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ABSTRACT  

The aim of this paper is to emphasise the needs for international standard due to the 

importance of this sector. This paper also defines and discusses the cost methods of pre-

production expenditure of mineral resources, as these methods treat the expenditure 

differently, which have been supported with examples from various companies. 

Additionally, the standard IFRS 6 has been critically discussed with the requirements, 

including good and bad examples of the apply manner for the IRFS6 by companies. 

Furthermore, the future development of IFRS 6 has been expected to improve in the next 

ten years to enhance the reporting of mineral resources because the disclosure will serve 

both firms and economies of the countries. So, the importance of the standard is to provide 

reliable, comparable and relevant financial information for various stakeholders.  
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1. Introduction 

Due to the demands and increased importance of extracting industry, as a result of sector 

profitability, in 2005 the top 20 extractive companies recorded $211 trillion profit which is 

relatively higher than US GDP (growth domestic product) of $11 trillion; this explains the 

enormity of this sector. Moreover, this sector is essential for both national and 

international; it also has political and economic impacts on the countries (Cortese et al., 

2010). This sector includes oil, gas and mining companies. Due to the profitability of this 

sector and its importance there is a need to concern about the disclosure structure of the 

financial information. Some accounting bodies wanted to regulate the extractive sector 

since 1998 to explain the accounting practices for this sector by International Accounting 

Standard Committees (IASC). The new effort took place in 2004 by the International 

Accounting Standard Board (IASB) to release the standard IFRS 6, this standard relates to 

the Exploration for and Evaluation of Mineral Resources (Cortese et al., 2010). This 

standardisation effort was limited; instead of imposing the new regulation they let 

companies to continue using their preferred accounting practices. Besides, this sector is 

important due to the increasing accounting bodies required in such a standard which 

provides reliable, relevant and comparable financial information for investors (Cortese et 

al., 2010). The main aim of this paper is to critically discuss the full cost and successful 

effort methods, which will be the first part of the paper. The standard IFRS 6 with an 

evaluation of good and bad practice by companies’ disclosure will be discussed in the 

second part of this paper. The latter part will be about the future development of the 

standard IFRS 6 disclosure of extractive industry, followed by the conclusion after taking 

issues above into consideration.   

2. Historical Evolution of Accounting for oil and gas: full cost method 

and successful effort method  
 

Recently, oil and gas companies face big issues regarding their costs, which they in turn 

spend on explorations and development of the oil and gas fields. There are different 

methods to count and measure those costs, each method has a diverse impact on the oil and 

gas company’s annual reports, examples include ‘acquisition of rights to explore, 

topographical, geological, geochemical and geophysical studies, exploratory drilling, 

trenching, sampling, and activities in relation to evaluating the technical feasibility and 

commercial viability of extracting a mineral resource’ (IFRS 6, 2009:P7). However, there 

are four different methods used to measure the cost of oil and gas exploration and 

development. The reserve recognition accounting method is one of the methods used for 

measuring oil and gas exploration costs which failed to provide reliable and relevant 

information about companies reservation (CGA, 2007). Another method, mostly common 

amongst Australian companies, is an area of interest method and there is a method known 

to be an the reserve recognition method; however the issues with these methods do not 

reflect the reality of the reserve value. Furthermore, there are two initial methods for the 
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measurement and recognition of oil and gas exploration and development cost, which are 

used by most oil and gas companies in the industry (SORP, 2011).  

 

Firstly, the full cost method has been used by many companies in the oil and gas industry 

and is involved in the exploration and development activities. Small and independent 

companies (juniors) are common companies that use this method (Cortese, 2011). 

According to SORP (2001: P10) full cost method is defined as 

‘‘A method of accounting for oil and gas exploration and development activities whereby 

all costs associated with exploring for and developing oil and gas reserves are capitalised, 

irrespective of the success or failure of specific parts of the overall exploration activity. 

