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ABSTRACT

Recent international attempts to draft an accounting standard (IAS38) which establishes the most

widely acceptable treatment for intangible assets have sparked debate among standard setters,

practising accountants and media analysts.  Contentious issues include differing treatment for

internally and externally generated intangible fixed assets, and the requirement for the existence

of a ready market for the exchange of intangible assets.

A further question has been identified, that of whether the ‘right to do something’, as in

permission to act, is in itself an intangible asset and if so how should it be treated.  An example of

this is resource consents issued under the Resource Management Act 1991.  The aim of this

research was to investigate the nature of resource consents as intangible assets according to

ICANZ disclosure and recognition standards and to determine the level of disclosure

practised by companies listed on the New Zealand Stock Exchange.

Disclosure of resource consent details as non-financial information would provide a significant

proportion of the benefits involved in disclosing this class of asset while limiting the costs

involved in the production of the information.  We conclude that the details of resource

consents held should be disclosed in the annual report as additional non-financial information,

or as a separate schedule of resource consents held in the notes to the financial statements

as per FRS1. This view is not addressed by the requirements of IAS38 or ED87 as this 'class

of intangible assets' is not discussed at all.  However, it can be argued that the omission of

resource consents and other similar intangibles is contrary to the spirit of the true and fair

view requirement of the Financial Reporting Act and Generally Accepted Accounting

Principles (GAAP).

Keywords: Environmental disclosures, Intangible assets
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Introduction

The past two decades have seen an increase in the amount of regulation regarding the way in

which companies operate, in particular the way in which they interact with the surrounding social

and natural environment.  The Resource Management Act 1991 is one such piece of regulation

that has imposed widespread restrictions, and in some cases additional costs, on the

performance of activities which have an impact (generally negative) on the natural environment

in New Zealand.

Significantly omitted from the requirements of the Resource Management Act are any

requirements for accountability reporting to the public.  The only reporting requirements for

accountants dealing with the associated costs of the regulations are to be found in the Institute of

Chartered Accountants of New Zealand (ICANZ) professional promulgations. In particular the

Financial Reporting Standards (FRS’s) regarding the disclosure and recognition of fixed assets;

intangible assets; contingent liabilities; and development costs.  Each professional is left to

deduce for him/her self whether or not particular items are required to be disclosed or recognised

in the financial statements.  Of particular interest in this paper is the disclosure of information

regarding intangible assets.

ICANZ (ED87) and the International Accounting Standards Committee (ISAC) (IAS38) have each

drafted an accounting standard that attempts to establish the best treatment for intangible assets.

IAS38 defines intangible assets as:

… an identifiable non-monetary asset without physical substance held for use in the
production or supply of goods or services, for rental to others, or for administrative
purposes (IASC, 1998, IAS38, para. 7).

This definition is also used in ED87 in New Zealand, and raises the question of whether the ‘right

to do something’, as in permission to act, is in itself an intangible asset according to the definition

provided, and if so how should it be treated?

One example of this problem could be a resource consent issued under the Resource

Management Act.  The aim of this research was to investigate the nature of resource consents

as intangible assets according to ICANZ disclosure and recognition standards and to

determine the level of disclosure practised by companies in New Zealand.

Background

The debate surrounding the inclusion of intangible assets on the balance sheet of corporations is

again at the forefront of current standard setting activity (Heaton & Lont, 1999; Leo, 1999).

ICANZ exposure draft (ED87) followed the IASC standard (IAS38) and the ensuing debate is

focussed on the provision of a true and fair view of corporate operations/affairs.
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The Statement of Concepts for General Purpose Financial Reporting (ICANZ, 1997) requires the

provision of financial reports which are both relevant and reliable, hence the constituent parts of

the financial statements are defined.  The Statement of Concepts (SC) defines assets as:

… service potential or future economic benefits controlled by an entity as a result of
past transactions or other past events (ICANZ, 1997, para 7.7),

while an intangible asset is defined as an:

… identifiable non-monetary asset without physical substance held for use in the
production or supply of goods or services, for rental to others, or for
administrative purposes (ICANZ, 1999, ED87 para 4.10).

