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Abstract

This research will discuss the recognition of asset abandonment and site restoration
or commonly known as ARO (Asset Retirement Obligation) in oil and gas company.
The purpose is to be able to provide an overview that can be used by companies in
calculating ARO that must be paid at the end of the contract period. The formulation
of the problem is which method is used to determining the amount of asset
abandonment and site restoration or ARO that is appropriate to overcome the potential
problems that arise at the end of the contract period. This research is carried out by
using a mixed method in analyzing the findings, so it will find the in-depth findings
which will be useful to assist the company's management in making decisions. Signal
theory is a theory that will be chosen in this research. This research will use three
stages of analysis, such as descriptive analysis, content analysis, and constant
comparative analysis. Based on the results it might found that the recognition of asset
abandonment and site restoration carried out according to regulations apply. While
company uses the method of calculating liabilities based on future values that is
continually calculate in present value.

Keywords: Contingent Liabilities, Liability For Asset Abandonment, Provisions, Site
Restoration.

1. Introduction

Earth is endowed with very diverse natural resources, one of them is resources
from oil and gas and non-oil and gas. Indonesia itself is one of the countries that is
endowed with these two kinds of resources abundantly. This statement is in accordance
with non-tax state revenue data which can be seen further in the table:

Table 1 Non-Tax State Revenues, Year 2015-2016

{dalam miliar rupiah}
2015 2016
Uraian LKPP % thd
Unaudited APBN APBNP APEN
i 2 3 4 5=4/3
A, Pendapatan Penerimaan Sumber Daya Alam 100.971,9 124.804,0 090.524.4 72,5
1. Pendapatan Minyak dan Gas Bumi 78.170,5 786174 68.688,1 87.4
a. Pendapatan Minyak Bumi 47.087.4 60.287,1 513281 851
b. Pendapatan Gas Bumi 30.83,0 18.3303 17.360,0 04,7
2. Pendapatan Non-Minyak dan Gas Bumi 22.801.4 46.276,5 21.816,3 47,2
2. Pendapatan Perfambangan umum 17.682,9 40.820,2 16.539,9 40,5
b. Pendapatan Kehutanan 41365 4.030,6 3.072,7 08,6
¢. Pendapatan Perikanan 70,3 93,0 693,0 100,0
d. Pendapatan Panas Bumi 8827 732,8 6307 86,1
B. Pendapatan Bagian Pemerintah atas Laba BUMN 27.643.7 34.164,0 34.164,0 100,0
C. PNBP Lainnya 81697, 70.431,5 841230 105.0
D. Pendapatan BLU 35.315.5 35.350.0 36.271,2 102,6
JUMLAH 255.628,5 279.840.4 245.083.6 89,5

Source: https://www.kemenkeu.go.id/media/6634/nota-keuangan-rapbn-2016.pdf.
(Kementerian Keuangan Republik Indonesia, 2016)

From the table above, country’s revenues from the natural resources sector are still
very high and become the highest revenue which comes from oil and gas resources in
Indonesia. Revenue in this sector is apparently high but is comparable to the
consequences that must be borne by the Country from this sector, one example is the

* Corresponding author. Email address : renamayaa@gmail.com

14


https://www.kemenkeu.go.id/media/6634/nota-keuangan-rapbn-2016.pdf

AFEBI Accounting Review (AAR)
Vol.05 No.02, December 2020

case of Lapindo’s mud. This case is one of the cases arising from an error in the work
process in the oil and gas industry that occurred at the Lapindo well location in Sidoarjo
(Lapindo Sidoarjo Report 2014, 2014). This Lapindo case in 2009 was considered a
national disaster, even though this should be the responsibility of the company itself.
As an industry engaged in the concession area, it should already know about natural
impacts and risks that will arise from every drilling aspects (Kusumawati, 2015).

Because of this background, regulation for asset abandonment and site restoration
or commonly known as ARO (Asset Retirement Obligation) is established. This
obligation is required for the companies that use concession land to make a reserve for
the estimated cost to replace the site like the first time. This is in accordance with what
is disclosed in Indonesian GAAP 57 and mention which is the entity has a constructive
current obligation for the past events (1A, 2016).

