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Dear Sr David,

| ssues Paper: Extractive Industries

Deloitte Touche Tohmatsu is pleesed to comment on the Issues Peper, Extractive Industries
issued for comment by the IASC Steering Committee on Extractive Indudries (the “lssues
Paper™).

There is currently no internationdly recognised accounting gSandard deding  with the
extractive indudries, and we strongly support the devdopment of an internationd  accounting
dandard. There are currently a wide range of accounting and reporting practices adopted by
enterprises in the extractive indugtries.  We encourage the Board to devedlop a solution to the
vaious accounting and reporting issues that is acceptable globdly and leads to comparable
and trangparent reporting by extractive industries enterprises.

We bdieve that, a the current time an hidoricd cost concept is more gppropriate for
accounting for the extractive indudries.  Whilst conceptudly a modd of accounting based on
the far vdues of minerd propertties and reserves would be superior to the historicd cost
concept for the extractive indudtries, we believe tha the vast array and volaility of varidbles
invdved, combined with difficulties in messurement and recognition in a vauedbased
modd, would result in informetion thet is less rdiable and comparable than a higoricd cost
basis of accounting.

The initid focus of any extractive indudries sandard should therefore be on achieving
condsency and comparability within the historicad cost concept of accounting, with a later
move to avaue based modd if thisis conddered warranted.

We dso bdieve that, wherever possble, extractive indudries enterpises should goply dl
rdevant internationd accounting Sandards when preparing their financid reports. An
extractive indudries standard should focus on unique aspects of accounting for these types of
enterprises and provide guidance to achieve congstency in gpplication of other sandards.
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There are few areas where we bedieve that current accounting standards are not appropriate
for the extractive indudtries, dthough we strongly support the development of guidance on the
appliction of some of these dandards to the extractive indudries.  For ingance, the
goplication of an impairment test as prescribed by IAS 36 should be required in the extractive
indudtries, but extengve guidance is required to ensure that an gppropriaie portion (if any) of
proven, probable, and possble resarves are incduded when measuring any imparment, aong
with consgently gpplied assumptions about revenues, cods, other outflows, and economic
and technological conditions.

Within the context of an higoricd cost modd, there is an urgent need to achieve condstency
in recognition, messurement, and sSubsequent depreciation of extractive indugtry reated
asts, paticularly pre-production expenditure  We favour the following trestment of pre-
production cods

Preacquisition progpecting and exploration: Charge to expense

Property acquistion (direct and incidentd): Capitdise

Post-acquigtion exploration: Capitdise

Evduaion or gppraisd cods Capitdise

Development cost: Capitdise

Condruction cost: Capitdise

All capitdised codts are subject to impairment test based on disposa vaue of the acquired
rights

We bdieve this gpproach is more condgent with the Framework than capitdisgtion or
deferd of costs pending determination of whether economicaly recoverable reserves exig.
Any asset recognised is not a deferrd of “exploration costsS’ per se, but an intangible asset
that effectively represents knowledge gained about a property (minerd rights) that is sdegble
and which generdly has areadily deternined fair vaue.

Once codts have been capitdised, the method and form of depreciation currently adopted by
participants in the extractive indudries varies widdy. We bdieve that the requirements of
IAS 16 should be applied, in that the depreciable amount of an item of property, plant and
eguipment should be dlocated on a sysematic bass over its ussful life based on a method
that reflects the pattern in which the asset's economic benefits are consumed by the enterprise.
Any extractive indudries dandard should not change these requirements, but provide
guidance on the goplication of the concepts of IAS 16. In the mgority of cases this may
imply that a unitsof-production bads is gppropriate, but this method should not be mandaied
asit may not represent the pattern of consumption of the economic benefits of al assets.

In generd, we beieve that the unit of production method reflects the pattern of benefit
consumption for dl assets asociaed with reserves, induding  capitdised  preproduction
costs.

The more contentious aspect of depreciaion in the extractive indudries is what measure of
resrves to utilise in any units-of-production or lifeof-mine depreciation cdculation, and the
extent (if any) to which future coss should be incduded in the depreciable amount. Our
preference would be to base depreciaion on an agppropriate portion of both proven and
probable reserves.  More importantly, and no matter what portion of reserves is used for
deprecidtion, consdency mugt be maintaned between the capitdised costs being depreciated
and the units used to depreciate those capitdised codts.
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Given the unique way in which the life cyde of a mining or petroleum operation indudes an
overlgoping of the exploraion, devdopment, condruction, production and closure phases,
devdopment and condruction costs are often incurred after production has commenced.
Probable and possble resarves are being explored and added to the resource ‘inventory’,
development of future mining or wdl aess continues and condruction or upgrading of
processng facilities regularly occur after production has commenced. The plan for the
operation will incude these aspects and they form an overdl pat of the management of the
operation. It therefore appears reasonable to depreciate the tota expected capitd costs for the
eventud exploitation of the proven and probable resarves over the equivdent proven and
probable reserves quantity.

There ae ds0 issues with revenue recognition in the extractive indudries that may warrant
the modification of IAS 18 in one paticular aspect. During the initid condruction and
commissioning of an operdtion, it is common to have some production occur that can be sold.
The proceeds from the sde of this production are commonly trested as a reduction in
copitdised codts, rather than revenue. We bdieve tha this may be an appropriate trestment
for such cods, given the difficulties of dlocating expenses associated with the production of
the revenue, its immaterid amount, and its nature as a type of ‘cost recovery’. We recognise
thaa SIC D26 would treet incidentd revenue as revenue and not as a reduction of codts.
However, the presumption underlying D26 is that incidenta revenue does not diminish the
cgpability of the asset to produce revenue once it is fully operationd. In the extractive
indudries, there is a finite amount of reserves underground. Each unit produced does
diminish future cgpability. Other than for this one exception, we bdieve tha the requirements
of IAS 18 are gppropriate to gpply to the extractive indudtries.

We congratulate the board on the preparation of the Issues Pgper and believe that it is an
important  firs step in improving the condsency and comparability of accounting and
reporting in the exdractive indudries.  We support the development of an accounting standard
on extractive indudtries and believe the board will devdop a framework for accounting for the
extractive industries that will be accepted by the mgor sandard setters throughout the world
and lead to improved reporting to the users of financid reports of enterprises in the mining
and petroleum indudtries.

The appendix to this letter contains our responses to the specific issues raised in the Issues
Paper, induding a detailed discussion of the metters referred to above,

If you have any quedions concerning our comments, plesse contact Stig Enevoldsen in
Copenhagen, Denmark a +45 33 76 33 33

Y ours fathfully
DELOITTE TOUCHE TOHMATSU

Stig Enevoldsen
Partner

End.
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Deloitte

Touche

Tohmatsu
APPENDI X

Our response is shown in bold and underlined. Additional comments are in italics. In some
cases, we do not favour any of the choices presented for reasons discussed in our comments.

Basic Issue 1.1 —Possible additional industries besides mining and petroleum

Are there any industries besides mining and petroleum that should be included in the scope of
thisproject?

a No.

b. Y es (please describe).

There are no other industries that should be included in the scope of this project.

Basic I ssue 1.2 — Definition of upstream activities

The IASC Board has defined the scope of this project to include the upstream activities of
enterprises in the extractive industries, but not the downstream activities. Other International
Accounting Standards would apply to downstream activities. Is the definition of upstream
activitiesin paragraphs 1.16-1.19 appropriate and, if not, how would you changeit?

a  Yes thedefinition is appropriate.

b. I would modify the definition as follows (please describe).

The definition is appropriate.

Basic Issue 1.3 — A single sandard for both mining and petroleum

Should a single standard be developed for all extractive industries (that is, applicable to both

mining and petroleum enterprises), or should separate standar ds be developed?

a A snglelnternationd Accounting Standard applying to both indudtries.

b. Separate Internationd Accounting Standards for the mining industry and the petroleum
industry.

C. A single International Accounting Standard with separate requirements or guidance for
mining or petroleum as necessary to address industry-specific issues.

A dgngle International Accounting Sandard is appropriate, but may need specific provisons or
guidance for mining and petroleum as appropriate.

Basic | ssue 2.1 —Phases of upstream activities

Are the operating phases in the upstream sector of the extractive industries appropriately
described in Chapter 2?

a  Yes

b.  No (plesse explain).

Basic Issue 3.1 — A common set of reserve definitions for financial reporting by mining and

petroleum enterprises

Should an International Accounting Standard on the extractive industries contain a common set

of reserve definitions to be used by both mining and petroleum enter prises?

a Yes, itisessntid that both industries use a common &t of definitions.

b. A common set of definitions is desirable but, for pragmatic reasons, the Standard should
initially use the existing JORC definitions for mining enterprises and the existing WPC-
SPE definitions for petroleum enterprises. However, a common set of definitions should be
developed for thelonger term.

c. Common definitions are not necessary. The Standard should use the existing JORC definitions
for mining and the existing WPC-SPE definitions for petroleum.

d.  Other (please explain).
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We drongly believe that reserve definitions are essential if the Sandard is to be applied consistently.
Reserve definitions affect amortisation rates, impairment calculations and restoration provisions. The
exising WPGSPE and JORC definitions should be used as an interim measure n any International
Accounting Sandard on Extractive Industries, with a view to developing a common definition, at
which point the sandard could be amended.

Sub-issue 3.1.1 —Developing the common definitions

If a common set of definitions is to be devdoped, either for the initid IASC Standard on the extractive
indugtries or for the longer term, who should develop those definitions?

a IAC

b.  Ajoint industry group.

We believe that for any definitions to be widely accepted and applied by industry, that they will need
to be developed and approved by industry. The IASB should establish the broad requirements of the
definitions in conjunction with industry. The definition should be detailed and specific, and easily
applied across a wide range of different @mmodities and resource types.

Sub-issue 3.1.2 —Probabilistic vs. deter ministic appr oach to reser ve definitions

The WPC-SPE petroleum reserve definitions allow an enterprise to choose whether to use a
determinigtic or a probabilistic approach to measuring reserve quantities. The JORC definitions
are deterministic. If you believe that these definitions offer an appropriate starting point for use
in an International Accounting Standard, should the standard require either the deterministic
or the probabiligtic approach for both petroleum and mining enter prises?

a Determinigtic for both petroleum and mining enterprises.

b. Probabiligtic for both petroleum and mining enterprises.

c.  Allow the choice for both petroleum and mining enterprises.