Costs are accumulated in cost centres known as ‘cost pools’ and the costs in each cost pool 

are written off against income arising from production of the reserves attributable to that 

pool.’’ 

Secondly, oil and gas companies capitalise their exploration and development costs in the 

oil and gas fields where they discover the oil and gas, known as a successful effort method. 

The larger companies that engaged in the upstream and downstream activity are using this 

method too (Cortese, 2011). According to SORP (2011: P11) successful effort method is 

defined as  

‘‘A method of accounting for oil and gas exploration and development activities whereby 

exploration expenditure which is either general in nature or relates to unsuccessful drilling 

operations is written off. Only costs which relate directly to the discovery and 

development of specific commercial oil and gas reserves are capitalised, and are 

depreciated over the lives of these reserves. The success or failure of each exploration 

effort is judged on a well-by-well basis as each potential hydrocarbon-bearing structure is 

identified and tested’’.  

However, using different methods and measures leads to different figures in the cost of 

explorations and developments in the oil and gas companies. Under the full cost 

accounting method all costs that relate to the exploration have been capitalised without 

considering the outcome of the exploration, which may lead to unsuccessful and dry halls. 

In addition, the cost of the acquisitions and exploration of the oil and gas would be 

capitalised in the companies that use the full cost method, as well as the cost of 

development, have the same treatment of the previous costs in the companies. 

Furthermore, all costs should be amortised above the production period which is directly 

or indirectly related to the explored reserve in order to reduce the consequence of the dry 

hall on the company's income (Howard et al, 2009). However, general corporate overhead 

cost which is not related directly to the exploration and development have become 

expenses in the company income statement. To illustrate that salary, office and 

administration expenses are the general corporate overhead costs (Gallun et al, 2001). On 

the other hand, under the successful effort method the exploration cost that leads to the 

successful discovery will be capitalised and appear in the company's balance sheet as 

capital cost for the upcoming years, whereas unsuccessful exploration cost will be counted 

as expenses and face the revenue of the year. The acquisition cost in this method has the 

same treatment of the full cost method and will be capitalised to the company’s financial 

report. In addition, in the successful effort method oil and gas companies amortise the cost 
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that has been capitalised from successful exploration and development fields. 

Administrative costs in the successful method do not count as a direct cost to the process 

of the exploration and development, which become an expense for the happened period. 

To illustrate the difference between methods, companies mentioned cost method of their 

exploration and development in their company accounting policy. According to PB annual 

report (2012: P171) ‘The group follows the principles of the successful efforts method of 

accounting for its oil and natural gas exploration, appraisal and development expenditure’. 

Using the successful effort method for the explorations and development activity which 

capitalise successful explorations, and making unsuccessful activity expenses as well as 

ExxonMobil accounting policies have the same treatments (Chevron, 2011; ExxonMobil, 

2012). On the other hand, the Global energy Development Company follows the full cost 

method regarding the company accounting policy (2012; p29) ‘The Company accounts for 

D&P assets in accordance with the provisions of IAS 16 following the full cost accounting 

principles’. The bankers petroleum accounting policy has taken into account IFRS 1 which 

allows oil and gas companies to use the full cost method (bankers, 2011).  

3. The need for a uniform accounting treatment  
 

Previously, accounting financial reports in the oil and gas industry prepared and delivered 

based on the FAS 19 issued in 1979 by FASB, which was replaced by FAS 25. There was 

a debate in the USA about the effort of the FASB for excluding the full cost method 

accounting. However, IASC (established a Steering Committee) in 1998 also got involved 

in the industry and issued their paper in 2000. The IASB has been engaged since 2001 and 

the first appear of the IFRS 6 clarified based on first start in 2004 (Palepu et al, 2007). In 

order to make accounting information more reliable and comparable at the same time, to 

help the decision makers, the needs of standards such as IFRS 6 has seen to be crucial. 

