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Internationa Accounting Standards Board
30 Cannon Strest

LONDON ECAM 6XH
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Emal: commentletters@iash.org.uk
Fax:  +44 (020) 7246 6411

Dear Cdin

EXPOSURE DRAFT 6 — EXPLORATION FOR AND EVALUATION OF MINERAL
RESOURCES

In response to your request for comments on the exposure draft on Exploration for and
Evaluation of Mineral Resources, atached please find the comment letter prepared by the
South African Indtitute of Chartered Accountants (SAICA). Pease note tha SAICA is
not just a professond body, but aso secretariat for the Accounting Practices Board
(APB), which isthe officid accounting sandard-setting body in South Africa

In addition to our officid SAICA comment letter which dso represents the view of the

dandard setter, we have induded one further submisson, which is the comment Ietter of
the Extractive Industry Project Group of SAICA.

SAICA is a professond body representing Chartered Accountants in South Africa  As
pat of our dructures we have indugtry project groups condsting of regulators,
accountants and auditors in a particular industry. We are aware that the IASB vaues the
submissions made by the industry.

We would like to thank you for the opportunity to provide comments on this document.



Pease do not hesitate to contact us should you wish to discuss any of our comments.

Y ours Sncerdy

Sue Ludolph
Project Director - Accounting

cC: Doug Brooking (Chairman of the Accounting Practices Board)
Geoff Everingham (Chairman of the Accounting Practices Committee)



SAICA COMMENT LETTER ON ED 6

GENERAL COMMENTS

SAICA supports ED 6 as interim guidance until such time as a comprehengve project is
completed. We would, however, encourage the Internationd Accounting Standards Board
(IASB) to give priority to a comprehensve project on extractive indudtries so as to reduce
the period for which thisinterim guidance is goplicable.

We would like to highlignt the following man aess of concern with the proposed
Sandard:

ED 6 does not improve the comparability of reporting by entities under Internationd
Financid Reporting Standards (IFRS), as the guidance provided is very limited. As a
result, the objective of the propossd sandard to enhance comparability between
entities (as portrayed in IN2) is not met. The ability of entities to apply a number of
accounting policies will not result in condgent financid reporting practices (see
further comments under Question 1).

Conceptudly, we have a concern with the proposed exemption from the hierarchy,
but understand that the IASB has adopted a pragmetic gpproach for now (see further

comments under Question 2).

We ae concerned that the imparment test (even for a cash-generating unit for
exploraion and evauation asxts) may result in companies having to impar asses
previoudy not required to be impared (see further comments under Questions 3 and
4).

SPECIFIC COMMENTS ON QUESTIONSRAISED
Question 1 — Definition and additional guidance

The proposed IFRS includes definitions of exploration for and evaluation of mineral
resources, exploration and evaluation expenditures, exploration and evaluation assets
and a cash-generating unit for exploration and evaluation assets. The draft IFRS
identifies expenditures that are excluded from the proposed definition of exploration and
evaluation assets. Additional guidance is proposed in paragraph 7 to assist in identifying
exploration and evaluation expenditures that are included in the definition of an
exploration and evaluation asset (proposed paragraphs 7 and 8, Appendix A and
paragraphs BC12-BC14 of the Basis for Conclusions).

In generd, we support the definitions provided in ED 6. However, we would like to
highlight thet the induson of a definition of “exploration for” and “evaluation of”
minerd reources, and the excduson of cetan expenditure from exploration and
evadudion assats as indicated in paragraph 8, may result in certain types of expenditure
cgpitdised under an exising accounting policy fdling outsde the definition in ED 6, as a
result of an asset currently being capitdised having a wider definition than that used in
the proposed dandard. More implementation guidance is needed to illusrate how ED 6
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should then be gpplied. For example, should an entity ‘split out’ the cods that may fal
outdde the definition and adjust retrogoectivdy or can the definition be gpplied
prospectively so that cods ‘incorrectly’ capitalised will not be restated?

