Colin Fl enm ng AA plc

I nternational Accounting Standards Juliet Vall

Boar d Head of Corporate Financial

30 Cannon Street Accounting, AA plc

London Direct Fax 44 (0) 20 7698 8587
ECAM 6XH Direct Line 44 (0) 20 7698 8733
16 April 2004 Emai | j wal | @ngl oaneri can. co. uk

CL 30

Dear M Fl emmi ng,

COMMENTS ON ED 6: EXPLORATI ON FOR AND EVALUATI ON OF M NERAL
RESCOURCES

Thank you for the opportunity to provide our comments on the
Exposure Draft and the related Basis for Conclusions. This

|l etter sets out our general comrents on the proposed standard,
and in particular provides answers to the specific questions
rai sed, which are set out in Appendix I.

In sunmary, we have two main reservations concerning the
gui dance within the Exposure Draft:

1. Changes to existing accounting practices; and
2. Inpairnment testing in accordance with I AS 36.

1. Changes to existing accounting practices

Angl o Anerican Group acknow edges the intended purpose of ED 6
in providing tenmporary accounting guidelines for conpanies
reporting under International Financial Reporting Standards
(IPFRS), in particular for first-time reporters.

By all owi ng conpanies to continue their past accounting
practices, the Exposure Draft should help avoid any unnecessary
di sruption caused by short-lived policy changes in an area that
is still the subject of a conprehensive project by the

I nternational Accounting Standards Board (| ASB)

However, one of the objectives of conpanies reporting under

| FRS should be for themto choose the nost appropriate
accounting policies that ensure reported results are rel evant
and reliable [IAS 8, paragraph (10)].

Al t hough paragraph 11 in the Exposure Draft permts conpanies
to continue applying their previous accounting policies for
expl oration and eval uati on assets, the Exposure Draft requires
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any changes to existing policies to be perfornmed in accordance
with IAS 8, paragraphs 11 and 12. This may prevent a conpany
fromswitching to a nore appropriate industry recogni sed
practice if the policy isn't clearly supported by the existing
I nt ernational accounting franeworKk.

We bel i eve conpani es should be able to use other industry-
accepted practices when choosi ng accounti ng appropri ate
accounting policies, especially in the absence of the conpleted
project on international accounting in the Extractive Industry.

We highlight the need for clear guidance concerning the
accounting for Exploration and Eval uation (E&E) costs in the
extractive industry and trust that the 1ASB is progressing the
existing project with high priority. Alow ng past accounting
practices to continue will not achieve the ultimte goal of
consi stency and conparability between conpani es reporting under
| FRS, as industry practices in the extractive industry may
differ widely.

2. Inmpairnment testing in accordance with I AS 36

We raise real concerns over the attenpt to apply the existing
| AS 36 inpairnment franework to capitalised E&E costs, albeit
with nodifications in the formof an extended definition of
“cash generating unit for exploration and eval uati on assets”.

E&E assets cannot always be attributed to an existing cash
generating unit (CAJ). This would be especially an issue for
junior mners, or for exploration activity in new geographi cal
areas. In these instances, application of 1AS 36 may | ead to an
“arbitrary” allocation of assets to existing C3Js and the
supporting of assets with unrelated cash flows. As such, costs
could be witten off prematurely, or assets may be held which
woul d normal Iy, under existing industry practices, be witten
of f.

Some E&E assets, by their very nature, are subject to a high
degree of probability and would require significant future
devel opnent costs to prove up and extract potential resources.
It is unlikely, therefore, that such E&E assets could be
supported by an I AS 36 inpairnent test that requires future

ri sk-adj usted cash flow estimates for the asset in its current
condition [IAS 36 (56), (44)].

In the absence of a final standard for international accounting
in the Extractive Industry, we would rather adhere to current

i ndustry practices, which require an annual review or
assessnment for inmpairnment, perfornmed at an “area of interest”



or simlar level. Such an assessnent considers the intention
for future exploration and probabl e devel opnent, as indicated
by existing exploration budgets, expected combdity prices,
prelimnary results from geol ogi cal surveys, and other simlar
gui dance as detailed in paragraph 13 of the Exposure Draft.

