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Abstract— decommissioning costs of oil and gas assets meet th installation stage of the oil and gas assets ], [hadequacy

description of asset and provisions under IAS 37.Therefore,
accounting for, and disclosures of, provisions for
decommissioning oil and gas installations are accoted for in
accordance with IAS 16 and IAS 37. Hence, these t®sare
recognized at the point of an asset installation apart of that
asset’s historical cost and as a provision in theatance sheet.
However, given the long time span between the assastallation
point and decommissioning that asset accounting for
decommissioning costs is subject to significant cqoexity and
subjective judgments. Due to their sizes decommissgiing costs of
oil and gas installations have material cash flowffects. Given the
magnitude of decommissioning costs, disclosures pfovisions
are critical for stakeholders to understand the im@ct on future
cash flows. This study investigates compliance witine reporting
requirements of international accounting standards (IASSs)
regarding provisions for decommissioning costs; itextends to
uncover perceptions of stakeholders on reporting gactices. Using
both secondary and primary data and utilizing a cotent analysis
approach, we conclude that while there are sufficig accounting
standards to regulate provisions of decommissioningosts of oil
and gas installations there is a lack of complianceith disclosure
requirements of 1ASs. Oil and gas companies tend tdisclose the
minimum amount of information about provisions for
decommissioning costs. We find that stakeholdersepceive the
information provided by the companies as inadequateand
require them to provide more detailed and meaningfu
information. Our findings have imperative policy implications for
improving the quality of information availed to stakeholders.

Keywords- Disclosure compliance, International accounting
standards, Decommissioning costs, provisions, Oil and Gas

. INTRODUCTION

In this paper, we examine disclosures of provisifors
decommissioning costs by oil and gas companiexdlish the
London Stock Exchange (LSE). Oil and gas compah&s&
obligations to dismantle, remove and restore itefrfzoperty,
plant and equipment (PPE) at the end of their offshand

provisioning of decommissioning funding could have
substantial consequences for the cash flows, dveral
sustainability of financial position and potentalurvival of
the company. To this extent, the reporting of thevisions for
decommissioning costs must be of substantial ister¢o
shareholders, investors and other stakeholdergld3izes of
this information should not only be critical for kiag
investment decisions, but also for understanding th
sustainability of the financial positions of oil dangas
companies by other stakeholders [1]. For the imrest
reporting these provisions facilitates better ustéerding of the
adequacy of funding for decommissioning costs band gas
installation and the implications for the comparfyiture cash
flows. It also aid investors compare the viabilifycompanies
across industries, thus enhancing their investabecisions [8].

This study is motivated by three main drivers. t-ithe
accounting for decommissioning costs are subjesigiaificant
complexities and uncertainties of timing, amountha&fse costs
and changes to regulatory and tax regimes [4] T%ese
complexities of estimating of, and accounting forpvisions
for decommissioning costs make it extremely ditfidor oil
and gas companies in terms of the accuracy of theigions
that are made. To this end, the accounting policfeBP [10]
114) confirm that

The group holds provisions for the future decomimisg
of oil and natural gas production facilities andopiines at the
end of their economic lives. The largest decomomssy
obligations facing BP relate to the plugging andaabonment
of wells and the removal and disposal of oil andural gas
platforms and pipelines around the world. Most bbse
decommissioning events are many years in the fu#tndethe
precise requirements that will have to be met wtherremoval
event occurs are uncertain. Decommissioning tedygies and
costs are constantly changing, as well as political
environmental, safety and public expectations. Blebes that
the impact of any reasonably foreseeable changehése

onshore operations and to remediate any envirorahentprovisions on the group’s results of operations)aficial

damage they may have caused to agreed standardi]f1]
These obligations are referred
liabilities. Decommissioning of oil and gas insafibns is
required under a number of international treatietuding the
1958 Geneva Convention on the Continental Shetf, 11682
United Nations Convention on Law of Sea (UNCLOS] #me
1989 International Maritime Organization (IMO) Gelithes
and Standards.

The magnitude of decommissioning costs in the il gas
industry are substantially large, running intoibils of dollars
[3], [1]. For example, according to [1] and [4]ethactual
liability obligations for decommissioning are apgroately
equal to half of the total debt of the oil and gatustry. In the
context of the UK, the Oil and Gas Authority [S]tigsates
decommissioning costs for the North Sea fields 39.E
billion. Given that the decommissioning activitieare
undertaken at the end of the productive capacitsnobil and
gas field's life cycle [6], it is apposite that #sehuge costs
have to be adequately provided for from the begiprif the

to as decommisgionin

position or liquidity will not be material (p 114).