Although the effect of these obligations is not significant on the company’s
performance, the costs incurred are quite large. So the liability that will arise is also
quite large. In accounting this obligation is recorded as an asset or capitalized. But the
value of this obligation is also called provision because it is only an estimate (lAl,
2016). Because of that the research on ARO was chosen because it was in accordance
with the background described earlier, that the amount of ARO obligations was still
estimating. Where to measure reliably it requires many factors that may be different
even in the same industry. While the uniformity of accounting standards with the
company's financial statements requires IFRS coverage and one of the IFRS that has
been thoroughly adopted is Indonesia GAAP 57 (Purba, 2009). Because of this
rationale, it was chosen to make a research entitled "Accounting Recognition of Asset
Abandonment and Site Restoration in the Upstream Qil and Gas Company".

Research’s Purposes

Purpose of this research is to be able to find out the problems that exist in the
company regarding the method that can be used by company to calculate asset
abandonment and site restoration or commonly known as ARO (Asset Retirement
Obligation) which must be paid by the company at the end of the company's contract.
This purpose is to find out whether the amount estimated is considered to reveal the
real amount that must be recognized by the company that is useful for company’s
decision making.

The Formulation Problem

Formulation of the problem in this research is related to asset abandonment and
site restoration or ARO (Asset Retirement Obligation) for all companies that use land
concessions, especially companies in the upstream oil and gas company, is obliged to
restore the land at the end of the contract period. Thus, the questions that will arise
from the problem of this research, is:

- How is the right method that can be used by the company to calculate
the ARO (Asset Retirement Obligation) which must be paid by the
company at the end of the contract period so it is considered the
capable of actual amount by company?

Benefits of the Research
According to Ellet, a research is expected to have benefits to improve the positive
factors that exist for decision making, to know the core of existing problems, and to be
useful in terms of corporate strategic in decision making (Ellet, 2009). Whereas for this
research, the research benefits are expected that can be elaborated, such as:
1. Practical Benefits
Provide a positive evaluation for the company in relation to the recognition of the
obligation for asset abandonment and site restoration or ARO (Asset Retirement
Obligation). Optimizing the solutions obtained from research findings for the
future is useful for companies to be able to use the right method in recognizing the
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amount of ARO (Asset Retirement Obligation). As well as helping shareholders
in making corporate strategic decisions.

2. Academic Benefits
This research is expected to be useful for future research to be able to test and find
out the right and best method in finding the magnitude of the obligation for asset
abandonment and site restoration or ARO (Asset Retirement Obligation), so that
all uncertainties in the future can be measured by reliable way.

2. Literature Study

The literature chosen in this research is all things that are related and can explain
asset abandonment and site restoration in more detail and depth based on the opinions
of experts. The literature review will also focus on explaining contingent liabilities and
provisions covered by Indonesian GAAP 57. The theory which is chosen in this
research is signal theory. This theory is chosen because it can provide guidance for
investors about how management views the company in the future (Brigham &
Houston, 2001). Based on this theory, it can be considered that there is a link between
external and internal parties, which causes a company to be required to be able to
present financial statements representative to reflect the best condition of the company.

This definition can be considered to explaining the reasons why a company has an
obligation to provide financial statement information to internal parties and external
parties. Disclosure of the information to external parties is related to the reason that the
company's internal parties knew more about the company's core activities and future
business projects compared to the external parties of the company. Then the company
must protect its company from the asymmetrical information. One method to reduce
asymmetric information is giving a signal to external parties of the company (Arifin,
2005). Because of signal theory is closely related to the availability of information,
then all the information referred to a company performance report that will show an
overall picture of the company's activities in a period, which is commonly known as a
company's financial statements (Kretarto, 2001).

Previous Research

Several previous studies used by researchers as comparative data in this research
is a summary article entitled Accounting for Asset Retirement Obligations conducted
by Eric Alexander and Ronald Hiner. This article contains an explanation of the FASB
issued statement no.143 regarding Asset Retirement Obligations (ARO), in which the
author explains the important points related to Asset Retirement Obligations (ARO) in
the company's financial statements (Alexander & Hiner, 2001). Where in the article
just explained the important points of the FASB no.143 without giving any relevant
examples faced by the company in relation to recording this.

Whereas the relation to the obligations regarding the recognition and measurement
of provisions, contingent liabilities, and contingent assets and to ensure adequate
information has been disclosed in financial statements that are in accordance with the
current financial accounting standards can be seen in the book written by Purba (Purba,
2009). In this book, it is explained that the current Indonesian financial accounting
standards are using the Statement of Financial Accounting Standards (Indonesian
GAAP) which will be converged and can adopt IFRS as a whole. One of the IRFS that
has been thoroughly adopted by the Indonesian GAAP is Indonesian GAAP No.57
which also regulates Asset Retirement Oblihation (AROQ) in it.