We believe that any definitions ultimately developed should adopt a probabilistic approach to avoid
differences in interpretation of any deterministic definitions. Clear direction and guidance will need
to be given in order to ensure consistency of application.

Sub-issue 3.1.3 — Feasibility of probabiligtic definitions for mining reserves

The WPC-SPE petroleum reserve definitions allow an enter prise to choose whether to
use a deterministic or a probabilistic approach to measuring reserve quantities. The
JORC definitions are deter ministic. Isit feasible to develop probabilistic definitions for
mining reserves?

a Yes

b. No.

It is entirely feasible and appropriate for any definitions of mining reserves to be probabiligic to
avoid differences in interpretation of the definition.

Sub-issue 3.1.4 —Quantification of statistical probabilities

If a probabilistic approach is used, the WPC-SPE definitionsrely on a 90 per cent
statistical probability for proved reserves, a 50-90 per cent or greater statistical
probability for probable reserves, and a 10-50 per cent probability for possible reserves.
If a probabilistic approach were either a requirement or an option, for petroleum or
mining enterprises or both, are the WPC-SPE quantifications of probability
appropriatefor financial reporting?
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a  Yes the quantifications are appropriate.

b.  Yes in generd quantifications are appropriate, but some modifications to those in the WPC-
SPE définitions are needed (please daborate).

C. No, the terms proved, probable, and possible should not be quantified. Instead, the degree of
probability for each category should be expressed in narrative terms such as “with reasonable
certainty”) and |€ft to the judgement of the expert making the estimate.

Whilst these quantifications appear reasonable, we believe it is essatial that petroleum and mining
industry specialists and experts be involved in the final determination of any quantification of
probability in the definition of reserves.

Basic I ssue 3.2 — Operating conditions and environment

In making estimates of reserve quantities, what assumptions about operating conditions,

such as expected technological developments, legal and regulatory environment,

oper ating equipment, etc., should be made?

a  Assumptionsthat reflect operating conditionsthat exist as of the date of the estimate.

b.  Assumptions that reflect al available evidence as to the operating conditions that will exist at
the time the mineras will be produced (excluding development of a completely new technology
unlessit is supported by sufficient objective evidence).

We believe that the assumptions should be based on operating conditions that exist at the date of
esimate, but allow for known changes in operating conditions that will exig at the time that the
minerals will be produced. Therefore, known changes in government royalty rates and the expected
impact of known production cost savings should be incorporated into the assumptions used, but
management’s best estimate of likely changes in productivity, technology, and other factors should not
be taken into account.

Basic Issue 3.3 —Leves of prices and costs

In genera, which price levd would you use for measuring reserve quantities — assume that a
consistent cost leve will be used as well?

a  Current spot price.

b. Current spot price adjusted for contractual changes.

C.  Current forward price.

d. Management’s best estimate of the price expected to exist at the anticipated time of production.

The use of current spot price should be mandated as the base for measuring reserve quantities.  Any
requirement to use spot price will need to define how the spot price is determined — the spot price at
balance date, the average of the daily spot price over a particular period, etc.

Current spot price should be adjusted for contractual changes because, with many minerals - gold and
coking coal are good examples — as much production is sold in terms of long term contracts as is sold
on the spot market. Reserve determination must reflect contracted production, which could account
for a large part of an enterprise's known reserves.

Many entities in the extractive industries use derivative products as a hedge against adverse
price movements or to ensure price certainty for their products. Some entities operating in
the extractive industries may use these forward prices when determining reserves. |If the Joint
Working Group proposals on Accounting for Financial Instruments and Smilar Items results
in the implementation of an accounting standard that requires the recognition of these
derivatives in the statement of financial position, with movements in the value in the statement
of financial performance, it would not be appropriate to allow the inclusion of these items
when developing reserves. The important thing to avoid is potential “ double counting” whereby the
value of the hedge is recognised as a financial asset, while its terms are factored into the estimate of
future revenues in an impairment calculation for a long-term assat.  This problem would only arise
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when an asset is impaired. If an asst is carried at amortised cost, the double counting issue does not
arise.

Entities operating in the extractive indudtries also commonly determine reserves on an on-going bads
or may not determine or update reserve edimates at or close to balance date. Any accounting
standard on te Extractive Industries will need to address how movements in the dictated price from
when the reserves are determined to the balance sheet date are taken into account (if at all) when
calculating reserves at balance date.

Basic | ssue 3.4 —Income taxes

If discounting of cash flowsisnecessary for purposes of estimating reserve quantities,
should income taxes be considered as a cash outflow?

a Yes

b. No.

Basic Issue 3.5 — Discount rate

If discounting of cash flowsisnecessary for purposes of estimating reserve values, which
discount rate would you use?

The rate on risk-freeinvestments.

Risk-adjusted rate.

Weighted average long-term borrowing rate of the enterprise.

The enterprise’ s incrementa long-term borrowing rate.

The enterprise’ s weighted average cost of capitd.

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

A gtandard rate prescribed for al enterprises in the extractive industries.
Other (please describe).

Q00T

We prefer the use of a risk-adjusted rate when performing a discounted cash flow analysis. Any rate
ultimately dictated should be consgtent with the conclusions drawn from the IASB's project on present
value.

Basic Issue4.1 —Historical cost concepts for petroleum enterprises

For petroleum enterprises, if one of the historical cost concefts were required for the

primary financial statements, which of the following concepts, broadly defined, should

be adopted? Each of these conceptsisinterpreted in a variety of waysin practice today.

A discussion of the specific costs that might be capitalised under each concept is set out

in Chapter 6.

a A method mor e consistent with the successful efforts concept than with the other concepts.
b. A method more consistent with the area-of-interest concept than with the other concepts.

c. A method more consistent with the full cost concept than with the other concepts.

d. A method more consistent with the appropriation concept than with the other concepts.

For both petroleum and mining enterprises, we support the capitalisation of costs that meet the
definition of an “asset” under the Framework. Of course, the capitalisation of pre-production costs
can be problematic as it is often too early in the operating phases to determine success or otherwise of
the project.

As a reault, we believe that an approach more consigent with the successful efforts concept is
appropriate.  In no circumstances would it be appropriate to reinstate expenditure incurred and

expensed in the padt.

Sub-issue 4.1.1 —Allow mor e than one concept for petroleum enterprises

For petroleum enterprises, should an accounting standard allow an enterprise to choose
among more than one historical cost concept in the primary financial satements and, if
s0, which concept should be permitted?
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a No. The standard should reguire a single concept for all enterprises

b.  Yes The standard should dlow al enterprises to choose among the following concepts (please
describe).

To ensure consistency and comparability between enterprises that operate in the extractive indudtries,
it isimportant that choice be limited and a single hitorical cost approach be adopted.

Basic Issue4.2 —Historical cost concepts for mining enterprises

For mining enterprises, if one of the historical cost concepts wererequired for the

primary financial statements, which of the following concepts, broadly defined, should

be adopted? Each of these conceptsisinterpreted in a variety of waysin practice today.

A discussion of the specific costs that might be capitalised under each concept is set out

in Chapter 6.

a A method more consistent with the successful efforts concept than with the other concepts.
b. A method more consistent with the area-of-interest concept than with the other concepts.

Cc. A method more consistent with the full cost concept than with the other concepts.

d. A method more consistent with the appropriation concept than with the other concepts.

Refer to our comments above under basic issue 4.1.

Sub-issue 4.2.1 —Allow mor e than one concept for mining enter prises

For mining enter prises, should an accounting standard allow an enterprise to choose

among mor e than one historical cost concept in the primary financial satements and, if

s0, which concepts should be permitted?

a No. The standard should require a single concept for all enterprises.

b. Yes The standard should dlow al enterprises to choose among the following concepts (please
describe).

Refer to our comments above under sub issue 4.1.1.

Basic Issue 5.1 —Basis of primary financial statements. petroleum enterprises

For petroleum enterprises, should the primary financial statementsbe based on a
historical cost concept or a value-based concept of accounting for preproduction
activities and reserves? In answering, assume that whichever concept isused in the
primary financial statements, disclosures on the other basis could berequired.

a A historical cost concept.

b. A vauebased concept.

We believe that at the current time, an historical cost concept is more appropriate when accounting
for both petroleum and mining enterprises.

The main driver of equity-holder value in the extractive indudtries is not determined by reference to
hisorical costs but rather by reference to reserve values and other factors.  However, the
determination of relevant and reliable information for a value-based method of accounting can be
problematic, particdarly given the current divergent practices commonly adopted by enterprises in
the extractive industries.

However, we support the implementation of a value based concept of accounting for preproduction
activities and reserves in the longer term, particularly as more industries adopt this basis of
measurement.  Any initial sandard on accounting for the extractive industries should focus on
achieving consstency and comparability usng the historical cost concept of accounting. The
concepts adopted should contemplate any transition to a value based concept at a later stage.

Many entities in the extractive industries use derivative products as a hedge against adverse price
movements or to ensure price certainty for their products. The proposals included in the Joint
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Working Group of Standard Sdtters Invitation to Comment on “ Accounting for Financial Instruments
and Smilar Items’ may be implemented in such a way that means that these hedging mechanisms are
effectively recognised on a value-bads, with changes in value being reflected in the profit and loss
account. In this case, we believe that it would be appropriate for a value-based concept of accounting
for the extractive indudtries to be implemented to ensure that there is symmetry between accounting
for the assets of an extractive industries enterprise and the hedging products used to manage the
prices achieved for production.

Basic Issue 5.2 —Basis of primary financial satements. mining enterprises

For mining enterprises, should the primary financial statements be based on a historical
cost concept or a value-based concept of accounting for preproduction activities and
reserves? | n answering, assumethat whichever concept isused in the primary financial
statements, disclosures on the other basis could be required.

a A higtorical cost concept.

b. A vauebased concept.

