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Chapter 14
Financial Statement Disclosures Unique to the Extractive Industries: Reserve Quantities and Values
Recognition vs. Disclosure under the IASC Framework

14.1
Recognition is the process of incorporating in the balance sheet or income statement an item that meets the definition of an element (asset, liability, equity, income, and expense) and satisfies the criteria for recognition (IASC Framework, paragraph 83), namely: 


(a)
it is probable that any future economic benefit associated with the item will flow to or from the enterprise; and


(b)
the item has a cost or value that can be measured with reliability. 


Items that satisfy the recognition criteria should be recognised in the balance sheet or income statement.  The failure to recognise such items is not rectified by disclosure of the accounting policies used nor by notes or explanatory material. [IASC Framework, paragraph 82]

14.2
The Framework also states that an item that possesses the essential characteristics of an element but fails to meet the criteria for recognition may nonetheless warrant disclosure in the notes or in supplementary schedules.  This is appropriate if knowledge of the item is considered to be relevant to evaluating the financial performance, financial position, and changes in financial position of an enterprise.  

14.3
IAS 1, Presentation of Financial Statements, elaborates on the role of note disclosures.  One role of the notes is to present information about the basis of preparation of the financial statements and the specific accounting policies selected and applied for significant transactions and events (IAS 1.91).  A further role is described in IAS 1.93:



Notes to the financial statements include narrative descriptions or more detailed analyses of amounts shown on the face of the balance sheet, income statement, cash flow statement and statement of changes in equity, as well as additional information such as contingent liabilities and commitments.  They include information required and encouraged to be disclosed by International Accounting Standards, and other disclosures necessary to achieve a fair presentation. 

14.4
It is in the context set out in the preceding paragraphs that this chapter and Chapter 15 examine financial statement disclosures unique to the extractive industries.  Disclosure, as that term is used in this chapter and Chapter 15, includes both note disclosures and supplemental financial statements and schedules.  

The Range of Disclosures Unique to the Extractive Industries

14.5.
Certain factors unique to operations in the extractive industries create special accounting problems.  They have been discussed in previous chapters of this Issues Paper and are summarised here:


(a)
the distinguishing feature of upstream activities in the extractive industries is that their objective is to find, acquire, develop, produce, and sell irreplaceable natural resources.  As a result, many people believe that the most important assets owned by enterprises engaged in the extractive industries are their commercially recoverable mineral reserves and the most important expenditures made by these enterprises are those incurred in searching for, acquiring, and developing mineral reserves;


(b)
there may be little direct correlation between the costs incurred in finding, acquiring, and developing mineral reserves and the quantity or value of reserves that result from those costs;


(c)
unlike many other industries, there is little relationship between capitalised costs (however measured) and the value of reserves at any given time;


(d)
in the early phases of upstream activities (prospecting, acquisition, and exploration), enterprises often do not know whether incurred costs will result in probable future benefits that warrant asset recognition; 


(e)
there is a long period between the time that costs are incurred and the time that mineral production, if any, results;


(f)
for many industries, the sale of products is often viewed as the most important step in the income-earning process.  However, in the extractive industries, some argue that the key measures of success are the value of reserves acquired and the relationship between the value acquired and the costs incurred to acquire those reserves; and


(g)
each mineral reserve deposit is unique, and the costs of finding specific reserves are unique.  As a result, the costs of existing reserves are not necessarily relevant indicators of cash inflows to be derived from producing and selling those reserves, or of cash outflows that will be necessary to replace existing reserves when they are exhausted.  

14.6
The factors listed in the preceding paragraph have strongly influenced the efforts over the past four decades, to develop non-traditional financial statement presentation formats and disclosures that enable users to assess the success of upstream activities and to provide the information needed for comparing the financial performance and financial position of enterprises in the extractive industries.  The focus has been the need to provide information relevant to making informed decisions about those enterprises.

14.7
Most enterprises in the extractive industries presently use one of the four broadly defined approaches to historical cost accounting described in Chapter 4.  Some propose that users of financial statements are best served by abandoning historical cost accounting and, instead, reporting mineral reserves in the basic financial statements on a “value” basis, as discussed in Chapter 5.  

14.8
Others are of the view that although reserve value information is very important, value-based financial statements do not possess the reliability necessary for the primary financial statements.  Instead, they would retain historical cost accounting and provide supplemental information about commercial reserves (measures of quantities and values and other statistical, descriptive, and analytical information) that will enable users to better evaluate the financial performance and financial position of an extractive industries enterprise.

14.9
This chapter and Chapter 15 discuss disclosure of the following types of information, which have been suggested frequently as being of great importance in the extractive industries:


(a)
quantities of commercial reserves;


(b)
values of commercial reserves;


(c)
information about costs incurred in finding, acquiring, and developing commercial reserves, and related capitalised costs;


(d)
nonfinancial information related to upstream activities;


(e)
performance indicators based on reserves and costs, such as ratios between various items in the financial statements, finding costs per unit of mineral found, cash operating costs per unit produced, total operating costs per unit produced, and reserve replacement ratios;


(f)
narrative descriptions of the enterprise’s policies and actions in environmental protection, employment, and social issues;


(g)
information about upstream activities by area such as geographical, geopolitical, or geological areas; and 


(h)
separate reporting of financial information for upstream activities and downstream activities by vertically integrated extractive enterprises – ones engaged in both upstream (exploration and production) and downstream (processing, transportation, and marketing) activities.

14.10
Chapters 14 and 15 address disclosures that are regarded as unique to the extractive industries.  Chapter 14 discusses disclosures relating to reserve quantities and values while Chapter 15 discusses other disclosures.  Existing International Accounting Standards contain a wide range of disclosure requirements that have particular relevance to enterprises in the extractive industries but are not unique to the extractive industries.  A comprehensive (though not necessarily complete) list of these is set out in the appendix to Chapter 15.  Because those requirements are already adopted in International Accounting Standards and are presumed to continue, they are not addressed further in this Issues Paper.  Respondents to this Issues Paper are invited to comment on any that they believe are not appropriate for extractive industries enterprises.

Reserve-Based Supplemental Disclosures

14.11
If a historical cost based method is used for the primary financial statements, some favour supplemental disclosure of estimated quantities and values of reserves.  Some favour supplemental disclosure of estimated quantities of reserves, but not estimated values.  Reserve quantities and reserve values can be presented in several ways:


(a)
complete or condensed supplemental financial statements based on the reserve values;


(b)
disclosure of reserve quantities but not reserve values; and


(c)
disclosure of reserve quantities and reserve values.

14.12
Many interested in financial reporting for the extractive industries support the disclosure of commercial reserve quantities and values, or just quantities, although views differ regarding the classes of reserves for which quantities and values should be disclosed, assumptions underlying the estimates, and the details of presentation.  Some national securities regulators and accounting standards bodies already require such disclosures for both mining and petroleum enterprises.

14.13
The principal arguments given by those who favour disclosure of reserve quantity and value information may be summarised as follows: 


(a)
reserves indicate successful performance; costs alone do not.  Because the purpose of upstream activities is to find, acquire, develop, and produce mineral reserves, the principal indicators of the successful achievement of that purpose are the quantity of commercial reserves added each period and the quantity of commercial reserves in the ground at the end of each period.  Costs incurred during the period may bear no relationship to commercial reserves added during the period, and total costs related to mineral assets included in the balance sheet may bear no relationship to commercial reserves in the ground at any time.  Consequently, neither costs incurred nor cumulative costs are, by themselves, useful in assessing success upstream activities;


(b)
mineral reserves are the most valuable asset of most enterprises in the extractive industries.  Because there is no relationship between capitalised costs and reserves held, it is essential that reserves quantities and values be disclosed so users can evaluate the enterprise’s financial position;


(c)
a primary goal of financial reporting is to assist in assessing future cash flows, and the major source of future cash flows from upstream activities is the commercial reserves controlled by the enterprise.  To omit information about reserve quantities (and, some would argue, about reserve values) is to withhold the most critical information about potential future cash flows;


(d)
reserve information is not generally available elsewhere.  The success of an enterprise’s upstream activities can be evaluated only if financial information can be related to mineral reserves.  Generally, the only source of is the financial reports;


(e)
it is necessary to be able to evaluate how well the enterprise is replacing reserves as they are produced.  This evaluation requires an analysis of reserve data to be included in the financial statements; and


(f)
reserve data is essential for comparing the financial performance and financial position of two or more enterprises.  Two enterprises may report the same amounts of capitalised costs and of upstream costs incurred during the period; however, one may have found quantities or values of mineral reserves greater than the other enterprise both in the current period and cumulatively.  This information is essential for any reliable comparison of the two enterprises.  

14.14
Those who oppose disclosure of reserve quantities and values generally agree that if reserves could be measured with accuracy, disclosure of quantities (or perhaps quantities and values) would be useful.  However, they argue against such disclosures for several principal reasons:


(a)
reserve estimates are inherently imprecise and subjective, involving numerous assumptions and forecasts.  Estimates of commercial reserves are revised frequently, both for individual deposits and for an enterprise as a whole.  These revisions are often of major proportion.  Consequently, disclosure of reserve quantities may be misleading; 


(b)
value measurements require even more assumptions and forecasts than do quantity measures, making value data even less reliable; and


(c)
data about reserve quantities is proprietary information, and disclosure is anticompetitive.  Disclosure of reserve quantities or their value, especially if geographical information is given, would result in giving important confidential information to competitors.

Although a few of the issues set out in this Issues Paper relate only to one or the other of the mining industry or the petroleum industry, the great majority of issues and sub-issues are intended to cover both industries.  We requested at the start of this Issues Paper that you should indicate and explain your reasons if your response to any of those issues or sub-issues is different for mining and petroleum.  That request may be particularly applicable in the context of disclosure – Chapters 14 and 15.

Basic Issue 14.1 – Supplemental reserve disclosures (quantity or value)

If a historical cost based method is used for the primary financial statements, do you favour supplemental disclosures based on quantities or values of reserves?  

a.
Favour disclosure of reserve quantities but not reserve values.

b.
Favour disclosure of reserve quantities and reserve values.

c.
Do not favour disclosure of reserve quantities or reserve values. 

Steering Committee Tentative View:

All members of the Steering Committee favour disclosure of reserve quantities.  The Steering Committee is divided regarding disclosure of reserve values.