Asset Abandonment and Site Restoration

Obligation for asset abandonment and site restoration which is commonly known
as ARO (Asset Retirement Obligation) is explained implicitly in Indonesian GAAP 16
concerning fixed assets, Indonesian GAAP 57 concerning provisions, contingent
liabilities, and contingent assets, and in IFRS 19 regarding the application of the
restatement approach. An entity has an obligation to recognize the obligation for asset
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abandonment and site restoration or ARO (Asset Retirement Obligation) when the
entity has legal obligations that are binding on long-term assets which later the entity
is also obliged to estimate its obligations (I1Al, 2016).

Whereas according to the Financial Accounting Standard Board in FASB 143
which effectively replaces Financial Accounting Standard (FAS) 19 paragraph 37,
ARO (Asset Retirement Obligation) is defined as a legal obligation relating to the
withdrawal of tangible assets that have a long life where the time or method of
settlement is possible depends on future events, which means that the future event may
not be in the company's control (FASB, 2001). A company must recognize
responsibility for the Asset Retirement Obligation (ARO) in the period, for example at
the time of acquisition. Assets which are equivalent to initial liabilities are added to the
balance sheet and then depreciated by a method of depreciation over the useful life of
the asset. The result is an increase in assets and liabilities that exist, while the expected
total cost is recognized from time to time, on an accrual basis which will always
increase in plurality (FASB, 2001).

3. Research Methodology

This research has a purpose to answer research questions regarding the methods
carried out by the company to recognize the obligation for asset abandonment and site
restoration or ARO (Asset Retirement Obligation). The obligation for asset
abandonment and site restoration or ARO (Asset Retirement Obligation) which is
determined as an estimation so that its obligation could be able to represent the
reliability of the company's financial statements in more depth in order to explain and
evaluate, identify and analyze, and provide other recommendations according to this
obligation. So that, in the below will be discussed about the research approach used,
research instrument, data analysis, and unit of analysis which is examined in this
research.

Research Approach

This research will use a mixed-method approach. It is a method to approach the
research in between qualitative and quantitative. The mixed-method is carried out to
collect data, which comes through in-depth or qualitative interviews and also by using
quantitative methods which will be used for further analysis from supporting
documents and it could be obtained during the research process. Mixed-method is
chosen because they will produce richer research results, and can answer important
guestions related to research problems. These supporting documents can be contained
such as monthly and annual financial statement as well as audit report form the
company.

Research Instruments
Research instruments chosen by the authors in the preparation of this research, such as:
1. Interview
Interview is the first data collection technique to be conducted in order to
collect data directly with the related parties of this research.
2. Observation
Observation will be carried out as a further analysis to analyze all documents
and data that have been collected related to this research.
3. Documentation
Documentation aims to research all of the documents in the company that relate
to research problems. The documentation which is needed in this research such
as financial statement or audit report, contracts with related parties, as well as
supporting data on the calculation of financial statements such as work paper
made.
4. Corporate Webite

17



Accounting Recognition of Asset Abandonment and Site Restoration

Website owned by the party has a purpose in order to complete the data that
will be needed in this research which can be used as a supporting document to
seek in-depth data where the research takes place.

Data Analysis
Data analysis which is relate to this research, such as:

1. Descriptive Qualitative Analysis
Descriptive qualitative analysis is one of the qualitative approaches that used
as research procedures to produce descriptive data in the form of written or oral
data from people around (Moleong, 2006). This approach was carried out
because in this research initially began in events that occurred scientifically
without any coercion or intervention in the company where the research take
place.
2. Content Analysis
According to Shelley & Krippendorff in his book, mentioning that:
"Content analysis is a research technique for making replicable and valid
inferences from texts (or other meaningful matter) to the context of their
use” (Shelley & Krippendorff, 2006)..
So in relation to this research, content analysis has its own way to analyze
information where the method comes directly from the object of research
analysis, which is the company's financial statements that will become
something to be analyzed.
3. Constant Comparative Analysis
Constant comparative analysis is analyze method by comparing the events that
had never happened before investigation, and continuously throughout the
research was conducted and identifies the core variables of the research. This
analysis according to Glaser is a variable which is a variable that is sought and
tested again on each research instrument (Glaser, 1978).

Unit of Analysis

Unit of analysis in this research is the “Multiple Embedded” unit of analysis.
Where the object of research will be focus on a unit of analysis in the company that use
concession land in their businesses, such as a company that engaged in the upstream
oil and gas company.