Refer to our comments at basic issue 5.1

Basic | ssue 5.3 —Which value based concept

If avalue-based concept of accounting for preproduction activities and reservesis
required for the primary financial satements, which of the following concepts, broadly
defined, should be adopted?

a Discovery value concept.

b.  Current value concept.

C.  Other (pleese explain).

The current value concept will provide more relevant and reliable information about he financial
performance and position of an extractive industries enterprise.

Basic Issue 5.4: Which reserves
If either discovery value accounting or current value accounting is used in the primary
financial statements, for which reserves should value be computed?

a Proved devel oped.

b Only that portion of proved developed reserves that is currently in production.
c.  All proved (developed and undeveloped).

d.  All proved plus probeble.

e All proved plus probable and possble.

We believe that all proved, probable and possible reserves should be included when determining the
current value. However, these reserves should only be included at their respective probabilistic
per centages derived from the definitions of the components of reserves.

Basic Issue 5.5 —Which conoept of value

If the primary financial statements were based on the values of reserves, on what
concept of value should the values of mineral reserves be based?

a Fair value.

b Net sdling price.

C. Expected exit vaue in the due course of business.

d Vdueinue

e A standardised measure’ gpplying a single sat of assumptions, including a standardised discount
rate, to al enterprises.

Current replacement codt.

Other (please explain).

«Q

Extractive Industries | ssues Paper — Responses to Summary of |ssues Page9



We bdlieve that fair value provides the most relevant and réiable information to he users of the
financial statements where they are based on the value of reserves.

Basic | ssue 5.6 —Presenting discovery values

If discovery value accounting is used in the primary statements, how should the initial

discovery values be presented?

a.  Recognse the vadue of reserves discovered in the current period in net profit or loss for
the period and charge the rdaed cumulative capitalised costs to expense.

b. Report the net discovery vaue in the current period as a separate component of shareholders
equity on the balance sheet. As the rdated minerds are produced and sold or transferred, the net
discovery vaue recorded for the reserves produced would be transferred to retained earnings.

C. Report the net discovery vaue in the current period as a separate component of shareholders
equity on the balance sheet. As the related minerds are produced and sold or transferred, the net
discovery vaue recorded for the reserves produced would be recognised in net profit or loss for
the period.

We do not support the use of discovery value accounting in the primary statements.

Basic | ssue 5.7 —Presenting current values

If current value accounting is used in the primary statements, how should value changes
(including both new discoveries and changesin values of past discoveries) be presented

in the financial statements?

a Recognise the net change in reserve values in net profit or loss for the period.

b.  Other (please explain).

If current value accounting is used in the primary statements, we believe that value changes should be
reported as a component of overall financial performance of the entity. We note that the IASB has
begun a project on reporting financial performance and the reporting of changes in fair value will be
consdered as part of this project. Changes in current value would form part of investing or other-
than-business activities. Changes in the current value of associated hedging would be reported as a
component of treasury or financing activities.

Basic I ssue 6.1 —Preacquisition prospecting and exploration costs

How should preacquisition prospecting and exploration costs be accounted for ?

a Expense all in the period in which they areincurred, no reinstatement.

b. Expense al but reingtate those codts that relate to commercially recoverable reserves that are
subsequently discovered.

C. Copitdised| asanasset.

d. Defer dl as an asst pending determination of whether commercialy recoverable reserves are
discovered.

e. Charge the cost directly to equity with reinstatement if it is determined that commercidly
recoverable reserves have been discovered.

f. Other (please explain).

We believe that the following principles should apply to accounting for pre-production costs:

Preacquisition prospecting and exploration: Charge to expense

Property acquisition (direct and incidental): Capitalise

Post-acquisition exploration: Capitalise

Evaluation or appraisal cogs. Capitalise

Development cost: Capitalise

Congruction cost: Capitalise

All capitalised costs are subject to impairment test based on disposal value of the acquired rights
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In many cases, tenements, exploration rights and exploration information can be exchanged between
parties in an arm'slength transaction, even where rights do not exist or where mineralisation has not
yet been located. This supports he recognition of an asset as it can sold. We believe that this asst is
intangible in nature, in that it represents the intdlectual and other knowledge obtained about a
particular area or region. The discovery of potential prospects, mineralisation or uneconomic
reserves will increase the value of the intangible, often presented as “ exploration” or “ prospecting”
expenditure by entities that currently capitalise these types of expenditure.

In many major mining and petroleum regions of the world, exploration rights and information are
regularly bought and sold and a ready market therefore exigts to determine fair value. This fair value
should be the maximum amount of expenditure that can be capitalised and carried forward. Where
there is no active market to determine fair value, the expenditure should be expensed until such time
as a market exigs or economically recoverable reserves are located and a fair value can be
determined.

Sub-issue 6.1.1 —Nature of the asset
If any preacquisition prospecting and exploration costs are capitalised or deferred as an
asset, please describe your view asto the nature of the asset?

We would not capitalise or defer any preacquisition prospecting and exploration costs.

Basic Issue 6.2 —Mineral property direct acquisition costs

How should mineral property direct acquisition costs (the direct costs of acquiring legal

rights to undeveloped mineral properties) be accounted for? [Please ignore, for now, the

question of an impairment test for capitalised costs]

a Expense dl in the period in which they are incurred, no reingtatement.

b. Expense dl but reingtate those codts that relate to commercialy recoverable reserves that are
subsequently discovered.

C. Capitalise all as assets.

d. Defer dl as an asset pending determination of whether commercidly recoverable reserves are
discovered.

e.  Chargethe cost directly to equity with reinstatement.

f. Other (please explain).

Capitalise all as assets subject to an impairment test. Please refer to our comments at basic issue 6.1.

Sub-issue 62.1 —Nature of the asset
If any mineral property direct acquisition costs are capitalised or deferred as an asset,
please describe your view asto the nature of the asset?

The asst is a tangible non-current asset, mineral rights.

Basic | ssue 6.3 —Incidental property acquisition costs

How should theincidental costs of acquiring undeveloped mineral properties (both

paymentsto outsdersand internal costs attributable to acquiring the properties) be

accounted for when incurred?

a Expense dl when incurred.

b.  Treat al in the same way as direct property acquisition cods.

C. Treat payments to outsiders in the same way as direct property acquisition cost, but charge to
expense dl (or perhaps some) internd costs relating to the enterprise’'s own personnel and
savices.
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Treat the same way as direct property acquisition codts, that is, capitalise all as assets subject to an
impairment test. Please refer to our comments at basic issue 6.1.

Basic I ssue 6.4 — Pod -acquisition G& G exploration costs

How should post-acquisition G& G exploration costs be accounted for ? [Please ignore,

for now, the question of an impairment test for capitalised costs]

a Expense dl in the period in which they are incurred, no reinstatement.

b. Expense dl but reingate those codts that relate to commercialy recoverable reserves that are
subsequently discovered.

Cc. Capitaliseall as assets.

d.  Defer dl as an asset pending determination of whether commercialy recoverable reserves are
discovered. If reserves are not found, charge the costs to expense. If reserves are found,
capitalise related cogts.

e.  Chargethe cost directly to equity with reinstatement.

f.  Other (plesse explan).

Capitalise all as assets subject to an impairment test. Please refer to our comments at basic issue 6.1.

Sub-issue 6.4.1 —Nature of the asset
If any post-acquisition G& G exploration costs are capitalised or deferred as an as,
please describe your view asto the nature of the asset?

The asset to which these costs relate is a tangible non-current asset, mineral rights.

Basic | ssue 6.5 — Pog -acquisition drilling, trenching, and sampling exploration costs

How should post-acquisition drilling, trenching, and sampling exploration costs be accounted

for? [Pleaseignore, for now, the question of an impair ment test for capitalised costs]

a Expense dl in the period in which they are incurred, no reinstatement.

b.  Expense dl but reinstate those costs thet relate to commercialy recoverable reserves that are
subsequently discovered.

C. Capitalise all as an asset.

d. Defer dl as an asst pending determination of whether commercidly recoverable reserves are
discovered.

e.  Chargethe cogt directly to equity with reinstatement.

f. Other (please explain).

Capitalise all as assets subject to an impairment test. Please refer to our comments at basic isue 6.1.

Sub-issue 6.5.1 —Nature of the asset
If any post-acquigtion drilling, trenching, and sampling exploration costs are capitalised or
deferred as an asset, please describe your view asto the nature of the asset?

The asset to which these costsrdate is a tangible non-current asset, mineral rights.

Basic | ssue 6.6 — Post-acquisition evaluation or appraisal costs

How should pog-acquisition evaluation or appraisal costs be accounted for? These are coss
incurred to determine whether reserves are emmercially recoverable. [Please ignore, for now,
the question of an impairment test for any such capitalised costs|
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a Expense dl in the period in which they are incurred, no reinstatement.

b.  Expense dl but reinstate those costs that relate to commerciadly recoverable reserves that are
subsequently discovered.

Cc. Capitaliseall asan asset.

d. Defer dl as an asst pending determination of whether commercidly recoverable reserves are
discovered.

e.  Chargethe cogt directly to equity with reinstatement.

f. Other (please explan).

Capitalise all as assets subject to an impairment test. Please refer to our comments at basic issue 6.1.

Sub-issue 6.6.1 —Nature of the asset
If any pogt-acquisition evaluation or appraisal costs are capitalised or deferred as an asset,
please describe your view asto the nature of the asset?

The asset to which these costs relate is a tangible non-current asset, mineral rights.

BasicIssue 6.7 —Timelimit on deferrals

If certain preproduction costs are deferred pending determination of whether commercially
recoverable reserves were found, do you favour a time limit for any of these deferred cost
categories, and if so what would that limit be? If your answer would be different for different
categories of costs, please explain.

a Different exact time limits, depending on the reason for the uncertainty.

b.  Time limit would be imposed only if no activity is currently under way relating to the prospect.

C. No time limit.

We do not support the deferral of costs that do not meet the definition of an asset. Therefore, it is not
appropriate to impose a time limit on the ‘deferral’ of any asset. The recognition criteria for assets in
the Framework should be utilised without modification. At the same time, an impairment test should
beimposed asiit is for other assts.