We thank you for considering our comments in the devel opnent of
t hi s accounti ng standard.

Ki nd regards.

Juliet \Vall

Head of Corporate Financial Accounting, AA plc

Appendi x 1 — Responses to specific questions within the
Exposure Draft

Question 1 — Definition and additional guidance

The proposed |FRS includes definitions of exploration for and
evaluation of mneral resources, exploration and eval uation
expendi tures, exploration and evaluation assets and a cash-
generating unit for exploration and evaluation assets. The
draft IFRS identifies expenditures that are excluded fromthe
proposed definition of exploration and evaluation assets.
Addi tional guidance is proposed in paragraph 7 to assist in
identifying exploration and evaluation expenditures that are
included in the definition of an exploration and eval uation
asset (proposed paragraphs 7 and 8, Appendix A and paragraphs
BCl12- BC14 of the Basis for Concl usions).

1. W believe the definitions provided in Appendix A of the
Exposure Draft appear appropriate. Going forward, relevant
definitions should be formul ated by specialists in the field
that would be generally accepted by extractive industries
wor | dwi de.

2. W do not agree with the definition of “cash-generating unit
for exploration and evaluation assets”. See specific
comment s under Question 3, bel ow

3. W broadly agree with gui dance provided in paragraphs 7 and
8 of the Exposure Draft over what may and may not be
included in the initial neasurenent of E&E assets. However
we feel it should be nade clear that this is only guidance

and is not to be interpreted as an exhaustive |ist.



4. W& Dbelieve a distinction should be nmade between the
adm ni stration and general overhead costs (Exposure Draft
paragraph 8) excluded frominitial measurenment of E&E assets
and administration and overhead costs that are directly
related to an exploration interest, which we would expect to
be included as E&E assets.

Question 2 — Method of accounting for exploration for and
eval uation of mneral resources

Paragraphs 10-12 of IAS 8 Accounting Policies, Changesin 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 IFRSwould 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.

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?

1. W agree that as an interim neasure, conpanies should be
able to apply paragraph 4 of the Exposure Draft, and el ect
to continue to recognise and neasure E&E assets in
accordance with the accounting policies it applied in its
nost recent annual financial statenents.

2. W highlight the need for clear guidance concerning the
accounting for E&E costs and recognition of assets in the
extractive industry and urge the |IASB to progress the
existing project with high priority. Al l owi ng past
accounting practices to continue wll not achieve the
ultimate goal of consistency and conparability between
conpani es reporting under |IFRS, as industry practices in the
extractive industry may differ w dely.

3. W do not agree wth proposals for accounting policy
changes, as set out in paragraph 11 and BCl2 of the Exposure
Draft.



4. Application of paragraph 11 of the Exposure Draft may

prevent a conpany fromswitching to an alternative industry
recogni sed practice, even if they consider it to be nore
appropriate than their existing policy. This may be the case
if guidance in International Standards and Interpretations
eg. |IAS 38 Intangible Assets, or asset definitions within
the 1ASB franmework, do not support industry alternative
policies due to wuncertainty of future cash flows eg.
capitalising rather than expensing green-field E&E costs, or
switching from*“full-cost” to “successful efforts” method of
accounting for G| and Gas conpani es.

. W believe, in the absence of conclusions from the ful
project on the Extractive Industry, accounting policy
changes should not be nmade exclusively in accordance wth
| AS 8 paragraphs 11 and 12, but that conpanies should be
able to use other accepted industry practises if they
consider these to be nore appropriate than their existing
policies.

. W& question the appropriateness of paragraph 10 of the draft
standard, which permts an entity to apply either the cost
nodel or the revaluation nodel to E&E assets after initial
recognition.