The nature of intangibles makes their identification and recognition difficult, however, it can be

argued that the inclusion of intangible assets in the body of financial statements is necessary

due to the significant value of some intangible assets, for example brands.  ED87 and IAS38

propose different treatment for some intangible assets depending on their origin, see Leo

(1999).  Their omission could result in the provision of a distorted picture of the value of an

entity's asset base.  The difficulty in some cases is to assign a value to the asset.

ED87 requires an intangible asset to be recognised in the financial statements:

 … if and only if:
1. it is probable that the future economic benefits that are attributable

to the asset will flow to the entity, and
2. the cost of the asset can be measured reliably (ICANZ, 1999).

In cases where both of these criteria cannot be met, any expenditure is to be expensed in the

period in which it occurred.

The valuation of purchased intangible assets, under the historic cost model, is theoretically

straightforward.  The purchase price or cost is recognised and then amortised over the estimated

economic life of the asset or some other arbitrary period.  Intangible assets that are difficult to

value are those which are "purchased" at minimum cost to the entity, but which have much

greater value by virtue of their very existence or have been internally generated.  These are

specifically excluded under IAS38 (ED87).

The Impact of the Resource Management Act 1991

Potential examples of difficult to value intangible assets are the resource consents issued under

the Resource Management Act 1991.  Resource consents enable an entity to undertake an

activity that is restricted due to its potential to impinge on the surrounding natural environment.

Resource consents include land-use consents; sub-division consents; coastal, water and

discharge permits.  Examples include the right to operate a dairy processing plant, extract gravel

from a waterway, or the right to discharge particles into the atmosphere.
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What constitutes the 'asset' is the right to perform under the terms of the consent and not the

consent itself.   The consent merely evidences the existence of the right to do something.  This

being the case, the acquisition of the consent constitutes the past event required in the

Statement of Concepts (ICANZ, 1997) definition of an asset.  It is debatable, however, whether

acquisition cost in this sense is a relevant valuation at which to recognise the asset in the

balance sheet as it is the economic benefit to be gained from holding the consent which is of

value and not the consent itself.  Cost is in no way a surrogate for value in this instance and

IAS38 and ED87 serve to exacerbate the problem of how to ‘value’ intangibles for recognition in

the financial statement, and not to alleviate it.

The service potential criteria are satisfied by the nature of the consent, since without the consent

the production of goods, or the provision of the service permitted is not possible, or may only be

possible in some other form, or at considerable additional cost to the entity.  For example, the

development of alternative technologies or processes may be necessary.

Applications for consents may be made in respect of controlled or discretionary activities, and in

limited circumstances, for prohibited activities, to the relevant local authority.  The exact

procedures to follow when applying for a consent are set out in SS90–133 of the Resource

Management Act 1991, and can include the initial application, the form of public notification,

hearings, appeals and duration of the consents, along with cancellation and renewal procedures.

The costs associated with these procedures are often included in the cost of obtaining resource

consents and current practice sees these costs expensed, but in rare cases they are capitalised

as research and development costs and amortised accordingly.  Where these costs are material

they should also be disclosed separately in order for the financial statements to be relevant and

reliable.

The intangible asset embodied within a resource consent is "a right to do something" that would

not ordinarily be permitted, and as such does not lend itself to easy valuation.  It can, however,

be argued that without the consent an organisation may be restricted in the activities it can

perform and may even be forced out of existence.  This has a direct impact on a company's

ability to generate income, the value of other assets on the balance sheet, and therefore the

market value of the entity as a whole.  At this point the cost of obtaining the resource consent

and its value to the entity are different.  In many cases this value is material to the provision of a

true and fair view as required by the Companies Act 1993; Financial Reporting Act 1993; and the

Financial Reporting Standards (FRS's) issued by the Institute of Chartered Accountants of New

Zealand (ICANZ).

An alternate basis for valuation permitted under ED87 is the 'fair value' of the asset.  Fair value is

deemed to be "the amount for which an asset could be exchanged between knowledgeable,

willing parties in an arm's length transaction (ICANZ, 1999, para 4.8).  In order for the fair value of
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an intangible asset to be determined there must first exist an active market for the asset.  This is

not possible for resource consents as they are not tradable in the general sense of the term.