Basic | ssue 6.8 —Development costs

How should development costs be accounted for? [Please ignore, for now, the question of an

impairment test for capitalised costs)

a Capitalise all as an asset.

b. Capitdise dl development costs as an asset except those development costs that do not result in
an asset that can be used in the production process, which should be charged to expense (for
instance, the cost of a development dry hole).

c.  Other (pleese explain).

At the time that development is occurring, it has been determined that economically recoverable
reserves exist and the mine or well infrastructure is being put in place. It is clear that an asset exists
(within the meaning of the Framework) and costs associated with bringing the asset into produdion
should be capitalised.

Sub-issue 6.8.1 —Natur e of the asset
If any development costs are capitalised or deferred as an asset, please describe your
view asto the nature of the asset?

The asset to which these cogts relate is a tangible non-current asset, mineral rights.

Basic Issue 6.9 — Congtruction costs
How should congtruction costs be accounted for? [Please ignore, for now, the question of an
impairment test for capitalised costs]
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a If such costs relate to a single cost centre, capitalise the costs as part of the capitaised costs of
that cost centre (normaly depreciated on a unit-of-production basis if the life of the assets is
coincident with the life of the mineral reserves, or on a straight-line basis if the economic life is
less than the life of the reserves). If such costs relate to more than one cost centre, account for
such costs as other property, plant, and equipment under 1AS 16, Property, Plant and Equipment
and depreciate on atime bass.

b. If such costs relate to a single cost centre, G@pitalise the costs as part of the capitalised costs of
that cost centre (normdly depreciated on a unit-of-production basis). If such costs relate to more
than one mineral cost centre, dlocate such costs to the various cost centre served and capitaise
them as part of the capitalised costs of those cost centres, or depreciate the costs on a unit-of-
production basis using the reserves expected to be recovered in al cost centres in which the
asset will be used.

C.  Other (pleese explain).

Cogts should be capitalised into single cost centres or as property, plant or equipment as appropriate.
All such costs should be depreciated in a manner that reflects the consumption of the economic
benefits embodied in the asset. Different methods or units may be appropriae for different assets and
one method should not be prescribed by any extractive industries sandard.

For ingtance:
- underground mining equipment may be depreciated by on a units of production basis on a tonnes
mined basis
a furnace may be depreciated on a contained metal basis
awell might be depreciated on a barrdslifted basis
motor vehicles used by mine management staff may be depreciated on a Sraight-line basis

Assts that are integral to a single mining or extraction process but that have an economic life shorter
than the life of the reserves should also be depreciated using a method that reflects the consumption of
economic benefits embodied in the asset.  If the economic benefits are consumed by reference to the
units processed, then this may be the most appropriate basis of depreciation, albeit using a lesser
number of ‘units than the overall life of mine.

Difficulties can arise when capitalising costs associated with the congtruction of a mining operation.
Construction often continues after production has commenced. Enployees and equipment can be used
interchangeably between production and condruction activities and allocation of costs can be
difficult. It is recommended that any extractive industries standard clearly define when construction
cods must should be capitalised into the asset, when production has commenced and capitalisation
should cease, and how any apportionment should be conducted.

Sub-issue 6.9.1 —Nature of the asset
If any construction costs are capitalised or deferred a an asset, please describe your view asto
the nature of the asset?

Congtruction cogts capitalised as an asset are in the nature of property, plant and equipment. We do
not consder that congtruction costs in the extractive industries are conceptually any different to those
in other industries. The congruction of a mining or petroleum operation is no different to the
congruction of a factory, building or other facility. In some cases, the life of the congtructed asst is
limited by the life of the mine or well, but that affects amortisation rather than the nature of the asset.

Extractive industry assets may be subclassfied as mining or petroleum properties, or a smilar
decription, and may be disclosed separately on the face of the statement of financial position if
consdered relevant by the reporting enterprise.

Basic | ssue 6.10 — Exploration and development costs after production
Sometimes, exploration and development costs are incurred after production has begun.
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If that isthe case, how would you treat the cost?

a Treat as any other exploration or development codt.
b.  Treat asaproduction cost.

C.  Other (please describe).

Treat as any other exploration and development cost.

Basic I ssue 6.11 — Capitalisation of borrowing costs

Regardless of your viewon capitalising costs of carrying undeveloped properties (Basic

Issue 6.1), in general how should borrowing costs for expendituresin upstream activities

be accounted for?

a.  Allow both the benchmark (expense) and allowed alter native (capitalise) treatments under
IAS23.

b.  Allow both IAS 23 treatments, but prohibit any capitdisation before property rights have been
acquired, that is, borrowing costs during the period of prospecting activity should not be
capitalised even though prospecting costs are deferred a capitalised.

C.  Prohibit capitalisationin al cases.

We bdieve that the requirements of IAS 23 should be applied to the extractive industries without
amendment. If an amount meets the definition of an asset and that asset is a qualifying asset within
the meaning of IAS 23, then both allowed treatments should be permitted.

Sub-issue 6.11.1 — Start of capitalisation

If borrowing costs relating to the capitalised costs of acquisition, exploration, and
development of mineral properties are capitalised, when should capitalisation begin?
a When the property is acquired.

b.  When exploration begins.

C. When devdlopment begins.

d.  Other (please explain).

Capitalisation of borrowing cost could begin when cods of exploration, deveopment, and
congtruction are capitalised and funded by borrowings — subject to an impairment test for the asset.

In any case, as noted at basic issue 6.11 above, the above analysis may not be appropriate in all cases
and there may be stuations where the definition of a “ qualifying asset” is met n other phases of the
extractive indudries process.  Any extractive industries standard should contain commentary
clarifying, but not modifying, the requirements of |1AS 23.

Basic Issue 6.12— Overhead costs

Can overhead attributable to activities whose costs ar e capitalised also be capitalised?
a Yes

b. No.

c.  Other (pleese explan).

Basic | ssue 6.13— Carrying costs of undeveloped properties

How should the costs of carrying undeveloped mineral properties (other than financing
costs and legal fees) be accounted for when incurred? [Pleaseignore, for now, the
question of an impairment test for capitalised costs]
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a.  Expensall whenincurred.
b.  Treat dl as part of property acquisition costs and account for them in the same manner.
C.  Treat unusud, nonrecurring carrying costs as part of property acquisition cost and account for
them in the same manner, but charge to expense dl routine carrying cogs.
d. Capltdlse certain codts by their nature (indicate which you would capitalise):
Delay rentds paid on leased minerd properties until specified work (drilling exploratory
wells on the property) is commenced.
—  Property taxes or rates taxes prior to production.
— Accounting and record keeping costs.
— Raestaxes or property taxes based on vaue.
— Legd cogsto defend title.
—  Other (please describe).

Expense all whenincurred. These do not increase the potential of the property to generate cash flows.

Basic I ssue 6.14— Choice of cost centre
If the successful efforts or area of interest concept were adopted, for what cost centre would you
accumulate costs? [Please ignore, for now, the question of an impair ment test for

capitalised costg|

e. theworld;

f. each country or group of countries in which the enterprise operates,
g.  eachcontractua or legd minera acquisition unit;

h. each area of interest (for example, thefield or themine) ;

i. geological units other than areas of interest; and

J- the enterprise’ s organisationa units.

k.  Other (please describe).

The choice of cost centre should be derived as the smallest group of assets that work together to
generate a return and that can be sold, disposed or discontinued as a unit without rendering other
units unusable or uneconomic. This will generally be equivalent to the “area of interest” being an
individual field or mine.

BasicIssue 7.1 —Method d calculating depreciation

Which method is appropriate for calculating depreciation of various categories of

capitalised cogtsincluded in a producing cost centre (see table below)? If your answer

would be different for the mining industry and for the petroleum industry, please

explain how and why it would be different.

a  Unit of production depreciation should be used for al categories of cods.

b.  Straight-line (time-based) depreciation should be used for al categories of costs.

C.  Unit-of-production depreciation should generdly be used except in certain circumstances
(please describe).

d.  Other (please explan).

We believe that depreciation and amortisation should be calculated in a manner condgstent with
IAS 16 “ Property, Plant and Equipment” .

All mining and petroleum assets should be depreciated in a manner that reflects the consumption of
the economic benefits embodied in the asset.  Different methods or units may be appropriate for
different assets and one method should not be prescribed by any extractive industries standard.
Because consumption of benefits in the extractive indudtries often means diminished future production,
we believe that, in general, unit-of-production depreciation should be used for assets that are related
to production of minerals.

For ingance:
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underground mining equipment may be depreciated by on a units of production basis on a tonnes
mined basis

a furnace may be depreciated on a contained metal basis

awell might be depreciated on a barrdslifted basis

motor vehicles used by mine management staff may be depreciated on a straight-line basis

The units of production bass may well be the appropriate method for the mgjority of the assets but
this choice should not be prescribed for all extractive industry assats.

Sub-issue 7.1.1 —Use of different methods

If, in answering Basic Issue 7.1, you concluded it is appropriate to use straight-line
depreciation on some assets in the minerals cost centre and unit-of-production
depreciation on other assetsin the cost centre, please explain why.

As noted above, where the dtraight-line method of depreciation reflects the pattern of consumption of
economic bendfits embodied in that asset, it should be the method used to depreciate that asset,
notwithstanding that other assets may be depreciated on a units of production bags.

Sub-issue 7.1.2 — Assets that serve, or are capable of serving, two or more cost centres

What method of depreciation should be used for assetsthat serve, or are capable of

serving, two or more cost centres?

a  Unit of production depreciation should be used for al categories of costs with the exception of
assets whose life is shorter than the mineral reserves, for which IAS 16 should apply.

b.  Straightline (time-based) depreciation should be used for al categories of costs.

C.  Unit-of-production depreciation should generdly be used except in certain circumstances
(please describe).

d.  Other (please explain).

The assts should be depreciated on a basis that reflects the expected pattern of consumption of economic
benefitsembodiedinthe asset.

Basic I ssue 7.2 —Base for computing unit-of-production depreciation

How should unit-of-production depreciation be computed?

a Based on physica units.

b.  The gross revenue approach (please explain which prices you would use).