Disclosure of Reserve Quantities

14.15
If reserve quantities are to be disclosed, there are major differences of opinion about details of the disclosure.  The most important of these differences are: 


(a)
whether reserve data should be presented on an enterprise-wide basis or by geographical or geological area; 


(b)
the categories of reserves to be disclosed; 


(c)
the units to be used in disclosing reserve quantities;


(d)
specific factors (particularly price assumptions, cost assumptions, timing of production, and discount rate) to be used in estimating reserve quantities; 


(e)
the number of periods for which reserve quantities should be disclosed;


(f)
whether to disclose only beginning and ending reserve quantities or, additionally, an analysis of changes during the period and, if so, which specific factors causing changes should be included in the analysis;


(g)
whether an enterprise that owns a fractional operating interest in reserves should include its fractional share in its reserve quantity disclosures (operating interest owners are parties who make the decisions about exploration, development, and production, carry out those activities, and pay the related costs); 


(h)
whether an enterprise that owns a nonoperating interest, such as a royalty interest, should include in the reserve quantity disclosures the reserves attributable to that interest;


(i)
whether an investor enterprise should include in its financial statements its share of reserves reported by an equity method associate; and


(j)
whether disclosures in consolidated financial statements of a parent enterprise and its subsidiary should include all reserves of the subsidiary or only that portion reflecting the percentage of ownership of the parent enterprise in the subsidiary. 

Enterprise-wide Disclosure vs. Geographical or Geological Disclosures of Reserve Quantities
14.16
Those who favour disclosing reserve quantities on an enterprise-wide basis for various classifications of reserves argue that this approach simplifies the disclosures.  They also contend that disclosure of reserves for individual mines, fields, countries, or other small geographical or geological units may be misleading because of the imprecision of estimates.  They argue that, if a single reserve estimate for the entire enterprise is disclosed, it is likely that the over-estimations and under-estimations will, at least in part, cancel out so that the overall estimate is more likely to be accurate than estimates for individual units. 

14.17
In contrast, some propose that reserve disclosures should include detailed information about the location of reserves even if the enterprise does not present other geographical segment information.  Three broad approaches suggested for a geographical breakdown are:


(a)
disclosure of reserves in each individual country in which the enterprise has significant upstream activities;


(b)
disclosure of reserves in the country in which the enterprise is domiciled (if that amount is significant) and in each major geographical area in which it has mineral reserves, such as South America, the North Sea, or Southeast Asia; and


(c)
disclosure of reserves for the individual mines or fields that are of most significance to the enterprise, in addition to either enterprise-wide disclosure or (a) or (b) above.

14.18
Individual country.  Those who favour disclosures by individual country point out that each country has a different legal system, different economic conditions, different customs, and sometimes different geological features.  They conclude that reserve data by country is relevant for assessing future cash flows from the reserves. 

14.19
Broader areas.  Those favouring combining reserves for multiple countries into broader areas consider that disclosing information for each category of reserves in each individual country would result in excessively detailed and confusing presentations for enterprises with worldwide operations.  They favour either: 


(a)
geographical groupings, because they argue that the assessment of risks and cash flows is facilitated by grouping on the basis of similar economic, legal, political, and other environmental characteristics; or


(b)
geological groupings, because they argue that each area for which disclosures are made should have uniform geological characteristics in order to include reserves with similar characteristics.  Reserves located in different geological conditions may have different production costs and processing costs necessary to make the minerals marketable. 

14.20
An example of a requirement for geographical reserve disclosures is found in the United States in FASB Statement No. 69, Disclosures about Oil and Gas Producing Activities (paragraph 12), which provides: 



If some or all of [the enterprise’s] reserves are located in foreign countries, the disclosures of net quantities of reserves of oil and of gas and changes in them . . . shall be separately disclosed for (a) the enterprise’s home country (if significant reserves are located there) and (b) each foreign geographic area in which significant reserves are located.  Foreign geographic areas are individual countries or groups of countries as appropriate for meaningful disclosure in the circumstances. 

14.21
Individual mines or fields.  Still others suggest that in addition to a schedule showing reserves by geographic or geological areas, detailed reserve information about the individual mines or fields that are of most significance to the enterprise should be disclosed.  They point out that for many extractive industries enterprises, one or two large mines may contain a very high percentage of the enterprise’s total commercial reserves.  Disclosure of reserves for major mines is especially common in the mining industry.  Such disclosures include the quantities of different types of minerals in each of an enterprise’s major mines for two or three years.  (An illustration is presented following paragraph 14.44.)  The main arguments against this detailed disclosure are (a) the volume of disclosure, (b) the possibility that the volume of information might be confusing, and (c) that the information is proprietary. 

14.22
Most supporting mineral quantity disclosures by area or by country also support disclosure of other information for the same areas such as expenditures for various categories of costs (for example, finding costs and production costs incurred during the period), capitalised costs related to commercial reserves at the end of the period, and results of operations for the period.  This is discussed later in this Issues Paper.

Basic Issue 14.2 – Disclosure of reserve quantities by geographical area

If reserve quantities are disclosed, should the disclosure be on an enterprise-wide basis or subdivided geographically or geologically?  

a.
Enterprise-wide.

b.
Home country plus other significant countries individually.

c.
Geographical groupings that reflect differences in risk.

d.
Geological groupings.

e.
Individually significant mines or fields, and in total for other reserves.

f.
Other. 

Steering Committee Tentative View:

The Steering Committee has not developed a tentative view on this issue.

Categories of Reserves
14.23
Reserve quantities potentially have four principal uses in financial reporting:


(a)
as a basis for depreciation of capitalised costs; 


(b)
as a basis for assessing impairment of capitalised costs;

 
(c)
disclosure of the quantities themselves; and


(d)
as a basis for reserve value disclosures;

14.24
The question arises as to whether the same reserve definitions and classifications should be used for all four purposes (and perhaps other accounting purposes as well) or whether the classifications used should depend on the purposes for which the estimates are used.  Some suggest, for example, that in calculating depreciation under the unit-of-production method, it may be appropriate to include all proved and probable reserves, because some of the capitalised costs relate to probable reserves.  On the other hand, for the purpose of disclosing reserve values, they favour disclosing only proved reserves because the errors in estimating quantities of probable reserves may be large, and placing a value on them may be misleading and result in erroneous profit forecasting.  That is, they argue that the necessary degree of reliability of reserve quantity information depends on the use made of the information.

14.25
Some conclude, therefore, that it is desirable to use different reserve classifications for different purposes.  Others consider that to do so would be inconsistent and confusing, especially if different reserves were used for the purposes of disclosing estimated reserve quantities and estimated reserve values.  They argue that if information is sufficiently reliable for one accounting purpose, it is sufficiently reliable for all purposes.

14.26
The UK Oil Industry Accounting Committee’s (OIAC) Statement of Recommended Practice, issued in January 2000 (paragraph 242) requires that reserve quantity disclosures “should be consistent with the quantities of reserves used in unit-of-production accounting calculations”.  Similarly, US FASB Statement No. 89, Financial Reporting and Changing Prices (paragraph 14(a)) requires (other than for oil and gas) disclosure of “estimates of significant quantities of proved mineral reserves or proved and probable mineral reserves (whichever is used for cost amortization purposes)”. 

14.27
Although definitions given for proved reserves and probable reserves in the mining industry may differ from those in the petroleum industry, in both industries one or both of those categories is usually the preferred classification for disclosure by those who support quantity disclosures.
14.28
Published research indicates that proved and probable reserves are the categories most commonly used by mining enterprises in Canada and the USA.  For example, of the 50 companies surveyed in KPMG’s 1998 Reporting Survey of North American Mining Companies, 43 disclosed mineral reserve quantity information.  Of those 43, 33 disclosed proven and probable reserves combined, seven disclosed proven, probable, and possible reserves combined, and one disclosed “proven, probable, possible and ‘other’” (page 46).  The reserve categories reported by the two remaining enterprises were not identified.  KPMG concluded (page 45): 



Reserve data was generally found in the financial highlights section or other sections of annual reports, rather than in the notes to the financial statements.  The extent of the disclosures varied widely. 

Separate Disclosure of Proved and Probable if Both Are Disclosed

14.29
Many who support disclosure of proved and probable reserves argue that the two types of reserves should not be combined unless the reserves applicable to each category are also shown separately, because estimates of proved reserves are far more reliable than probable reserves, and combining the two is misleading in both the mining and petroleum industries.  For example, paragraph 30 of the 1999 JORC Code states that (for the mining industry) “public reports of ore reserves must specify one or both of the categories of ‘Proved’ and ‘Probable’.  Categories must not be reported in a combined form unless details for the individual categories are also provided”.  Others argue that, particularly in the mining industry, the distinction between proved reserves and probable reserves depends on the management decision as to the time when reserves are proven, as much as factors such as the stage of development.  That is, they argue that proved and probable reserves should not be separated. 

14.30
However, the 1998 KPMG North American mining survey found (page 46) that “most companies combined proven and probable reserves in their disclosures, although three precious metals and one base metal company reported separate disclosure of each of these reserve categories”.  FASB Statement 89 requires disclosure of either proved alone or proved and probable combined, whichever is used for cost depreciation purposes.
Proved Developed and Undeveloped, or Only Developed?

14.31
When reserve quantities are disclosed in the petroleum industry, the most frequent disclosure is the quantity of total proved reserves, both developed and undeveloped.   Quantities of probable reserves are rarely disclosed, although there are many who support their disclosure.  Those who favour disclosing only proved reserves contend that it is difficult to define and estimate probable (and even more so, possible) reserves.  

14.32
Some argue that even proved undeveloped reserves quantities should not be disclosed because they lack an adequate degree of reliability.  Enterprises should disclose only proved developed reserves. 

Proved and Probable, or Only Proved?

14.33
Those who argue that probable reserves should be disclosed contend that exclusion of probable reserves often results in the omission of a significant portion of total reserves to which an enterprise has rights.  They maintain that in many cases probable reserves comprise the most valuable asset possessed by an enterprise, particularly in assessing its medium- and longer-term prospects, and that failure to disclose reserve quantities is misleading. 

14.34
The UK Oil Industry Accounting Committee’s January 2000 SORP (paragraph 12) permits UK enterprises, at a company’s option, to define commercial reserves as either (a) “proven and probable oil and gas reserves” or, more restrictively, (b) “proved developed and undeveloped oil and gas reserves”.  The SORP further requires (paragraph 242) that “disclosures should be consistent with the quantities of reserves used in unit-of-production accounting calculations and should be presented as a separate unaudited statement”. 