The transfer of consents is addressed in SS134-138 of the Resource Management Act.

Land-use and sub-division consents attach to a particular piece of land and may be transferred

between owners/occupiers of the land upon notification of the consent authority.  Water and

coastal permits may be transferred subject to some restrictions.  A discharge permit also

attaches to a site and may be transferred among owners/occupiers upon notification, however,

the transfer of any of these consents may be expressly forbidden in the terms and conditions of

the consent.  The transfer/sale value of these consents may be a more realistic surrogate for

their value, however, this is not obtainable under current conditions.  The inability to determine an

accurate or reliable value poses an accounting dilemma as many of the activities governed by

resource consents are material to the entity which holds them.

What is considered to be material in accounting terms is specified in the Statement of Concepts

(ICANZ, 1997).  An item is material if its (non) disclosure will affect the decisions made on the

strength of the information contained within the financial statements by users of the statements.

It involves the exercise of professional judgement to determine whether an item is material in

terms of its size ($ value) or its nature (description).  In the case of resource consents, their

acquisition cost may be considered to be immaterial, however, their very nature may render them

material, especially where their non-existence could threaten the going concern assumption in

respect of the financial reports of the entity.

The cost of procuring a resource consent may be insignificant ($50 to $5000), but the cost of not

having it may be the loss of integral business activities and even the demise of the business

itself.  This is important given the statutory requirement to portray a true and fair view of business

operations to users of financial information as per the Companies Act 1993, Financial Reporting

Act 1993 and the Statement of Concepts for General Purpose Financial Reporting (ICANZ,

1997).

The preparation of financial accounting information is based on the premise that the entity, which

is being reported upon, is going to remain in existence beyond the current accounting period.

This is known as the going concern assumption of accounting.  Auditors are required to evaluate

the ability of an entity to continue to exist, at least through the foreseeable future, and comment

on anything that may threaten this fundamental assumption.  The cancellation or expiration of a

resource consent within the past or current accounting period may disable the activities of an

entity and bring into question the continued existence of the entity.  From this perspective the

resource consent is material and at least narrative disclosure of its existence, duration, and any

other relevant terms and conditions should be made to facilitate reliable decision-making.
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The expiration or cancellation of a resource consent, or the revoking of the right to perform a

certain activity, can also be an implicit cost to the organisation.  Costs may also be incurred,

primarily legal costs, in the process of resisting the revocation of a resource consent which may

be considerable and, therefore, material.  If, for example, a resource consent expires at some

point in the future, the organisation is exposed to the costs of renewing the consent and public

scrutiny of its operations.  This carries the potential for altered conditions of operations or loss of

the right together.  There may also need to be an additional investment of cash and other

resources into the development of alternative ways of undertaking the activity covered by the

resource consent.  Many of the costs associated with this process can be capitalised as research

and development costs.  This also has a bearing on their valuation.

An argument against disclosing resource consents in the financial statements is the difficulty

in calculating a reliable value for the consents.   The difficulty in valuing resource consents

arises for several reasons.  Resource consents do not have an established market for

exchange and therefore a reliable market price cannot be established.  Many resource

consents that are transferred are included in the market price of the land or property to which

they are attached; as such they are not often valued separately from the property being

transferred.

Recording the costs of gaining a consent may also not produce a reliable value as the costs

can vary greatly for similar consents depending on the actions of outside parties.  An

application that does not attract any objections and is within the specified environmental plans

of the local regional authority will only attract the cost of an application fee.  A similar resource

application that attracts a determined objection, that is taken to appeal by the objector, can

cost many times the application fee.  Although these costs are verifiable and have been

incurred by the companies involved, they present a very different value to similar assets

which affects the comparability of financial statements.   A reliable value is needed to be able

to justify the inclusion of resource consents as an asset in the financial statements.  If a

reliable and meaningful value is not produced the benefits of including resource consents as

assets is lost as it will not convey meaningful information to the users of financial statements.

