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Introduction

In late 2009, the IFRS Interpretations Committee (Interpretations Committee)
received a request for guidance in relation to the accounting for surface mine
stripping costs incurred during the production phase. This request arose from
the lack of specific guidance currently available in IFRS and the significant
diversity thought to exist in practice. In August 2010, the Interpretations
Committee published for public comment a Draft Interpretation Stripping Costs
in the Production Phase of a Surface Mine (Draft Interpretation).

At the January 2011 meeting, the staff presented a summary of the comments
received on the Draft Interpretation to the Interpretations Committee. The
Interpretations Committee discussed the issues raised by the respondents and
agreed to continue deliberating the Draft Interpretation.

This edition of Refining IFRS provides a high-level overview of the discussions
from this meeting and outlines the issues that will be taken back to the March
2011 meeting. We also set out our understanding of the likely next steps and
the anticipated timing of this Interpretation being finalised.

Scope

The Draft Interpretation only applies to waste removal (stripping) costs incurred
in surface mining activity during the production phase of the mine.
Development phase stripping is not considered and will continue to be
capitalised in accordance with IAS 16 Property, Plant and Equipment.
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Outcome of the discussions

In the January 2011 meeting, the
Interpretations Committee staff asked a number
of questions of the Interpretations Committee
regarding the next steps. Below, we outline the
Interpretations Committee's responses to each
of these questions.

Should the Interpretations Committee
continue with developing this
Interpretation?

Some respondents to the Draft Interpretation
challenged whether an interpretation was
actually needed on this matter. This was on the
basis that they considered that either:

» Stripping costs could be adequately
accounted for by applying the principles in
IAS 16 Property, Plant and Equipment

or

» Current diversity in practice is “due to the
underlying geological differences in mines,
and may not be resolved by the development
of principles around accounting for
production stripping costs"?

The Interpretations Committee concluded that it
should continue with this interpretation,
because:

» Diversity in practice does exist and will
become greater as Canada adopts IFRS (and
possibly the US, which expenses production
period stripping costs)

» Guidance needs to be given as to whether
and when the life-of-mine stripping ratio
method would be acceptable

And

» |AS 16 and IAS 38 Intangible Assets
currently exclude mineral rights and
reserves from their scope

Should the Interpretations Committee
continue to distinguish between routine
stripping costs and stripping costs
incurred during a stripping campaign?

Generally, most respondents indicated they did
not believe the definition of a stripping
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campaign satisfactorily distinguished between a
stripping campaign and routine waste clearing
activities. Many respondents also questioned
whether it was actually necessary to distinguish
between the two. The Interpretations
Committee staff presented three possible
approaches to this question:

a) Yes, the distinction is necessary, but clarify
the definition of “stripping campaign” and
provide a definition for “routine” stripping
costs.

b) No, remove the distinction - capitalise all
costs that meet the definition of an asset,
without distinguishing between routine and
stripping campaign costs.

¢) No, remove the distinction - capitalise all
stripping costs incurred during a period

The Interpretations Committee preferred
approach b) above. Consequently, they asked
the staff to prepare a description of the principle
for the capitalisation of production stripping
costs, that did not a require definition of or
reference to the term ‘stripping campaign’.

They also requested the staff to include
guidance on the apportionment of costs
incurred between:

» Ore thatis mined in the period (inventory)
And

» Theimproved access to ore to be mined in
the future (long-term asset)

How we see it

We believe it is appropriate to apply one principle
to all production phase stripping activity and not
distinguish between routine stripping and a
stripping campaign.

Should the Interpretation state that
capitalised stripping costs must be
accounted for as assets under IAS 16, and
remove the choice between IAS 16 and
IAS 38?

While the Draft Interpretation did not address
the issue of the classification of capitalised
stripping costs, many respondents supported
the accounting for stripping costs under the
principles of IAS 16, and not as intangible assets
under IAS 38 Intangible Assets. Given this
response, the Interpretations Committee was
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asked whether IAS 16 should be mandated and
the choice between the two standards removed.