Disclosures Beyond Proved and Probable Reserves

14.35
Some mining enterprises disclose not only proved and probable reserves but also that part of “mineral resources” that goes beyond proved and probable – known as inferred reserves or possible reserves.  As discussed in Chapter 3, mining resources are mineralised materials, some of which do not possess qualities – usually economic characteristics – to enable them to be classed as reserves.  However, some or all of the resources that do not meet the definitions of proved reserves or probable reserves may be classified as possible reserves.  Some argue that presentation of all mineral resources may be unreliable because of the likelihood that many resources will never become commercial.  However, others suggest that information about all possible resources is useful for predicting the future of the enterprise because resources represent the most important assets of many mining enterprises.  A quantity disclosure schedule for “resources”, taken from the 1998 Annual Report—Concise of WMC Limited is shown following paragraph 14.41.  Detailed disclosures similar to this are made by other mining enterprises.  In the petroleum industry, however, disclosures of possible reserves or of other “resources” are seldom made and are prohibited by some regulatory authorities because they are deemed to be unreliable. 

Basic Issue 14.3 – Categories of reserves for quantity disclosures

If reserve quantities are to be disclosed, which separate categories of reserves would you use for disclosure of reserve quantities?  

a.
Proved developed only. 

b.
Proved only (both developed and undeveloped).  Note that Sub-issue 14.3.1 asks about disclosing these separately or combined.

c.
Proved and probable only.  Note that Sub-issue 14.3.2 asks about disclosing these separately or combined.

d.
Proved, probable, and possible.  Note that Sub-issue 14.3.3 asks about disclosing these separately or combined.

Steering Committee Tentative View: 

The Steering Committee has not developed a tentative view on this issue

Sub-issue 14.3.1 – Proved developed and undeveloped combined or separately

If total proved reserve quantities are to be disclosed, should separate disclosure be required of proved developed and proved undeveloped reserve quantities?  

a.
Disclose proved developed and proved undeveloped separately. 

b.
Disclose a combined measure of proved developed and undeveloped reserves.

Steering Committee Tentative View: 

The Steering Committee has not developed a tentative view on this issue.

Sub-issue 14.3.2 – Proved and probable combined or separately

If proved and probable reserve quantities are to be disclosed, should separate disclosure be required of proved and probable reserve quantities?  

a.
Disclose proved and probable separately. 

b.
Disclose a combined measure of proved and probable reserves.

Steering Committee Tentative View: 

The Steering Committee has not developed a tentative view on this issue.

Sub-issue 14.3.3 – Proved, probable, and possible combined or separately

If proved, probable, and possible reserve quantities are to be disclosed, should separate disclosure be required of proved, probable, and possible reserve quantities?  

a.
Disclose proved, probable, and possible separately. 

b.
Disclose a combined measure of proved, probable, and possible reserves.

Steering Committee Tentative View: 

If proved, probable, and possible reserve quantities are to be disclosed, the Steering Committee would favour disclosing them separately.

The Unit of Measure for Reserve Quantities
14.36
It is generally agreed that mineral reserve quantities should be stated in the unit for which prices are quoted in the market.  In the petroleum industry, prices of crude oil are usually expressed in barrels.  As a result, disclosures of oil quantities are generally shown in barrels, and natural gas usually is expressed in thousand cubic feet (MCF) or in millions of cubic feet (MMCF) or sometimes cubic metres. 

14.37
In the mining industry, coal is priced on a per-tonne basis, so coal reserves are typically expressed in tonnes.  If gold and silver reserve quantities are shown, they are expressed in ounces because their selling prices are expressed in price per ounce.  However, choosing a unit of measure for minerals in mining ore beds is frequently not as simple as units of measure for oil and gas.  Ores in different mines contain different products or the same products in different ratios.  Some mines may contain, for example, gold, silver, lead, and zinc while others may contain gold, silver, copper, and zinc.  Even within the same mine, ores in one part of the mineral deposit often contain minerals in different ratios than in other parts of the mine.  No uniform presentation methodology has been developed for quantity disclosures in mining enterprises because of the lack of homogeneity of mineral resources from one deposit to the next. 

14.38
However, it is common for mining enterprises to report “ore reserves” (either proved, or proved and probable, and sometimes even including possible) from which minerals will be extracted.  This is because ores (usually expressed in tonnes) are the initial product extracted before being processed to separate the individual minerals.  Those who advocate reporting ore reserves contend that by applying grade factors (the percentage of ore represented by different minerals in the deposit, or the units of each mineral generally present in a tonne of ore from that deposit), the reserves of each mineral can be estimated.  The grade factors for all minerals usually are disclosed along with the tonnes of ores in the enterprise’s reserve quantity presentation. 

14.39
Some support a requirement for a single standard unit for each mineral to be used in the financial statements to facilitate comparisons between enterprises.  Others contend that this would be complicated and unnecessarily costly if enterprises were required to convert the measurement system they use internally to a different measurement system for financial reporting purposes. 

14.40
In the mining industry, quantities may be presented by geographical area and/or mines.  The illustration below, from the Annual Report 1998–Concise of WMC Limited, an international mining enterprise headquartered in Australia, reflects a classification of proved and probable reserves for each mineral, with the location of mines containing that mineral.  The number of tonnes of ore reserves in which each metal is found is given.  The grade, expressed in percentage of the ore reserves (for example, nickel) or physical units per tonne (for example, kilograms per tonne for uranium Grade U3O8) of each tonne of ore for each mineral is given.  However, no quantity for any individual mineral is presented in this disclosure.  Neither is a total for tonnes of ore presented.

WMC Limited and Controlled Entities, Reserves

Ore reserves are that part of the mineral deposit which could be economically mined, legally extracted or produced when reserves were determined. 

Ore Reserves and Mineral resources  The estimates of ore reserves and mineral resources in this report were prepared in accordance with the standards set out in the ‘Australasian Code for Reporting of Identified Mineral Resources and Ore Reserves’ (July 1996) as published by the Australasian Institute of Mining and Metallurgy, the Australasian Institute of Geoscientists and the Minerals Council of Australia and accepted by the Australian Stock Exchange Ltd.  The mineral resources are additional to the published ore reserves.
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	Kambalda Nickel Operations
	100
	u/g
	2.1
	3.9
	3.3
	3.2
	3.7
	6.6
	3.4
	2.8
	5.8
	10.5
	3.3
	2.9

	Leinster Nickel Operations
	100
	u/g

o/c

s/p
	10.7

3.6

0.3
	14.5

2.9

0.2
	1.8

1.7

1.5
	1.9

1.5

1.8
	18.8

1.5

-
	18.8

-

-
	1.7

3.2

-
	1.7

-

-
	29.5

5.1

0.3
	33.3

2.9

0.2
	1.7

2.1

1.5
	1.8

1.5

1.8

	Mt Keith Operations
	100
	o/c

s/p
	157

7.2
	181

4.7
	0.59

0.50
	0.59

0.48
	105

-
	89

-
	0.56

-
	0.56

-
	262

7.2
	270

4.7
	0.58

0.50
	0.58

0.48

	Carnilya Hill
	56
	u/g
	-
	0.1
	-
	1.9
	-
	-
	-
	-
	-
	0.1
	-
	1.9

	GOLD
	Proved
	Probable
	Total

	Location
	WMC %
	Type
	Ore

Million Tonnes
	Grade Gold

g/tonne
	Ore

Million Tonnes
	Grade Gold

g/tonne
	Ore

Million Tonnes
	Grade Gold

g/tonne

	
	
	
	1998
	1997
	1998
	1997
	1998
	1997
	1998
	1997
	1998
	1997
	1998
	1997

	St Ives Gold3
	100
	u/g

o/c

s/p
	0.6

0.4

4.0
	3.7

0.2

2.1
	7.9

2.9

1.5
	6.3

2.7

1.4
	6

18.1

-
	7.6

13.4

-
	7.2

2.7

-
	6

3.0

-
	6.6

18.5

4.0
	11.3

13.6

2.1
	7.3

2.7

1.5
	6.1

3.0

1.4

	Agnew Gold Operation4
	100
	u/g

o/c

s/p
	0.2

-

0.1
	0.8

-

0.1
	5

-

3.4
	5.3

-

3.1
	1.1

2.4

-
	2.4

3.8

-
	7.8

3.0

-
	6.1

3.2

-
	1.3

2.4

0.1
	3.2

3.8

0.1
	7.3

3.0

3.4
	5.9

3.2

3.1

	Central Norseman Gold Corp Ltd
	50.48
	u/g

o/c

s/p


	0.1

-

0.2
	0.2

-

-
	15.9

-

3.1
	14.5

-

-
	0.5

0.1

-
	0.4

0.6

-
	11.4

3.1

-
	11.7

3.5

-
	0.6

0.1

0.2
	0.6

0.6

-
	12.1

3.1

3.1
	12.6

3.5

-

	Olympic Dam Operations5
	100
	u/g
	105
	82
	0.6
	0.6
	455
	484
	0.7
	0.7
	560
	566
	0.7
	0.7


	COPPER
	Proved
	Probable
	Total

	Location
	WMC %
	Type
	Ore

Million Tonnes
	Grade Copper

%
	Ore

Million Tonnes
	Grade Copper

%
	Ore

Million Tonnes
	Grade Copper

%

	
	
	
	1998
	1997
	1998
	1997
	1998
	1997
	1998
	1997
	1998
	1997
	1998
	1997

	Olympic Dam Operations5
	100
	u/g
	105
	82
	2.4
	2.4
	455
	484
	1.9
	2.0
	560
	566
	2.0
	2.0

	URANIUM
	Proved
	Probable
	Total

	Location
	WMC %
	Type
	Ore

Million Tonnes
	Grade U3O8

kg/tonne
	Ore

Million Tonnes
	Grade U3O8

kg/tonne
	Ore

Million Tonnes
	Grade U3O8

kg/tonne

	
	
	
	1998
	1997
	1998
	1997
	1998
	1997
	1998
	1997
	1998
	1997
	1998
	1997

	Olympic Dam Operations5
	100
	u/g
	105
	82
	0.6
	0.7
	455
	484
	0.6
	0.6
	560
	566
	0.6
	0.6

	TALC
	Proved
	Probable
	Total

	Location
	WMC %
	Type
	Ore

Million Tonnes
	
	Ore

Million Tonnes
	
	Ore

Million Tonnes
	

	
	
	
	1998
	1997
	
	
	1998
	1997
	
	
	1998
	1997
	
	

	Three Springs Talc Operations6
	100
	o/c

s/p
	1.3

-
	1.5

-
	
	
	4

0.4
	4

0.4
	
	
	5.3

0.4
	5.5

0.4
	
	

	PHOSPHATE
	Proved
	Probable
	Total

	Location
	WMC %
	Type
	Ore

Million Tonnes
	Grade P2O5

%
	Ore

Million Tonnes
	Grade P2O5

%
	Ore

Million Tonnes
	Grade P2O5

%

	
	
	
	1998
	1997
	1998
	1997
	1998
	1997
	1998
	1997
	1998
	1997
	1998
	1997

	Phosphate Hill
	100
	o/c
	12
	-
	22.2
	-
	19
	-
	24.1
	-
	31
	-
	23.4
	-


1
WMC’s interest at 31 December 1998.  Figures in the tabulation represent the total reserve.

2
u/g = underground, o/c = open-cut, s/p=stockpile.