We would like to sse more guidance on the didinction between “exploration for” and
“evaluation of” minerd resources and dso guidance as to which exploration and
evauation assets should be capitdised. We bdieve that paragraph 7 is incomplete as it
provides a number of specific examples of exploration type activities, but provides no
guidance as to what might conditute “ activities in relation to evaluating the technical
feagbility and commercial viability of extracting a mineral resource” — refer item (f) of
paagraph 7. We bdieve it would be more useful to provide guidance on types of
evduation ectivities that fdl within the definition, and we suggest the use of the
following examples

Determination of the volume and grade of the minera resource;
Determination of gppropriate extraction methods; and

Treatment processes, and congderation of infrastructure requirements.

Guidance should be provided on what conditutes a decison tha would change the
accounting methodology from the point when devdopment commences.  Such guidance
should focus on ensuring entities choose a conddent point where evdudion is
conddered to be complete and devdopment is ready to begin.  Without this guidance,
entities may choose arbitrary points that may lead to a lack of comparability in relation to
aoplying other IFRSs between entities in the extractive indudtries.

Question 2 — Method of accounting for exploration for and evaluation of mineral
r esour ces

(@) Paragraphs 10-12 of 1AS 8 Accounting Policies, Changes in Accounting Estimates
and Errors specify sources of authoritative requirements and guidance an entity
should consider in developing an accounting policy for an item if no IFRS applies
specifically to that item. The proposals in the draft IFRS would exempt an entity
from considering the sources in paragraphs 11 and 12 when assessing its existing
accounting policies for exploration and evaluation expenditures by permitting an
alternative treatment for the recognition and measurement of exploration and
evaluation assets. In particular, the draft IFRS would permit an entity to continue
to account for exploration and evaluation assets in accordance with the accounting
policies applied in its most recent annual financial statements.

(b) The Exposure Draft proposes that an entity woud continue to use its existing
accounting policies in subsequent periods unless and until the entity changes its
accounting policies in accordance with 1AS 8 or the IASB issues new or revised
Sandards that encompass such activities (proposed paragraph 4 and paragraphs
BC8-BCL11 of the Basis for Conclusions).
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Are these proposals appropriate? If not, why not?

We support these proposds as an interim measure until such time as the IASB is adle to
complete its comprehengive project on the issues.

However, ED 6 is not dear on the dection of the accounting policy to recognise and
measure exploration and evaduation assts in certan Studions For example, we may find
entitiesin one of the fallowing Stuations:

There is no guidance on how new entities with no exising accounting policies are to
formulate an accounting policy for exploration and evauation assets.

If one entity were to acquire another entity as a result of a busness combination, it is
not clear whether the acquirer’s accounting policy can be usad in accounting for the
subsdiary, where the subsdiary’s accounting policies provide more rdevant financid
gatements than that of its new holding company.

We ae concerned that the introduction of IFRS will not improve the financia reporting
of entities tha had inadequate or inapproprite accounting policies prior to the
implementation of IFRS. Examples of such policies ae where entities capitdised a
certain proportion of costs based on their expectation of a successful outcome from the
exploration and evdudion activities. Such polices ae not conggent with the
framework, and the proposed dandard encourages entities to continue applying such
policies rather than to re-evduate the appropriateness of such accounting policies.  As
noted in our generd comments, while we do not believe these outcomes are gppropriate,
we accept that they are necessary as a temporay measure until such time as a
comprehensve project is completed.

BC29 dates that entities are encouraged to improve their accounting policies We bdieve
it will be very difficult to determine whether a proposed new accounting policy results in
more reevant information (as required by IAS 8 paragreph 14) in a peiod when no
guidance is provided as to wha accounting policies provide rdevant and reiable
information in relation to the extractive indudtries  In paticular, we are concerned that
where exiding accounting requirements in ceatan  juridictions  dlow  dternative
treatments, it is not clear how to assess whether a change between the (currently) alowed
dtendives would be oconddered to be an improvement in accounting policy.
Condderation of the hierarchy of accounting pronouncements in IAS 8 would not asss
usarsin concluding on the gppropriateness of this change.

Question 3 —Cash-generating unitsfor exploration and evaluation assets

[Draft] 1AS 36 requires entities to test non-current assets for impairment. The draft IFRS
would permit an entity that has recognised exploration and evaluation assets to test them
for impairment on the basis of a ‘cash-generating unit for exploration and evaluation
assets' rather than the cashrgenerating unit that might otherwise be required by [draft]
IAS36. This cash-generating unit for exploration and evaluation assets is used only to
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test for impairment exploration and evaluation assets recognised under proposed
paragraph 4 (see proposed paragraphs 12 and 14 and paragraphs BC15-BC23 of the

Basis for Conclusions).