Further, the existence of these uncertainties and
complexities creates a knowledge-based gap [11] and
disclosure-expectation gap [12] between oil andagesspanies
and their stakeholders about the provisions for
decommissioning costs. These complexities preseal r
challenges for oil and gas companies, and mighedepfull,
fair and timely disclosures of decommissioning sastd their
provisions [7]. This situation makes the interptieta of
provisions for decommissioning costs’ disclosuresbfematic
for stakeholders in their decision-making proces§t3].
Second, there is a lack of studies on the accayiatipects of
decommissioning oil and gas installations in geneaad
disclosure of decommissioning costs in particlNéost studies
focusing on the oil and gas sector have tendedc¢asf on
disclosure of oil and gas reserves (e.g., [14]], [[15]) with no
studies on disclosure of provisions for decommissigp costs.
This is surprising given the magnitude of decominisag
costs involved (as noted earlier). Third, Stand&réoor [1]



survey of Europe’s Chemical, Oil & Gas, and Me&lslining
Companies raises concerns about the limited reygprof
decommissioning and environmental provisions. Tihatéd
reporting of decommissioning makes it difficult eompare
companies and to understand the obligations thaarm gas
companies are exposed to, and whether adequatindursl
available to cover these substantial future fundibtigations.
A decade since the Standard & Poor’s report, tiesdill no
rigorous academic research on reporting decommisgjo
obligations by oil and gas companies.

Our study attempts to address this gap in theatitee
investigating the reporting of provisions of decoissioning
costs by oil and gas companies. In particular, deress the
following three research questions: (1) To whaeekhave the
International Accounting Standards provided a blétebase
for accounting for and reporting decommissioningtsf the
oil and gas industry? (2) To what extent do oil agab
companies listed in the UK comply with the disclesu
requirements of the International Accounting Stadslawith
regard to provisions for decommissioning costs? 8)dVhat
is the perception of UK listed oil and gas companié the
current reporting practice of information about thests of
decommissioning oil and gas installations?

We undertake our study in two phases consistett it
research objectives. First, we conduct a conteatysis of
annual reports of oil and gas companies listecherLSE (both
the main exchange and the alternative investmerkatjaOur
content analysis draws from the requirements ddriattional
Accounting Standards (IASs) (i.e., IAS16, IAS37RIEL,
IFRC5). We find that oil and gas companies do ndlyf
comply with most of the provisions of IASs. We aleand
that companies tend to provide the minimum amount
information about decommissioning costs in theimuat
reports. In the second phase of the study, we doaw
perceptions of oil and gas companies and otheektid#ters of
the quantity and quality of decommissioning
disclosures. In particular, we sought to garnemsidgrom
interviews as to quantity and quality of the discliees and
whether they view IASs as providing a sufficienhiede for
the accounting for and reporting of decommissionaugts
provisions. Our evidence indicates that althougiettseems to
be consensus by regulators, consultants compamidsil and
gas companies on improving the disclosure of inédiom,
some oil and gas companies do not believe thatlisecaf the
complexities involved in the computations of
decommissioning costs provisions,
understand the disclosures. This might explain aihgnd gas
companies provide very limited information. Thesadihgs
lead us to conclude that existence of current
standards and the level of compliance with thearadstrds do
not result in transparency of issues
decommissioning costs.

Our paper makes a number of contributions. We stiaiv
there are variations in compliance with decommissig costs
provisions among the listed companies. Second,resde the
first interview evidence of the perceptions of staddders
regarding the adequacy and quality of accountisges and
reporting practices on decommissioning costs piawssin the
oil and gas sector. Third, we show that there inseasus

among stakeholders about enhancing disclosure @rispns
for decommissioning costs.

The remaining of this papers is organized as falow
Section |l discusses the regulation and accountiog
provisions for decommissioning costs, with parécidmphasis
on disclosure. The related literature is reviewedection II|
and in section IV, the research design is presei@edtion V
presents and discusses the findings. Finally, atise VI the
concluding remarks are provided.

II.  REGULATION AND ACCOUNTING FOR
DECOMMISSIONING IN THE OIL AND GAS SECTOR

The oil and gas industry is international in nataned
therefore subject to international regulations #aas which
require the sector to decommission assets at teoitheir
production life. The international regulations, lewer, do not
deal with accounting and reporting issues relatitg
decommissioning, including accounting provisions d an
information disclosure. The accounting and repgrtiof
decommissioning costs provisions are dealt with eand
different countries’ accounting standards or inddonal
accounting standards. In the UK, beginning with rigorting
year 2005, all listed companies are required toptpmwith the
measurement and disclosure requirements of intenat
accounting standards (IAS/IFRS). Under IAS/IFRS GA\4he
accounting treatment and disclosure of decommisgjocosts
is dealt with under IAS16 (Property, Plant and Ppquént:
PPE) and 1AS37 (Provisions, Contingent Liabilitiesd
Contingent Assets). IAS16 requires the costs ofmdigling
and removing a PPE item and restoration of theositerhich it
is located to be included in the initial cost oatthPPE upon