3
Open-cut reserves include 3.1 million tonnes at 0.9 g/t of heapleach ore.

4
The reduction in underground reserves at Agnew Gold Operation is due to production depletion and mine re-design.  The increase in open-cut reserves is due to the conversion of resources at Emu open-cut.

5
Reserves at Olympic Dam Operations contain copper, uranium, gold and silver.  Qutoted copper, uranium and gold grades are for the same reserve tonnage.

6
Recoverable talc.

14.41
WMC Limited presents a second quantity schedule for “resources”.  This schedule is reproduced below.  Resources disclosed in the report represent mineralised deposits that have not been determined to be commercially recoverable.  There are many who oppose disclosure of these resources because of the likelihood that they will never become commercially productive.  Others favour these disclosures, appropriately described and separated from reserves.

WMC Limited and Controlled Entities, Resources

Mineral resources include mineralised material which is unmineable at present for economic or other reasons, or is not sufficiently defined to be classified as a reserve.

	NICKEL
	Measured
	Indicated
	Inferred
	Total

	Location
	Type1
	Resource

Million Tonnes
	Grade Nickel

%
	Resource

Million Tonnes
	Grade Nickel

%
	Resource

Million Tonnes
	Grade Nickel

%
	Resource

Million Tonnes
	Grade Nickel

%

	
	
	1998
	1997
	1998
	1997
	1998
	1997
	1998
	1997
	1998
	1997
	1998
	1997
	1998
	1997
	1998
	1997

	Kambalda Nickel Operations
	u/g2
	1.1
	1.7
	2.8
	2.4
	15.5
	18.2
	1.8
	1.8
	1.4
	2.0
	2.2
	2.3
	18.0
	21.9
	1.9
	1.9

	Leinster Nickel Operations
	u/g

o/c sulphide

s/p oxidised
	-

-

4.1
	-

-

4.6
	-

-

1.6
	-

-

1.7
	5.3

79

-
	4.6

78

-
	1.6

0.8

-
	2.6

0.8

-
	13.9

144

-
	11.6

135

-
	1.9

0.7

-
	2.4

0.7

-
	19.2

233

4.1
	16.2

213

4.6
	1.8

0.7

1.6
	2.5

0.7

1.7

	Mt Keith Operations
	o/c

s/p

s/p oxidised
	74

9.4

13.2
	49

8.7

11.9
	0.51

0.48

1.02
	0.5

0.5

1.1
	56

-

-


	41

-

-
	0.51

-

-
	0.5

-

-
	95

-

-
	92

-

-
	0.50

-

-
	0.5

-

-
	225

9.4

13.2
	182

8.7

11.9
	0.50

0.48

1.02
	0.5

0.5

1.1

	Carnilya Hill3
	u/g2
	-
	-
	-
	-
	0.1
	0.1
	3.2
	3.1
	-
	0.4
	-
	1.8
	0.1
	0.5
	3.2
	2.1

	GOLD
	Measured
	Indicated
	Inferred
	Total

	Location
	Type
	Resource

Million Tonnes
	Grade Gold

g/tonne
	Resource

Million Tonnes
	Grade Gold

g/tonne
	Resource

Million Tonnes
	Grade Gold

g/tonne
	Resource

Million Tonnes
	Grade Gold

g/tonne

	
	
	1998
	1997
	1998
	1997
	1998
	1997
	1998
	1997
	1998
	1997
	1998
	1997
	1998
	1997
	1998
	1997

	St Ives Gold
	u/g4
o/c4
	0.7

0.1
	-

-
	6.4

2.1
	-

-
	6.4

16.7
	8.4

14.4
	5

2.3
	4.1

2.1
	5.8

10.3
	4.4

13
	5.1

2.6
	3.6

2.5
	12.9

27
	12.8

27.4
	5.1

2.4
	3.9

2.3

	Agnew Gold Corporation
	u/g4
o/c4
	0.6

-
	0.4

0.9
	4.5

-
	3.1

2.4
	3.7

3.0
	5.7

2.0
	4.1

2.2
	4.9

2.1
	6.7

-
	1.9

-
	5.3

-
	4.8

-
	11

3.0
	8

2.9
	4.9

2.2
	4.8

2.2

	Central Norseman Gold Corp Ltd
	u/g4
o/c4
res


	0.3

-

3.9
	0.9

-

4
	6.2

-

0.7
	7.3

-

1
	0.8

1.8

-
	1.2

2.3

-
	6.0

2.8

-
	7.3

2.4

-
	1.4

1.7

-
	1.6

0.3

-
	11

5.2

-
	6.8

2.1

-
	2.5

3.4

3.9


	3.7

2.6

4.0
	8.7

3.9

0.7
	7.1

2.4

1

	Olympic Dam Operations5
	u/g
	0
	-
	0
	-
	1,220
	1,220
	0.4
	0.4
	430
	401
	0.5
	0.5
	1,650
	1,620
	0.5
	0.4

	COPPER
	Measured
	Indicated
	Inferred
	Total

	Location
	Type
	Resource

Million Tonnes
	Grade Copper

%
	Resource

Million Tonnes
	Grade Copper

%
	Resource

Million Tonnes
	Grade Copper

%
	Resource

Million Tonnes
	Grade Copper

%

	
	
	1998
	1997
	1998
	1997
	1998
	1997
	1998
	1997
	1998
	1997
	1998
	1997
	1998
	1997
	1998
	1997

	Olympic Dam Operations5
	u/g
	0
	-
	0
	-
	1,220
	1,220
	1.1
	1.1
	430
	401
	1.3
	1.3
	1,650
	1,620
	1.1
	1.1


	URANIUM
	Measured
	Indicated
	Inferred
	Total

	Location
	Type
	Resource

Million Tonnes
	Grade U3O8
kg/tonne
	Resource

Million Tonnes
	Grade U3O8
kg/tonne
	Resource

Million Tonnes
	Grade U3O8

kg/tonne
	Resource

Million Tonnes
	Grade U3O8

kg/tonne

	
	
	1998
	1997
	1998
	1997
	1998
	1997
	1998
	1997
	1998
	1997
	1998
	1997
	1998
	1997
	1998
	1997

	Olympic Dam Operations5
	u/g
	0
	-
	0
	-
	1,220
	1,220
	0.4
	0.4
	430
	401
	0.4
	0.4
	1,650
	1,620
	0.4
	0.4

	Yeelirrie
	o/c
	
	-
	
	-
	35
	35
	1.5
	1.5
	
	-
	
	-
	35
	35
	1.5
	1.5

	TALC
	Measured
	Indicated
	Inferred
	Total

	Location
	Type
	Resource

Million Tonnes
	
	Resource

Million Tonnes
	
	Resource

Million Tonnes
	
	Resource

Million Tonnes
	

	
	
	1998
	1997
	
	
	1998
	1997
	
	
	1998
	1997
	
	
	1998
	1997
	
	

	Three Springs Talc Operations
	o/c
	-
	-
	
	
	3.4
	3.7
	
	
	2.0
	2.0
	
	
	5.4
	5.7
	
	

	PHOSPHATE
	Measured
	Indicated
	Inferred
	Total

	Location
	Type
	Resource

Million Tonnes
	Grade P2O5

%
	Resource

Million Tonnes
	Grade P2O5

%
	Resource

Million Tonnes
	Grade P2O5

%
	Resource

Million Tonnes
	Grade P2O5

%

	
	
	1998
	1997
	1998
	1997
	1998
	1997
	1998
	1997
	1998
	1997
	1998
	1997
	1998
	1997
	1998
	1997

	Phosphate Hill
	o/c
	-
	-
	-
	-
	57
	-
	23.5
	-
	18
	-
	21.1
	-
	
	
	7.5
	-


1
u/g = underground, o/c = open cut, s/p = stockpile, res = residues

2
Includes mine dilution

3
Includes 29 Zone

4
Mine dilution is included for 1997 resources.  In the main, mine dilution is not included in 1998 resources.

5
The resources at Olympic Dam Operations contain copper, uranium, gold and silver.  The quoted copper, uranium and gold grades are for the same resource tonnage.


Ore reserve and mineral resource data in the reserves and resources summary tables are based on information compiled by persons who are corporate members of the Australasian Institute of Mining and Metallurgy or the Australian Institute of Geoscientists and who have the relevant experience as ‘competent persons’ as defined in the Australasian Code for Reporting of Identified Mineral Resources and Ore Reserves in relation to the mineralisation being reported on.  These competent persons include  [list of names omitted]

Basic Issue 14.4 – Disclosure of mineral resources

Should quantities of estimated mineral “resources” be disclosed, and if so what categories of resources should be disclosed? 

a.
Measured, indicated, and inferred resources quantities. 

b.
Only measured and indicated resources quantities. 

c.
Only measured resource quantities. 

d.
Allow an enterprise to choose between (b) and (c) above, but inferred resources should not be disclosed. 

e.
Resources should not be disclosed.

Steering Committee Tentative View:

The Steering Committee has not developed a tentative view on this issue.

Basic Issue 14.5 – Disclosure of grade factors for minerals

If mineral reserve quantities are disclosed by mining enterprises, should grade factors and content or mix of minerals be disclosed? 

a.
Yes. 

b.
No.

c.
Other (please explain).

Steering Committee Tentative View:

The Steering Committee has not developed a tentative view on this issue.

Specific Factors to Be Used in Estimating Reserves
14.42
Defining, measuring, and valuing reserves are matters in the realm of expertise of scientists in the extractive industries – engineers, geologists, and geophysicists.  Nevertheless, these topics are of great concern and interest to those who establish accounting standards in the extractive industries and to the preparers and users of financial statements for those industries.  Factors that are important in making estimates of reserves include assumptions about:


(a)
prices assumed for reserves to be produced; 


(b)
production costs and further development costs (and further exploration costs if probable reserves are included) expected to be incurred in preparing the reserves to be extracted and in extracting them; 


(c)
technological factors to be assumed relating to development and production techniques; and


(d)
the timing of production.


Each of those factors was discussed in Chapter 3 for mineral reserves in both the mining industry and the petroleum industry. 

