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Critical Analysis of BHP’s PPE Disclosures 

Executive Summary 

The current report details the findings of the critical review of BHP’s PPE disclosures for 

the period ended June 30, 2020. The alignment of the company’s PPE disclosures with the 

general-purpose financial reporting objective and its satisfaction of the fundamental and 

enhancing qualities of useful financial information was analysed. The disclosures were shown to 

be relevant, material, faithfully represented, and well aligned with the objective of providing 

useful financial information to external users of financial information. There is room for 

improvement of the understandability of the PPE disclosures and general financial statements. 

Introduction 

For BHP, the pandemic increased uncertainty that already existed given climate change 

concerns and anticipated decrease in petroleum demand with respect to our ability to recover the 

value of mineral rights assets and exploration & evaluation. The board of directors is rightly 

concerned about the alignment of current PPE disclosures with the financial reporting framework 

considering the value of these assets: for the period ending June 30, 2020, PPE represented 87% 

of our total non-current assets and 69% of the total assets. Thus, the misapplication of asset 

recognition and impairment policies would have a large impact on the faithfulness and reliability 

of the financial statements to shareholders and other external users. 

Critical Analysis of PPE Disclosures 

We disclosed our approach to accounting for PPE with respect to recognition and 

measurement, impairment, and valuation models used in asset impairment in Note 11 to the 

financial statements, which is presented in the appendix (BHP, 2020). The disclosure is prefaced 

by a reconciliation of the land & buildings, plant & equipment, assets under construction, 
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exploration & evaluation, and other mineral assets beginning net book values to the end year net 

book values. In the first sub-note, we summarised the recognition of the five aforementioned 

asset categories: all PPE assets other than assets under construction, are carried at their original 

cost less accumulated depreciation and net impairments (BHP, 2020). Assets under construction 

are a placeholder category that are not depreciated until they are reclassified either as plant & 

equipment or other mineral assets – which include petroleum rights and mineral interests owned 

by the company and capitalised product development and overburden removal costs (BHP, 

2020). We capitalise the resources expended in the exploration of mineral resources and 

evaluation of the technical and economic feasibility of extraction under exploration & evaluation 

and carry the assets at their net book value, which is the cost less accumulated depreciation and 

transfers (BHP, 2020).  

The capitalised amounts are carried forward to the extent that we expect to recover the 

amount at some point in the future, failing which, the amount is charged to the income statement 

(BHP, 2020). Capitalised amounts are reclassified as assets under construction once deemed 

commercially viable, then reclassified as assets on the completion of the construction process 

(BHP, 2020). Buildings and plant & equipment are depreciated using the straight-line method net 

of residual value while mineral rights & petroleum interests and capitalised exploration and 

evaluation expenditures are depreciated using the units of production net of their residual values 

(BHP, 2020). 

The company performs an impairment test on PPE when there is suspicion of impairment 

and charges an impairment loss to the income statement to reduce the asset’s carrying value to its 

fair value. In 2020, the impairment loss charged to PPE net of reversals was $494 million, which 

was considerably higher than the $250 million net impairment loss in 2019 (BHP, 2020). We use 



BHP’S PPE Disclosures 4 
 

the fair value less cost of disposal (FVLCD) and value in use (VIU) valuation methods in the 

determination of the recoverable amount, against which the asset’s carrying value is compared in 

impairment testing. In an accompanying visual, we summarised management’s key judgements 

in accounting for PPE with respect to climate change, petroleum demand, and COVID-19.  

Fundamental and Enhancing Qualitative Characteristics of Useful Financial Information 

The fundamental qualitative characteristics of financial information include relevance, 

materiality, and faithful representation. We provided all the information relevant to external 

users’ decision-making on the provision of resources to BHP, covering all aspects of PPE 

accounting – initial recognition, subsequent recognition, depreciation, and impairment. While the 

exposition on recognition of the various PPE asset categories seems lengthy, it is necessary for 

the understanding of the PPE items specific to the company. Capitalised exploration and 

evaluation expenditures are for the most part intangible in nature but are reported under PPE as 

they are to be converted to PPE assets. We also provided information on the estimates and 

management judgement of events that influenced the presentation of financial statements.  

We also satisfied the materiality requirement, by presenting all events – collapsed into 

seven categories (impact of IFRS16, additions, depreciation, remeasurements of index-linked 

freight contracts, depreciation, disposal, impairments, and transfers) – that resulted in the 

changes in the asset net book value over the course of the year. Additions include both purchases 

and additions from changes in estimates and foreign exchange gains, which were presented in 

greater detail in Note 14. The financial information is faithfully represented according to the 

effective accounting policies. We adopted AASB16/IFRS16 on leases in the period ending 30 

June 2020, which had the effect of increasing our land & buildings and plant and equipment 

balances by a combined $2,154 while increasing our lease liabilities balance. The impact of the 
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transition is summarised in the reconciliation and broken down in Note 38 to the financial 

statements.  

The disclosure was for the most extent understandable to a lay person as all mining 

related jargon are well explained and the language used is simple to understand. The 

understandability of the information could, however, be improved by summarising all necessary 

information within the disclosure without requiring the reader to go back and forth between notes 

as in the case of linked notes such as Note 38 and 14. If this were not possible, the publication 

should have used active links to accompanying notes facilitate easy movement between notes. 

Alignment with General-Purpose Financial Reporting Objective  

The objective of general-purpose financial reporting is to provide useful financial 

information to current and potential investors and other external users of financial information 

that is relevant to making decisions on whether or not to extend resources to the entity (AASB, 

2019). Shareholders and lenders expect that their capital contribution to BHP will be invested in 

areas that yield returns at least as high as required by the respective owners of capital. The 

disclosures on PPE are sufficiently aligned with the objectives of general-purpose financial 

reporting as the company provided sufficient information on the current value of PPE assets and 

its expectations for the continued revenue generation potential of this assets. The reconciliation 

of beginning and ending asset values provides sufficient information of the sources of asset 

growth and causes of decline in the asset balances.  

Investment in PPE assets is suggestive of management’s expectations for continued 

growth while minimal impairment losses are indicative of the maintenance of asset value, which 

also speaks to business continuity. Investors can, for instance, compare the company’s disclosure 

of asset impairments in the current period to the previous period to determine the extent to which 
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management is confident of the continued usefulness of its assets. In our case, the 2020 

impairment loss was almost twice the 2019 loss but still fairly low, at 0.68% of the ending net 

book value.  

Recommendations 

In the upcoming period, management should enhance the understandability of the 

financial information by providing active links to different sections of the financial statement in 

the table of contents and an active link back to the table of contents from each page of the report. 

We could also present a more comprehensive disclosure of the asset impairment process and 

indicate the effect of impairment on the subsequent recognition of assets. Even though the 

summary of the impairment process is sufficient, we failed to incorporate the impairment charge 

in the recognition sub-note, which might be lost to users with no accounting background. In the 

recognition sub-note, we indicated that capitalised evaluation and exploration costs that are 

deemed irrecoverable are charged to the income statement without indicating that the charge 

relates to asset impairment. Combining these two elements will improve the understandability of 

the income statement.  

Conclusion 

The disclosures satisfied the objective of general-purpose financial reporting and met the 

fundamental qualitative characteristics of useful financial information. There is, however, room 

for improvement with respect to the understandability of financial information. 
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