Orecognition [17]. The standard furthermore requitiest the
total cost of the asset, including the decommiss@n
provision, be depreciated over the useful life lofttasset.
IAS37 [18] defines a provision as ‘a liability ofncertain

relatedtiming or amount’ and has to be recognized whenkdigation

exists to perform the clean-up. For oil and gas
decommissioning, the obligation is created at itine the asset
that is, the oil and gas field installation, is putplace [19].
Thus, decommissioning costs of oil and gas ingdtalla meet
the requirements and description of both IAS16 BN837.
Therefore the disclosure of provisions for deconsinising
costs by listed companies has to comply with tlygirements
of international accounting standards, particuldaA$16 and

_ of the|as37.
investors migtdt n

. LITERATURE REVIEW

According to the International Accounting StandBahrd
(IASB) the objective of financial reporting %o provide

surroundindinancial information about the reporting entityathis useful to

existing and potential investors, lenders and ottreditors in
making decisions about providing resources to thiiye [20:

para 1.2]. The provision of the information, partérly on the
nature and amounts of economic resources of, aamngl
against, the entity (i.e., company) helps userserstdnd the
financial position of the company. Consequentlg, tASB sets
forth its goal as to develop high quality standatus require
the disclosure of transparent and comparable irdoom. This



is only possible if the accounting reporting systisnalso of
appropriate quality to ensure enforcement of anuiptiance
with the standards [21]. Prior studies of complamdgth IAS
find substantial non-compliance with 1AS, see [22B].
However, these studies were undertaken in enviratsne
where IAS/IFRS were not mandatory. In the UK, cammde
with the IAS/IFRS for listed companies is mandat@y that
the expectation is that compliance will be high.,\Werefore,
investigate compliance with IAS/IFRS in the UK feg on
reporting of provisions for decommissioning coststlie oil
and gas sector, an issue that has yet to be exdnnnte
literature.

Studies on accounting disclosures by oil and gagemies
are limited and focus on oil and gas reserves assces, for
example [24], [25], [26], [14], [27], [28], [16] @n[29]. In the
context of decommissioning costs, studies haveresfemore
towards engineering [30], managerial [31], legaldan
technicality of decommissioning oil and gas fie[88], [33]
and [34]; legal and regulatory perspectives of danissioning
obligations [35]. Others have tackled nuclear eslat
decommissioning issues [36], [37] and [7]); disales
expectation gap [12], and economy of decommiss@[88].

We have only come across two studies investigathmsg
disclosure of decommissioning costs by oil andaaspanies.
Russell et al., [39] studied the state of accognfor the cost
of abandoning North Sea oil and gas fields and slothat
UK oil and gas companies exercised high level ohgitance
with the regulations governing accounting for thestcof
abandoning North Sea oil and gas fields as embeidde@RP.
They, however, show that voluntary disclosure wastéd.
This study is outdated having examined compliamt® o the
mandating of IAS/IFRSs for all listed companiegdelis on
European Stock Exchanges, including the LSE. Thhs,
findings are not necessarily relevant to the curreandatory
disclosure regime of listed companies. The mastnestudy
by Rogers and Atkins [4] investigated compliancel46 US
listed oil
Obligations (AROs) disclosure requirements of Steet of
Financial Accounting Standard 143 and the requirgsef the
Securities and Exchange Commission (SEC). Theyladed
that there is a poor adherence by oil and gas coepdo the
AROs disclosure requirements.

Our work builds on and extends these two relatedias to
examine the reporting of decommissioning costs ipions of
oil and gas companies listed on the LSE and comgrisoth
UK and international companies in two ways. Finat, seek to
understand the extent to which the listed compao@sply
with IAS/IFRS disclosure requirements concerningvigions
of decommissioning costs. Given the magnitude e$¢hcosts
and the potential implications they have on a camjsafuture
cash flows, it is apposite to understand complianitke these
disclosures. Decommissioning costs, not being aemew
expenditure, can be seen to represent a negativsigmficant
cash outflow which could therefore affect sharegsiand the
market value of oil and gas companies adverselynckle
decommissioning costs are similar tobufial costs:
Consequently, in order to provide a clearer pictuk
companies’ performance and cash flow positions, tankdelp
decision-making, disclosing information about peiwns for

and gas companies with Assets Retiremen

decommissioning costs can be of benefit to shadeheland
potential investors. Second, whereas previous esudiave
focused on analyzing annual report disclosures, extend
these studies by examining the perception of stalers (i.e.,
companies, regulators, consultants, auditors) ennged for
disclosure, adequacy of disclosure regulationsterders for
disclosure. This approach has not been used iritdnature.
Investigating the perception of stakeholders isartgmt to aid
understanding of the reasons why oil and gas coiapan
engage in specific disclosure practices as welliraderstand
the views of regulators and other relevant staldsgrslon the
quality of the disclosures. This would help enhadiselosure

policy.