Are the proposals appropriate? If not, why not? If you disagree with the proposal that
exploration and evaluation assets should be subject to an impairment test under [draft]
IAS 36, what criteria should be used to assess the recoverability of the carrying amount
of exploration and evaluation assets?

We agree with the principle of subjecting exploration and evaudion assets to imparment
tesing. We ae, however, concerned that testing for imparment on the bass of a cash
generding unit for exploration and evauation assets may favour entities engaged in both
mining operdtions and exploraion as they will be ale to mix the cash flows from their
mining operations and potentidly strong exploration properties. The effect could be to
‘sheter’ the cepitdised exploration and evaudion expenditure rdaing to week or
unproven exploration properties, that otherwise would be expensed.

We ae further concerned by the proposed methodology, which might be interpreted to
imply that the exploration and evauation assets do not have a recoverable amount in ther
own right. Our underganding is that the draft standard requires, where the entity eects to
tes for imparment on the bass of a cash-generaing unit for exploraion and evauation
activities, that an entity assess a cashgenerding unit for imparment under 1AS 36 in the
gandard manner, and then adds the exploration and evauation assets to the assts being
teded. Thus in completing a vadue in use andyss the entity would typicdly add no
additiond amount, in respect of the exploration and evduation asst, to the origindly
assessed vaue in use of the cash-generdting unit. As a result, where the cash-generating
unit is assessed for impairment based on the vaue in use modd, the exploration and
evauation assat may be impaired even though it has a quantifiable sdling price.

We bdieve that illudrative examples of how the imparment test is expected to work in
practice (including application of the proposed indicators) will asSgt users in interpreting
the standard. We aso beieve the IASB should further darify how a ‘pure exploration’
company should goply the requirements as it may be difficult for these companies to
judify the capitdisation of any exploration expenditure, wheress up to now, that may not
be the accounting trestment used.

The IASB should congder dternative gpproaches for identifying the maximum portion of
an entity that may be induded as a cashgenerating unit for exploration and evadudion
asts as a segment may not aways be an agppropriate cash-generating unit. We believe
that if the IASB decides to proceed with the segment gpproach, the proposed standard
should darify the principle that a cash~generating unit is no bigger then a sesgment.

The dandard should dso daify whether the dection of a cashgenerding unit in
paragraph 14 is a once-off policy choice and, if not, the proposed standard should specify
the principles to gpply before an entity makes changes to the cashgenerating unit.
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Although the principle on reversd of imparment losses has been addressed in the besis
for condusons we bdieve that it should be incorporaed into the man body of the
proposed sandard. Illudrative examples explaining the implications on reversds and how
these are alocated between the different cashrgenerating unitswill aso be helpful.

The requirement in IAS 36, paragraph 37, to condder only the “ current condition” of
exploraion assts in esimaing future cash flows is paticulaly onerous This will render
many exploration assts impared snce vaue in use without taking into account further
cgpitd expenditure on exploration of reserves will often be less than carrying vdue. We
suggest that the proposed standard should include appropriate reference to paragraph 35
of IAS 36 which permits certan future capitd expenditure on exploraion activities
within the cashgeneraing unit to be induded in the cash flow edimate and should
provide additiond darity on the gpplication of these two paragraphs (35 and 37) to
exploration and evaluation assts.

Question 4 — | dentifying exploration and evaluation assets that may be impaired

The draft IFRS identifies indicators of impairment for exploration and evaluation assets.
These indicators would be among the external and internal sources of information in
paragraphs 913 of [draft] IAS 36 that an entity would consider when identifying whether
such assets might be impaired (paragraph 13 and paragraphs BC24-BC26 of the Basis
for Conclusions).

Are these indicators of impairment for exploration and evaluation assets appropriate? If
not, why not? If you are of the view that additional or different indicators should be used
in assessing whether such assets might be impaired, what indicators should be used and

why?

In our view the indicators ae appropriate, but would like to suggest the following
additiond indicator: “ Government imposes legidation that has an impact on the future
profitability of operations in a particular country, for example the imposition of royalty
taxes.”

