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Abstract

The relevance of the investigation is predetermined by the fact that application of IFRS 6 “The exploration for and evaluation of
mineral resources” presupposes the application of professional accounting judgment while running the information about
exploration and evaluation of mineral resources. The aim of the article is to study how oil producing companies apply IFRS 6
and to work out some suggestions on perfecting the accounting policy in the above-mentioned assets in the conditions of
uncertainty of the norms of International standards.

Keywords: professional accounting judgment, the accounting of minerals, assets exploration and evaluation, IFRS 6

1. Introduction

The necessity to single out the assets of prospection and evaluation of mineral resources into a separate category is
predetermined by the absence of the economic benefits revenue into the organization of these very assets in the process
of their exploitation and also by the ambiguity of the future economic benefits. So, if an organization applied the general
criteria to recognize fixed or intangible assets, set in IAS 16 “Property, plant and equipment” and IAS 38 “Intangible
assets”, it wouldn’t be able to recognize any assets used in prospecting and evaluation of mineral resources. Besides,
proceeding from the circumspection concept laid in the Framework of preparing financial reporting based on international
standards and taking into account the ambiguity of the future prospective, the expenditure in the area of natural resources
development should be included into the financial result of the period during which they were made, which will lead to the
distortion of the perception of real dynamics.

On the stage of development the financial result is going to be understated, because from the current income there
will be deducted the expenditure carried out for the future, but for not the current earnings. On the stage of mining
operation the financial result is oppositely going to be overstated, because from the recovered mineral products sales
there will be deduced only the expenditure necessary to carry out the very process of mining. Significant expenditure
incurred mostly to carry out the mining process is not counted, and the cost value becomes incomplete. This kind of
approach goes in conflict with the set world practice of accounting in extracting sector.

In this respect there appeared a necessity to accept a separate standard of IFRS 6 “The exploration for and
evaluation of mineral resources”, which allows some deviations from the conceptual principles of IFRS.

2. Materials and Methods

The theoretical basis for the investigation is based on the fundamental accounting concepts, hypotheses and approaches
of classical and modern scientific economic literature. Then the methodological basis of the work is the comprehensive
approach to the investigated processes and phenomena, the techniques of dialectic and formal logics. We used a wide
range of methods: comparative analysis, synthesis, systematization and generalization of the theoretic materials,
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consolidation and grouping, analytical proceedings and other methods.
3. Results and Discussion

Only part of the expenditure connected with mineral resources and allocated to the stage of prospecting and evaluation of
mineral resources gets under IRSF 6 regulation. The costs incurred before the rights to prospect and evaluate were
procured as well as the costs incurred after the fact of technical feasibility and commercial practicality of mining
operations has been set are not regulated in IFRS 6. The graphic display of IFRS 6 regulating sphere is presented in
figure 1.

Before-exploration activities Explaration and evaluation activity Activity on development
-+ -l »la »
Expenditure beyond the sphere of Expenditure regulated by IFRS 6 Expenditure beyond the sphere of
regulation of IFRS 6 regulation of IFRS 6

Fig.1 The sphere of regulation of IFRS 6 “The exploration for and evaluation of mineral resources”

So, the enterprise has to develop the accounting policy for a separate display of expenditure referring to each stage of
the usage of mineral resources in extractive industries:

— Activities on exploration and evaluation of mineral resources;

— Before-exploration activity;

— Activity on development and extraction.

Future possible economic benefits from the exploration of mineral resources are not always obvious. One needs to
rely on professional judgment [11]. It is possible to use the results of project review done by senior managers or an
authorized body, or business-plan, medium terms of an agreement concluded on other projects, political situation,
argumentativeness of the territory, commercial aspects, tax and judicial peculiarities, etc. In other words, on the stage of
before-license prospecting of hydrocarbons the expenditures appearing before taking the decision on the project
technical feasibility and the organization’s interest in procuring the rights on subsurface resource management should be
expensed as incurred [14]. And expenditures appearing after such decision has been taken should be included in the cost
of the rights on subsurface resource management.