Number of Periods for Which Reserves Are Presented
14.43
It is assumed generally that if reserve quantities are to be disclosed, the disclosure requirements should include, at a minimum, beginning and ending balances for each year for which comparative statements are prepared.  Comparative schedules are often presented for a period of two years or three years.  Some suggest, however, that information about reserves should be disclosed in comparative form for a period of at least five years.  They maintain that comparative information for two or three years may be misleading and may not reflect the enterprise’s ability to add new reserves to its reserve base.  Often financial statement users are interested largely in the quantities of reserves found each year, the number of units produced, and information about revisions of prior estimates.  These data are shown generally in an analysis of the reasons for changes between beginning and ending reserve quantities. 

Basic Issue 14.6 – Number of periods for reserve quantity disclosures

If reserve quantities are to be disclosed, for how many financial periods should they be disclosed?

a.
Current period only. 

b.
Current period and immediately preceding comparable period.

c.
Each period for which financial statements are presented.

d.
Other (please describe). 

Steering Committee Tentative View:

The Steering Committee has not developed a tentative view on this issue.

Analysis of Changes in Reserves During the Period
14.44
Although some are content with disclosing beginning and ending reserve quantities only, with no analysis of reasons for the change during the period, many others think that if reserve quantity information is to be useful, reasons for changes during the period must also be presented.  They argue that the amount of change during a period is not as important as are the reasons for the change.  For example, if reserves decreased by 1,000 units during the year, it may make a great deal of difference whether the decrease resulted from (a) selling some mineral properties containing reserves, (b) revisions of the prior year’s estimates, (c) producing more units than were discovered, or (d) other reasons.  They conclude that an analysis of reserve changes must be disclosed if the disclosure of reserves at the end of the period is to provide relevant information. 

14.45
Those who suggest such an analysis of changes in proved reserve quantities often recommend that the amount of change resulting from each of the following causes should be presented (as applicable): 


(a)
revisions of previous estimates;


(b)
production;


(c) 
discoveries and extensions;


(d)
additions as the result of installing improved recovery methods;


(e)
purchases of commercial reserves in place (that is, purchases of mineral properties);


(f)
sales of commercial reserves in place (that is, sales of mineral properties); and


(g)
other changes.

14.46
Revisions of estimates.  Many recommending the disclosure of revisions of estimates made during the period are concerned over the possibility of an enterprise overstating discoveries of new reserves in one year and in subsequent years recording a downward revision of reserve quantities.  Disclosure of revisions of estimates will make repetitive overstatement of additions apparent.  Those who oppose the disclosure of revisions of past estimates consider that detailed analyses are confusing.  

14.47
Production.  In almost every extractive industries enterprise, the quantity of minerals produced is important information for an understanding of financial performance and financial position.  Production is not only the major source of revenues for an upstream extractive enterprise, but comparison of production quantities with factors such as reserves added through discoveries and extensions and the ending balance of proved reserves are critical elements in the analysis of the future of the enterprise.  

14.48
Discoveries and extensions.  These reflect new reserves that have been added during the period to an existing category (proved or probable) or group of categories that have been combined (such as proved and probable).  Discoveries are reserves found in reservoirs or mineral deposit areas that did not previously have quantities included in commercial reserves.  Extensions reflect new commercial reserves in reservoirs or mineral deposit areas that already had such reserves. Disclosure of discoveries and extensions is advocated on the grounds that it is relevant to measuring the exploration efficiency of the enterprise and assessing the enterprise’s replacement of its produced reserves through exploration.  Those who oppose the disclosure of discoveries and extensions are concerned that estimates of newly discovered reserves are imprecise, will usually be revised in subsequent years, and that the distinction between new discoveries and revisions of prior estimates is often unclear.

14.49
Improved recovery.  Additions resulting from improved recovery projects occur in the petroleum industry when, as the name implies, reserves are added through the installation of processes to aid natural forces in moving petroleum products from the reservoir into the well bore through which the products are lifted to the surface.  They include such projects as water flooding of the reservoir, gas injection, chemical injection, in-situ combustion, and miscible injection. 

14.50
There has been much controversy over the point at which additional reserves resulting from, or expected to result from, an improved recovery project may be recognised as commercial reserves, especially as proved reserves.  Some argue that the improved recovery project should be completed and have actually started producing before the reserves are included in the quantities disclosed because each reservoir has different characteristics and the effect of a future or incomplete improved recovery project cannot be predicted reliably.  Others contend that potential success can be estimated with sufficient accuracy to warrant inclusion of the new recoverable reserves in the proved category.  Some who oppose disclosing additional proved reserves unless the improved recovery project has been tested or installed in the reservoir involved would be willing to recognise and disclose additions to probable reserves on the basis of the successful use of the technique in similar reservoirs in the area. 

14.51
Purchases and sales of mineral properties.  In periods of large fluctuations in reserve prices and frequent mergers of extractive industries enterprises, mineral properties containing commercial reserves are often bought and sold.  Frequently, in these transactions, the reserve quantities are significant to the seller or the purchaser or both.  Most agree that significant quantities of mineral reserves purchased or sold should be disclosed separately from changes due to discovery and production.  

14.52
Other changes.  The most common items included in the “other changes” category, if significant, are:


(a)
reserve changes resulting from redeterminations of interests in unitisation projects; 


(b)
reserves lost due to casualties such as earthquakes or cave-ins; 


(c)
expropriation of minerals by a host government; and


(d)
minerals lost or acquired through legal actions. 

14.53
As noted earlier, many argue that if disclosure of probable reserve quantities is required, they should be disclosed separately from proved.  Consequently, they argue that changes in proved and probable reserve quantities during the period should be disclosed separately.  They contend that limiting disclosure to combined quantities of proved and probable reserves and an analysis of combined changes is unreliable because of significant differences in degrees of certainty in the existence of reserves.

14.54
If a schedule reconciling beginning and ending quantities of probable reserves were to be presented, “transfers to proved reserves” would replace “production” in the list of reasons for changes shown in paragraph 14.45.  Most argue that “production” is only from proved reserves, not from probable reserves, and can not appear in the analysis of probable reserves.  Some suggest that all new discoveries should first be classified as probable reserves and then transferred to proved reserves even if the new proved reserves resulted from properties that have never been classified as containing probable reserves.  Others would disclose new discoveries of proved reserves in the “discoveries and extensions” category of the proved reserve quantity analysis, without first being shown as additions to probable reserves.

Basic Issue 14.7 – Reconciliation of proved reserve quantities

If a schedule reconciling beginning and ending proved reserves is presented, are the following line items appropriate?

 Revisions of previous estimates.

 Production.

 Discoveries and extensions.

 Additions as the result of installing improved recovery methods.

 Purchases of commercial reserves in place (that is, purchases of mineral properties).

 Sales of commercial reserves in place (that is, sales of mineral properties).

 Other changes.

a.
Yes. 

b.
No (please explain). 

Steering Committee Tentative View:

The Steering Committee has not developed a tentative view on this issue.

Basic Issue 14.8 – Reconciliation of probable reserves

If a schedule reconciling beginning and ending probable reserves is presented, are the line items identified in Basic Issue 14.7 appropriate, except that  “transfers to proved reserves” would replace “production”?

a.
Yes. 

b.
No (please explain). 

Steering Committee Tentative View:

The Steering Committee has not developed a tentative view on this issue.

Inclusion of Minerals Belonging to Owners of Royalty Interests
14.55
Under concessionary or mineral lease agreements, the lessor granting to an enterprise rights to explore and produce minerals almost always retains a royalty interest, ranging normally from one-eighth to one-fourth of the quantity of minerals produced or of the value thereof.  Some production sharing contracts also provide for a royalty payment to the host government.  The royalty holder has no responsibility for exploration, development, and production and generally pays no part of costs for those activities.  Sometimes the contract permits the lessor to take its share of the minerals produced (production in kind) rather than cash.  In other cases, the lessee is responsible for producing and selling the minerals and paying the royalty holder its royalty share of proceeds, subject to the deduction of specified costs. 

14.56
If the royalty owner’s share of production is omitted from the revenues of the operating enterprise, it would appear appropriate to exclude that share of reserves representing the royalty owner’s interest from the operating enterprise’s reserve quantity disclosures.  On the other hand, if all of the proceeds from production are recorded as revenue by the operating enterprise, with royalty payments deducted as expenses, it would be consistent to include the entire amount of reserves, including those representing the royalty interest’s rights. 

Enterprise’s Share of Reserves of an Associate Accounted for by the Equity Method
14.57
If an extractive industries enterprise has an interest in another enterprise that is accounted for by the equity method under IAS 28, Accounting for Investments in Associates, there is some concern as to whether the investor should include its share of the associate’s reserves in its reserve quantity disclosures. 

14.58
Those who conclude that the investor should include its share of the associate’s reserves argue that investor must exercise significant influence over the associate, including the associate’s mineral reserves.  They point out that, under the equity method, the investment account is increased to reflect the investor’s share of profits reported by the associate and that it is consistent to disclose the investor’s share of the associate’s reserves.  Most who take this position would disclose separately the associate’s reserves and reserves owned or controlled outright by the investor, because the former is proportionate and the latter is 100 per cent.  Others maintain that the investor should report no part of an equity method associate’s reserves because the investor does not control those reserves.  

14.59
It is frequently argued that, if an enterprise discloses its share of mineral reserve quantities of an associate accounted for on the equity method, the enterprise should also disclose any other information related to those reserves that is required to be disclosed for mineral reserves controlled by the investor – particularly costs and operating results.  They argue that these disclosures are necessary for an analysis of the mineral operations of the enterprise, including the investor’s share of the associate’s capitalised costs, finding and production costs, and results of upstream activities by area.  To disclose reserves alone without related costs could be misleading.

Basic Issue 14.9 – Disclosure of an equity method associate’s reserves

How, if at all, should an investor report its share of reserves controlled by an associate accounted for under the equity method?

a.
The investor should combine its share of the associate’s reserves with those controlled directly by the investor. 

b.
The investor should disclose its share of the associate’s reserves separately from the reserves controlled directly by the investor.

c.
The investor should not disclose its share of the associate’s reserves.

Steering Committee Tentative View:

The Steering Committee has not developed a tentative view on this issue.

Inclusion of Reserves of Subsidiaries
14.60
In consolidated financial statements, each asset, liability, income, and expense item of the subsidiary is combined with that of its parent, after appropriate intercompany eliminations.  In the extractive industries, it is generally agreed that because the consolidated statements will reflect all of the assets, liabilities, income, and expenses related to both the parent’s and the subsidiary’s mineral reserves, the reserve disclosures should reflect both the parent’s and the subsidiary’s reserves.  It is also generally agreed that if there is a significant minority ownership in the subsidiary, the quantity of reserves applicable to the minority interest should either be disclosed separately or excluded entirely so that estimates of the cash flows expected to be generated for the shareholders in the parent enterprise are not overstated. 