C.  Thenet revenue gpproech (please explain which prices and costs you would use).

The units of production basis used should reflect the expected pattern of consumption of the economic
benefits embodied in the asset.  For the mgjority of assats, the consumption of economic benefits might
be related to the physical units processed. Any standard on the extractive industries should not dictate
which method is used, but provide guidance on the application of the general principles to particular
situations.

Basic | ssue 7.3 —Bas= depreciation on quantity of ore or mineral content

Is it permissble to compute depreciation based on the physical quantity of ore produced, or
should depreciation be based on the physical quantities of the mineral content?

a  Oreproduced.

b.  Minerd content.

Again, the most appropriate measure that reflects the consumption of the economic benefits embodied
in the asset should be used as the basis of units of production depreciation. Most mining activities use
assets that create, move or process tonnes of ore and S0 these assets should be depreciated on this
basis. Other agpects of the process may be aligned with the mineral or ‘finished product’ content (this
may be concentrate or unrefined precious metals in some cases) and depreciation of the assets used in
this process should be depreciated on this basis.
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Basic | ssue 7.4 — Category of reserves for unit-of-production depreciation

Assuming that the unit-of-production method is deemed appropriate for depreciation of
capitalised preproduction costs once production has begun, on which category of reserves would
you base depreciation of costs capitalised for each phase of activity in the table below? Assume
that costs have been appropriately adjusted to reflect the reserves used in the calculation. If your
answer would be different for the mining industry and the petroleum industry, please indicate
how and why. If none of the four columns represents your view, please explain.

Phase of Activity | Depreciate based | Depreciate based | Depreciate based | Depreciate based
In answering this| on proved | on proved | on proved and | on proved,
quedtion, assume developed developed and [ all or part of | probable, and
that costs relating | reserves undeveloped probable possible reserves
to the phase reserves reserves
identified  below
will be capitalised
Prospecting costs

Acquigtion costs

proved properties

Acquisition costs

unproved
properties

Exploration costs
Appraisd and
evauation codts

Deveopment
costs

Construction costs
Capitaised costs
recognised when a
provison is made
(see Chapter 8)

Copitdised

removd

and restoration
costs (IAS 37)

The depreciation basis used and cogts depreciated must be determined on a consstent basis across all
categories.  Therefore, if reserves are used as the basis for unitsof-production basis, only those
capitalised codts incurred, or expected to be incurred, in relation to those reserves would be
depreciated.

In general, our preference would be for all proved/proven reserves, and an appropriate proportion of
probable reserves, should be used as the basis for unitsof-production depreciation.

However, difficulties can arise in practice when a mining operation is “open at depth” and not
explored to an extent that allows the mineralisation to be classified as a proven or probable reserve.
In some cases, mine production is sourced from these areas without being classfied as reserves.
Furthermore, mine plans may be based on an assumption of a certain amount of “high confidence’
resources/mineralisation being mined or developed without being proven up and classfied as a
reserve. In these dtuations, it would appear appropriate to include a certain proportion of these
reserves in the calculation of depreciation. We recommend that any extractive industries standard
address this issue.
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Sub-issue 7.4.1 —Consderation of proved undeveloped reserves in computing

depreciation

If only proved developed reserves are used in computing depreciation in a cost centre, what

condgderation, if any, should be given to proved undeveloped reserves, including costs already

incurred on such reserves and future costs to develop the reserves? If your answer would be

different for petroleum industry and mining industry, please explain how and why.

a Depreciate al incurred costs, including those attributable to proved undeveloped reserves.

b.  Depreciate only those incurred costs attributable to the proved developed reserves. Do not
depreciate cogts attributable to proved undeveloped reserves.

Cc.  Other (pleese explan).

As noted above, the costs depreciation and bass for depreciation should be consstent. In this
Situation, costs associated with proved undeveloped reserves should be capitalised and depreciation
commenced once they are developed. The assets carried forward should be subject to an impairment
test.

Sub-issue 7.4.2 —Depreciation and future preproduction costs

If only proved (but not probable or possible) reserves are to be included in the reserve base for

calculating unit-of-production depreciation, what consideration, if any, should be given to future

costs to complete the development of proved undeveloped reserves (estimated future exploration,
appraisal, development, and construction costs)?

a  Add to depreciable incurred costs the estimated future costs for exploration and
development that will be necessary to develop the proved undeveloped reserves (but not
the costs necessary to develop probable reserves).

b. Add to depreciable incurred costs the estimated future costs for exploration, agppraisal, and
development that will be necessary to develop the proved undeveloped and probable reserves.

C. Do not add estimated future costs to the depreciable base.

Sub-issue 7.4.3 —Depreciation and futur e preproduction costs

If al proved and probable (but not possible) reserves are to be included in the reserve base for

calculating unit-of-production depreciation, what consideration, if any, should be given to future

costs to complete the development of undeveloped reserves (estimated future exploration,
appraisal, development, and construction costs)?

a  Add to depreciable incurred costs the estimated future costs for exploration and development
that will be necessary to develop the proved undeveloped reserves (but not the costs necessary
to develop probable reserves).

b. Add to depreciable incurred costs the estimated future costs for exploration, appraisal,
and deveopment that will be necessary to develop the proved undeveloped and probable
I €SEY VES.

C. Do not add estimated future costs to the depreciable base.

Sub-issue 7.4.4 — Depreciation and future preproduction costs

If all proved and probable and possible reserves are to be included in the reserve base

for calculating unit-of-production depreciation, what consideration, if any, should be

given to future costs to complete the development of undevel oped reser ves (estimated

future exploration, appraisal, development, and construction costs)?

a  Add to depreciable incurred costs the estimated future costs for exploration and development
that will be necessary to develop the proved undeveloped reserves (out not the costs necessary
to develop probable or possible reserves).

b. Add to depreciable incurred costs the estimated future costs for exploration, appraisal,
and development that will be necessary to develop the proved undeveloped and probable
and possibe reserves.

C. Do not add estimated future costs to the depreciable base.
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Basic | ssue 7.5 —Depreciation if joint products are produced: quantities or revenues
When joint products are produced, should depreciation be based on the production
quantity or revenue?

a Quantities.

b. Revenues

Cc.  Other (pleese explan).

We believe that it is appropriate to allocate costs on the basis of relative revenues.

Basic Issue 7.6 —Changein reserve estimates

Should the general requirement in IAS 8 that changesin estimates affecting
depreciation should bereflected prospectively (affecting the current and future periods)
and not retrospectively (affecting past periods aswell asthe current and future periods)
apply to a change in reserve estimates?

a  Yes

b.  No (plesse explain).

In addition to adjusting depreciation on a prospective bass, the assets should be subject to an
impairment test so that any material downward revisons to reserves will result in a writedown where
the carrying value of the operation is not justified based @ the lower reserve quantity. Conversdly,
upward revisons to reserve estimates may cause reversal of prior writedowns (see question 9.4).

Any extractive industries standard should reqguire the disclosure of the impact on profit and loss of a
changein reserve estimates.

Basic Issue 8.1 — Applicability of IAS 37

Should the general requirements of |AS 37 be applied in recognising and measuring

futureremoval and restoration provisions by enterprisesin the extractive industries?

a  Yes IAS 37 should be applied

b. No, IAS 37 should be modified in its gpplicability to enterprises in the extractive indudries
(please explain).

Basic Issue 8.2 —Provision arising when an asset isinstalled

Should an enterprise capitalise as part of the cost of the related asset the amount of a

provision established for subsequent removal and restor ation wher e the liability for

performing such work is caused by the installation of the facility (illustrated in the ail

rig example in Appendix C to IAS 37)?

a Yes, the amount of the provison is part of the cost of acquiring the asset, and is
depreciated, asillugrated in |AS 37.

b. No, the amount of the provision should be capitalised as a separate asset and amortised as
reserves are produced (IAS 37 should be amended).

C. No, the amount of the provison should be charged to expense when the asset is acquired (IAS
37 should be amended).

d. No, the amount of the provison should be capitaised as a separate asset and remain, with no
amortisation, to be charged to expense when the remova and restoration occur (IAS 37 should
be amended).

Basic |ssue 8.3 —Removal and restoration arising as a result of production
How should an enterprise recognise a provision for removal and restoration that results
from production activities subsequent to the installation?
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a Capitalise as part of the cost of the related asset the amount of a provision established for
removal and restoration where the liability for performing such work is caused by the
production of minerals after the asset has been installed and future periods will benefit
from the activities that gave rise to the need for removal and restoration. Expensein other
circumstances.

b.  Chargethe costs to expense immediately.

Cc.  Other (pleese explan).

Basic I ssue 8.4 — Discount rate

Should the discount rate usad in measuring a provision be the same astherate used in
assessing impair ment?

a  Yes(pleasediscuss).

b.  No (please discuss).

We bdieve that it is appropriate to use consstent discount rates when measuring impairment and a
provison. We recognise that 1AS 36 uses a discount rate that reflects asset-specific risks and 1AS 37
uses a rate that reflects liability-specific risks (the price that someone would charge to take the
liability off the company’ s hands). It is unclear whether these are the same rate.

Basic Issue 8.5 —Changesin provisions other than for changesin the discount rate
Should changesin the estimated amount of a provision for removal and restoration

after it isinitially recorded (other than those resulting from changesin the discount rate
—see next issue) berecognised in subsequent periods?

a Yes

b. No, the obligation is fixed when the provison isinitidly recognised.

Basic I ssue 8.6 —Changesin the discount rate

Should changesin the discount rate(s) in periods after a provision for removal and
restoration isinitially recorded be considered in calculating the provison needed in
subsequent periods?

a  Yes usethecurrent market assessment of the discount rate.

b. No, the discount rate is fixed when the provision isinitialy recognised.

Basic |ssue 8.7 — Treatment of the effect of a changein a provision

If a changeisrecognised in the amount of a provision after the provision isinitially
recognised, does the amount of the change adjust the carrying amount of any asset
arising from theoriginal recognition of the provison, or isit reported in net profit or
lossfor the period?

a  Adjus the carrying amount of the asset only where borrowing costs are capitalised.
b.  Adjud the carrying amount of the asset in al cases.