In accordance with § 9 IFRS 6 an enterprise should work out the accounting policy defining the expenditures which
will be accepted as assets connected with exploration and evaluation, and practice consistent application of accounting
policy [10]. The judgment made at this has to be based on the data about the connection between making charges and
finding out particular mineral reserves. International standards offer an approximate list of expenditures which might be
included into the primary measurement of active assets connected with exploration and evaluation:

— Procurement of rights on carrying out prospecting works;

— Topographical, geological, geochemical and geophysical investigations;

— Prospecting and exploring drilling;

— trenching;

— selection of tests and samples;

— activity on evaluation of technical feasibility and commercial practicality of mineral resources exploration [3].

So the organization carrying out expenditures on exploration and evaluation of mineral resources has to provide in
its policy the conditions to recognize the assets on exploration and evaluation of mineral resources in accordance with §
10 IAS 8 “Accounting policies. Changes in accounting estimates and errors”. It is necessary for the accounting policy to
provide the kinds and content of expenditures the organization recognizes as assets in exploration and evaluation of
mineral resources taking into account the degree of their correlation with the exploration of particular mineral resources.

The recognition of assets of exploration and evaluation stops at the moment when the technical feasibility and
commercial practicality of the mineral resources mining on a particular mineral resources block have been proved, or
from the moment when mineral resources mining on a particular site has been proved as having no prospect. [6]. In this
respect it is necessary to mark in the accounting policy the particular criteria and a list of documents on the basis of which
one makes the decision that the technical feasibility and commercial practicality of the mineral resources mining on a
particular mineral resources block are considered as proved, or mineral resources mining on a particular site is regarded
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as having no prospect. It is recommended that the accounting policy should reveal the information about the periodicity of
evaluation and setting the criteria of technical feasibility and commercial practicality of mining on a site. The criteria might
be finding out resources on the site, availability of the specified data about the geologic structure and resources reserves
and carrying out the test operation to get the data and parameters to work out a technological scheme for working of
mines, etc.

After the decision that mining operations are economically viable has been taken, the exploration and evaluation
assets need to be reclassified [1]. If the exploration and evaluation expenditures are effective, corresponding assets
should be transferred into the category of development assets. Ineffective exploration and evaluation expenditures should
be written down up to the fair value with the deduction of expenditures on costs to sell, because it's impossible to use the
concessionary terms, which allows to group these assets with the ones on mining operations in the framework of a bigger
unity generating monetary means [8].

For example, the 2014 accounting policy of JSC “OC Rosneft” makes provisions for “the expenditures on
exploration including expenditures on geological and geophysical works and carrying a dry hole are allocated to the
expenses of the period when these expenditures were made. The cost of exploration wells (including stratigraphic ones)
are temporarily capitalized till oil and gas reserves are found out by implementing the drilling programme. The length of
period of time necessary to carry out such an analysis depends on technical peculiarities and economic difficulties in
making an evaluation of resources extraction. If the conclusion is made that the wellhole carries such amounts of oil that
it might be ineffective to produce it, the wellhole expenditures are written down to the costs of the corresponding period of
time in the “Expenditures on exploration and evaluation of mineral resources” section.

The jurisdiction of the accountant's professional judgment includes establishing the order of classification of assets
of exploration and evaluation as tangible or intangible proceeding from the essence of recognized assets [15]. While
establishing weather to classify assets of exploration and evaluation as tangible or intangible assets of exploration and
evaluation it should be taken into account the creation of what object the expenditures are allocated to most [4]. If the
expenditures on exploration and evaluation are allocated to the object having a physical shape which will be used as an
independent asset, then the asset may be classified as the tangible asset of exploration and evaluation. If the
expenditures lead to getting information about creating the assets of exploration and evaluation of mineral resources on a
particular subsurface site, then this kind of an asset should be classified as intangible asset of exploration and evaluation

[2].

Exploration and evaluation assets are recognized by the production cost, i.e. actual expenditures [7]. The
organization acknowledges any liabilities connected with the destruction of objects and rehabilitation of environment,
mineral resources, which it suffers for some period of time as the result of performing works on exploration and evaluation
of mineral resources.

In this case there might arise some difficulties in figuring out a reliable assessment of the cost of exploration and
evaluation of mineral resources. In this respect it is recommended that one should use the International Valuation
Standards in extractive sector worked out by International Valuation Standards Committee.