Basic Issue 14.10 – Minority interest in reserves of a subsidiary

If an enterprise’s reserves include reserves of a subsidiary with a significant minority interest, how should the minority interest in the reserves be presented?

a.
Disclosed separately as a deduction from enterprise reserves. 

b.
Excluded from the quantities and values reported for the enterprise’s reserves.

Steering Committee Tentative View:

The Steering Committee has not developed a tentative view on this issue.

Disclosure of a Range of Reserve Quantity Estimates
14.61
Some who oppose disclosing an absolute quantity of estimated reserves because of the subjectivity of estimates find disclosure of a range of quantities for the reserve estimate more acceptable.  For example, the quantity might be expressed as “between 9,500 and 10,500 units” or as “10,000 units, plus or minus 5 per cent”.  Proponents of this approach argue that giving a range of estimate implies less precision and less certainty than does the disclosure of a single figure.  In some cases, they consider that the sensitivity of the reserve quantity estimate to key assumptions, and the nature of those key assumptions, should be disclosed.

Disclosure of the Value of Mineral Reserves
General Issues Relating to Disclosures of Reserve Values

14.62
Although some maintain that disclosure of mineral quantities provides adequate information about mineral reserves for the purpose of assessing future cash flows, many consider that quantity data alone are insufficient because there are significant differences in many factors relating to mineral reserves owned by different enterprises – or even related to mineral reserves owned by the same enterprise.  Such factors as production costs, mineral quality, prices, location of reserves, access to transportation, access to markets, expected rates of production over future years, and political considerations may differ from country to country or from area to area.  For example, oil produced from some off-shore reservoirs in the Western United States is heavy and tar-like, while most oil produced in Saudi Arabia is light and of much higher quality and the market prices of oil produced in the two areas will differ as well.  As another example, mineral reserves in one area may be more readily accessible at a much lower production cost relative to another area.  The result is that although two enterprises may have the same quantity of mineral reserves in the same reserve classifications, the reserves held by one may be far more valuable than the reserves held by the other.  Some would solve this problem by adding a narrative description of the relevant factors to the reserve quantity disclosures.  Others consider that this is insufficient because individual users of financial statements are not in a position to evaluate and use these differences in making their own estimates of the enterprise’s reserve values.  They argue that the only way to place two entities with similar reserve quantities on a comparable basis is to require disclosure of the value of the reserves held by each as estimated by the enterprise managers using consistent valuation principles.  They point out that most enterprises calculate the value of reserves for internal use, so a requirement to disclose the information will not necessarily impose a burden, though some recomputations may be required to make the data comparable across enterprises. 

14.63
Chapter 5 discussed the possibility of replacing the primary historical cost statements with value-based statements under either discovery value accounting or current value accounting.

14.64
If historical cost financial statements are retained as the primary statements, value-based disclosures could be presented in a variety of ways, such as:


(a)
a complete set of supplemental value-based financial statements as defined in IAS 1, Presentation of Financial Statements;


(b)
a condensed set of supplemental value-based financial statements as defined in IAS 34, Interim Financial Reporting;


(c)
supplemental disclosures in the notes to the financial statements; and


(d)
supplemental disclosures outside the audited financial statements.

14.65
Most who favour reporting reserve values do not advocate an articulated set of supplemental financial statements, whether complete or condensed.  Instead, they would require disclosure of the reasons for the change in estimated values during the period.  Different views are held as to whether these disclosures should be an integral part of the financial statements.

14.66
Most who oppose value disclosures conclude that value estimates are too subjective and unreliable because of the assumptions and forecasts on which the estimates are based.  Indeed, they point out that even estimating reserve quantities is highly subjective.  Estimating reserve values introduces additional subjective factors such as price assumptions, cost assumptions, timing of production, technology, discount rates, tax rates, and legal restrictions.  As a result, they argue, the high degree of uncertainty inherent in estimating mineral reserve values, even the value of reserves classified as proved, makes it inappropriate to disclose such estimated values.  They point out that competent reserve engineers often arrive at widely differing values for the same mineral reserve deposits, even when using the same definitions and with the same information available.  Others point out, however, that these factors also must be considered in making reserve quantity estimates – reserves are classified as proved only if they are commercially recoverable, and assessing commercial recoverability involves prices and cost assumptions just as in estimating reserve values. 

14.67
Because of the shortcomings of discovery value accounting discussed in Chapter 5, there is little support for supplemental disclosures based on discovery values.  Nearly all who favour value-based disclosure requirements support the use of current values.  They argue that uniform definitions can be developed that would give reserve value estimates the necessary degree of reliability for inclusion in financial statements.  They would also support the disclosures with information such as the assumed costs and prices of anticipated production and sales of minerals, the expected timing of production of reserve quantities, risk factors that have been assumed in developing value calculations, the discount rate used, tax assumptions, and other factors.  It is important to note that if reserve values are used for purposes such as depreciation and impairment testing, the same issues arise, and many advocate that disclosures of assumed costs, prices, timing, risk factors, discount rates, and so on should be disclosed in any event.  (The disclosure is complicated if different reserve quantity or value definitions are used for different purposes.)

14.68
Some who oppose disclosing the type of information described in the preceding paragraph argue that the disclosure would require combining dissimilar information about widely differing mineral deposits.  In their view, the only way disclosure of such assumptions could be useful would be for disclosure of assumptions for each major field or mine.  But they argue that the resulting volume of disclosure would be excessive. 

Measurement of Value

14.69
If reserve values are disclosed, several key issues similar to those raised in respect of disclosure of reserve quantities must be addressed.  A key question, of course, is how to measure value.

14.70
Six approaches were identified in Chapter 3 for estimating the values of reserves: fair value, net selling price, expected exit value, value in use, a standardised measure, and current replacement cost.  Paragraphs 3.79-3.113 of Chapter 3 set out the pros and cons of each of these six valuation methods.  Conceivably, each of these could be used for measuring reserve values for purposes of disclosure.  

Basic Issue 14.11 – Valuation method for the purpose of supplemental disclosure

If the values of reserves are to be disclosed, which valuation method should be used?  

a.
Fair value (the amount for which the reserves and related assets could be exchanged between knowledgeable, willing parties in an arm’s length transaction).

b.
Net selling price (fair value, less the costs of disposal).

c.
Expected exit value in the due course of business (undiscounted estimated future cash flows expected to arise from producing the minerals and from disposing of the mineral property at the end of its useful life).

d.
Value in use (discounted estimated future cash flows expected to arise from producing the minerals and from disposing of the mineral property at the end of its useful life).

e.
A “standardised measure” applying a single set of assumptions, including a standardised discount rate, to all enterprises (which is not a true “value” measure).

f.
Current replacement cost.

g.
Other (please explain).

Steering Committee Tentative View:

The Steering Committee does not favour supplemental disclosure of the value of reserves.

14.71
Many people argue against using a net selling price approach to valuing reserves due to the absence of a ready market with a readily determined value for properties containing reserves.  Instead, most advocate using a value-in-use approach, the same approach generally advocated for assessing impairment (see Chapter 9).  As described in Chapter 9, value in use is the discounted net cash flows from future production and sale of the mineral reserves.  The major issues that must be addressed if that approach is to be used relate to: 


(a)
the classes of reserves to be included in the disclosures;


(b)
the assumptions to be made about future prices and future costs;


(c)
the pattern and timing of future production;


(d)
the discount rate to be used; and


(e)
whether income taxes should be considered in the calculation.

Reserve Classifications
14.72
Some of the same arguments arise in determining the classifications of reserves for which values would be disclosed as those discussed earlier in this Chapter in deciding the classifications for which reserve quantities should be presented.  The arguments centre on the degree of reliability of estimates for various reserve classifications.  The different classifications for which value disclosures are sometimes advocated are: 


(a)
proved developed reserves only;


(b)
all proved reserves (developed and undeveloped); 


(c)
proved and probable reserves; and


(d)
proved, probable, and possible reserves (relatively few advocate this alternative).

14.73
Most conclude that if a value disclosure were to be required, it should reflect the same reserve classifications as are reported in the quantity disclosures because it would be confusing to have values disclosed for proved reserves only while quantities are disclosed for both proved and probable reserves.  Others, however, oppose disclosing reserve values for classifications other than proved reserves, even if quantities of probable reserves are disclosed.  They suggest that probable, and especially possible, reserve quantities are highly subjective and that because of the added subjectivity from assumptions that must be made in estimating value, displaying an estimated value for probable reserves or possible reserves would be far too subjective and unreliable. 

Basic Issue 14.12 – Which categories of reserves for value disclosures

If reserve values are to be disclosed in the notes, on which categories of reserves should the note disclosures be based?

a.
Proved developed only. 

b.
Proved developed and undeveloped only. 

c.
Proved and probable only. 

d.
Proved, probable, and possible. 

Steering Committee Tentative View:

The Steering Committee has not developed a tentative view on this issue.

Assumptions About Future Prices and Future Costs
14.74
Chapter 3 reviewed the arguments about whether estimated reserve values should reflect prices and costs at the date of the estimate or estimated future prices and costs at the expected time of production if the disclosure is based on value-in-use were reviewed.  The arguments centre around the necessity to balance the presumed realism of expected future price and cost factors with the objectivity and verifiability inherent in using current prices and costs on the estimation date.  In general, the use of the same price and cost factors for estimating both reserve quantities and reserve values is advocated because this is expected to provide relevant information.  Note that to eliminate the effects of short-term volatility, some would use average prices and costs for several months prior to the date of estimate, rather than those prevailing as of a single date.  

14.75
If an enterprise in the extractive industries has financial instruments that are appropriately designated as price hedges under IAS 39, Financial Instruments:  Recognition and Measurement, most people believe that the enterprise should use the hedge-adjusted prices to determine proved reserve quantities and values, rather than quoted market prices.

Basic Issue 14.13 – Assumptions about prices and costs in making reserve value estimates

What assumptions should be made about price and cost factors in making reserve value estimates for disclosure purposes?

a.
Use cost and price factors as of the date of estimation. 

b.
Use cost and price factors for a period of weeks or months prior to the date of estimation. 

c.
Use cost and price factors expected to exist at the time of production. 

d.
Use current costs and prices adjusted for forecasted general price level changes to the date of expected production.

e.
Use cost and price factors contained in the enterprise’s budget, with extrapolation from the budget for future periods not included in the budget.

f.
Other (please explain).

Steering Committee Tentative View:

The Steering Committee has not developed a tentative view on this issue.

The Discount Rate
14.76
There is controversy over which discount rate(s) should be used to determine present value for various accounting purposes.  Indeed, IASC has embarked on a separate broad project dealing solely with this matter.  