Given that valuation is problematic and probably not necessary for the provision of full

information to users of financial statements, disclosure by way of narrative description of the

nature of the resource consent and any relevant clauses or conditions that attach to the activity

covered by it, might be sufficient for most stakeholders.

Non-adherence to the terms and conditions of resource consents attracts financial penalties, and

potential additional costs.  What constitutes an offence under the Act is set out in section 338 and

includes a breach, or permitting a breach, of sections 9,11,12,13,14 and 15:
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"which impose duties and restrictions in relation to land, subdivision, the coastal
marine area, the beds of certain rivers and lakes, water and discharge of
contaminants." [S338 (1)(ii)]

The penalties available under the Resource Management Act 1991 are prescribed in section 339

and include a prison term of up to two years and/or a fine of up to $200,000.  If the offence is of a

continuing nature a further fine of up to $10,000 per day may be imposed.

The penalties attach not only to companies per se, but to individual managers and directors

under section 340(3):

"where any body corporate is convicted of an offence against this Act, every director and
every person connected with the management of the body corporate shall be guilty of the
like offence if it is proved -

(a) ... the act ... took place with his/her knowledge, permission or consent; and
(b) ... he/she knew or should be reasonably expected to have known that the

offence was to be or was being committed and failed to take all reasonable steps to
prevent or stop it."

 [RMA, 1991, S340 (3)]

This section extends beyond the corporate veil in a concerted attempt to prevent environmental

misuse and degradation.  It does this by putting in place a sizeable, quantifiable deterrent which

not only affects company balance sheets and public image, but also the individual managers and

directors responsible for actions performed in the name of the company.

The materiality of penalties should also provide a rationale for the inclusion of information

concerning the existence, nature and duration of the resource consent.  The fact that there is an

element of personal liability for managers and directors should perhaps also be disclosed

especially where this has an impact on a going concern.  The extent to which organisations

appear to give weight to the points discussed above is considered in the research reported in this

paper.

Research Method

The aim of this research was to investigate the nature of resource consents as assets to the

organisation that holds them, with reference to Generally Accepted Accounting Principles

(GAAP) and to determine what current disclosure practices are in companies in New Zealand.

In order to achieve this aim the following objectives were established:

• to determine whether companies consider resource consents to be assets according

to the definition of assets provided in the Statement of Concepts (ICANZ, 1997);

• if so, do companies disclose them as such in the Annual Report; and

• to ascertain their reasons for (non) disclosure.

The companies to be surveyed were selected from the New Zealand Stock Exchange (NZSE)

listing and initially included the whole population.  Subsequently those companies that do not

operate within New Zealand were excluded, as were financial institutions.  The adjusted

sample included 113  NZSE listed companies.
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The empirical research consisted of two parts.  A questionnaire survey of 113 companies

listed on the New Zealand Stock Exchange (NZSE) to ascertain the attitudes of Chief

Financial Officers (or their equivalent) towards resource consents, as the person responsible

for the preparation of the financial statements and the selection of appropriate accounting

policies for the entity.   The aim was to determine whether they considered resource consents

to be assets of the company and, if so how did they treat them in the financial statements.  It

was also intended to gain an understanding of their treatment of resource consent costs and

the justification for the approach taken.

A document survey of the Annual reports of all 113 companies was also performed for the

years 1996, 1997 and 1998 to identify actual disclosures regarding resource consents.

Disclosures were sought from both the financial and non-financial information provided within

the Annual Report as a whole.   The Annual Reports were obtained directly from the

companies where possible, and from library resources where companies did not provide

reports.

Of the 113 companies surveyed, 43 responded giving a response rate of 38 percent, leaving

a non-response rate of 62 percent.  Oppenheim (1966) noted that “for respondents who have

no special interest in the subject matter of the questionnaire, figures of 40 per cent to 60 per

cent are typical, even in studies of interested groups, 80 per cent is seldom exceeded” (p.34).

However, Babbie (1979) asserted that figures put forward as benchmarks regarding the level

of responses “… are only rough guides; they have no statistical basis, and a demonstrated

lack of response bias is far more important than a high response rate” (p.335).