Furthermore, IFRS 6 has been discovered by the IASB project as the first step to move 

further into the convergence of the variety of commonly used accounting practices for 

different activities around the world. The main aim of the IFRS 6 is to provide accurate 

financial information for the exploration and evaluation of mineral resources. Besides, 

there is another principle objective behind the standard IFRS 6 which limits the firms from 

changing their existing accounting policies for the assets of exploration and evaluation of 

mineral resources. The significant reason for IFRS 6 is the cost of the E&E which have an 

impact on the financial report of the oil and gas companies (IFRS 6, 2004). IFRS 6 has 

applied to the expenditure of the exploration and evaluation of mineral resources (this 

includes oil, natural gas, mineral and non- regenerative resources) (Muthupandian, 2008). 

However, IFRS 6 has many advantages and disadvantages which may affect investors and 

decision makers based on the information that companies provided for them about E&E 

cost. See Appendix A and B for advantages and disadvantages of the IFRS 6.  
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4. The Application of IFRS 6 of Companies (2010-2013) 

 

IFRS 6 requirements Successful effort 

companies 

Full cost method 

companies 

Impairment  
The impairment of 

the E&E is one of 

the requirements 

that need to have an 

up-to-date disclose 

and present of the 

data regarding to the 

asset value of the 

E&E. Additionally, 

it can be done for 

assets individually 

or as a group. There 

are many signals 

that can be used as a 

point of applying 

IFRS 6 for 

impairment. Firstly, 

E&E assets carrying 

amount has the 

ability to outweigh 

the amount that has 

been recovered. 

Secondly, the 

impairment test is 

required for the 

areas that have been 

expired or will be 

expired without 

having any sign of 

the successful 

exploration, which 

should recover the 

amounts that have 

commercial value as 

well as those with 

no plan for 

extending in the area 

for exploration 

(IFRS 6, 2004).  

Sterling Resources 

Ltd has changed 

their cost method 

from full cost 

method to 

successful effort in 

order to adopt 

IFRS 6. 

Additionally, 

impairment test 

based on the 

requirements of the 

IFRS 6 and the 

recoverable amount 

(Sterling, 2012). 

Global Energy 

Development plc 

has been using full 

cost method for the 

E&E cost, including 

an impairment test 

for carrying amount 

with the recoverable 

amount (Global 

energy, 2013). 

ROSNEFT 

company has the 

impairment test for 

their E&E assets 

under the 

requirements of the 

IFRS 6 

(ROSNEFT, 2011).   

BHP Billiton Plc is 

adopting full cost 

method for the 

exploration and 

development 

activities, and assets 

will be tested for 

impairment 

including all the 

activities that 

carrying amount 

estimation to all 

recoverable amount 

for the cost centre 

(BHP, 2012).   

Hardy Oil and Gas 

plc changed their 

accounting policy 

from the full cost 

method to 

successful effort so 

they do impairment 

test for the assets as 

it is required in the 

FALKLAND oil 

and gas Ltd is 

applying IFRS 6 for 

the E&E activities, 

while they are using 

full cost method the 

impairment test for 

assets will be 

adopted for the cost 
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IFRS 6, which they 

adopting in their 

annual reports 

(Hardy, 2011).  

centre of the 

exploration and 

development 

because of the 

recoverable amounts 

(FALKLAND, 

2012).   

Impairment test has 

been applied to the 

E&E assets of the 

TOTAL company 

as it is required in 

the IFRS 6 (Total, 

2011). 

Husky Energy Inc 

does impairment 

test for the 

recoverable amount 

in cost centre which 

the carrying amount 

assessed to the 

recoverable amount 

(Husky, 2011).   

Lansdowne oil and 

gas company has 

applied IFRS 6 for 

the impairment test 

of the assets, and 

any changes in the 

recoverable amount 

should be treated 

for impairment test 

(Lansdowne, 

2010). 