4. Results

This section will be described and explained about the answers of the results of
the research regarding the recognition of asset abandonment and site restoration or
ARO (Asset Retirement Obligation) based on the analysis of data and research
instruments discussed in the previous chapter. This part will also discuss the research
objectives to be achieved and methods that can be used by companies in calculating the
obligation for asset abandonment and site restoration or ARO (Asset Retirement
Obligation) which must be paid by the company at the end of the contract period that
can be done with the right method. So in the future it will also be able to estimate the
value of the obligation for asset abandonment and site restoration or ARO (Asset
Retirement Obligation) which is considered capable of representing actual values that
must be recognized by the company so that the financial statements are reliable and can
be useful for corporate decision making.

Findings

This research analyzed the best method to be used in the upstream oil and gas
company to calculate the obligation for asset abandonment and site restoration or
commonly known as ARO (Asset Retirement Obligation) which will be recognized
related to its business. This is to find out whether the amount of the reserved obligation
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is sufficient to cover all potential problems related to the business being carried out.

The evaluation component of the method

used to calculate asset abandonment and site

restoration obligations can be seen through a history of similar transactions seen

through Cooperation Contracts or better

known as Profit Sharing Contracts (PSC),

information contained in financial statement or audit report and data given by the expert
as a third person in a particular case, or in it includes additional information provided

after the balance sheet date. Here are the
to see what the underlying company in

results from the analysis of each component
determining the value of liabilities of asset

abandonment and site restoration or ARO (Asset Retirement Obligation) that separate
in two sources, specifically in Profit Sharing Contract and Financial Statement or Audit

Report.

Table 2 Obligations for Asset Abandonment and Site Restoration or ARO

Production Sharing Contracts (PSC)

Interview Results

Regulated in  PSC in Article
Abandonment and Site Restoration, and
in the future this obligation will be
included in the component of operating
costs that are required to cover all
expenses incurred at the time of the
abandonment of the exploration site well
along with the equipment inside.

Although the value of the ARO (Asset
Retirement Obligation) is still an estimation or
provision, but this obligation on ARO (Asset
Retirement Obligation) must be recognized by
the company in its financial statements.
Because if it has been determined in a profit
sharing contract or PSC, then the obligation
which is the nature of this estimation is highly
probable to do so that it will must be mention
in the balance sheet (Respondent 1, 2019).

Therefore, based on the data collected in this study, the assessment of the provision
of liability for asset abandonment and site restoration carried out by the company can
be concluded based on the following table:

Table 3 Recognition of Asset Retirement Obligation for in the Upstream Qil and
Gas Company

Issues Implementations

Field Practices Findings

Recognition of The company as

asset abandonment one of the oil and

and site restoration gas contractors

(Asset Retirement recognizes ARO

Obligation/ ARO) by using a
predetermined
method, which is
based on the
formula of future
value (FV) which
is after that has to
be calculated in the
present value (PV)
using the inflation
rate and discount
rate.

Based on the There are no
practices carried suspicious

out in the findings
company, a considering that all
formula using data has been
future value (FV) presented well in
is used because the the financial
company needs to statements and
know the wvalue audit report of the
that must be company for every
reserved in the year.

future, then it is

calculated again to

get its present

value (Brady,

Chang, Jennings,

Shappard, &

Ogden, 2011).
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5. Discussion
Profit Sharing Contract (PSC)

Profit sharing contract is a component of the first assessment that will be discussed
where this research takes a comparison of the Profit Sharing Contract (PSC) owned by
one of the subsidiary in the upstream oil and gas company. Where the contract can be
used as a measurement tool for determining the value of the obligation for asset
abandonment and site restoration on other contracts for similar business sectors by
considering the similarity of location types or other matters.

Based on regulations made by the Indonesian government regarding the obligation
for asset abandonment and site restoration or ARO (Asset Retirement Obligation), it is
still not strictly regulated, because at the previous in Indonesia it only regulated the
obligation of contractors to abandonment of locations and production facilities that
were not used again. In the Government Regulation No.17 of 1974 it has been regulated
regarding supervision of the upstream oil and gas business activities described in
several articles concerning the matter of demolition for mining installations which have
no longer been used with a time period that has also been determined by the government
and there is also a prohibition on the contractors left wells that were no longer used
before carrying out proper closure (Pemerintah Indonesia, 1974).