14.77
Some argue that the same discount rate should be used for determining both impairment and the value to be disclosed for mineral reserves because it would be confusing to have two values for the same classifications and quantities of reserves, using the same price and cost factors but a different discount rate.  It would appear strange, they say, to have a value for impairment purposes lower than the assets’ carrying amount, so that impairment of the assets would be recognised, while at the same time disclosing a value in excess of the impairment value as the result of using a lower discount rate. 

14.78
Some would not use the asset-specific discount rate of IAS 36, Impairment of Assets, for estimating reserve values but, rather, one of the following alternatives: 


(a)
the rate for long-term, risk-free investments;


(b)
the prime interest rate in the country at the time, or the prime interest rate plus specified “points”; 


(c)
the average long-term borrowing rates of the enterprise; 


(d)
the weighted average cost of capital for the enterprise; 


(e)
the enterprise’s “hurdle rate”, or the rate of return the enterprise would require to make an investment of similar risk; or


(f)
a uniform rate imposed by an accounting rule-making body (discussed further in the next paragraph). 

14.79
If a uniform rate is set by an accounting rule-making body (presumably the IASC), the rate might be one that is changed over time as interest rates, in general, change, or it might be a constant rate used merely to ensure that all enterprises are using the same discount factor.  Some strongly oppose this approach, particularly in an international context.  They argue that different enterprises, located in different parts of the world, may have widely different financing costs.  Consequently, the present value of a unit of minerals to be produced at a specified time after the calculation date might have a much higher value to one enterprise than it would have to another enterprise.  To use the same discount rate for all enterprises, they contend, would misstate the values of reserves for many enterprises.  As for using a constant rate over years, many point out that interest factors do change from year to year and that over time financing costs are almost certain to vary significantly. 

14.80
In each case, the discount rate advocated could be either a pre-income tax rate or an after-income tax rate, depending on whether income taxes are to be considered in determining the cash flow to which the discount rate is to be applied.  Some contend that it is immaterial whether the rate is pre-tax or after tax if the income to which the tax rate is applied is appropriately a pre-tax rate or an after-tax rate.  Some suggest, however, that the extractive industries frequently enjoy special tax benefits in many countries, while in other countries they may be subject to unusually heavy taxes.  Thus, they argue, it would be preferable to use an after-tax discount rate for all enterprises.  To do so would, however, differ from the approach used for measuring impairment under IAS 36.

Basic Issue 14.14 – Discount rate for estimating reserve values for disclosure purposes

What discount rate should be used in making reserve value estimates for disclosure purposes?

a.
The rate on risk-free investments. 

b.
Risk-adjusted rate.

c.
Weighted average long-term borrowing rate of the enterprise.

d.
The enterprise’s incremental long-term borrowing rate.

e.
The enterprise’s weighted average cost of capital.

f.
The enterprise’s “hurdle rate” for similar assets.

g.
A standard rate prescribed for all enterprises in the extractive industries. 

h.
Other (please describe).

Steering Committee Tentative View:

The Steering Committee has not developed a tentative view on this issue.

Sub-issue 14.14.1 – Pre-tax or after-tax discount rate

Should the discount rate used in estimating reserve values for disclosure purposes be a pre-income-tax rate or an after-income-tax rate?

a.
Pre-tax rate.

b.
After-tax rate.

Steering Committee Tentative View:

The Steering Committee has not developed a tentative view on this issue.

The Timing of Future Production
14.81
In calculating the present value of future net cash flows, forecasting the timing of production is of critical importance.  The present value of one unit of a mineral produced one year from the date of the estimate will be much more than the value computed for a unit to be produced 15 years later.  Most suggest that the timing of production is set by engineers or by management.  Nevertheless, they contend that disclosure of the expected timing of production and resulting cash flows would provide relevant information.  Some suggest that the present value calculations should be disclosed, showing the expected production quantities, sales proceeds, or the gross value of production and estimated additional development and production costs of the underlying reserves for each period during which the present value factor is expected to have a significant impact.  This would enable users to make their own assessments of value.  Others point out that this could result in excessive disclosures and also could be anticompetitive. 

A Standardised Measure of Future Net Cash Flows
14.82
A wide range of factors affects the present value of estimated future cash flows from production of reserves, and views differ about the degree to which guidelines for those factors should be prescribed or left to the judgement of the enterprise.  For example, some suggest that estimates of future prices, future costs, timing and quantity of production, and the discount rate to be used might all be left to the enterprise, based on prescribed general principles.  Others oppose this flexibility because they are concerned that the estimates may be unreliable and lack comparability between enterprises and within an enterprise from year to year or property to property.  It has also been suggested that while the timing of production should be left to the enterprise to determine, an International Accounting Standard should specify the use of current prices and costs and a uniform discount rate.  Those opposing such standardised assumptions say that using current prices and costs to measure cash inflows and outflows many years into the future provides unreliable information.  In addition, they argue that financing costs are enterprise-specific and should not be standardised across all enterprises.  They argue that a standardised measure is unlikely to represent the fair value of the reserves in place despite an outward appearance of being a measure of value. 

14.83
In the United States, the FASB has imposed such a standardised disclosure, and attempts have been made in a certain other countries to develop a standardised measure of this type.  FASB Statement 69, Disclosures about Oil and Gas Producing Activities, requires petroleum enterprises engaged in upstream activities to report, in the aggregate and for each geographic area for which reserve quantities are disclosed, a “Standardized Measure of Discounted Future net Cash Flows and Changes Therein Relating to Proved Oil and Gas Reserves”, and components of the change in that measure during the period.  The standardised measure does not purport to reflect the value of minerals.  It is designed to reduce the degree of subjectivity of disclosures and result in greater comparability among enterprises.  The disclosure is supplementary information not subject to audit.  Many within the petroleum industry argue that the standardised disclosure provides unreliable information and may, in spite of warnings to the contrary, give the impression that it reflects the current value of the mineral reserves. 

14.84
However, a number of surveys and studies have found that financial analysts favour inclusion of the disclosures and find them useful.  Some comment that they can use the standardised discounted cash flow information, along with reserve quantity information, and arrive at their own estimate of reserve values.  Because of the uniqueness of the Standardised Measure of Discounted Future Net Cash Flows a portion of the requirements in FAS 69 is quoted below:



30.
A standardized measure of discounted future net cash flows relating to an enterprise’s interests in (a) proved oil and gas reserves (paragraph 10) and (b) oil and gas subject to purchase under long-term supply, purchase, or similar agreements and contracts in which the enterprise participates in the operation of the properties on which the oil or gas is located or otherwise serves as the producer of those reserves (paragraph 13) shall be disclosed as of the end of the year. 




. . .  The following information shall be disclosed in the aggregate and for each geographic area for which reserve quantities are disclosed in accordance with paragraph 12: 




(a)
Future cash inflows.  These shall be computed by applying year-end prices of oil and gas relating to the enterprise’s proved reserves to the year-end quantities of those reserves.  Future price changes shall be considered only to the extent provided by contractual arrangements in existence at year-end. 




(b)
Future development and production costs.  These costs shall be computed by estimating the expenditures to be incurred in developing and producing the proved oil and gas reserves at the end of the year, based on year-end costs and assuming continuation of existing economic conditions.  If estimated development expenditures are significant, they shall be presented separately from estimated production costs. 




(c)
Future income tax expenses.  These expenses shall be computed by applying the appropriate year-end statutory tax rates, with consideration of future tax rates already legislated, to the future pretax net cash flows relating to the enterprise’s proved oil and gas reserves, less the tax basis of the properties involved.  The future income tax expenses shall give effect to permanent differences and tax credits and allowances relating to the enterprise’s proved oil and gas reserves. 




(d)
Future net cash flows.  These amounts are the result of subtracting future development and production costs and future income tax expenses from future cash inflows. 




(e)
Discount.    This amount shall be derived from using a discount rate of 10 percent a year to reflect the timing of the future net cash flows relating to proved oil and gas reserves. 




(f)
Standardized measure of discounted future net cash flows.   This amount is the future net cash flows less the computed discount. 




[Note: In practice, enterprises normally derive the discount (e) by discounting the future net cash flows (d) at 10 per cent, resulting in the standardized measure of discounted cash flows (f), and then subtracting (f) from (d) to derive (e).]



31.
If a significant portion of the economic interest in consolidated standardized measure of discounted future net cash flows reported is attributable to a consolidated subsidiary(ies) in which there is a significant minority interest, that fact and the approximate portion shall be disclosed. 



32.
If the financial statements include investments that are accounted for by the equity method, the investee’s standardized measure of discounted future net cash flows relating to proved oil and gas reserves shall not be included in the disclosure of the enterprise’s standardized measure.  However, the enterprise’s share of the investee’s discounted future net cash flows shall be separately disclosed for the year, in the aggregate and by each geographic area for which quantities are disclosed (paragraph 12). 

14.85
The Standardized Measure of Discounted Future Net Cash Flows Relating to Oil and Gas Reserves for the years 1998, 1997, and 1996, taken from the 1998 Annual Report of Mobil Corporation, illustrates the form and content of the standardized measure disclosures, including the comments cautioning users that the information reported may not be useful in making decisions that is similar to those prepared by most petroleum producing enterprises in the United States. 

Table 6: Standardized Measure of Discounted Future Net Cash Flows Relating to Proved Oil and Gas Reserves (In millions) 

From the 1998 Annual Report of Mobil Corporation 

FAS 69 requires disclosure with respect to future net cash flows from future production of net proved, developed and undeveloped reserves. Future cash inflows are computed by applying year-end prices to estimated future production of net proved reserves. Future price changes are considered only to the extent they are covered by contractual agreements in existence at year-end. Development and production costs are based on year-end estimated future expenditures incurred in developing and producing net proved reserves, assuming continuation of existing economic conditions. Future income taxes are calculated using year-end statutory tax rates. Discounted future net cash flows are computed using a discount factor of 10%.

The standardized measure data are not intended to replace the historical cost-based financial data included in the audited financial statements. As such, many of the data disclosed in this section represent estimates, assumptions and computations that are subject to continual change as the future unfolds. For example, a significant decrease in year-end crude oil prices from 1997 to 1998 contributed to the lower discounted future net cash flow amount for 19914. Accordingly, Mobil cautions investors and analysts that the data are of questionable utility for decision making.

Table 6 (below) and Table 7 (on next page) set forth the standardized measure of discounted future net cash flows relating to proved oil and gas reserves, and quantify the causes of the changes in the standardized measure of the cash flows relating to those reserves. Since the estimates reflect proved reserves only, they exclude revenues that could result from unproved reserves that could become productive in later years.