Tests to ascertain the level of response bias include:

• analysis … of answers to key questions by date of reply.  Early returns often yield a
higher proportion of positive answers to one or more of the key questions than do later
replies.  By plotting the proportion of positive answers over time, an estimate can be
made, by extrapolation, of the likely responses of those who did not respond at all.

• The profile of respondents can be checked against known characteristics of the
population that has been sampled (Hoinville, Jowell & Assoc., 1987, pp.137-138) (see
also Oppenheim, 1966, p.34).

The above tests were applied to the non-respondents to the questionnaire used in this

research.  The answers to questions one, three and four were regarded as the key questions,

and were analysed according to return dates, see graph 1.

Question one asked respondents to indicate whether or not they hold any resource consents

under the Resource Management Act, question three asked if the resource consents were

recognised as assets of the entity, and question four asked if they were disclosed as assets

in the financial statements of the entity.  These questions were selected because these

responses were fundamental to further analysis of the questionnaire and the subsequent

document study.



8

Graph 1: Non-response Bias Test

The majority of the responses were received during the first three weeks, 92% of the

responses received had arrived within the first three weeks.  After week three responses

were spasmodic and slow.  No follow-up letters were sent as primary reliance was being

placed on the information gathered in the document search, given that the entire adjusted

sample of 113 companies could be included.

The results of these tests showed it was probable that to attempt to attract further responses

would yield an even higher proportion of responses indicating either non recognition and non

disclosure.  In light of the above analyses, the level of non-responses to this questionnaire is

not considered to have a material affect upon the validity of the findings.

The document survey included the annual reports of NZSE listed companies for the 1996,

1997 and 1998 financial years. Some annual reports were unobtainable at the time the

analysis was undertaken, leaving numbers for each year as follows:

TABLE 1: Document search numbers

1996 1997 1998

Number of Annual Reports Surveyed 96 93 82

Findings

Of the 44 companies that responded to the questionnaire, 24 (55%) stated that they held

resource consents under the Resource Management Act 1991.  Of these 24 companies only

9 recognised the resource consents as assets of the company, and only one actually

disclosed them in the financial statements.  The respondents acknowledged no other

disclosures.  If the disclosure of resource consents held became mandatory, it would be

expected that at least those companies that consider resource consents to be assets of the

entity provide the additional information in the prescribed form.  The recognition of the status

of consents as assets and subsequent non-disclosure would seem to suggest that companies

are erring on the side of conservatism.
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The document search examined the annual reports of NZSE listed companies for the 1996,

1997, and 1998 financial years (see Table 1).  In 1996, 70 (73%) of companies did not

disclose resource consents as assets either in their financial statements, or in the other

information provided in the Annual Report.  This fell to 67% for each of the following two

years.  Of the 26 (27%) companies that did make disclosures in 1996, 24 (92%) were

disclosures outside the body of the financial statements.  Two companies disclosed the cost

of acquiring the resource consent separately in the financial statements, in one case this was

a negative disclosure in the form of an "impairment to a fixed asset" by virtue of the existence

of a resource consent which attached to the asset. This is just 2.5% of the total number of

annual reports reviewed that showed details of resource consents in the annual reports. This

number rose to 5 (6%) of surveyed companies in 1998, overall the document survey identified

a very low level of disclosure of resource consents over a three-year period 1996–1998.

Table 2 summarises the level of disclosure over the period.

TABLE 2: Resource Consent Disclosures in Annual Report 1996-98

Disclosures 1996
%

1997
%

1998
%

None
Costs/ Disclosure  in F/S
Environmental policy stated
Comment on Resource Management Act
1991

73
2
14
15

67
2
20
17

67
5
19
16

This is an interesting result given the comment in Leo (1999) that companies wanted to be

able to include internally generated intangible assets.  In all probability this may be so,

however, they will not want to disclose how potentially risky their operations are.  This is

consistent with previous research findings that suggest entities are more likely to provide

disclosures that are positive in nature and do not inflate the perceived riskiness of the

business or its activities (see Deegan & Gordon (1996); Gibson & Guthrie (1995); and

Deegan & Rankin (1996)).