In 2010, BP MIGAS issued a regulation concerning the obligation to carry out
asset restoration activities stipulated in KEP Number 0139 / BP00000 / 2010 / SO
concerning Guidelines for Working Abandonment and Site Restoration (PTK-ASR)
N0.040-PTK-XI-2010 (SKK Migas, 2010). In the PTK-ASR it was stated that the
Cooperation Contract Contractor (KKS Contractor) must do restoration and
abandonment of all production facilities and other supporting facilities that have been
used when the contract expires, when a part of the production area is returned, or when
the production site is closed and abandoned (SKK Migas, 2010). So that at this time an
explanation of the obligation for asset abandonment and site restoration or ARO (Asset
Retirement Obligation) which is included in the site abandonment and restoration
should be mentioned in a Cooperation Contract or PSC. In the contract it will be stated
about the obligation of the contractor to be able to allocate the estimated amount of
costs that will be needed in rehabilitating the environment and closing the abandoned
wells (Husein, 2008).

In the upstream oil and gas companies generally have a PSC that regulates and
states the obligation to demolish and restore assets, which in the data obtained in this
research is mentioned in the Cooperation Contract in  Article 1l concerning
Accounting Methods To Be Used To Calculate - Recovery of Operating Costs, as
follows:

Abandonment and Site Restoration Clausul

3.7 Abandonment and Site Restoration

Owperating Costs shall include all expenditures incurred in the abandonment of all
exploratory wells and the restoration of their drillsites. together with all estimates
of monies required for the funding of any abandonment and site restoration
program established in conjunction with an approved plan of development for a
commercial discovery.

Expenditures incurred in the abandonment of exploratory wells and the restoration
of their drillsites shall be charged as Operating Costs in accordance with Article 11
of this Exhibit "C".

Estimates of monies required for the funding of any abandonment and site
restoration program established pursuant to paragraph () of clause 5.2.3 of the
Contract shall be charged as Operating Costs annually on the basis ol accounting
accruals beginning in the year of first production. The amount charged in each,

Year will be calculated by dividing the total estimated cost of abandonment by the
economic life of cach discovery. The esumates of monies required For all
abandonment and site restoration activities shall be reviewed on an annual basis
and such estimates shall be adjusted each Year as required.

Figure 1 Obligation for Asset Abandonment and Site Restoration in Profit
Sharing Contract
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Based on Figure 1, it could be seen that in a cooperation contract or PSC a
company engaged in the upstream oil and gas company has an article concerning
Abandonment and Site Restoration. Which regulates related liability for demolition and
restoration of wells related to asset abandonment and site restoration. This
Abandonment and Site Restoration is included in the operating costs, which must cover
all expenses incurred when the exploration wells are abandoned along with the
equipment inside them. This operating cost also contains an estimate of the estimated
costs that will be incurred for the purposes of the completion of the contract and leaving
and closing the exploration well. Expenditures for these obligations which are expenses
for dismantling exploration wells can be charged as operating costs in accordance with
the PSC contract.

The operational costs related to asset abandonment and site restoration are also
mentioned in the Abandonment and Site Restoration article, and this one also in
accordance with other articles mentioned in the PSC contract as follow:

Operating Costs
b ________________________________________|

ARTICLETI
Operating Costs

2.1 Definition

For any Year in which commercial production oceurs, Operating Costs consists of
(2) current Year non-capital costs, (b) current Year's depreciation lur capital costs

s . i -,
and c) current Year allowed recovery of prior Year's unrecovered Operating Costs.z )
s

Figure 2 Operating Cost

Based on Figure 2, there are articles about the obligation for asset abandonment
and site restoration or ARO (Asset Retirement Obligation) in a profit sharing contract
or PSC, this is in accordance with what was mentioned by the informant (Respondent
2, 2009) regarding this matter. The informant (Respondent 2, 2009) said that a PSC
contract between the contractor and the government should contain an article relating
to the obligation to dismantle and restore assets or ARO (Asset Retirement Obligation).

This is in accordance with what is stipulated in Decree No. KEP-0139 / BPO0000
/2010 / SO concerning Work Procedure (CAR) No. 040 / PTK / X1 /2010 which states
that in the fourth generation of production sharing contract (PSC), it is obligatory to
declare obligations related to the rehabilitation of the environment around the well site
and to dismantle the entire installation and various types of equipment used before the
location is abandoned.