According to 

CHARIOT OIL & 

GAS LIMITED 

accounting policies 

‘Under the full cost 

based method of 

accounting, the 

Group capitalises 

exploration costs 

until it is capable of 

determining whether 

its exploration 

efforts were 

successful and, if so, 

whether any 

impairment charges 

may be required to 

bring the net book 

values of assets in 

line with their 

economic values’ 

(CHARIOT, 2011; 

p: 32) 

Disclosure IFRS 6 requires the 

financial statement 

of the companies to 

disclose and identify 

information about 

Sterling Resources 

Ltd separated their 

activities for E&E 

and development 

which disclosed 

Global Energy 

Development plc 

discloses E&E 

assets under IFRS 6 

while they are 
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the amounts that 

have been 

recognised from the 

E&E material 

resource activity. 

Additionally, they 

have to disclose 

E&E expenditure 

and E&E asset 

recognition in their 

accounting policies. 

The amounts have 

been raised from the 

E&E mineral 

resources that 

related to the assets, 

liabilities, income, 

expenses and cash 

flows (IFRS 6, 

2004)   

each cost 

separately, as well 

as the cost of the 

successful hall and 

dry halls for having 

the disclosure 

requirement of 

IFRS 6 (Sterling, 

2012). 

applying the full 

cost method for 

recognising the 

costs. Additionally, 

they capitalise all 

costs that relate to 

E&E, development 

and acquisition cost 

(Global energy, 

2013). 

The successful 

effort that 

ROSNEFT 

company uses for 

their E&E 

accomplishes the 

requirements of the 

IFRS 6, which they 

applied for 

recognition of the 

cost of mineral 

resources 

(ROSNEFT, 2011). 

BHP Billiton Plc 

discloses the cost 

information for the 

activities that been 

counted in the cost 

centre and include 

the recognition of 

the exploration, 

development and 

production of the 

mineral resources 

(BHP, 2012). 

Since Hardy Oil 

and Gas plc 

changed their 

accounting policy 

for successful 

effort they have 

identified their 

assets that have 

been used for 

exploration 

activities and 

recognition (Hardy, 

2011). 

Applying the full 

cost method is 

capitalising all cost 

which cannot clarify 

the cost for the E&E 

and development 

activity. In addition 

FALKLAND oil 

and gas Ltd is using 

the full cost method 

and the cost will be 

counted towards the 

cost centre 

(FALKLAND, 

2012). 
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Total company 

clarifies the 

recognition of E&E 

activities that have 

been done under 

IFRS 6 (Total, 

2011). 

Husky Energy Inc 

used full cost 

method that requires 

to capitalise all costs 

in the cost centre 

(pool) that include 

acquisition, 

exploration and 

production cost 

(Husky, 2011). 

Lansdowne oil and 

gas company reveal 

their information 

relates to the E&E, 

their successful 

effort lead them to 

capitalise E&E 

costs and 

acquisition will be 

expensed in the 

income statement 

(Lansdowne, 

2010).   

CHARIOT OIL & 

GAS LIMITED 

have applied the full 

cost method as a 

base of the cost 

counting for 

exploration and 

development, 

therefore the 

financial 

information will be 

affected by the cost 

method from 

capitalising all costs 

related to the E&P 

(Chariton, 2011). 

Presentation The entities ought to 

classify the E&E 

assets to intangible 

or tangible assets 

regarding the nature 

of the assets. 

Additionally, they 

cannot change the 

nature of the assets 

or reclassify as long 

as the activities do 

not lead to 

successful 

exploration of the 

resources that can be 

a commercial and 

viable amount, and 

impairment is 

Sterling Resources 

Ltd applied IFRS 6 

clearly for 

classifying their 

assets to tangible 

and intangible 

assets, including 

their natures 

(Sterling, 2012). 

Global Energy 

Development plc is 

presenting the 

information of the 

E&E under the full 

cost method without 

considering the 

costs that lead to the 

successful 

exploration or 

unsuccessful 

exploration (Global 

energy, 2013). 