IV. RESEARCHDESIGN

A. Methodological Approach

To answer our research objectives, we took a tagest
approach. The first stage analyse annual reports6&f
companies to explore compliance with the IAS. Tdpproach
involved the use of content analysis method, wihiak been
extensively used in previous disclosure studies,(§10], [41]
and [42]). To apply the content analysis approass, first
developed a checklist of disclosures as requiredAl32, 16,
21; 37 and IFRIC 1 and 5. Compliance scores weveldped
using dichotomous scoring approach where an itesndsed 1
if disclosed and 0 otherwise. This involved a reseer reading
through the annual report of a company to idertifhe items
are disclosed. We then constructed a disclosuexifiat each
company by dividing the company’s compliance sauth the
total possible score. In the second stage, weechwout 13
semi-structured interviews in order to gather patioes of oil
companies and other stakeholders on the currerdrtieg
practices of decommissioning costs provisions. ifterview
guide contained with four main issues: accountirg f
provisions of decommissioning costs; compliance emst of
non-compliance with disclosure requirements; chaks of

reparing provisions for decommissioning costs ahé
perceptions of the current reporting practices. iterviews
were transcribed and analysed using NVivo versibd.1. The
analysis involved coding the interviews under a bemof
themes—these themes were reviewed occasionally ake m
sure that the analysis captures perceptions abailpanies and
other stakeholders of reporting decommissioningscos$ oil
and gas installations.

B. Sampling

The sample of companies are drawn from both then mai
LSE and Alternative Investment Market (AIM). We indified
12 oil and gas companies from the main exchangel4id
companies from the AIM. We eliminated three comparifom
the main exchange because they are not exploratiah
production companies, and 11 companies from AlMabse
they were either dormant or not engaged in oil as g
production. Together, this gave us a potential $amp108 oil
and gas exploration and production companies. Rtosy we
eliminated a further 40 companies because they atithe
start-up stage with no revenues and no provisiordigclose.



The resultant sample for the study is 68 compa(sies Table Gas 2 minutes 16 e
1)_ 3 Authorit 1 GOV 22 23.05.20 Telephon
. y 3 minutes 16 e
Table 1: Sampled Companies
4 Oil and 1 0&Gl 37 21.06.20 Telephon
Total Number of sampled companies 108 Gas 1 minutes 16 e
Excluded for no revenues and no provisions -40 5 Industry 2 0&Gl 32 10.06.20 | Telephon
Number of Sampled Companies 68 2a minutes 16 €
Criteria Stock Location GAAP 0&Gl
FTSEL00 9 2b
AV 59 6 1 0&Gl 52 16.05.20 Telephon
UKCS 17 3 minutes 16 e
Africa 7 7 1 0&GI 60 05.05.20 Telephon
Europe 5 4 minutes 16 e
Russ'i)a - 8 1 0&G 40 20.05.20 Face-to-
South America 3 15 minutes 16 face
USA 7 9 Academi 1 ACC1 25 16.05.20 Telephon
India 5 c minutes 16 e
Central Asia and Caspian 3 10 1 ACC2 .25t 03.(;2‘20 Telephon
The Caribean 1 minutes <
- - 11 Indepen 1 CON 31 15.06.20 Telephon
Mediterranean basin 1 .
Rest of the World ™ dent S1 minutes 16 e
e lj)K G‘AEAP or 30 12 Consulta 1 CON 50 25.05.20 Face-to-
U GAAP > nt S2 minutes 16 face
Canadian GAAP 4 13 | Auditor 2 AUD 30 16.06.20 | Telephon
Other GAAPs 12 1a minutes 16 e
Totals 68 68 68 AUD
Companies with complete data 68 1b

As can be seen from Table 1, the sample includes

companies from different countries, thus represgné wide
diversity in scale and geographical location ofratiens.