C. Report it in net profit or loss for the period.

We bdlieve the treatment of the resultant liability is dependent upon the nature of the change in the
liability. Where the change in the provision is due to a change in etimate of the nominal amount
expected to be ultimately settled, this should be capitalised into the asset. Where the change is due to
the expected time of settlement getting closer, this is really an interest expense and should be treated
asaborrowing cost.

Basic | ssue 8.8 —Depositsto fund dismantlement, removal and abandonment

If an enterpriseisrequired to contributeto a statutory fund for dismantlement, removal
and abandonment, should the deposits contributed to the fund be recognised as an
asset?
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a Yes. where the deposits can be rdlied upon to reduce the amount of the liability for
dismantlement, removal, and abandonment.
b.  No (plesse explan).

Basic | ssue 9.1 -Reserve category for impairment

Your responseto theissuesin Chapter 6 indicated which costs you would capitalise as
relating to reserves, including whether you would capitalise costs whose outcome is not
yet known (par agraphs 6.29-6.30). Consistent with that response, which category of
reserve quantities would you use for assessing impairment of those capitalised coststo
which reserves have been attributed?

Proved devel oped only.

Proved developed and undeveloped only.

Proved and probable only.

Proved, probable, and possible.

No specific reserve category. Instead, Management’ s best estimate of likely cash flows.
Other (please explain).

SO0 T R

If your answver would be different depending on whether successful efforts, areaof-interest, or
full cost is applied, please explain.

Basic | ssue 9.2 — Cash generating unit

IAS 36 providesthat in estimating value in use, cash flows should be identified with

individual assets, if possible. If thisisnot possible, cash flows should be determined for

the smallest cash-generating unit (CGU) possible. In general, how should the CGU be

identified for assessing impairment of preproduction costs?

a  Sameasthe cost centre.

b Geologicdly determined.

C. Based on how the activity is managed.

d.  Geopalitica boundaries.

e The extractive industries Standard should not provide industry-specific guidance regarding the
Cau.

f. Other (please describe).

Under our response to Basic Issue 6.14, the individual field or mine would be the cost centre.
Normally, that would be the smallest CGU aswell.

Basic Issue 9.3 — Discount rate

IAS 36 provides guidance for determining the discount rate to be used in measuring
impairment of mineral assets, including a provison that a pre-tax rate should be used.
I'sindustry-specific guidance needed in an accounting standard for the extractive
industries?

a  Yes(pleaseexplain).

b. No, the genera guidancein IAS 36 is appropriate.

To assis in consistency of approach between the extractive industries enterprises, it would be useful to
provide industry specific guidance in any accounting standard. This should provide detail of how
discount rates can be determined, address issues such as political risk and whether this should be
taken into account when determining the discount rate and so on.

Basic | ssue 9.4 —Reversal of impairment provisions

IAS 36 callsfor the reversal of impairment provisionsif thereisarecovery in the value
of an asset or cash-generating unit on which impairment has been recorded. Arethere
special considerations involving rever sals of impairment of mineral assets that should
beincluded in a Standard issued on accounting for the extractive industries?
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a  Yes(pleaseexplain).
b. No, the genera guidance in IAS 36 is gppropriate.

The value of extractive indudtries operations can vary widdy with the sling price of the product
produced and new or revised reserve esimates. An extractive industries standard should outline how
to treat various scenarios when determining whether an impairment loss should be reversed.  For
ingance, should a large increase in reserves due to exploration success lead to an impairment loss
reversal? What about an increase in the per-unit market price for reserves rather than an increase in
edimated quantity?

Basic Issue 9.5 — Impairment of deferred preproduction costs that are not attributed to a cash

generating unit
If any preproduction costs are deferred until success or failure is known, how should

impairment be assessed?

a  FdlowIAS36.

b.  Impose atime limit. It might be (a) an exact time limit such as one year or two years or (b) a
time limit tha is invoked only if no activity is currently under way relaiing to the cash
generating unit.

C. If there is a large homogeneous group of properties, depreciate the deferred preproduction costs
on some systematic basis as a surrogate for impairment.

d. A combination of the above depending on the nature of the asset (please explain).

e Exclude the cogts from an impairment test because impairment cannot be measured.

As explained in badc issue 6.1, we believe that these assets should only be capitalised to the extent
that they do not exceed their fair value (where fair value can be determined) or otherwise expensed.
Therefore, these assts should be effectively recognised on a lower of cost or fair value basis which is
consistent with the impairment test in 1AS 36.

Basic Issue 10.1 — Include extractive industries under |AS 18?

IAS 18, Revenue, does not apply to revenue arising from “the extraction of mineral ores’. If

revenue issues unique to upstream activities in the extractive industries are addressed in an

extractiveindustries Standard, should IAS 18 be amended to eliminate the scope exclusion?

a Yes IAS 18 should be amended to diminate the scope excluson. The extractive
industries Standard should address unique revenue recognition iSssues.

b. No (please explain which aspects of IAS 18 are not appropriate for the extractive
industries).

In general, the requirements of 1AS 18 should be applied to the extractive industries. However, there
is one area where the application of 1AS 18 without amendment is not considered appropriate.  This
relates to the recognition of revenues prior to the commencement of the production phase (refer to our
comments noted under basic issue 10.3 below).

Basic I ssue 10.2 — Recognition of revenue from mineralsthat can be sold in ready markets

If minerals produced by an extractive industries enterprise have quoted market prices in active

markets with a short time between production and sale and insignificant costs to be incurred

beyond the point of production, and the minerals are intended to be sold in that market, when

should revenue be recognised?

a. At the point in the production process a which the mingds are fird capable of being
sold.

b.  Atthepoint a which a sde contract is entered into.

C. When the general criteria for revenue recognition from the sale of goods in 1AS 18,
Revenue, have been met.

Sub-issue 10.2.1 — Recognition of revenue from minerals that can be sold in ready markets but
that will be used internally
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If minerals described in Basic Issue 10.2 (quoted market prices, active markets, insignificant

after-production costs) are intended to be further processed by the enterprise —that is, to be

transferred within the enterprise for use in downstream activities — when should revenue be

recognised?

a  Atthepoaintin the production process a which the minerds are first cgpable of being sold.

b. At thepoint a which asde contract is entered into.

C. When the general criteria for revenue recognition from the sale of goods in |AS 18,
Revenue, have been met.

Basic I ssue 10.3— Revenue received prior to the production phase

If some minerals are produced and sold prior to the beginning of the production phase —for
example, during testing in the development phase— how should the proceeds be accounted for ?

a  Asrevenue or other income.

b. Asareduction of capitalised codts.

In the majority of mining and petroleum operations, there is a commissioning phase during viich test
runs of ore or other product are used to optimise the operation's performance. There may be
substantial costs involved during this phase and they form part of the cost of establishing the
operation, not operating costs. There are future economic benefits derived from these codts, in the
form of future operational efficiencies, reduction in operating costs and other items and so they should
be correctly capitalised.

There may be some product produced from the commissoning phase of the operation and this is
generally sold. We believe that the proceeds from sale of this product should be treated as a reduction
of capitalised cogts, rather than revenue, for a number of reasons. If revenue is recognised, an
amount is left in capitalised costs that will not produce future benefits because the related minerals
were already produced and sold during the preproduction period. Also, the proceeds are in the nature
of a “by-product” from the commissoning of the plant. If such amounts were to be treated as
revenues, it would be appropriate to recognise an appropriate proportion of the costs involved as an
expense and to also depreciate accumulated costs to reflect the usage of the plant. It would be too
difficult, and not reflect the substance of the transaction, to allocate costs from the commissioning
phase as between capitalised cogts and operating cods.

Basic I ssue 10.4— Revenue from an undertake, with a makeup period

If minerals are produced and sold at a fixed or determinable price under a sale ontract that

requiresdelivery of a minimum quantity and sometimes a maximum quantity (such as a take-or-

pay contract), and the minimum quantity is not taken, but the contract does allow a fixed

amount of time for the buyer to make up any minimum quantity not taken, when should

revenue from the undertake be recognised?

a In the period in which the undertake occurred, without regard to the makeup period.

b. At expiry of the makeup period.

C. At the earlier of expiry of the makeup period and when it becomes obvious that there will
not be a complete makeup.

d.  Atthetime payment is received for the undertake.

Basic Issue 10.5— Overlifts and underlifts

If, in a given period, a participant in a joint venture takes and sells more than its share
of production (overlift) or lessthan its share of production (underlift), how should the
imbalance be accounted for?
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a Sades method.
b. Entitlements method.
Cc.  Other (pleese explan).

Sub-issue 10.5.1 — Sales method: adjustment of production costs?

If the sales method isused to account for an overlift (underlift) imbalance, should the
owner in an overlift situation record a liability and an increase to oper ating expenses
(or, in an underlift situation, a prepaid expense and a reduction of operating expenses)
for the share of expensesrelated to the imbalance paid (owed) by the owner?

a Yes

b. No.

Sub-issue 10.5.2 — How to price overlifts and underlifts

If thejoint operating agreement (contract) provides for makeups (overliftsand
underlifts) in quantities without specifying a particular price, what price should be used
to price overlifts and underlifts for accounting pur poses?

a Pease describe the price you would use.

A price equivalent to that for which the product could be sold — usually the spot price of the product
on the day.

Basic I ssue 10.6 — Royalties paid in cash

How should the producer account for cash royalties owed to the royalty owner? [Note:

It isgenerally recognised that measurement of the producer’s reserve quantities should

be consistent with the inclusion or exclusion of royalty amountsin the producer’sgross

revenue.

a Include royalty amount in producer’s gross revenue and deduct the amount paid to the
royalty owner asan expense

b. Exclude the royalty amount from the producer’s net revenue.

Sub-issue 10.6.1 — Royalties taken in kind
If the royalty owner takes production in kind, rather than a cash payment, how should
the producer account for theroyalty quantity of production?

a Include the value of the production taken by the royalty owner in producer’s gross
revenue and deduct that amount as an expense.

b. Exclude the royalty amount from the producer’s net revenue.

Basic I ssue 10.7 — Severance taxes

Should severance taxes paid in cash (rather than in kind) be included in the producer’s
revenue and expenses?

a  Yes indude.

b. No, exclude.