Within the jurisdiction of accountant's professional judgment there fall the choice of the model of the further
evaluation of the assets connected with the exploration and evaluation of mineral resources:

— Dby original cost;

— by revalued amount (as prescribed in IFRS 16 for assets revaluation or in IAS 38 for intangible assets

revaluation depending on the classification of assets).

Revaluation of the assets is possible only when they are submitted to reliable fair value measurement. The
revaluation should be carried out regularly to provide the correspondence of the balance sheet value of the object to the
one which is defined by the fair value applied to it on the date of evaluation [9]. The usage of the model of assets
revaluation in exploration and evaluation of mineral resources doesn’t exclude systematic amortization charges and
calculations on impairment, but each date of revaluation the original assets cost changes: it either increases or decreases
in accordance with the carried revaluation.

At the same time the alternative procedure of the further evaluation of intangible assets on revalued amount
provided in § 10 IFRS 6 “The exploration for and evaluation of mineral resources” is limited by the cases when fair value
is determined on the basis of active market data. In fact, active market exists only for quotas to extract a particular
quantity of minerals [16]. But the right to unlimited site development is always unique, that is why even theoretically these
rights can't have an active market, consequently, this model of revaluation of intangible assets can't be applied.

The assets connected with exploration and evaluation of mineral resources should be tested for impairment in case
there appear some circumstances which will testify that balance sheet assets may exceed its recoverable amount [12].
Since it might be hard to apply the standard impairment testing procedure before the commercial practicality of the
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exploration has been proved, IFRS 6 sets a particular list of possible facts speaking for the necessity to carry an
impairment test.

Due to the fact that the list is open-ended in the accounting policy it is possible to foresee some other factors
specific for the particular enterprise which speak for the impairment. Besides, the enterprises have to determine the level
of the impairment test (the monetary means generating unit or a group of such units).

The enterprises are allowed to group exploration and evaluation assets together with the recovery ones if there is a
distinct accounting policy regarding such grouping, and the policy is practiced consistently from period to period. The only
restriction is the claim that the monetary means generating unit or a group of such units should not be higger than the
segment defined by IFRS 8 “Operating Segments”.

However, when the exploration and evaluation assets have been reclassified and transferred into another category
they should fall under the usual testing procedure in accordance with IAS 36 “Impairment of Assets” at the level of
monetary means generating unit and amortization at the level of separate assets [13]. In this case the impairment testing
and amortization of the group of assets are impossible.

As an example we will give an extract from the accounting policy principles description of JSC “Lukoil” taken from
the Notes to consolidated interim financial reporting, drawn up for the period of 6 months up to the date of June, 14t
2014: “Long-term assets, such as oil- and gas-producing fixed assets are evaluated in terms of possible impairment when
some events or discontinuance of circumstances point out that there is a possibility that the balance sheet assets might
not be compensated. Recompensation of the assets cost is estimated by comparing the book value of the group of assets
and the predicted value of the future non-discounted cash flows generated by this group of assets. In those cases when
the balance sheet assets exceed the predicted value of the future non-discounted cash flows one has to admit the
impairment loss by the write-off of the balance sheet value to the predicted fair market value of the group of assets, which
is usually defined as the net worth of the future non-discounted cash flows”.

The elicited impairment loss is allocated to profits and losses before carrying out the reclassification and exclusion
of the exploration and evaluation assets items from the assets. Some tangible assets can be reclassified into the category
of fixed assets and general industrial stocks [1].

The disclosure of information about the exploration and evaluation of mineral resources is obligatory from the point
of view of explanation of separate indicators of the financial data reporting. In particular, an accepted order of assets
recognition is uncovered, and also total assets, value of liabilities, amount of income and expenses, operational and
investment cash flows which arise while carrying out operations on exploration and evaluation of mineral resources.
Despite IFSR 36 lapse from a whole set of International standards, the disclosure of information about the accounting
policy concerning the expenditures and assets on exploration and evaluation of mineral resources should be carried out
in accordance with I1AS 8 “Accounting policies, changes in accounting estimates and errors”.

4. Conclusion

So, the application of the accountant’s professional judgment while shaping information about exploration and evaluation
of mineral resources for financial data reporting is necessary to admit, classify, make a preliminary and more detailed
judgment. The recommendations offered in the article will allow to shape the accounting policy of oil producing
companies in the optimal way and to raise the quality of disclosure of the information about the mineral resources mining.
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