To build a sample of interviewees, we wrote toltsted oil
and gas companies asking them to take part in tody.sWe
also contacted Oil&Gas Authority (OGA), Departmeoft
Energy and Climate Change (DECC), Oil and Gas lingus
academics, independent consultants and an auiditttal, we
conducted 13 stakeholders agreed to participatdeénsemi-
structured interviews. Of these, five were conddietith chief
accountants and/or finance officers working for aild gas
companies listed in the UK, 2 with civil servanterfi the
OGA, 1 with civil servants in the DECC, 1 with aiois who
audit accounts of oil and gas companies, 2 witefpadent oil
and gas consultants who have 30 years of experieace in
the oil and gas business in general and in decosmomisg
business in particular, and 2 with academics whoheil and
gas accounting in reputable UK higher educatiotitiuri®ons.
Table 2 presents the list of interviewees and ¢hgth of each
interviews. The variety of the interviewees’ pasits allowed
gathering rich and quality data about perceptiohdiiferent
stakeholders of reporting decommissioning coswilaind gas
structures.

Table 2: Descriptive account of the interviews

Inte | Organiz | Numbe | Code | Duration Date of Mode of
rvie ation r of of Intervie Interview
w Intervi Intervie w
ewees w
1 DECC 2 GOV 28 16.05.20 Telephon
la minutes 16 e
GOV
1b
2 Oil and 1 GOV 30 13.05.20 Telephon

V. DATA ANALYSIS AND DISCUSSION

A. Findings from content analysis of annual reports

Our initial analysis of companies’ disclosures of
decommissioning provisions reveals a disparity esuits. To
gain insight into the importance given by oil andsg
companies to disclosing information related to
decommissioning their assets, we started by cogintiow
many times the word ‘decommissioning’ has been iored
in the annual reports. The count ranges from onel \fbomco
Energy), two words (Reliance Industries) to as tagl66 time
(Enquest) and 60 times (BP). This simple analysigcates the
level of disclosures by a number of oil and gas pames
listed in the UK.

Companies used different terms and terminologie®fer
to provision for decommissioning costs. While thejonity
used the term ‘decommissioning provision’ a numtfethem
used other terms, for example Egdon Resourcesngldrayal
Dutch Shell both used ‘decommissioning and reiestent
provisions’, Antrim Energy INC used ‘decommissiopin
obligations’; Rockhopper Exploration used ‘abandent
decommissioning’; Nostrum Oil and Gas used aban@woihm
and site restoration provision, and Reliance Imikstused
‘dismantling and abandonment’.

The content analysis of companies’ annual repddsss
with providing an understanding of the firms’ doslre
practices as measured from the self-constructedpkamce
index. The results are presented in Table 3, P@naiwd B.

Table 1: Results of Statistical Analysis

Panel A: Overall Disclosure Score Analysis




Mean Std- Dev Min Max
Overall disclosure index .629 .228 0.00 1.00
Item Number Index
Code
1 2.2 912 .286 0.00 1.00
2 2.2 .824 .384 0.00 1.00
3 2.3 .059 .237 0.00 1.00
4 2.4 .853 .357 0.00 1.00
5 2.4 .529 .503 0.00 1.00
6 2.6 .662 477 0.00 1.00
7 2.7 .926 .263 0.00 1.00
8 2.8 .765 427 0.00 1.00
9 2.9 .750 436 0.00 1.00
10 2.10 .691 465 0.00 1.00
11 211 .691 465 0.00 1.00
12 2.12 .706 .459 0.00 1.00
13 2.13 .544 .502 0.00 1.00
14 2.14 .059 .237 0.00 1.00
15 2.15 .838 371 0.00 1.00
16 2.16 294 .459 0.00 1.00
17 2.17 .824 .384 0.00 1.00
18 2.18 .809 .396 0.00 1.00
19 2.19 779 418 0.00 1.00
20 2.20 .059 .237 0.00 1.00
Panel B: Distribution of Overall Disclosure Scores
Score range No. of %
firms
0 to under 50% 13 19.1
50% to under 60% 6 8.8
60% to under 70% 14 20.6
70% to under 80% 17 25.0
80% to 100% 18 26.5
Totals 68 100

Panel A reports the overall disclosure scores dsasethe
scores by individual disclosure items. Panel B gmées an
analysis of the distribution of the overall diseloes scores to
help gain a clearer picture of the degree of coamgk with the
international accounting standards relating
decommissioning. As Table 3 (Panel A) indicateg, tiean
disclosure score ranges from 0 to 1, with a meaglakure
score of 0.629. This suggests that on averagendilgas firms
listed in the UK disclose 62.9% of the informati@guired by
the IAS and the SORP, thus firms are not fully ctying with
the requirements. There are firms in the sample afgonot
reporting any information relating to decommissi@ncosts.

To gain some additional insights in these disclesaores,
Panel B provides an analysis based on the distibwf the
overall score reported in Panel A. As Panel B risyd®.1% of
the firms provide less than 50% of the requirearimation,
with only 26.5% providing more than 80% of the imf@tion.
This demonstrates that compliance with the disciosu
requirements of IAS and SORP on decommissioninipvis
Thus it can be argued that investors are not wetrined
about the extent to which the firms are exposed to
decommissioning commitments and the implicationssuwéh
exposures are therefore unclear.