While ROSNEFT 

company uses the 

successful effort 

method for their 

E&E costs, 

BHP Billiton Plc 

classified their 

assets for 

exploration and 

development 
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required for assets 

before applying 

asset reclassification 

(IFRS 6, 2004).  

however the E&E 

assets are not 

clearly classified 

for tangible and 

intangible assets 

(ROSNEFT, 2011). 

activities which they 

reclassifying in case 

of the recoverable 

amount are viable 

and commercially 

can be produced 

(BHP, 2012). 

Hardy Oil and Gas 

plc have 

reclassified their 

assets, due to the 

changes in the 

accounting policy, 

in order to apply 

IFRS 6 (Hardy, 

2011). 

FALKLAND oil 

and gas Ltd has 

been presented their 

information under 

the full cost and 

they classified the 

assets, as well as the 

impairment test 

required when 

activities lead to 

successful 

exploration 

(FALKLAND, 

2012). 

Applying 

successful effort 

lead TOTAL 

company to present 

their activities 

based on the 

successful drilling 

or dry hall which 

provided the IFRS 

6 requirements 

(Total, 2011).   

Husky Energy Inc 

presented cost of the 

exploration and 

development which 

includes all costs in 

the cost centre 

(Husky, 2011). 

Lansdowne oil and 

gas company 

presented the E&E 

activities under the 

IFRS 6 

requirements which 

classify the costs 

capitalised for 

E&E, plus the costs 

of the development 

and production 

(Lansdowne, 

CHARIOT OIL & 

GAS LIMITED 

have adopted IAS 

for financial 

preparation; they 

classify their assets 

to tangible and 

intangible and 

amortise them 

(Chariton, 2011). 
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2010).   

Measurement 

at 

recognition 

The companies have 

considered the 

recognition of 

different costs 

relative to the E&E 

activities, and 

determined the 

expenditure types 

that causes the 

discovery of mineral 

resources, these 

costs have been 

mentioned above. 

They have to avoid 

development cost in 

the E&E. 

Additionally, ‘In 

accordance with 

IAS 37 Provisions, 

Contingent 

Liabilities and 

Contingent Assets 

an entity recognises 

any obligations for 

removal and 

restoration that are 

incurred during a 

particular period as 

a consequence of 

having undertaken 

the exploration for 

and evaluation of 

mineral resources’ 

(IFRS 6, 2004; p: 7).  

Sterling Resources 

Ltd recognises the 

cost that has been 

listed under IFRS 6 

for E&E. Also, 

they have the same 

treatment for the 

acquisition and pre-

licenses cost as 

required from IFRS 

6 (Sterling, 2012). 

The costs that 

Global Energy have 

been recognised and 

disclosed are the 

requirements of the 

full cost method, 

which does not 

spread between 

exploration and 

development. In 

addition to that, the 

cost centre will 

include all costs that 

were expended on 

the activities 

(Global energy, 

2013). 

ROSNEFT has 

been involving the 

exploration cost to 

the development 

and production 

cost, even though 

these costs should 

be avoided 

according to IFRS 

6 requirement 

(ROSNEFT, 2011). 

BHP Billiton Plc 

cost centre includes 

all costs recognised 

and capitalised 

under the full cost 

method, taking into 

consideration the 

acquisition cost as 

an expense of the 

year (BHP, 2012). 

Hardy Oil and Gas 

plc apply IFRS 6 

instead of? E&E 

cost, recognising 

costs in a different 

manner, which has 

a separate 

production and 

development cost 

from E&E (Hardy, 

2011). 

While they are 

adopting IFRS 6 for 

E&E, the full cost 

method will 

recognise all cost as 

a capital cost in the 

FALKLAND oil 

and gas Ltd 

(FALKLAND, 

2012). 
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The total is 

adopting the IFRS 

6 for recognising 

the cost of the E&E 

activities, and the 

costs that do not 

relate to the E&E 

will not be 

considered under 

the E&E (Total, 

2011). 