Although in reality the cooperation contract used as this data was made before
2010, but in the contract already contained an article containing this obligation. So,
based on this data and based on the data which obtained from the informants, the
obligation for asset abandonment and site restoration or ARO (Asset Retirement
Obligation) by the upstream oil and gas company must be recognized in the company's
financial statements. This obligation is recognized based on all estimated costs
calculated for the demolition of assets and restoration areas divided based on the
estimated number of economic years from each well found. For this reason, the
obligation for asset abandonment and site restoration or ARO (Asset Retirement
Obligation) can be concluded according to the following table:
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Financial Statement or Audit Report

In Indonesian GAAP 57 which is concerning in "Provision, Contingent Liabilities
and Contingent Assets" the obligation for asset abandonment and site restoration or
ARO (Asset Retirement Obligation) is a legal obligation arising from the existence of
a profit sharing contract or PSC contracts (IAl, 2016). Whereas based on the
regulations per Indonesian Law, the regulations governing the ARO (Asset Retirement
Obligation) are PTK-ASR N0.040-PTK-XI-2010. One of public company’s subsidiary
engaged in the upstream oil and gas industry is also obliged to recognize these
obligations as regulated by Indonesian GAAP 57 and also PTK-ASR No0.040-PTK-XI-
2010.

In accordance with what has been discussed previously the obligation for asset
abandonment and site restoration or ARO (Asset Retirement Obligation) is an
obligation that arises in the future so that in its recognition must be calculated based on
the value of future value based on estimated costs to be incurred which will then be
changed to present value to know the present value. Furthermore, the assets must be
debited first by the company and the company can enter all the components of the
existing costs at the time of dismantling the asset into the value of the asset.

In the financial statements of this company, the assets of ARO (Asset Retirement
Obligation) is comes up into oil and gas assets in the company's financial position /
balance sheet. This is because the obligation arising as an ARO (Asset Retirement
Obligation) is indeed inseparable from the oil and gas assets owned by the company.
So if described in the financial statements of the companies of oil and gas assets are as
follows:

LAPORAN POSISI KEUANGAN STATEMENT OF FINANCIAL POSITION
Tamggal 31 DESEMBER 2017 As of December 31, 2007
(Disajikan dalam Dolar Amerika Serikat, {Expressed in United Staftes Dollars,
Kecuali Dinyatakan Lain) Unless Otherwise Stafed)
Catatan/
M7 Nomes 2rE

ASET ASSETS
ASET LANCAR CURRENT ASSETS
Kas dan bank 30.16B.128 2.4 4.093.583 Gash and cash eguivalents
Fiutang usaha 2.5a,5b,2T7 Trade recefvables

Pihak berslas 15.371.107 8o 12.773.827 Related parfies

Pihak ketiga B.250 402 8715424 Third parfies
Piutang lain-Lain 11.130.758 23827 28.745.322 Oiher recefvables
Persediaan 2.488.182 237 2438053 Invenfories
Beban dibayar di muka 124 625 210 14.061 Prepaid expenses
Aset lancar [ain-lan 11.251 0.10.25 11251 Other currend asseis
Jumlah Aset Lancar E7.542. 458 56.844 626 Toral Current Assets
ASET TIDAK LANCAR NON-CURRENT ASSETS
Trade receivables from

Piutanyg dari pihak berelas 3.585.182 2.8c B35 refated parties
Piutang lain-lain 201.105 2,3.8.27 2242 206 Other recefvables
Aset eksplorasi dan evaluasi 5.560 388 23.8a 5.589.383 Exploration and evaluation sssets
Aszst minyak dan gas bumi 231.742.304 2,390 247282 144 Oil amal gas properties
Aset lain-lain 218160 2,10 455502 Other asseis
Aset derivati 1.086.970 1 033054 Denvafive assefs
Jumlah Aset Tidak Lancar 243 113113 2356.463.219 Total Non-curment Assets

JUMLAH ASET 310.655.57TT 313307843 TOTAL ASSETS

Figure 3 Oil and Gas Assets in the Company's Balance Sheet
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LAPORAN POSISI KEUANGAN (lanjutan) STATEMENT OF FINANCIAL POSITION {Continued)
Tanggal 31 Desember 2017 As of December 31, 2017
(Disajikan dalam Dolar Amerika Serikat, ({Expressed in United States Dollars,
Kecuali Dinyatakan Lain) Unless Otherwise Stafed)
Catatan/
207 Nores 2He