To further understand the extent of disclosure d@npe,
Panel A also presents the descriptive statistics tfee
individual disclosure items. We also compared dsate
between AIM listed and Main LSE listed firms. Weadino
significant differences for many of the items awd éverall
disclosure, although the firms on the main exchategel to
provide slightly greater disclosure. On the whateappears
that listed firms are not fully complying with thequirements,
and this raises concerns about adherence to ttodoslise
requirements of the IASs regarding provisions
decommissioning costs and the implications thishiriigve for
decision-making by investors and other interestatigs.

for

B. Findings from interviews with stakeholders

The above analysis of disclosure compliance indgat
partial and varied compliance with IAS reportingugements
relevant to provisions for decommissioning cost®iband gas
companies. In the context of these observations, them
conducted our interviews with stakeholders. In #gstion, we
provide an analysis and discussion of the resutim fthe
interview data under three important relevant issue

1. Accounting for Provisions of Decommissioning
Costs

The first part of the interview explore accountirsgues
related to provisions for decommissioning costsparticular,
we interviewed participants on their understandifgthe
accounting standards dealing with, and the accognti
treatment of, decommissioning costs provisionsufderstand
these issues. We first asked about their viewsheratlequacy
of existing accounting standards to deal with antiog issues
relating to decommissioning costs. The interviewees
perception is that the existing accounting starglarih
particular IAS16 and IAS37 provide a good basis for
accounting for decommissioning costs (O&GIl1l; O&Gl2a
AUD1la&1b). However, they point out that the availiap of
accounting standards does not mean an easy taskl fand
gas companies in reporting provisions for decomionmisg
costs for a number of factors—the complex nature of

todecommissioning, the significant estimates it imesl and the

different terminologies being used in decommissigni
business (O&GI3; O&Gl4; O&GI5). When asked aboigstn
complexities, the GOV3 and O&GI1 pointed that samito
other company assets, provisions for decommisgiposts
are estimated at the beginning of an oil and gagegtr and
amended as the project progresses. Such adjustwenet
considered necessary by interviewees to take atcofin
changes to assumptions, which in reality do pecelt)i



change. One interviewee, AUDla, pointed out thatseh
adjustments may cause significant problems as limescases
they may result in the value of decommissioningdility
exceeding the carrying value of the asset, padibulvhen the
fields’ lives come close to decommissioning.

With regard to estimation of decommissioning costs,

defeating the attempt to harmonize accounting jpegiacross
different oil and gas reporting entities.

2. Compliance and cost of non- Compliance with
Disclosure Requirements

Following our analysis of disclosure in annual mgowe

interviewees GOV3, O&GI1, O&GI3 and O&Gl4 all agree raised the issues on non-compliance with requirésnehthe

that the provisions for decommissioning costs aa@iy based

on subjective estimates but use accounting tecksigio

finalize decommissioning figures in the financigtements.

However, GOV3 reckons that estimating decommiseni
costs is a complicated process and might leadaccimacies.

The inaccuracy of estimates of provisions for demissioning

costs may have a real knock-on-effect as
decommissioning costs exceed provisions made itakence
sheet than the income statement would have to Hear
difference (AUD1b; O&GI3).

IASs by oil and gas companies. The intervieweesjqudarly
those from the oil and gas companies (for exampieGI1

and O&GI3) agree that compliance is not substdntiaigh
and understand that on-compliance with disclosure
requirements is problematic for users as they dagewerate a
clearer picture of the financial obligations and kma

if actuadppropriate decisions. Furthermore, the intervienae aware

of the consequences of non-compliance, thus |eere
O&GI 5 notes:

It's very costly, very long, embarrassing for theald, and

This point supports the need for accurate, fair angoure misleading shareholders. So it shows a lewél

transparent disclosures of provisions for decomiomigsg

incompetence. And these things can become pulglimihave

costs by oil and gas companies to aid investors emakio restate your accounts because of a mistakeouidcbe

appropriate judgments on the adequacy of the pomgs
Failure to provide adequate disclosure on deconomisgy
costs provision might lead to investors being hufor
example, an investor acquiring shares in the cosngast
before the decommissioning process has startedt nfiigdh
themselves in losses in the event that the decosioniag
costs substantially exceed the provisions.