Basic I ssue 11.1 — Recognition of work-in-process inventories

At what point in the production process should an extractive industries enterprise
recognise wor k-in-process inventories?

a When fir st segregated.

b.  When brought to the surface.

C.  After crude fidd-type processing.
d
e

After fine processing and by-product separation.
Do not recognise work-in-process inventories.
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Basic I ssue 11.2— Recognition of finished goods inventories

At what point in the production process should an extractive industries enterprise recognise
finished goods?

a  When first segregated.

b.  When brought to the surface.

C.  After crude field-type processing.

d After fine processing and by-product separation.

e Do not recognise finished goods inventories.

At the point where the product is either in a saleable condition or is not to be processed further by the
reporting enterprise (such as when base metals concentrates are produced or gold doré is poured
ready for refinement). Generally, but not always, this would be after fine processing and by-product

separation.

Basic Issue 11.3— Cost or fair value basis for measuring inventories

If minerals produced by a extractive industries enterprise have quoted market prices in active
markets with a short time between production and sale and insignificant costs to be incurred
beyond the point of production, and the minerals are intended to be sold in that market, should
those inventories be measured on the basis of historical costs or on the bass of fair value (net
realisable value)?

a Historical cost basis (lower of cost and net realisable value).

b.  Fairvauebass (net redisable vaue).

Basic Issue 11.4— Itemsincluded in inventory cost

If the historical cost approach to measuring inventories is used as described in 1AS 2, which of
the following items should be included in costs for this purpose (you can choose more than one)?
Dir ect out-of-pocket costs (does not include depr eciation and over head) .

Depreciation of capitalised preproduction costs.

Depreciation of the producing facilities.

Overhead related directly to the production function.

Genera overhead codts dlocated from higher levels in the organisation.

Other (please explain).

SO0 TW

Basic I ssue 11.5— Joint products

How should production costs be allocated between thejoint products?

a  Onthebasisof physica measures (such as weight, volume, and energy content).
b.  Onthebass of relative values.

Cc.  Should not be dlocated.

d.  Other (please explain).

To allocate joint costs on other than the bass of reative values produces a nonsensical accounting
result and does not reflect the economic redlity of the operation.

Basic I ssue 12.1 — Recognition or nonrecognition of a gain and loss on inception of an

agreement

Should an International Accounting Standard establish general rules for recognition or
nonrecognition of a gain or loss at the inception of a cost sharing arrangement, that is, when the
parties have fulfilled their obligations under the agreement? Alternatively, instead of
establishing general rules, should an International Accounting Standard establish ecific rules
for recognition or nonrecognition of a gain or loss for specific types of risk and cost sharing
arrangements (for instance, farm outs, unitisations, and carried interests) from which principles
for other types of arrangements can be analogisaed?
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a IASC should develop general rules (as part of your response, please identify what those
general rules should be and their relation to existing I nter national Accounting Standards).

b. IASC should develop specific rules for farm outs, unitisations, carried interests, and perhaps a
few other types of arrangements rather than genera rules (as part of your response, please
identify what those specific rules should be and their relation to existing Internaiona
Accounting Standards).

In responding to Issues 12.2 through 12.7, please assume that specific rules for specific
kinds of arrangements will be developed.

Basic Issue 12.2 — Trandferor accounting for a farm-out and similar_arrangements

Should any profit or loss be recognised by the transferor on the transfer of a share of the
mineral interest in a property in exchange for exploration and development of that property by
the transferee, such asin a farm out as described in paragraphs 12.812.9?

a  Yes(pleaseexplain your reasons).

b.  No (please explain your reasons).

We bdieve the recognition of a profit or loss in this Stuation reflects the economic substance of the
transaction and is more consstent with the treatment of other sales transactions that are satisfied
other than by way of cash.

Sub-issue 12.2.1 — Transferor accounting for costs of interest given up

If the transferor recognises no profit or loss on the transaction, how should the costs related to

theinterest in the property given up be accounted for by the transferor?

a  Treated entirely asthe cast of the minerd interest retained.

b. Allocated between the mineral interest retained and the services or assets provided by the
transferee (accounting for the portion allocated to services or assets provided by the
transferee would depend on the approach to historical cost accounting used by the
enterprise in accounting for preproduction costs).

C.  Other (please describe).

Sub-issue 12.2.2 — Measurement of profit or loss by transferor

If thetransferor does recognise a profit or loss on the transaction, how should the prdfit

or loss be measured?

a Comparison of value of assets or services recelved with the cost of the mineral interest
transferred.

b. Compaison of value of assets or services received with the vaue of the minerd interest
transferred.

C.  Other (pleasedescribe).

Basic | ssue 12.3— Transfer ee accounting for farm-outs and similar conveyances

If an enterprise (transferee) receives a mineral interest in a property in return for exploring and
developing that property, such asin a farm out as described in paragraphs 12.8-12.9, should the
transfer ee recognise a profit or loss from carrying out the exploration and development?

a  Yes(please explain your reasons).

b. No (please explain your reasons).

The actual cost of the exploration and development carried out should be treated as part of the
acquidtion cost of the mineral interest. Whether the transaction is effected through the payment of a
cash amount or provison of noncash condderation should not affect the accounting of the
transaction.

Sub-issue 12.3.1 — Transfer ee accounting for costsincurred
If the transferee recognises no profit or loss on the transaction, how should the costsincurred in
the exploration and development be accounted for by the transfereg?
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a  Treaed entirdy as exploration and development costs (accounting for the exploration and
development costs by the transferee would depend on the approach used in accounting for
similar preproduction costs).

b. Allocaed between the minerd interes received and exploraion and development costs
(accounting for the exploration and development costs by the transferee would depend on the
approach used by the transferee in accounting for similar preproduction costs).

C.  Other (please describe).
Refer to our comments at basic issue 12.3 above.

Sub-issue 12.3.2 — Measurement of profit or loss by transferee

If the transferee does recognise a profit or loss on the transaction, how should the profit

or loss be measured?

a  Comparison of vaue of the minera interest received with the share of the exploration and
development cost related to the minera interest retained by the transferor.

b.  Other (please describe).

We do not believe that a prafit or loss should be recognised.

Basic Issue 12.4— Accounting for carried interests

Would you propose any different accounting for a carried interest, by either the
transferor (the carried party) or the transferee (the carrying party), than you
recommend for farm-outsin your responsesto Basic Issues 12.1, 12.2, and 12.3 and
related Sub-issues?

a  Yes(pleeseexplan).

b. No.

Basic Issue 12.5— Accounting for unitisations, no cash payment

If a unitisation does not involve a cash equalisation payment by one party to the other party(ies),
would you propose any different accounting for a unitisation than you recommend for farm-outs
in your responsesto Basic Issues 12.1, 12.2, and 12.3 and related Sub-issues?

a  Yes(pleeseexplan).

b. No.

Basic I ssue 12.6 — Accounting for unitisations with a cash payment for equalisation: recipient

If a unitisation involves a cash equalisation payment by ae party to the other party(ies), how

should the recipient account for the payment?

a The recipient treats the equalisation payment as a recovery of the carrying amount of the
specific_cogts for which equalisation is being made. If the amount received exceeds that
carrying amount, a gain isrecognised

b.  The recipient treats the equdisation payment as a recovery of the carying amount of the
recipient’s total investment. Only if the amount received exceeds that carrying amount is a gain
recognised.

Basic Issue 12.7 — Accounting for unitisations with a cash payment for equalisation: payer

If a unitisation involves a cash equalisation payment by one party to the other party(ies), how
should the payer account for the payment?

a Payer treatsthe payment aspart of itsinvestment in the property.

b.  Other (please describe).

Basic Issue 12.8— Joint ventures

Should joint ventures created and operated under joint operating agreements in the extractive
indudgtries be accounted for as provided in 1AS 31, or should special provision be made for joint
venturesin the extractive industries?
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a  They should be accounted for by proportionate consolidation, the benchmark trestment
permitted by 1AS 31.

b. They should be accounted for by the equity method, the dlowed dternative permitted by 1AS
3L

C. An enterprise should have a choice of usng proportionate consolidation or the equity
method, as currently permitted by IAS 31.

d. No. Specia rules of accounting for joint ventures in the extractive industries should be provided
in any Standard for the extractive industries (please explain).

We do not bdieve that joint ventures in the extractive industries should be treated in a different
manner to joint ventures arising in other industries.

Basic I ssue 12.9— Cash consderation in a unitisation

How should cash congderation paid and received in a unitisation or smilar arrangement be

accounted for?

a The recipient of cash reports a reduction of the asset account (with any excess to profit or
loss) and the payer reports additional investment in pr operty.

b.  Some other approach (please specify).

Basic | ssue 12.10 — Nonr ecoverable costs incurred by contractor in PSC

How should the contractor in a PSC account for exploration and development costs that are not

recover able from production?

a Account for the costs in the same way they would be accounted for if the contractor owned
the reserves

b.  Some other approach (please pecify).

Basic Issue 12.11 — Recoverable cogtsincurred by contractor in PSC

How should the contractor in a PSC account for exploration and development costs that are

recover able from production?

a Account for the cost in the same way they would be accounted for if they were not
recoverable.

b.  Account for recoverable amounts as if they are receivables.

C.  Some other gpproach (please specify).

Basic Issue 12.12 — I nfrastructur e costs requir ed to be installed by contractor

How should the contractor in a PSC account for infrastructure costs that are required by the

government to be installed?

a If costs are necessary in order to secure contract, treat the costs as minera acquisition costs.

b. Consider the costs to be acquistion, exploration or development costs, depending on the
point in operations that they areincurred

C.  Some other approach (please specify).

Basic Issue 12.13 — Cost recovery oil

How should the contractor in a PSC account for proceeds of sale, or value of oil taken, relating
to cost recovery ail?

a Asrevenue from production.

b.  Asreduction of cost for which recovery is being received.

C.  Some other gpproach (please specify).

Basic Issue 12.14 — Depreciation of capitalised costs
How should the contractor in a PSC depreciate capitalised costs?

Extractive Industries | ssues Paper — Responses to Summary of |ssues Page 29



a In the usual manner (mainly through unit-of-production).
b.  Onacontractud bass.
C.  Some other gpproach (please specify).