The Interpretations Committee decided to keep
the choice open. This was on the basis that a
stripping cost asset would not be considered an
asset in its own right, but, instead, would be an
addition to/enhancement of an underlying asset,
which could be PP&E, inventory or an
unrecognised asset (e.qg., rights under an
operating lease or unrecognised mineral
reserves). Given this decision, it would not be
appropriate to mandate a particular standard.

How we see it

While we believe it is appropriate to continue to
provide a choice as to which standard to apply,
we believe the stripping campaign component
will most likely be classified as a tangible asset as
it relates to mine properties (akin to land) or
mineral reserves. Hence, IAS 16 is likely to be
the more relevant standard.

Should the Interpretation continue to
require depreciation/amortisation
according to the specific identification
approach?

There were mixed responses to the
appropriateness of the specific identification
approach for depreciation/amortisation
purposes.

To this end, the staff presented three possible
approaches for the Interpretations Committee
to consider:

a) Yes, continue to recommend the specific
identification approach- with additional
guidance to allow more flexibility in light of
the practical problems identified

b) Yes, continue to recommend the specific
identification - but with the proviso that if
the approach was unreasonably difficult to
apply then to revert to a “systematic and
rational” approach under IAS 16 (this would
permit the life of mine approach)

¢) No, do not continue to recommend the
specific identification - leave it to IAS 16

The Interpretations Committee decided to
proceed with approach a).

How we see it

While we conceptually agree with the approach
chosen by the Interpretations Committee, we
specifically noted in our response that the
stripping cost components should be allocated to
those sections of the ore body that become, or
will ultimately become, accessible as a result of
removing the waste. This is because they would
not just relate to that part of the ore body that is
“directly accessible”. We understand that the
Interpretation will be modified to cater for this.

We also note that it may be difficult to develop
practical guidance for use by all companies,
when applying the specific identification
approach. This is due to the many different
types of ore bodies, mining methods, systems
and availability of data.

How should the Interpretations
Committee proceed with the transition
requirements?

The Draft Interpretation addressed a number of
transitional issues, including:

» The date from which the final interpretation
should apply

And

» How any deferred stripping asset or liability
(if applicable) existing at transition date
should be accounted for

The Interpretations Committee did not address
transition during the January meeting. It has
decided to wait until the next draft of the
amended Interpretation is discussed.

Other issues

A number of other issues were raised by the
respondents in their letters, which the staff
believed the Interpretations Committee should
consider further.

Illlustrative example

Many respondents raised concerns that the
illustrative example included in the Draft
Interpretation was too simplistic and not
representative of surface mines. Given this, the
staff asked the Interpretations Committee
whether the example should be removed from
the final interpretation.

As a result, the Interpretations Committee
agreed to remove the illustrative example.
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Impairment of a component

Some respondents indicated that the
impairment requirements within the Draft
Interpretation need clarification. Specifically,
they wanted to know whether the stripping
campaign component, or the cash generating
unit (CGU) to which it belonged, would be
assessed for impairment.

The Interpretations Committee did not discuss
this issue in this meeting. This will be discussed
at the March 2011 meeting.

Definition of the ‘production phase’:

Some respondents suggested that the Draft
Interpretation should include a definition of the
production phase of a mine, since this is the
scope of the guidance. The respondents stated
that the transition between the production
phase and other phases of a mine’'s life cycle is a
fine line to define in practice, and guidance in
the Interpretation would be useful?.

However, the Interpretations Committee
concluded that it would not provide such a
definition as the industry had already
determined this.

How we see it

We agree that this interpretation would not be an

appropriate place to define the production
phase. Given the potential impact such a
definition would have on other areas of
accounting, e.qg., capitalisation of other costs,
commencement of depreciation/amortisation,
revenue recognition, etc., determining an
acceptable definition would require significant
research and consultation, which would lead to
substantial delays in the finalisation of this
interpretation.
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Next steps

The staff will update the Draft Interpretation
based on the discussions at the January meeting
and will present an updated draft at the March
2011 meeting.

How we see it

Given the number of issues still be considered
and agreed by the Interpretations Committee, it
is unlikely this interpretation will be finalised at
the March 2011 meeting. Instead, this is more
likely to occur at the May 2011 meeting.