Interviewees also raised problems relating to actiog for
decommissioning costs arguing that despite thetemds of
guidance and standards. They suggested that aguguot

embarrassing for the company, for the auditors

Despite these views, the question is why then laeeoil
and gas companies not complying or providing useful
information. A number of challenges have been ndbgd
interviewees as to blame for the limited compliangith
reporting requirements. These include the lackuidance on,
and different interpretation of, accounting staddarelate to
decommissioning costs; the significant uncertainéissociated
with how oil and gas assets are going to be decssiamied,
including the difficulties by which the provisiongor

both provisions for decommissioning costs and actuadecommissioning costs are determined. In this cgnthe

expenditure on decommissioning
(O&GI3). Other interviewees expressed a problem
understanding decommissioning terminologies andiaes in
order to translate these into figures in the finanstatements
of an oil and gas company (O&GI5).

This situation implies an existence of a difficulty
accounting for decommissioning costs mainly downriolear
guidance on the application of the accounting stedwlin the
context of decommissioning. This difficult in thppdication of

is not straightfodva interviewees pointed to the fact that it takes myegrs before
ithe assets are decommissioned, and in the intdrerlaw and

accounting standards of decommissioning might chang
(CONS1).

These challenges present significant difficultielsiting to
for example, defining the point of cessation of darction
(CoP) (GOV2); defining the timing for decommissiogi
(O&GI1); identifying who will undertake the deconssioning
process on behalf of the oil and gas company; hefithe

the 1AS16 and IAS37 to decommissioning costs wa® al marginal oil price (O&GI3); changes in regulatiorsd
raised by interviewees O&GIl1, O&Gl2a, and O&GI3 who taxation (CONS1; GOV1); instability of the exchangse,

suggested that the accounting standards are npteas read
and understood, and interpretations of these stdsad&s
necessary. For example,

The IFRS can't encompass every single possible iemn
still need interpretation and that judgement to kpigp the
various parts of guidance that you see, and reachry
reasoned conclusion, which then you would tesatoeptance
(Interviewee O&GI3)

technology, the actual cost of decommissioningaradlability

of finance to undertake decommissioning (CONS2; GRV
changes of fields’ ownerships, subjectivity andarteinty that
affects budgeting for decommissioning. Consequeritigse
factors impact the accounting for, and reportingpobvisions
for decommissioning costs, resulting in oil and gampanies
not have the confidence to provide meaningful anting
disclosures of provisions for decommissioning costs
Furthermore, a regulator interviewee, GOV2 andaoidl gas

Such a statement demonstrates that standard ammpuntcompany interviewee, O&GI2b, suggest companies noaye

setters need to provide clearer and more robugtgaée on the
application of IAS16 and I1AS37 in accounting fol and gas
decommissioning costs provision. These difficulties the
application of the accounting standards might teaudifferent
accounting treatments being applied

in accountimy f
decommissioning costs provisions across companies t

willing to disclose more information for fear ofethadverse
effects on their share prices as a result of shpwiigher
decommissioning liabilities on their balance sheets

Other interviewees, for example, O&GI2a, raisedoeons
about divulging confidential information such agoimation
on cessation of production (CoP) year of any paldicfield as



this is linked to many things such as people jehsh outflow,

company value, and to be precise it is linked &fthure of the
company. Interviewee O&GI4 also suggested thatrinédion

on provisions for decommissioning costs can be pdrt
companies’ strategic secrets. O&GI 2a claims:

Information about decommissioning can be strategicS

information and companies do not want to disclbsse in the
public domain and make it available for competitors

The concerns about releasing confidential inforarathat
may hurt the company are also expressed in prierature
such as [16], [43] and [44]. However, while thigses a strong
basis for companies to withhold information on thei
decommissioning liabilities, it raises a questiotout
shareholders’, and other stakeholders’, rights tonpete
information to help their decisions.

O&GI1 questioned the rationale for disclosing mthan
what is required unless they see a clear benefitoaig so.
Another interviewee pointed to the fact that shalddrs are
not bothered about disclosures of decommissioningtsc
provisions in annual reports because they do ndé¢nstand the
disclosures. Therefore, there is no point of makswch
disclosures (O&GI1 and O&Gl2a). This is problemadied
requires the intervention of regulators to enshet tompanies
provide relevant information, otherwise stakehaddesre
defined the information on the pretext that theyndd use or
understand the information provided.

3. Perceptions of the Current Reporting Practices

Given this diversity in views about the level oftalks of
disclosures, and guided by the opinion of interéiesy CONS2
and O&GI4 that the current disclosers seem not ravige
sufficient information on decommissioning liab#it we can
conclude that there exist both knowledge-based gag
disclosure expectation gap between companies
takeholders (see [11] and [12]. These gaps canibienized
by providing more detailed, transparent and adequat
information on provisions for decommissioning costs
companies’ annual reports and accounts and othansnef
reporting and disclosures such as companies’ vesbsind
press release conferences.