The reasons given for non-disclosure revolve around the difficulty of valuing the consents.

Many considered that the values of resource consents were reflected in the values of the

property to which the resource consent related.  This argument would actually support the

disclosure of the resource consents, in the annual reports.  If property values reflect the value

of associated resource consents, the expiry of those consents would result in a possible

fluctuation in the value of the property involved.  This potential change in value needs to be

disclosed to ensure that readers of the financial statements gain a true and fair view of the

property values involved.  Disclosure of details of the resource consents, including expiry

date, restrictive conditions and monitoring requirements if any, would provide some insight

into the potential impact of the expiry of the resource consent without renewal.  Disclosure

may take at least two forms, incorporation of resource consents as assets in the Financial
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Statements of the entity, and/or as a separate schedule of resource consents held in the

Notes to the Financial Statements.

Other respondents claim the cost of obtaining the resource consents is not material and

therefore no disclosure is necessary.  This considers only one aspect of materiality – the

financial value.  The materiality of an item is explained in the Statement of Concepts (ICANZ,

1997) as being material if it is of a nature or amount that its disclosure, or method of treating it

is likely to influence users of financial reports in making decisions or assessments.  The need

to renew a resource consent and the potential for renewal to be refused can have significant

impact on the value of a company and as such it would fit into the definition of a material item.

This would obviously be a matter of judgement based on the circumstances and the potential

impact on property values or operations of the loss of a resource consent.  The requirement

of the  Companies Act 1993 and the Financial Reporting Act 1993 to provide a true and fair

view of the operations of the entity may also be compromised by any lack of information

regarding the resource consents held by an entity.

The major change in the level of disclosure is an increase from 14 to 19 (35%), in the number

of Companies including a statement of their environmental policy in their annual report.   The

vast majority of these disclosures are a simple statement of a broad policy to minimise the

company’s negative impact on the environment.  For example, Fernz Corporation in their

1997 Annual Report had the following:

POLICY STATEMENT ON ENVIRONMENT AND PUBLIC
RESPONSIBILITY

Fernz is committed to ensuring that its activities present a high level of protection for the
health and safety of its employees, customers, the public and the environment.

To achieve this Fernz will:

• Ensure that all statutory controls, relevant standards and Codes of Practice are complied
with in the operation of the business at all times.

• Where controls or standards do not exist, use Best Practicable Technology to ensure
that the operation of the business minimises any environmental effect.

• Assess the effects of the Company's products and operations on employee health and
the environment and, if any unacceptable risk is established, to change the product or
operation to minimise that risk.

• Provide information on toxic and environmental effects of company products so that
users will be able to minimise risk to themselves, the public and the environment.

• Ensure that safe working conditions exist at all sites and contingency plans are
maintained to cover all potential emergencies.

• Ensure that all staff are fully trained to carry out their responsibilities to protect the
environment and their own and public health.

• Aim for continuous improvement in order to prevent accidents, minimise environmental
emissions and waste and conserve energy.

Source: Fernz Corporation, 1997, p.58



11

The level of disclosure of resource consents, either the details of the consents or the costs

involved in gaining them is minimal.  Only two disclosures were made in each of 1996 and

1997.  One disclosure was a capitalisation of resource consent application costs into the

capital work in progress recorded in the notes to the accounts of Northland Port Corporation

(NZ) Ltd.  The costs involved exceeded $3 million in 1997.  The second disclosure was a

textual note disclosing the encumbrance on land created under the conditions of any

resource consent held. The additional disclosures made in 1998 include disclosures of the

costs incurred to comply with RMA 1991 requirements, being design costs to meet emission

standards, environmental clean up costs, and the purchase of resource consents associated

with the cutting rights of a forestry block.

Several Companies published environmental information, often combined with health and

safety information, in separate reports.  Examples of this treatment included Tasman Pulp

and Paper Company Ltd and Carter Holt Harvey Ltd.  These separate reports included

detailed environmental information and disclosure of resource consent information in a

narrative non-financial form.  The reports are available free to interested parties on request.