LIABILITAS DAN EKUITAS LIABILITIES AND EQUITY
LIABILITAS LIABILITIES
LIABILITAS JANGKA PENDEK CURRENT LIABILITIES
Utang usaha 1.608.240 2122827 2.428.667 Trade payables
Utang lain-lain 27185722 2132827 13.791.040 Other payables
Utang pajak 7.201.700 2.3,18a 13.048.723 Taxes paysbie
Biaya akrual 3.553.831 21426 4245509 Accrued expenses
Liabilitas imbalan kerja Employee benefits

jangka pendek - 23,20 105.300 lWabilifies - curent povtion
Pinjaman bank jangka panjang yang Current mafurifies

jatuh tempo dalam satu tahun 51.100.000 2,15.28.27 42 600.000 of long-ferm bank foam
Jumlah Liabilitas Jangka Pendek 90.659.593 81215335 Total Current Liabilities
LIABILITAS JANGKA PANJANG NON-CURRENT LIABILITIES
Pinjaman bank jangka panjang B85.319.145 2152827 145.087 233 Long-term bank loans
Utang kepada piak berelasi BB53B0 2.Bd2627 2.628.753 Trade payabies to third parfies
Liabilitas pajak tangguhan 24 318.786 2.16c 24 702 466 Defered tax fiabiifies
Liabilitas imbalan kerja 240125 2320 - Empioyee benefits liabilities
Liabilitas pembongkaran aset dan Assef abandonment and site

restorasi area 4206864 2325 4350541 resforation
Jumlah Liabilitas Jangka Panjang 125.769.310 176.748.553 Tozal Non-current Liabilities
Jumlah Liabilitas 216.428.903 257984328 Tozal Liabilities

Figure 4 Asset Abandonment and Site Restoration’s Liability

In this financial report, it is also explained that the company recognizes the
obligation for asset abandonment and site restoration for oil and gas production
facilities, wells, pipelines, and related assets in accordance with the terms of the profit
sharing contract. The first estimation stage of the cost of asset abandonment and site
restoration, is recognized as a component of acquisition costs, which are then
depreciated or depleted using the unit of production method in line with the
depreciation rates chosen by the company. In accordance with existing contracts, the
remaining asset depreciation period for contract-based demolition costs is five years in
2017, considering that the contract period is up to 2022.

Based on the opinion of the informant (Respondent 3, 2019), which acts as an
expert economist company states that demolition and asset transfer activities, and
restoration of areas of oil and gas production facilities, wells, and pipelines and related
assets occurring in the coming years according to the deadline for the contract period
and if the contract is no longer extended. Estimates of the magnitude of these
obligations have been assessed reliably by management regarding when the activity
will be carried out, the extent to which the activity must be carried out, and also the
technology that will be used in the future.

Whereas the viewed from the company's accounting expert's opinion on this
obligation the presentation has been adjusted which will reflect the present value of the
provision of drilling liabilities and transfer of assets, and restoration area at the financial
position report date, where the company will also make an equal amount of value book
of assets in question (Respondent 2, 2019). Then the opposite of recording or reversing
the discount effect in calculating this provision is recognized as a funding cost.

The obligation for asset abandonment and site restoration in 2016 and 2017 is
determined according to the interest rate agreed between the regulator (government)
and the contractor (company), which is 6%. The company in presenting these asset
demolition liabilities is carried out in a net manner with an account that has been
reserved through a Bank that has been determined by agreement.
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Muiasi akun ini disajikan sebagai berikut The account movements are presented below:
Pl 2016

Saldo awal 10.247 536 9754 416 Beginning balance

Akresi selama tahun berjalan AR 493120 Accretion during the year

Saldo akhir 10.770.243 10.247.536 Ending balance

Rekening yang dicadangkan (6473.379) (5.896.905) Escrow accounts

Saldo akhir liabilitas 4,296,864 4.350.541 Liabilities ending balance

Figure 5 Asset Abandonment and Site Restoration Balance in 2017

Based on data from the balance of asset abandonment and site restoration
presented in the financial report or audit report, the company is obtained from the
financial statement numbers that have been adjusted with various audit adjustments in
it. The initial balance amount in 2017 has been re-matched with the final balance in the
2016 financial statements as can be seen as follows:

Mutasi akun ini disajikan sebagal berkut:

2018 2015
Saldo awal Brs4.418 B.288.209
Akresi selama tahun berjalan 483120 465,207
Saldo akhir 10.247 536 3754416
Rekening yang dicadangkan (5.858.905) (5.201.171)
Saldo akhir liabilitas 4.350.541 4.463.245

Figure 6 Asset Abandonment and Site Restoration Balance in 2016

The amount of accretion expense during in the current year is calculated by
multiplying the initial balance of the asset abandonment and site restoration obligations
with the discounted interest rate used by the company in calculating the present value
of the current asset value. This accretion expense is an additional burden that comes
from the discount rate difference every year. It is from this initial balance and accretion
expense that it must then be calculated by the percentage of the number of participating
interest companies before making the next step, namely the recording of accounting
journals in the company's financial worksheet.