Question 5 — Disclosure

To enhance comparability, the draft IFRS proposes to require entities to disclose
information that identifies and explains the amounts in its financial statements that arise
from the exploration for and evaluation of mineral resources (proposed paragraphs 15
and 16 and paragraphs BC32-BC34 of the Basis for Conclusions).

Are the proposed disclosures appropriate? If not, why not? Should additional
disclosures be required? If so, what are they and why should they be required?

We agree that the proposed disclosures are gppropriate, however, we have a few further
recommendetions:
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We bdieve tha where an entity cepitdises exploration and evaudion cods a
reconciliation of the opening baance of amounts cgpitdised to the dosng bdance of
amounts capitdised should be required.  This requirement is condstent with other
assets such as property, plant and equipment, and intangible assets.

Condderdtion should dso be gven to nonfinancdd disdosures tha explan
exploraion activitiesin generd.

The disclosure of accumulated exploration and evauation cods by ssgment to asss
the user in assessing the extent of any ‘shdtering’ of exploration and evauation assets
within a segment.

OTHER COMMENTS

In our view the gpplication of the draft dandard to only address exploraion and
evauation activities does not address other dgnificant issues that arise in the extractive
indudries, such as accounting for development activities, for which guidance would be
ussful to ensure conggent information. We suggest that the scope paragraph dso dlarifies
which issues are specificaly not dedt with in ED 6.

EDITORIAL SUGGESTIONS

Paragraph 6 — “ Exploration and evaluation assets should initially be measured at cost”
(conggtent with wording in IAS 16 and 38).

Paragraph 8 (b) — “administration and other non-attributable general overhead costs”
(conggent with principlesin IAS 16 and 38).
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The project group is an indudry interest group, which is represented by preparers,
reguiaors, mingd vduators and indudry auditors with extendgve experience in the
mining industry. This project group consders accounting, auditing and reporting metters
of relevance to the industry in South Africa and dso has experience in the gpplication of
Internationa Financid Reporting Standards (IFRS) for the mining indugtry.

GENERAL COMMENTS
The project group, in the main, does nat support ED 6 for the following reasons

The proposed dandard does not improve the compaability of entities dreedy
reporting under IFRS, as the guidance provided is very limited (see our comments
under Question 1).

The project team does not support the proposed exemption from the hierarchy as it
may reult in the inappropriate recognition of assts (see our comments under
Quedtion 2).

We ae concaned tha the imparment test (even for a cashgenerating unit for
explordion and evdudion assets) will result in companies having to impar assets
previoudy recognised (See our comments under Question 3).

The project group dso wants to emphedse that the input into the previous Extractive
Industries Issues Peper, issued in 2000, should not be ignored in teking the Extractive
Indugtries project forward. The Issues Paper and comments should be used as bass for
any fallow-up work and updated with other current industry issues.

SPECIFIC COMMENTS ON QUESTIONS RAISED

Question 1 — Definition and additional guidance

The proposed IFRS includes definitions of exploration for and evaluation of mineral
resources, exploration and evaluation expenditures, exploration and evaluation assets
and a cash-generating unit for exploration and evaluation assets. The draft IFRS
identifies expenditures that are excluded from the proposed definition of exploration and
evaluation assets. Additional guidance is proposed in paragraph 7 to assist in identifying
exploration and evaluation expenditures that are included in the definition of an
exploration and evaluation asset (proposed paragraphs 7 and 8, Appendix A and
paragraphs BC12-BC14 of the Basis for Conclusions).

The project group is of the view that the definitions are appropriate, but that the guidance
on the trestment of this expenditure is not sufficient. It is dill not cear when an
exploration and evauation asset should be recognised and the proposed standard does not
improve comperability between companies aready reporting under IFRS.
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We further bdieve that, going forward, rdevant definitions should be formulated by
gecidigs in the fidd tha would be generdly accepted by extractive indudtries
worldwide.

