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Comments of the Accounting Standar ds Board of the I ngtitute of Chartered
Accountants of India on Exposure Draft (ED 6), Exploration for and Evaluation of
Mineral Resourcesissued by International Accounting StandardsBoard (IASB)

While we support the objective of the proposed IFRS, we bdieve that there is a srong
need for IASB to issue ddaled authoritative guidance on accounting and financid
reporting issues for the extractive indudries. This becomes extremdy important
conddering the fact tha much of exiding practices in the extractive industries may not be
in accordance with the 1ASB Framework and there are divergent accounting practices
which are followed in the industry. A high qudity IFRS will bring about congsency and
trangparency in financid datements of ol and ges enterprises and ds0 lead to better
comparability of the financid statements.

We give bdow our comments on the specific questions set out in the invitaion to
comment.

Question 1 - Definition and additional guidance

We gengdly agree with the definitions of various terms induded in the exposure draft.
With regard to additiond guidance provided in paragraph 7 of the exposure draft, it is
uggested that the same may be omitted Snce some of the dements of exploration and
evdudion asets eg, (b) topogrephicd, geologicd, geochemicd and geophyscd
dudies, are genadly not included in cogt in case an enterprise follows successful costing
method. Further, since the exposure draft permits an enterprise to continue to recognize
and measure exploration and evauation assets in accordance with the accounting policies
goplied in its most recently anud financid daements the dements specified in
paagraph 7 lose their intended purpose of providing sandardization snce the entity will
include expenditure rdaed to the activities in accordance with the accounting policies
followed by it in this regard.

H:/ASB/Comments— ED 6



Our comments on the cash generding unit for imparment ae st out bdow in our
response to Question 3.

Question 2 - Method of accounting for exploration and evaluation of mineral
resour ces

We do agree with the proposd of the IASB dlowing ertities to use its exiding
accounting policies and exemption from the Framework. However, we ae not very dear
how this has to be gpplied in case of companies which commence exploration and
evaudion activities subsequent to this IFRS and do not have any exiding accounting
policies for exploration ectivities. It gppears tha such companies would need to form
their accounting polices in accordance with Paragraphs 10-12 of IAS 8 “Accounting
Policies, Changes in Accounting Edimates and Errors’. This will not achieve conagtency
and compardbility of financd daements of vaious enteprisess Smilaly, a new
company would not be ale to goply the defintion of Cash Generaing Unit for
Exploration and Evaduation Assts for carrying out imparment test as it agan refers to
the impairment test performed in the company’ s recent financid statements,

Question 3 —Cashtgenerating unitsfor exploration and evaluation assets

In principle, we agree with IASB that there is a need for separate guidance on imparment
for exploraion and evdudion assets However, we do envissge problems in
implementing the definition of Cash Generaing Unit for Exploration and Evdudion
Assets as suggested in the Exposure Draft which are mentioned below:

a) The exposure draft provides that exploration and evaduation assets may be aggregated
with other group of assats to form a cash generaing unit for exploration and
evauation assets and be tesded for imparment. We believe that these provisons may
bring inconsstency in accounting trestment between a sart up company and a mature
company with various producing propertties. The sat up company may be engaged
only in exploration and evdudion adtivites and may not have any producing
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b)

property. In such a case, the cash generding unit for exploration and evauation assets
for the dat up company would only comprise explordion and evauation assts.
Congdering the difficulties involved in estimaing future cash flows assocated with
exploration and evaduation assts, those assats of such a company ae likdy to be
fully impared. However, on the other hand a maure company which has producing
ases can aggregae its exploraion and evduation assats with its producing assets
and hence may not be required to impair its exploration and evauation assets. This
does not seem to be the intention of the IASB.

The definition of cash generating unit for exploration and evauation assts provides
that it can not be larger than a segment. We bdieve tha establishing a linkage
between a ssgment and a CGU may not achieve condstency in accounting trestment
as the imparment tet would become dependent on the way the company determines
its reportable segments. A company whose primary reporting segment is a geographic
segment, say a country, may have a sngle property in that segment which may be
under exploratory sage. In such a case, the Company would not be able to aggregate
its exploration and evauation assets with other assets to form a cash generating unit
for exploraion and evdudion assts This may rexult in the exploration and
evaduation assts of tha segment being fully impared. On the other tand, a company
whose reportable geographic segments are determined in such way that exploration
and evduation assets may be aggregated with other assets to foom CGU may not be
required to recognize imparment. This brings about incongstency in accounting
treatment across different companies.

We ds0 refer to Fnancid Accounting Standard (FAS) 144, “Accounting for the
Imparment or Digposal of Long Tem Ases’, issued by Fnandd Acocounting
Sandards Board, USA, which exempts unproved properties from the conventiond
imparment tet. Smilaly, Fnandd Reporting Standard (FRS) 11, “Imparment of
Fixed Assts and Goodwill”, issued by the Accounting Standards Board, UK, dso
exempts cods captidised pending  determination  (unproved  property) from  the
impairment tet. The generd practice in the indudry is dso not to test unproved
propeties for imparment by messwring future cesh flows FAS 19 “Fnaencid
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Accounting and Reporting by Ol and Gas Producing Companies’, and SORP
“Accounting for Oil and Gas Exploraion, Devdopment, Production and
Decommissoning Activities’, provide the indicators when unproved properties
should be assessad for imparment or the timeines beyond which the costs may not
be caried forward.  Accordingly, we bdieve that ingtead of explordion and
evadudion assts being subject to imparment test as per 1AS 36, IASB should exempt
unproved propety cods from the provisons of IAS 36 till the Boad issues a
comprehendve authoritative guidance on extractive industries.

d We aso bdieve that the proposed IFRS should give guidance on formation of cash
generating units (CGU) for producing propeties for companies usng full cost
method. Under full cost method, cost centers for accumulating cods are generdly not
sndler than a country. Typicdly, the imparment test, more commonly known as the
caling ted, is goplied to the entire cost pool conddering the same as cash generating
unit (CGU). Tredting the entire cost pool as CGU may not be in accordance with the
definition of CGU under IAS 36. This may result in difficulties for companies usng
full cost method to apply the imparment test as per IAS 36 as the Companies may not
be able work out the carrying costs of cash generating units formed as per IAS 36
within a cog pool as depletion is cdculated on the entire cost pool by unit of
production method. Also, bresking the cogt pool into various CGUs may be agang
the fundamentd principle of full cosd method. Under SEC Reguldtions (SX, Rule 4-
10) and UK SORP guidance entire cost pools are subject to calling tes under full cost
method. Accordingly, we believe, that till IASB issues dealed authoritative guidance
on extractive industry accounting issues, the proposed IFRS should provide guidance
on the same.

Question 4 —ldentifying exploration and evaluation assetsthat may be impaired

We congder the indicators of imparment for exploraion and evaudion of asss
suggested in the exposure draft to be gppropriate.
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Question 5 —Disclosure
We congder the disclosures specified in the exposure draft to be gppropriate.
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