In determining the value of the obligation for asset abandonment and site
restoration or ARO (Asset Retirement Obligation) the company merged several
calculations from several divisions. In relation to the feasibility audit of the company's
financial report or audit report the values recorded in it throughout 2017 can be matched
with previous data, namely in 2016, as well as with accounting financial report data
which is the main source. So that based on the results of interviews conducted with
respondents 1 and respondents 2, then the financial report or audit report of this
company can ensure that the accumulated allowance in the report on the company's
statement of financial position is sufficient to cover all liabilities arising from the
activity of asset abandonment and site restoration.
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Based on the signal theory chosen in this research, where signal theory is a signal
for investors to estimate management earnings (Brigham & Houston, 2001), then if it
is linked to this research then with regard to the calculation of recognition of the
obligation to demolish and restore assets or ARO (Asset Retirement Obligation) in
upstream oil and gas companies can be a signal for investors and management for what
they want to achieve in the future. This is because it could be that this obligation is one
of the categories of determinants seen in deciding the business strategy in the company
itself. This is in accordance with what was said by the respondent, that due to the
obligation to demolish and restore assets or ARO (Asset Retirement Obligation) this
value is very large, especially for businesses that are in the location of activities in the
middle of the sea or offshore so this obligation will definitely be the point measure the
company's managerial parties in making decisions (Respondent 1, 2009).

Therefore, the appropriate and reliable calculations can be very influential as
managerial information in making decisions. This is also in accordance with what was
stated and disclosed by the second speaker, that the obligation for asset abandonment
and site restoration or ARO (Asset Retirement Obligation) is not the only factor in
making a company's strategic decisions, but becomes one of the factors because of the
value information the required liability reserve will be the basis for the company's
managerial parties regarding the company's future business strategy (Respondent 2,
2009). Therefore, based on the opinions above, signal theory can be considered
appropriate as the initial theory to be developed in this research.

6. Conclusion

Based on the research that has been done where the purpose of this study is to be
able to provide an overview of the methods that can be used by companies in
calculating obligation for asset abandonment and site restoration or ARO that must be
paid by the company at the end of the contract period. The formulation of the problem
in this research is how the method used by the company in determining the value of the
obligation for asset abandonment and site restoration or ARO is appropriate to
overcome the potential problems that arise at the end of the contract period. This
research is carried out by using mixed-methods in analyzing the findings, so it will find
more in-depth and complex findings that will be useful to help the company
management in making decisions

The results that can be concluded in this research are that the obligation for asset
abandonment and site restoration or ARO (Asset Retirement Obligation) in companies
in the upstream oil and gas company is a very material for the company. This obligation
is due to the large amount that must be reserved for oil and gas assets owned by the
company. This is because the obligation arising as an ARO (Asset Retirement
Obligation) is indeed inseparable from the oil and gas assets owned by the company.
So based on signal theory, the large recognition of this obligation must be reliable to
help managerial parties in determining the company's business strategy, although this
obligation is not the only benchmark but because this obligation is very large, this
obligation is also an aspect chosen by managerial parties in making decisions.

This obligation must be calculated based on the formula of future value (FV)
which is then will be calculated in the present value returned (PV) using the inflation
rate and discount interest rate. This obligation is a contingent liability in which the
amount is still a provision made by the company. So that even though this obligation
is applied accounting based in Indonesian GAAP 57 concerning provisions, contingent
liabilities, and contingent assets, but because the company in the upstream oil and gas
company uses the land of government concessions, then this obligation is highly
probable in the company. Moreover, the obligation for asset abandonment and site
restoration has been regulated in a company cooperation contract with the government
which must be carried out by the company for the duration of the contract.

The limitation in this research or study is the limited time in collecting data related
to this because when this research was carried out the company had not been at the end
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of the contract period so that it could not be known directly whether the reserves that
had been carried out during the contract period were actually real at the end of the
contract period and can be cover up the obligation for asset abandonment and site
restoration. Then, due to time constraints, this study also took the location of research
which had a large obligation related to the geographical factor of the assets of the
company owned only. Then this research is also limited to opinions based on the
workers' side of the company not on the managerial side of the company, due to the
reason that this research was conducted not at the end of the contract period, and this
study only wanted to know whether the calculation of the recognition had been assessed
reliable.

The proposal that can be given in this study for further research is the possibility
of research that will discuss the obligation of demolition and restoration of assets seen
from the managerial side of the company. As it is known for this obligation the reserved
value is quite large so because of that it must be the basis of the assessment benchmarks
in the upper managerial stage related to the business processes carried out by the
company.
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