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Overview

The oil and gas industry is dynamically changing, with its participants ranging from large national oil companies
to small independent companies. To determine which companies outperform the others, it is important to have a
yardstick to measure the performance of oil and gas upstream companies. Functional currency is the currency of
the primary economic environment in which an entity operates (Eiteman et al, 2016). It is important to adopt a
strategic approach to selecting functional currency, when used as a performance measurement tool. This study
categorized oil and gas companies into four groups - (1) major oil companies, (2) national oil companies, (3)
national flag oil companies and (4) others (independent oil and gas companies) - to identify the general tendencies,
and aims to answer the following questions regarding functional currency: To what extent do the managements of
oil and gas companies have the ability to choose their functional currencies discretionally? Do functional
currencies differ depending on the type of energy company? Are the general tendencies among oil and gas
upstream companies considered in choosing functional currencies? If so, why do the functional currencies differ?
To what extent do they have the ability to change them discretionally? Why do the managements of oil and gas
companies change their functional currency? What type of events cause functional currency change? Thus, it is
necessary to shape accounting strategies to address issues related to functional currencies.

Methods

- Literature survey of previous studies regarding functional currencies.

- Data survey of financial statements of the top 50 oil and gas companies, ranked by Petroleum Intelligence
Weekly (PIW) in 2016, to identify the general trends for each type of oil and gas upstream company.

- Data survey of oil and gas upstream companies that changed their functional currencies in the past.

Results

- The literature survey confirms that the managements of oil and gas companies were given some discretion to
choose functional currency although they were under similar oil and gas upstream operating conditions.

- The data survey categorized the top 50 oil and gas companies, as ranked by PIW in 2016, into four groups -
(1) major oil companies, (2) national oil companies (government-owned oil and gas exporting companies), (3)
national flag oil companies (oil and gas importing companies, wholly or partially owned by government) and
(4) independent oil and gas companies (no government ownership involved) - and surveyed each company’s
functional currency, presentation currency, and accounting rules.

- The survey identified five oil and gas companies that changed their functional currencies in the past. These
five companies are: (1) Statoil in Norway, (2) the UK subsidiary company of JX Holdings, Inc. in Japan, (3)
Aker BP in Norway, (4) Lukoil in Russia, and (5) PTTEP in Thailand.

Conclusions

- Previous studies confirm that the managements of multinational companies have the ability to choose their
functional currencies under US GAAP to the extent that it fulfills parameters specified by the accounting rules.
The data survey also identified some oil and gas companies in the UK Alba field, under the UK GAAP and
IFRS accounting principles, who decided to have the different functional currencies under the same project.
Thus, the managements are given some discretion to choose the functional currency, provided it fulfills the
parameters specified by the accounting rules.

- Major oil companies all use US$ as their functional currency. ExxonMobil and Chevron have both adopted the
US GAAP, while Royal Dutch Shell and BP have adopted the IFRS as their accounting principles. National oil
companies (NOCs) have a clear tendency to select their own national currencies as functional currencies,
except for four companies, namely PDV in Venezuela, Pertamina in Indonesia, Statoil in Norway, and YPF in
Argentina. Among NOCs, Statoil and YPF are the only companies whose functional currencies are different
from their presentation currencies. National flag oil companies also showed clear tendency in terms of
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selecting their functional currencies. The 9 out of the 10 companies use their own national currencies as
functional currencies; Total in France is the only company whose functional currency is not their own national
currency. The survey revealed that three companies, Total in France, Petrobras in Brazil, and BG in the UK,
are the only companies whose functional currencies differ from their presentation currencies. Among
independent oil and gas companies, Reliance is the only company whose functional currency differs from its
presentation currency. According to Lukoil’s annual report in 2015, its accounting principles have changed
from the US GAAP to the IFRS; and their functional currency has also changed from US dollars to Russian
Rubles. With these changes, the functional and presentation currencies of four Russian ranked companies,
Lukoil, Surgneftegas, Novatek, and Tatneft, became Russian Rubles. Except for Lukoil in 2014, BHP Billiton
in Australia and Reliance in India are the only companies whose functional currency (US$) is different from
their own native currency.

- When oil and gas companies change their functional currencies, their managements’ discretion is seemingly
limited. Statoil changed their functional currency from NOK to US$ in 2009, triggered by a change in
company structure. JX UK changed their functional currency in 2014 and subsequently, incurred significant
impairment losses. PTTEP and Lukoil changed their functional currencies in 2011 and 2015 respectively,
along with the change in accounting rules. The managements of E&P companies have some discretion in
choosing their functional currency. However, when the functional currency changes, the management’s
discretion to change it becomes limited, and requires events, such as structural changes, business circumstance
changes, or change in accounting principles, as leverage.
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