Husky Energy Inc is 

applying the full 

cost; the exploration 

and development 

will be capitalised 

based on the cost 

method that 

opposed the IFRS 6 

(Husky, 2011). 

According to the 

Lansdowne oil and 

gas company ‘The 

Group’s policy for 

oil and gas assets is 

also compliant with 

IFRS 6 

“Exploration for 

and Evaluation of 

Mineral 

Resources”. Under 

this standard the 

Group’s 

exploration and 

appraisal activities 

are capitalised as 

intangible assets 

and its 

development and 

production 

activities are 

capitalised as part 

of the “Property, 

plant and 

equipment” asset 

category’ 

(Lansdowne, 2011; 

p: 32). 

According to the 

CHARIOT OIL & 

GAS LIMITED 

‘The Group applies 

the full-cost method 

of accounting under 

which all 

expenditure relating 

to the acquisition, 

exploration, 

appraisal and 

development of oil 

and gas interests, 

including an 

appropriate share of 

directly attributable 

overheads, is 

capitalised within 

cost pools’ 

(Chariton, 2011; p: 

30). 
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4.1. Summary of the table above 
 

After looking into the accounting policies in the company's annual reports, It has been 

considered that those companies who use the successful effort method above look for 

the best manner of applying IFRS 6 for their E&E in terms of impairment, disclosure, 

presenting and measurement of recognition cost. On the other hand, companies that use 

the full cost method have applied IFRS 6 for E&E and the impairment with an 

impairment test for cost pool. Additionally, they revealed and presented the information 

like other companies who use the successful effort method, with different content based 

on the cost method. The measurement at recognition is different from the IFRS 6 

requirements which are a result of the differences in the cost methods. Full cost method 

companies above capitalise all costs that relate to exploration and development 

activities, as well as acquisition cost which profit from this method and become an 

expense for the successful effort user companies.  

5. The Future Development of Accounting practice and Disclosure 

Requirement in Oil and Gas Industry 
 

As the IFRS 6 did not require the reserve disclosure it leads to unfair presentation. The 

development of IFRS 6 will take place in the next ten years, therefore the investors and 

other stakeholders need to take this into consideration when making decisions (Page, 

2011). Many companies provide the supplemental report with their financial statement 

due to the uniqueness of the oil and gas industries nature, and the desire of investors for 

the reserve disclosure. As a result, there will be a compulsory requirement for reserve 

disclosure in accordance with the high demand. This disclosure is essential because it 

has been used as a tool to compare the financial position and performance between 

companies. Thus, more companies are willing to making this disclosure compulsory in 

order to gain more capital, and in turn enhance their reputation and performance (Page, 

2011).  

It is expected, in the next decade, for this to be a universal standard for extractive 

industry because the convergence idea is on the agenda to combine the US GAAP and 

IFRS standard. This will help provide international standard with the disclosure, 

specifically as the importance of reporting increases according to the international 

business need as the merger and acquisition across borders has increased (ICAEW, 

2012). Besides, the universal standard will increase the comparability and reliability 

aspects of businesses, which will also monitor and improve their performance. As the 

world business is becoming more interconnected, the urgent need for international 

standard will be more attractive. In addition, as the most instructive companies are 

international they will need the international standard to raise the international fund. 

Additionally, the universal standard about the disclosure will take place to serve the 

investors and many stakeholders; this will increase the efficiency (ICAEW, 2012; Ball, 

2011). 
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Oil and gas companies have played an essential role in improving the economy of many 

countries. There is a need for accurate disclosure about the reserve to provide a more 

precise and accurate figures of the company’s profit and production, and this will help 

with taxation purpose; the total payment of the tax from oil and gas companies in the 

UK in 2011/12 was £11.2 billion (OIL and GAS UK, 2012). The accurate disclosure 

will hopefully increase this tax, which will contribute more to the economy. Moreover, 

if oil and gas disclose their reserve accurately it will attract more investors, 

consequently leading to expansion of the current business and produced more job 

opportunities. 

