enacted, have been implemented or are in process of implementation.

 Where appropriate to the nature and size of the business operations of the company and to the types of environmental issues relevant to the enterprise, information on the environmental performance of the enterprise: energy use, materials use, water use, emissions, waste disposals;


This information could usefully be provided by means of quantitative eco-efficiency indicators and, where relevant, detailed by business segment. It is particularly relevant to provide quantitative data, in absolute terms for reductions in emissions and energy, water and materials consumption
 for the reporting period together with comparative data for the previous reporting period. These figures should preferably be expressed in physical units rather than in monetary terms; moreover, for a better understanding of their relative significance and evolution, they could be put in relation with items shown on the balance sheet or the profit and loss account, for example, net turnover.

 Where the disclosures in (a) to (e) are considered to be voluminous, it may be  more appropriate to provide it in a summary form. If the company issues a separate environmental report that contains more detailed or additional quantitative or qualitative environmental information, a reference to this report should also be made. Information provided in a separate environmental report should be consistent with any related information in the annual report and annual accounts of the enterprise. It should also be stated whether or not such environmental report has been subject to an external verification process. It is relevant to inform users of the annual report as to whether or not the environmental report contains objective, externally verifiable data.


The scope and boundaries of the reporting entity should preferably be the same in both the annual report and the separate environmental report. If not, they should be clearly stated in the environmental report so that it can be identified to what extent it corresponds to the entity reporting in the annual report. Furthermore, the reporting date and period of the separate environmental report should also preferably be the same to that of the annual report. 

Disclosure in the balance sheet

Provisions should be shown in the balance sheet under the caption “Other Provisions”. In accordance with Article 4 of the Fourth Directive, a more detailed subdivision of the items prescribed in Articles 9, 10 and 23 to 26 for the layout of the balance sheet and the profit and loss account is permitted provided that the layouts are complied with. Member States may require such subdivisions. 

If material, it is more appropriate to show environmental liabilities separately on the face of the balance sheet. Otherwise, if material, they should be separately disclosed in the notes on the accounts, in accordance with Article 42 of the Fourth Directive and Article 29(1) of the Seventh Directive. 

Disclosure in the notes to the annual accounts

In conformity with the provisions of the Fourth and Seventh Directives, the following information should be disclosed in the notes: 

 Description of the accounting policies and valuation methods applied on environmental issues as part of the disclosure required by Article 43(1)(1) of the Fourth Directive and Article 34(1) of the Seventh Directive;

 Extraordinary environmental expenditures charged to the profit and loss account, in accordance with Article 29 of the Fourth Directive and Article 17 of the Seventh Directive;

 Disclosure and details of the caption “other provisions”, if not disclosed on the face of the balance sheet, in line with paragraph 63 above;

 Contingent environmental liabilities, in conformity with Article 43(1)(7) of the Fourth Directive and Article 34(7) of the Seventh Directive, including narrative information in sufficient detail, so that the nature, circumstances and risks of the contingency can be understood. If significant measurement uncertainties make it impossible to estimate the amount of an environmental liability, this fact together with the reasons therefor should be disclosed and where possible the range of possible outcomes.

In addition to the requirements of the Fourth and Seventh Directives, the following disclosures in the notes are recommended: 

 For each material environmental liability, a description of its nature and an indication of the timing and terms of settlement. Among others, an explanation of the damage and of the laws and regulations which require its remedial and the restoring or preventing steps being taken or proposed. The measurement basis of the obligation shall be disclosed also. If the amount of costs is estimated based on a range of amounts, a description of how the estimate was arrived with an indication of any expected changes in the law or to existing technology that are reflected in the amounts provided for;

 Where the present value method has been used and the effect of discounting is material, the undiscounted amount of the liability and the discount rate used should be disclosed;

 In the case of long-term site-restoration and dismantling costs, the accounting policy and, where the provisioning approach is used, the amount of the full provision that would be required to cover all long-term decommissioning costs. The provisions 66(d) and 66(e) below with regard to disclosure of environmental expenditure charged to the profit and loss account and environmental expenditure capitalised, should be also taken into consideration;

 The amount of environmental expenditures charged to the profit and loss account. A detailed subdivision of the items the enterprise has identified as environmental expenditure should also be disclosed. The latter should be disclosed in a manner that is appropriate to the nature and size of the business operations of the company and to the types of environmental issues relevant to the enterprise. To the extent that is possible and relevant , a breakdown of the expenditure by environmental domain as described in Appendix 1 is appropriate;

 The amount of environmental expenditure capitalised during the reporting period It should also be disclosed what part of the amount concerned relates to plant and/or machinery for pollution prevention or reduction, and what part is derived from the additional expenditure due to the adaptation of the installation or the production process in order to generate less pollution. To the extent that is possible and relevant, a breakdown of capitalised expenditure by environmental domain as described in Appendix 1 is appropriate; 

 Where significant, costs incurred as a result of fines and penalties for non-compliance with environmental regulations, and compensations paid to third parties, for example as a result of loss or injury caused by past environmental pollution, should be disclosed separately, if not already separately disclosed as extraordinary items. Whilst related to the impact of the company’s operation on the environment, these costs do not prevent, reduce or repair damage to the environment, therefore separate disclosure from environmental expenditures is appropriate;

 The amounts charged to the profit and loss account as a result of value adjustments to capitalised environmental expenditure, or other related assets, subsequently tested for their recoverability;

 The amounts of government incentives, such as grants and tax concessions, related to environmental protection received or entitled to by the Company. The terms of each item concerned, and where similar a summary of the conditions. The accounting treatment adopted should also be disclosed;

 If other quantitative or qualitative environmental information is provided in a separate environmental report, a reference to this report. It should also be stated whether such environmental report has been subject to an external verification process.

� The European Commission is one of the partners in the “Eco-efficiency indicators and reporting” project being developed by the World Business Council of Sustainable Development This project aims at developing standardised  eco-efficiency indicators, of which the so- called “core indicators” are intended to be relevant to all enterprises.
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