Question 2 — Method of accounting for exploration for and evaluation of mineral
r esour ces

(@) Paragraphs 10-12 of IAS 8 Accounting Policies, Changes in Accounting Estimates
and Errors specify sources of authoritative requirements and guidance an entity
should consider in developing an accounting policy for an item if no IFRS applies
specifically to that item. The proposals in the draft IFRS would exempt an entity
from considering the sources in paragraphs 11 and 12 when assessing its existing
accounting policies for exploration and evaluation expenditures by permitting an
alternative treatment for the recognition and measurement of exploration and
evaluation assets. In particular, the draft IFRS would permit an entity to continue
to account for exploration and evaluation assets in accordance with the accounting
policies applied in its most recent annual financial statements.

(b) The Exposure Draft proposes that an entity would continue to use its existing
accounting policies in subsequent periods unless and until the entity changes its
accounting policies in accordance with IAS 8 or the IASB issues new or revised
Sandards that encompass such activities (proposed paragraph 4 and paragraphs
BC8-BC11 of the Basis for Conclusions).

Are these proposals appropriate? If not, why not?

No, the proect team bdieves tha many extractive industry companies (specificdly in
South Africa) dready comply with IFRS and that it is not necessxy to provide any
guidance a this point in time (without procesding with a full comprehensve project for
extractive indudtries).

The quedion to be addressed is if an entity acquired something of vaue and if nat, the
cogsincurred should be expensed.

The project team supports the dternative view as summarised in the gppendix to the bass
for condusons

Question 3 —Cash-generating unitsfor exploration and evaluation assets

[Draft] 1AS 36 requires entities to test non-current assets for impairment. The draft IFRS
would permit an entity that has recognised exploration and evaluation assets to test them
for impairment on the basis of a ‘cash-generating unit for exploration and evaluation
assets rather than the cashrgenerating unit that might otherwise be required by [draft]
IAS36. This cash-generating unit for exploration and evaluation assetsis used only to

10
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test for impairment exploration and evaluation assets recognised under proposed
paragraph 4 (see proposed paragraphs 12 and 14 and paragraphs BC15-BC23 of the

Basis for Conclusions).

Are the proposals appropriate? If not, why not? If you disagree with the proposal that
exploration and evaluation assets should be subject to an impairment test under [draft]
IAS 36, what criteria should be used to assess the recoverability of the carrying amount
of exploration and evaluation assets?

If the ‘grandfathering’ of accounting for exploration and evauation assets as suggested in
the proposad sandard is retained, the imparment tet may put entities in the same
pogtion as if no asset was recognised in the firgt place. For example, a pnior exploration
company with only exploration and evauation assats will not have a cashgenerating unit
and as a reault, the exploration and evauation assets would probably be impared. Thus,
the project group is concerned that the ‘grandfathering’ objective of ED 6 may not be
achieved if the impairment test is retained.

The project group recommends that the principles in the framework should be used to
determine initid recognition of exploraion assets as the imparmet test is vey
ubjective and dfficult to perform.

The cash-generating unit for exploration and evdudion assts may dso be abused by
larger entities if they dlocate these assets to larger cash generating units (to avoid
imparment) without there being substance in carrying them as assats in the first place.
Without the current guidance in the proposed standard, those ‘assats would probably not
have been recognised in the firgt place.

Question 4 — Il dentifying exploration and evaluation assets that may be impaired

The draft IFRS identifies indicators of impairment for exploration and evaluation assets.
These indicators would be among the external and internal sources of information in
paragraphs 913 of [draft] |AS 36 that an entity would consider when identifying whether
such assets might be impaired (paragraph 13 and paragraphs BC24-BC26 of the Basis
for Conclusions).

Are these indicators of impairment for exploration and evaluation assets appropriate? If
not, why not? If you are of the view that additional or different indicators should be used
in assessing whether such assets might be impaired, what indicators should be used and
why?

In our view the indicators are gppropriate and thet any additiond guidance is useful.
Question 5 - Disclosure
To enhance comparability, the draft IFRS proposes to require entities to disclose

information that identifies and explains the amounts in its financial statements that arise
from the exploration for and evaluation of mineral resources (proposed paragraphs 15

11
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and 16 and paragraphs BC32-BC34 of the Basis for Conclusions).

Are the proposed disclosures appropriate? If not, why not? Should additional
disclosures be required? If so, what are they and why should they be required?

The project group supports the additiona disclosure and notes that detalled disclosure on
exploration and evauation assets is vauable to users of financid datements.
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