6. Conclusion 
 

To conclude, as the extractive industry is very profitable and attractive for investment 

opportunity there is a need for standard to guide the companies for the expenses and 

revenue recognition, and also to provide a framework for the company's asset 

evaluation. As a result, many accounting professional bodies such as IASB provide a 

framework to guide companies nonetheless, each of them has some disadvantages for 

the application purpose. Therefore, this paper critically discusses both full cost method 

and successful effort method, and explains the differences between them. Additionally, 

the paper provides examples about the companies that use each method. The IFRS 6 

standard has been explained and its requirements have been discussed. The application 

of IFRS 6 is established by various companies to give an analysis of the IFRS 6 

requirement. The future development of the disclosure requirement has been analysed 

with accordance to the future needs of investors and other stakeholders, which will 

probably increase the investment opportunity for companies and aid the different 

stakeholders to increase the economic performance in the country. 

7. Appendix  

A. The advantages of IFRS 6 
 

IFRS 6 provides companies with permission for developing an accounting policy 

regarding the exploration and evaluation assets without giving attention to the 

requirement of IAS8. As a result, companies may continuously use the accounting 

policies applied before adopting the IFRS 6, giving companies the freedom and 

flexibility to use this standard (IFRS 6, 2004). Additionally, companies can change its 

existing accounting policies for exploration and evaluation (E&E) only if the results of 

that change offer an accounting policy that is close to the IFRS 6 framework. This will 

probably result in a more relevant standard than the previous one. The criteria of 

relevant standard are: fulfilling the needs of decision makers, have a faithful 

representation, reflect the economic substance, free from bias, complete and prudent. 

This will be provided by IFRS 6 which will serve different stakeholders and enhance the 
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comparability (Page, 2011). In addition, IFRS 6 listed the costs that should be 

recognised with relation to the E&E which give a clear and precise structure to oil and 

gas companies, as well as to the users of mineral information, to consider the list of the 

E&E costs. The cost model that IFRS 6 required is an advantage that follows rules IAS 

16 and 38, which clarify each of the tangible and intangible assets respectively for the 

E&E of the mineral and make future benefit recognisable as an asset. Furthermore, the 

IFRS 6 requires the impairment test of the field in order to reclassify E&E assets taken 

into account for development between different periods (Anyanechi et al, 2010). For 

illustration, Marathon Oil Corporation uses the successful effort method for oil and gas 

exploration and they have been preparing their annual report under the FASB 

requirements, issued IFRS 6 (Marathon, 2011). The flexibility of the IFRS leads the 

Development PLC to apply IFRS 6 for their intangible assets provision while they are 

adopting full cost method as a base of the E&E cost (Global Energy, 2012).  

B. The Disadvantages of the IFRS 6 
  

 While IFRS 6 gives flexibility of choice to companies about their accounting policy, 

however, emphasis will be put on the policies that have benefits for the company rather 

than providing accurate data to the users of the data and decision makers, leading to bias 

and not fully reliable data. Additionally, companies can apply the existing accounting 

policy without referring to the requirements of the IFRS 6 which may lead to less 

reliable and relevant data. Moreover, an unspecific method for counting depreciation 

and amortisation of assets causes loss of comparability of financial information between 

companies of the sector (Adere, 2011). The specification of the IFRS 6 to the E&E 

limits the rule of the standard because it cannot be used and applied for the pre-

exploration cost or the past development measurement and recognition. Applying IFRS 

may affect business rather than financial reports, which aims to provide information to 

different users with reliable and relevant information (Anyanechi et al, 2010). To 

illustrate, the chevron uses successful effort for recognising costs of the exploration but 

does not state that they provide the requirement of the IFRS 6 for preparing their 

financial reports. Similarly, ExxonMobil has not disclosed their financial information to 

be compatible with the IFRS 6 due to the GAAP requirements which they use as a base 

for their accounting policies. (Chevron, 2011; ExxonMobil, 2011).   
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