Only two of these companies made reference to the separate reports in their annual reports.

We did not consider these reports to be a substitute for the inclusion of information in the

annual report as they are not received by all users of the annual report.  The references to the

separate reports were minimal and could easily be missed in all cases.

An interesting aspect of the findings was the apparent conflict between a number of

companies including comments on the significant costs and difficulties they are experiencing

under the Resource Management Act 1991 processes and the lack of disclosure of any

information on resource consents.  A total of 4.2% in 1996, 6.5% in 1997, and 8.5% in 1998 of

companies commented on the significant costs involved in complying with Resource

Management Act requirements and the consents application process.  Yet none of these

companies disclosed any detail of these significant costs in their financial statements.  If the

costs of complying with the Resource Management Act 1991 are significant, it would seem

logical to expect disclosure of information on these costs in the annual reports as they are a

material aspect of the companies operations and activities.

The failure to recognise and disclose resource consents as assets means that a class of

assets is not being recognised and the financial statements may not provide a full picture of a

company’s operations.  This research found that a majority (77.5%) of the companies did not

recognise resource consents as assets.  The costs involved are treated as period costs and

the details are not disclosed.  Therefore, resource consents are not disclosed in any form in

the majority of annual reports of New Zealand companies listed on the NZSE.
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The general trend in the reporting of resource consents over the three year period was static.

An increase in the number of companies including a statement of their environmental policy

was the most significant change.  The increase in reporting of resource consents information

seems dramatic with a doubling of the numbers providing such detail but the low level of

disclosures means any change gives a large percentage increase.  Only 5% of companies

included any details of resource consents in their annual reports.

We believe that the low level of disclosure of resource consents information means that

annual reports are lacking in disclosure of an important class of assets.  We acknowledge the

difficulties in valuing resource consents but believe that the disclosure of resource consents

information in a non-financial form would provide important information for users of financial

statements.  This could even be provided in a schedule of resource consents held in the

‘Notes to the Financial Statements” as per FRS1.

Conclusion

Resource consents issued under the provisions of the Resource Management Act 1991 do

have significant effects on the operations of many companies.  Resource consents can place

restrictions on processes and operations in terms of emission limits, operating time limits, or

monitoring requirements.  The withdrawal or expiry of a resource consent without renewal

would mean the loss of ability to operate for many companies. The loss of operations is a

material event for any organisation and as such information on resource consents is material

to the future of a Company.  This would, therefore, indicate that disclosure of information on

resource consents is necessary to ensure readers of financial statements gain a true and fair

view of a companies operations.

A review of the definition of an asset reveals that a resource consent does fit the criteria for

recognition as an asset under the Statement of Concepts (ICANZ, 1997).  “Assets are service

potential or future economic benefits controlled by the entity as a result of past transactions or

other past events”  (ICANZ, para 7.7, 1997).  A consent to operate a particular activity from a

site, extract inputs or discharge wastes and emissions provides future economic benefits for

an entity.  The granting of the consent, for a set period, is the past event which gives rise to

the asset.  So as an asset under the Statement of Concepts (ICANZ, 1997) resource

consents should be disclosed as any other asset is disclosed to present a true and fair view of

a company’s financial position.

Given the difficulty in gaining a reliable valuation it may seem inappropriate to include

resource consents as intangible assets within the financial statements as the costs involved

may outweigh the benefits gained.  This does not mean they cannot be disclosed as

additional non-financial information in the annual report, or as a schedule of resource

consents held in the notes to the accounts.  Disclosure of resource consent details as non-

financial information would provide a significant proportion of the benefits involved in
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disclosing this class of asset while limiting the costs involved in the production of the

information.  We conclude that the details of resource consents held should be disclosed in

the annual report as additional non-financial information.  While this view is contrary to the

requirements of IAS38 and ED87 it can be argued that the omission of resource consents

and other similar intangibles is contrary to the spirit of the true and fair view requirement of

the Financial Reporting Act and Generally Accepted Accounting Principles (GAAP).
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