                                   United States                Europe                  Asia-Pacific               Other Areas                     Total

-----------------------------------------------------------------------------------------------------------------------------------------------------------------

At December 31               1996     1997     1998      1996     1997     1998      1996    1997    1998      1996     1997     1998      1996     1997     1998

-----------------------------------------------------------------------------------------------------------------------------------------------------------------

Future cash inflows       $33,036  $16,598  $10,516   $19,869  $17,963  $12,824   $14,416  $9,728  $4,027   $39,107  $29,776  $22,814  $106,428  $74,065  $50,181

Future production costs    (8,125)  (6,261)  (5,216)   (4,374)  (4,859)  (3,969)   (2,196) (1,895) (1,634)   (9,952)  (8,715)  (9,049)  (24,647) (21,730) (19,868)

Future development costs   (1,200)    (527)    (384)   (1,202)  (1,285)  (1,029)   (1,030)   (700)   (255)   (5,006)  (3,639)  (4,236)   (8,438)  (6,151)  (5,904)

Future income tax expenses (7,968)  (3,121)  (1,436)   (7,830)  (6,025)  (3,704)   (4,599) (2,766)   (637)  (15,536)  (9,701)  (2,773)  (35,933) (21,613)  (8,550)

-----------------------------------------------------------------------------------------------------------------------------------------------------------------

Future net cash flows      15,743    6,689    3,480     6,463    5,794    4,122     6,591   4,367   1,501     8,613    7,721    6,756    37,410   24,571   15,859

10% annual discount for 

 estimated timing of 

 cash flows                (6,919)  (2,897)  (1,516)   (2,091)  (2,078)  (1,459)   (2,578) (1,498)   (387)   (3,834)  (2,944)  (3,329)  (15,422)  (9,417)  (6,691)

-----------------------------------------------------------------------------------------------------------------------------------------------------------------

Standardized measure

 of discounted future

 net cash flows             8,824    3,792    1,964     4,372    3,716    2,663     4,013   2,869   1,114     4,779    4,777    3,427    21,988   15,154    9,168

-----------------------------------------------------------------------------------------------------------------------------------------------------------------

Standardized measure

 of discounted future

 net cash flows of 

 equity companies               -    1,055      170        35       28        -         -       -       -     1,845    1,585      717     1,880    2,668      887

-----------------------------------------------------------------------------------------------------------------------------------------------------------------

Total                     $ 8,824  $ 4,847  $ 2,134   $ 4,407  $ 3,744  $ 2,663   $ 4,013 $ 2,869 $ 1,114   $ 6,624  $ 6,362  $ 4,144  $ 23,868 $ 17,822 $ 10,055

Basic Issue 14.15 – Standardised measure of future cash flows: requirement

Should a “standardised measure of future net cash flows” be required either in the notes to the financial statements or as a separate schedule?  

a.
A standardised measure should not be required.

b.
A standardised measure should be required in the notes to the financial statements. 

c.
A standardised measure should be required as a separate schedule outside the financial statements.

Steering Committee Tentative View:

The Steering Committee has not developed a tentative view on this issue.

Sub-issue 14.15.1 – Standardised measure of future cash flows: measurement

If a “standardised measure of future net cash flows” were to be required, which of the following requirements should be imposed?  If you disagree with any of the possible requirements, please explain why.  

a.
All cost and price factors should be based on prices at the date of the financial statements, adjusted for any contractual price changes.

b.
Future income taxes should be included in the calculations. 

c.
The discount rate should be set as a uniform rate throughout the world and not changed from one period to another or one enterprise to another.

d.
Other (please explain). 

Steering Committee Tentative View:

The Steering Committee has not developed a tentative view on this issue.

Analysis of Changes in Reserve Values
14.86
Most of those who support value disclosures also support an analysis of the factors that gave rise to the value change during the period.  The factors listed below are those most commonly suggested as major reasons for the value change: 


(a)
revisions of quantity estimates made in the prior year;


(b)
discoveries, extensions, and improved recovery of commercial reserves during the year;


(c)
purchases of reserves in place;


(d)
sales of reserves in place during the year;


(e)
changes in price assumptions from beginning of year to end of year;


(f)
changes in estimated future production and development costs;


(g)
sales and intraenterprise transfers of production during the year;


(h)
accretion of the discount;


(i)
change in discount rate used;


(j)
development costs incurred during the period;


(k)
net changes in income taxes (if after-tax value is computed); and


(l)
other changes.

14.87
Those favouring an analysis of changes argue that it helps in evaluating the effectiveness of the enterprise in generating cash flows and assists in making projections of future cash flows from reserve production.  For example, an increase in value resulting from cost decreases may be considered more significant for an assessment of performance than an increase resulting from using a lower discount rate.  Some oppose a detailed analysis of reserve changes because they argue that the amount of the value change for many factors depends on which calculation is made first.  Furthermore, they contend that showing the details of changes in the value of reserves suggests a degree of certainty that is not warranted.  

14.88
FASB Statement No. 69 (paragraph 33) requires the following analysis of changes in its standardised measure:



If individually significant, the following sources of change shall be presented separately:



a.
Net change in sales and transfer prices and in production (lifting) costs related to future production



b.
Changes in estimated future development costs



c.
Sales and transfers of oil and gas produced during the period



d.
Net change due to extensions, discoveries, and improved recovery



e.
Net change due to purchases and sales of minerals in place



f.
Net change due to revisions in quantity estimates



g.
Previously estimated development costs incurred during the period



h.
Accretion of discount



i.
Other--unspecified



j.
Net change in income taxes



In computing the amounts under each of the above categories, the effects of changes in prices and costs shall be computed before the effects of changes in quantities.  As a result, changes in quantities shall be stated at year-end prices and costs.  The change in computed income taxes shall reflect the effect of income taxes incurred during the period as well as the change in future income tax expenses.  Therefore, all changes except income taxes shall be reported pretax.

14.89
If a standardised measure were to be used in lieu of the disclosure of estimated fair values, an analysis of reasons for the change in standardised measure during the year could reflect the same detailed reasons as those listed in paragraph 14.86, except that there would be no change resulting from the discount rate because, presumably, that rate would be fixed and would not change from year to year.  To illustrate such an analysis, a table from the 1998 Annual Report of Mobil Corporation is shown below. 

Table 7: Changes in Standardized Measure of Discounted Future Net Cash Flows (In millions) 

From the 1998 Annual Report of Mobil Corporation 

Year ended December 31                                     1996         1997(a)      1998

-----------------------------------------------------------------------------------------

Beginning of year                                       $14,082      $23,868      $17,822

Changes resulting from:

  Sales and transfers of production,

   net of production costs                               (6,571)      (6,404)      (3,783)

  Net changes in prices and in 

   development and production costs                      15,191      (17,358)     (16,564)

  Extensions, discoveries, additions and 

   purchases, less related costs                          2,577        1,533          457

  Development costs incurred during the period            2,069        2,351        2,363

  Revisions of previous quantity estimates                  633          672          539

  Accretion of discount                                   2,625        4,277        2,784

  Net change in income taxes                             (8,135)       8,095        8,218

  Equity companies                                        1,397          788       (1,781)

-----------------------------------------------------------------------------------------

End of year                                             $23,868      $17,822      $10,055

-----------------------------------------------------------------------------------------

(a) Prior year data reclassified to conform with current year presentation.

Basic Issue 14.16 – Analysis of changes in estimated reserve values

If disclosures of the values of reserves are required, should an analysis of changes in estimated reserve values between the beginning and the end of the year be presented?

a.
Yes. 

b.
No. 

Steering Committee Tentative View:

The Steering Committee has not developed a tentative view on this issue.

Sub-issue 14.16.1 – Items included in analysis of changes in estimated reserve values

If an analysis of changes in estimated reserve values is presented, are the following line items appropriate?

 Revisions of quantity estimates made in the prior year.

 Discoveries, extensions and improved recovery of commercial reserves during the year.

 Purchases of reserves in place.

 Sales of reserves in place.

 Changes in price assumptions from beginning of year to end of year.

 Changes in estimated future production and development costs.

 Sales and intra-enterprise transfers of production during the year.

 Accretion of the discount.

 Change in discount rate used.

 Development costs incurred during the period.

 Net changes in income taxes (if after-tax value is computed).

 Other changes (please describe). 

a.
Yes.

b.
No (please explain).

Steering Committee Tentative View:

The Steering Committee has not developed a tentative view on this issue.

Single Enterprise-wide Disclosure vs. Geographical or Geological Disclosures of Reserve Values
14.90
Paragraphs 14.16-14.22 discussed whether an enterprise should disclose its reserve quantities on a enterprise-wide basis or should provide a more detailed breakdown by the location of reserves.  The same issue arises if estimated reserve values or a standardised measure of net cash flows is to be disclosed.  

Basic Issue 14.17 – Disclosure of reserve values by geographical area

If an enterprise is required to disclose estimated reserve values or a standardised measure of net cash flows, should the disclosure be on an enterprise-wide basis or subdivided geographically or geologically?  

a.
Enterprise-wide.

b.
Home country plus other significant countries individually.

b.
Geographical groupings that reflect differences in risk.

c.
Geological groupings.

d.
Individually significant mines or fields, and in total for other reserves.

e.
Other. 

Steering Committee Tentative View:

The Steering Committee has not developed a tentative view on this issue.

Disclosure of Information Useful for Computing or Understanding Reserve Values

14.91
Some are concerned about the reliability of estimated reserve values disclosed in financial statements and argue that, if value estimates are disclosed, those disclosures should be accompanied by disclosure of the assumptions that underlie the estimates.  These estimates might include production schedules, the basis for production costs and selling prices (and the amounts thereof), whether income taxes are included and, if so, at which rate(s), and the discount rate used.  Others believe that estimated reserve values should not be disclosed in the financial statements.  Some of those who oppose the disclosure of reserve values would require the disclosure of information, such as that identified above, that would be useful in an estimation of calculation of reserve values.  

Basic Issue 14.18 – Disclosure of information useful in computing reserve values

If reserve values themselves are not disclosed, should the financial statements include information useful in computing reserve values and, if so, what information?

a.
Yes (please elaborate). 

b.
No. 

Steering Committee Tentative View:

The Steering Committee has not developed a tentative view on this issue.

Basic Issue 14.19 – Disclosure of assumptions

If an enterprise is required to disclose estimated reserve values or a standardised measure of net cash flows, should disclosure of the principal underlying assumptions be required  (particularly assumed prices, costs, discount rate, timing of production, and technological factors)?

a.
Yes (please elaborate). 

b.
No (please explain). 

Steering Committee Tentative View:

The Steering Committee has not developed a tentative view on this issue.
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