Interviewees AUD1a, CONS1, O&Gl4 and GOV2 all agree
about the importance of disclosing detailed infaroraabout
decommissioning costs to stakeholders. In the stmee of
argument, interviewee GOV1 sees that stakeholdersd, in
addition to financial data, information on the tgi of
decommissioningat what stage does an asset move out of an
operating base and into decommissioningowever, due to
their sensitivities, O&GI1 argues that companiesy nmt
disclose timing and discount rates used to caleulat
decommissioning costs.

and

0&GI2a claims that oil companies are disclosing tithay
are required to disclose and there is no needsdadie extra
information ‘There’s nothing that says that we havgive any
more information than we already do’. This is aimnam that
seems to contradict Johansen and Plenborg [45] sebahat
information of the sort of decommissioning provisoand
obligations although highly demanded among usees rat

We also sought the views of interviewees on currenbeing disclosed sufficiently enough.

reporting practices for decommissioning costs pmiowis. In
particular, we asked questions concerning the itapoe of
the disclosures to stakeholders and the adequacyhef
disclosures. Interviewees agree that that duegaitnificance
and detrimental financial effects of decommissignicosts,
disclosure of provisions for decommissioning cast&ey for
stakeholders. This point was emphasized in theatitee, for
example [39] and [4]. Interviewees agree that dwetheir
impact on companies’ cash flow detailed informatiiout
provisions for decommissioning costs should be ntegoin
companies’ annual reports (ACC2; O&GI3 and O&GISjich
disclosures would allow stakeholders to understaimelr

VI. CONCLUSION

Our analysis reveals that there is a rich bodycabanting
standards and regulations that govern accountingrévisions
for decommissioning costs. However, accounting
decommissioning costs is a complicated processirarudves
great deal of subjective engineering and accourdgstgnates.
This results in lack of unified practices amongooimpanies.

for

Our analysis shows that oil and gas companieglist¢he
UK show different level of compliance with the
decommissioning related disclosure requirementthofigh a

impact on companies’ cash flow (O&GI5) and to assespymbper of oil and gas companies seems to be congpiyith

liabilities of reporting companies (ACC2).

Interestingly, while an academic and consultardasnfiour
interviewees, ACC1 and CONS2, see that more detadésl to
be disclosed about provisions for decommissioniogts; a
finance manager from the oil and gas industry, OXGlsees
that disclosures should ortlye if there’s anything particularly

the disclosure requirements of IASs, the amountwheric

and narrative information provided is minimal. Dietd
information related to decommissioning obligatigmsvisions

and expenditure are required by stakeholders. These
information are about timing, amount, changes t@ th
decommissioning estimates, underpinning reasonsstmh

material. However, CONS?2 criticizes the current disclosurechanges, timing of cash outflows and discount tated. A

practice as it is minimal and does not provide rcfgeture on
decommissioning liabilities. CONS1, CONS2, 0&Gldda
GOV2 all assert that one numerical figure of disale in the
annual report does not convey where the entitypisrating,
how many assets decommissioning provisions areleirried

for and how many assets being decommissioned. Th

disclosure practice, according to intervieweesnas helping
stakeholders to build a clear image of oil and ga®panies’
activities and cash flow (O&GIl4).

breakdown of the decommissioning obligations into

geographical areas and individual fields is a ndede

Our analysis shows that decreases in oil pricesgds in
regulations and uncertainty surrounding decommissg
obligations are the main reasons for not disclosietpiled
{dformation of decommissioning obligations. Simiyail and
gas companies consider CoP and discount ratesegtrat
secrets. Therefore, it may not be deemed commbgreiae to



disclose such information to the public and hencakem
competitors aware of such a strategic pieces ofnmdtion.

practice of provisions for decommissioning costh#é enough
information is being disclosed and there is no needisclose
more information. Furthermore, they believe thdbimation
about provision for decommissioning costs are ridherest
to stakeholders and therefore there is no needstdode any
more information. This perception is withholdingffelient

information from being disclosed and therefore eta be
changed in a way to match stakeholders’ requiresnexfit
sufficient and transparent information.

Our analysis heights a number of key issues: caxitjgs

surrounding reporting provisions for decommissignosts,
lack of coherence compliance with the disclosuggirements
of the IASs and perceptions of oil and gas commamé
disclosing more information. These key issues nadgiws to
conclude that existence of current accounting statsdand the
level of compliance with these standards do notilteis
transparency of issues surrounding decommissiarosts.

This study, although being the first of its kindicés a
number of limitations. One although our sample is a

improvement to prior studies, it is not substantabe and
future studies can improve on sample size. The eunalb
companies included in the content analysis is échito those
that are listed in the UK and have decommissiofiatglities.

Further studies on the users’ satisfaction of therent
disclosure practices of provisions for decommissigmil and

gas assets and demand for further disclosers isthwor

undertaking.
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