It is also our understanding that while the
interpretation may change, it is unlikely to be
re-exposed.

IFRS contact

Tracey Waring
Global Mining & Metals IFRS Leader
Tel: +44 20 7980 0646

tracey.waring@uk.ey.com

Mining: Refining IFRS series - UPDATE: Accounting for stripping costs in the production phase



Ernst & Young’s Global Mining & Metals Center
With a strong outlook in the sector, the global mining and metals industry is focused
on future growth through expanded production, without losing sight of operational

efficiency and cost optimisation. The sector is also faced with the increased
challenge of changing expectations in the maintenance of its social license to
operate and meeting government revenue expectations.

Ernst & Young's Global Mining & Metals Center brings together a worldwide team of
professionals to help you achieve your potential - a team with deep technical
experience in providing assurance, tax, transactions and advisory services to the

mining and metals sector.

The Center is where people and ideas come together to help mining and metals
companies meet the issues of today and anticipate those of tomorrow. Ultimately it
enables us to help you meet your goals and compete more effectively. It's how Ernst

& Young makes a difference.

Global Mining & Metals and Australia
Leader

Mike Elliott

Tel: +61 2 9248 4588
michael.elliott®au.ey.com

China

Peter Markey

Tel: +86 21 2228 2616
peter.markey@cn.ey.com

Japan

Kentaro Nakamichi

Tel: + 81 3 5401 6407
kentaro.nakamichi@jp.ey.com

Europe, Middle East, India
and Africa Leader

Michael Lynch-Bell

Tel: +44 20 7951 3064
mlynchbell@®uk.ey.com

Africa

Adrian Macartney

Tel: +27 11 772 3052
adrian.macartney®za.ey.com

Commonwealth of
Independent States
Evgeni Khrustalev

Tel: +7 495 648 9624
evgeni.khrustalev@ru.ey.com

France and Luxemburg
Christian Mion

Tel: +224 3041 21 82
christian.mion@fr.ey.com

India

Anjani Agrawal

Tel: 491 982 061 4141
anjani.agrawal®in.ey.com

United Kingdom

Lee Downham

Tel: +44 20 7951 2178
Idownham®@uk.ey.com

Americas and United States Leader
Andy Miller

Tel: +1 314 290 1205
andy.miller@ey.com

Canada

Tom Whelan

Tel: +1 604 891 8381
tom.s.whelan@ca.ey.com

South America and Brazil Leader
Carlos Assis

Tel: #5521 2109 1606
carlos.assis@br.ey.com

Argentina

Pablo Decundo

Tel: +54 11 4515 2684
pablo.decundo@ar.ey.com

Colombia

Joss McGregor

Tel: +57 1 484 7120
joss.mcgregor@co.ey.com

Chile

Alicia Dominguez

Tel: +56 2 676 1207
alicia.dominguez@cl.ey.com

Peru

Marco Antonio Zaldivar

Tel: +5711 411 4450
marco-antonio.zaldivar@pe.ey.com

Ernst & Young

Assurance | Tax | Transactions | Advisory

About Ernst & Young

Ernst & Young is a global leader in
assurance, tax, transaction and advisory
services. Worldwide, our 141,000 people
are united by our shared values and an
unwavering commitment to quality. We
make a difference by helping our people,
our clients and our wider communities
achieve their potential.

Ernst & Young refers to the global
organization of member firms of Ernst &
Young Global Limited, each of which is a
separate legal entity. Ernst & Young
Global Limited, a UK company limited by
guarantee, does not provide services to
clients. For more information about our
organization, please visit www.ey.com

© 2010 EYGM Limited. All Rights
Reserved.
EYG No. AUO739

This publication contains information in
summary form and is therefore intended
for general guidance only. It is not
intended to be a substitute for detailed
research or the exercise of professional
judgment. Neither EYGM Limited nor any
other member of the global Ernst & Young
organization can accept any responsibility
for loss occasioned to any person acting
or refraining from action as a result of any
material in this publication. On any
specific matter, reference should be made
to the appropriate advisor.

www.ey.com/miningmetals