. Permitting conpanies to revalue assets, the recognition of

which is already of concern under a strict application of
International Standards and the 1 ASB framework, is likely to
exacerbate the problem

| AS 16 paragraph 31 states that in order to carry assets at
a revalued anount, the fair value nust be “reliably”
nmeasured. It goes on to suggest using market-based evi dence,
or if that is not available, an incone approach, anobngst
ot her nethods. The nature of nopbst E&E assets would surely
preclude the ability to “reliably” neasure an appropriate
fair value eg. due to uncertainty surroundi ng quantification
of resource and reserves, i keli hood of subsequent
devel opnent and ability to predict future production costs
and final comodity prices. W note it is for simlar
reasons we rai se concerns over the requirenment to perform an
annual inpairnment assessnent in accordance with [AS 36
(refer to Question 3 response, bel ow).

. W would prefer a policy that applies only a cost nodel to
such assets.



Question 3 — Cashgenerating 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 cash-generating unit that might otherwise be
required by [draft] IAS36. This cash-generating unit for exploration and evaluation
assets is used only to test for impairment exploration and eval uation assets recognised
under proposed paragraph 4 (see proposed paragraphs12 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?

1. W raise real concerns over the attenpt to apply the
existing AS 36 inpairnment framework to capitalised E&E
costs, albeit with nodifications in the formof an extended
definition of “cash generating unit for exploration and
eval uation assets” (CGUEE)

2. Such an allocation may be appropriate if extending an
exi sting m ne, however capitalised E&E costs cannot al ways
be attributed to an existing CGJ. This would be especially
an issue for junior mners, or for exploration costs
i ncurred i n new geographical areas.

3. In these instances, application of IAS 36 nay |lead to an
“arbitrary” allocation of assets to existing CGJs and the
supporting of assets with unrelated cash flows: costs could
be witten off prematurely, or assets may be held which
woul d normal Iy, under existing industry practices, be
witten off.

4. Currently sonme mners may assess E&E assets for inpairnent
at a lower level than is currently required under the
Exposure Draft. Fitting the inmpairment test into such an I AS
36 nmould, with CGUEE Iimts allowed up to an | AS 14 segnent
| evel, could actually lead to assets being carried forward
that may previously have been witten off.

5. Sone E&E assets, by their very nature, are subject to a high
degree of probability and would require significant future
devel opnent costs to prove up and extract potenti al
resources. It is unlikely, therefore, such E&E assets coul d
be supported by an I AS 36 inpairnent test that requires
future risk-adjusted cash flow estimates for the asset in
its current condition [IAS 36 (56), (44)].



6. Certainly in the short-term in the absence of concl usive
accounting guidance for the Extractive Industry, we would
rat her adhere to current industry practices, which require
an annual review or assessnent for inpairnment, performnmed at
an “area of interest” or simlar level. Such an assessment
considers the intention and |ikelihood of future exploration
and probabl e devel opnent as indicated by existing
expl oration budgets, expected commodity prices, prelinnary
results from geol ogi cal surveys, and other simlar guidance
as detailed in paragraph 13 of the Exposure Draft.

7. In the mediumto long term |AS 36 could be nodified so that
t he inpairment assessment of E&E assets would require
di fferent assunptions than those currently included for
tangi bl e assets or for goodw I|.

Question 4 — Identifying exploration and evaluation assetsthat may beimpaired

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 9-13 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?

1. W believe that paragraph 12 of the Exposure Draft,
requi ring an annual inpairnent test, is confusing in |ight
of paragraph 13, which provides a list of “trigger” events
to indicate the requirenent for an inpairnent test.

2. The draft standard should clarify if an inpairnent
assessnent is required annually, or only when evidenced by a
trigger event.

3. That aside, the existing itens listed in paragraph 13 appear
appropriate as indicators that E&E assets nay be inpaired.

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?

1. W agree with the proposed disclosures set out in paragraph
15 of the Exposure Draft.

2. W wel conme the requirement for detailed disclosure of
accounting policies covering the recognition, neasurenment
and i nmpai rnment of E&E assets, as under interim guidance
provi ded by the Exposure Draft, these policies may vary
widely within the industry.

3. Additional guidance is required as to whether a profitable
sal e of E&E assets that had previously been inpaired, should
reflect first a wite back of the inpairnment giving rise to
a smaller gain on disposal, or whether the wite back is
incorporated in the net gain or |oss cal culation, wthout
separate disclosure.