Basic Issue 12.15 — Assetsto which title has passed to gover nment

How should the contractor in a PSC account for the cost of assets to be used in production when
title to the assets has passed to the host gover nment?

a  Asanexpens

b. Asan asst, asif title was retained by contractor .

C.  Some other approach (please specify).

If the amount satisfies the definition of an asset in accordance with the Framework than the cost
should be capitalised as an asset. If the contractor is exposed to the majority of risks and returns of
ownership, then itis likely that they beneficially own the asset.

Basic Issue 12.16 — Inclusion of cost recovery oil in reserves for purposes of depreciation and

impair ment

Should the contractor include in reserves to be used for calculating depreciation and

impair ment those barrels of oil expected to be received as cost recovery oil?

a Include the barrds for those purposes, even if the recovered amount is treated as
reduction of asset accounts.

b. Include the barrels for those purposes only if the recovered amount isincluded in revenues.

C.  Some other gpproach (please specify).

Basic Issue 12.17 — Contractor’s expected reservesif titleis not held to reserves

Should the contractor include in reserve disclosures expected reserves if title to the reserves is

not held by the contractor but is held by the government?

a Include these reserves along with other reserves as though the contractor held title to
them.

b. Disclose such reserves, but show them separately from reserves to which contractor holdstitle.

Cc.  Donot disclose reservesto which title is retained by the government.

d.  Some other gpproach (please specify).

It would however be useful to users of the financial report to be aware of the different types of
ownership of reserves, perhaps by way of additional disclosure.

Basic Issue 12.18 — Income taxes of contractor paid by a government oil company

How should the contractor account for income taxes paid on its behalf by a government ail

company out of production, and the related production taken by the government?

a  Report the amount taken astaxesin the income statement asrevenue and asincome taxes
paid

b. Ignore both the income tax and the production involved

C.  Some other approach (please specify)

Basic I ssue 13.1— Purchased exploration

If an enterprise acquires an undeveloped mineral property that has been partly explored, should

the cost of the property include the portion of the purchase price deemed to apply to the sdler’s

exploration costs or other costs that the acquirer would charge to expense if it had incurred

those costs directly?

a  Yes those codts should remain as part of the cost of the purchased mineral property.

b. No, the portion of the purchase price relating to the sdller's progpecting and exploration costs
should be charged to expense at the time of the acquisition.

Basic | ssue 13.2 — Purchase of mineral property - allocation of purchase price
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If an enterprise acquires a mineral property that has been partially or fully developed, how

should the acquisition cost be allocated between (a) the mineral property, (b) tangible equipment

and other tangible assets, and (c) intangible development costs?

a  Record tangible assets at estimated fair value, with the excess of purchase price to mineral
property, noneto an intangible asset.

b. Record both tangible assets and intangible assets at estimated fair value, with the excess of
purchase price to minera property.

c. Record identifidble tangible and intangible assats a edtimated fair vdue, with the excess of
purchase price to goodwill

It is conceivable that goodwill could arise in te acquisition of a mineral property, although it may be
expected to be a relatively small proportion of the overall consideration. Mineral properties are an
identifiable asset that should be recorded as an asset at fair value on acquisition (like any other asset).
These types of acquisitions should be treated the same as acquisitions in other industries.

Basic I ssue 13.3— Allocation of cost of a portfolio of mineral properties

If an enterprise acquires a portfolio of mineral properties, how should the acquisition cost be

allocated to individual properties?

a First assgn the cost to each proved property based on its estimated fair vaue and then assign
the remainder to unproved properties.

b.  Allocate the cost to each proved and unproved property based on their estimated relative
fair values, and recognise no goodwill.

Cc. Allocate the cost to each proved and unproved property based on its estimated fair vaue, and
recognise the excess as goodwill.

d.  Other (please describe).

Basic I ssue 13.4— Purchase of an enterprise - allocation of purchase price

If an enterprise purchases another enterprise that has been engaged in exploration and

production activity, should any portion of the purchase price be allocated to goodwill?

a Yes Record the minerd property and tangible assets acquired at their estimated fair values
(and possibly to identifiable intangible assets as wdl), with the excess of purchase price
adlocated to goodwill.

b. No. Record the tangible assets acquired at their estimated fair values (and possbly
identifiable intangible assets as well), with the excess of purchase price allocated to the
mineral property and noneto goodwill.

Basic | ssuel3.5 — Sale of a noncommercial property that is part of a group (portfolio)

If one noncommercial mineral property is sdd for an amount different from the carrying
amount of that individual property, and that property is part of a group of properties that is
being accounted for as a portfolio, should a gain or loss be recognised on the sale?

a Yes(please explain).

b.  No (pleeseexplain).

The sale of this type of asset for an amount different to its historical cost should be recognised as a
profit or loss in the same manner as other assats.

Basic Issue 13.6 — Gain or loss recognition on sale of partial interests

If an enterprise sellsa part of itsinterest in a noncommercial mineral property that is not being
accounted for as part of a group [see Basic Issue 13.4], while retaining the remaining interet,
should a gain or loss be recognised? Please explain your reasoning.

a  Yes nomatter whether thesaleis of adivided interest or an undivided interest.

b.  Yes butonly if the sdeis of adivided interest.

C. No in ether case.

Basic Issue 13.7— Sale of partial interest in a property with commercially recover able reserves
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If an enterprise sdls a part of its interest in a commercial mineral property for an amount
different from the carrying amount of the interest sold, and that property is an individual cost
centre, should a gain or loss be recognised on the sale? Please explain your reasoning.

a  Yes nomatter whether the saleis of adivided interest or an undivided interest.

b.  Yes but only if the sdeis of adivided interest.

C. No in either case.

Sub-issue 13.7.1 — Allocation of carrying amount

If an enterprise sdlls a divided interest in a commercial mineral property, and gain or lossisto
be recognised, how should the carrying amount of the property be allocated between the interest
sold and the interest retained?

a Relative fair values of the properties.

b. Rddtive quantities of commercial reserves sold and commercia reserves retained.

Cc.  Other (pleese explan).

Basic Issuel3.8 — Sale of a property with commercially recoverable reserves that is part of a
depreciable cost centre

If one commercial mineral property is sold and that property is part of a larger depreciable cost
centre, should a gain or loss be recognised on the sale?

a Yes (please explain how the gain or loss on theindividual property would be calculated).

b. No. The proceeds should be treated as a recovery of cost of the group of properties.

Basic | ssue 13.9— Retirement or abandonment of an asset that ispart of a group

Should a gain or loss be recognised on the retirement or abandonment of an individual asset that
is part of a group of assets on which depreciation is being computed (for example, all of the
assetsin amine)?

a Yes (please explain how gain or loss on the individual property would be calculated) .

b. No.

C. Depends on the circumstances (please explain).

Basic I ssue 14.1 — Supplemental reserve disclosur es (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.

The disclosure of reserves should be mandatory, but reserve values optional.  Non-financial
disclosures such as quantities of reserves should be disclosed outside of the financial statements
themsaves.

Basic | ssue 14.2 — Disclosur e of reserve quantities by geogr aphical area

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

Enterprisewide

Home country plus other significant countries individualy.

Geographica groupings that reflect differencesin risk.

Geologicd groupings.

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

Other.

000 TR

Basic | ssue 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?
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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 possble. Note that Subissue 14.3.3 asks about disclosing these
separatey or combined.

Sub-issue 14.3.1 — Proved deveoped 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 resave quantities?

a  Distlose proved developed and proved undeveloped separately.

b. Disclose a combined measure of proved developed and undevel oped reserves.

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 separ atdly.

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

Sub-issue 14.3.3 — Proved, probable, and possible combined or separ ately

If proved, probable, and possble reserve quantities are to be disclosed, should separate
disclosure berequired 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.

Basic I ssue 14.4— Disclosure of mineral resources

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

a Measured, indicated, and inferred resources quantities.

b.  Only measured and indicated resources quantities.

C.  Only messured 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.

Basic | ssue 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 (pleese explan).

Basic | ssue 14.6 — Number of periodsfor reserve guantity 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 financid statements are presented.

d.  Other (please describe).

Basic I ssue 14.7 — Reconciliation of proved reserve quantities
If a schedule reconciling beginning and ending proved reserves is presented, are the following
lineitems appropriate?
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___Revisons of previous estimates.

___Production.

__ Discoveries and extensions.

___Additions asthe result of installing improved recovery methods.

__Purchases of commercial reservesin place (that is, purchases of mineral properties).
___Salesof commercial reservesin place (that is, sales of mineral properties).

___ Other changes.

a Yes

b.  No (plesse explan).

Each of the items listed above should be reported in the reconciliation.

Basic | ssue 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 (plesse explan).

Although sometimes production can be sourced from probable reserves without those reserves meeting
the definition of “ proved” reserves.

Basic | ssue 14.9 — Disclosur e 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 associat€'s reserves separately from the
reserves controlled directly by the investor.

C. The investor should not disclose its share of the associate' s reserves.

We more strongly favour the disclosure of the share of a joint venture entity’s reserves (subject to joint
control) than an associate (subject to significant influence).

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 vaues reported for the enterprise’ s reserves.

We do not have an opinion on this issue 0 long as the total reserves disclosed are reflected by
reference to the parent entity’ s share

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?
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a  Far value (the amount for which the reserves and related assets could be exchanged
between knowledgeable, willing partiesin an arm’slength transaction).

b. Net sdling price (fair vdue, less the costs of disposd).

C. Expected exit vaue in the due course of business (undiscounted estimated future cash flows
expected to arise from the producing the minerals and from disposing of the minera property a
the end of its useful life).

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

e. A “dandardised meesure’ goplying a single set of assumptions, including a standardised
discount rate, to al enterprises (which is not atrue “value’ measure).

f. Current replacement cost.

g.  Other (please explan).

Basic Issue 14.12 —Which categories of reservesfor value disclosures

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

a Proved developed only.

b.  Proved developed and undeveloped only.

C.  Proved and probable only.

d.  Proved, probable, and possible.

While we favour disclosure of quantities for possible reserves, a fair value to such reserves cannot be
determined reiably.

Basic Issue 14.13 — Assumptions about prices and costs in making reser ve value estimates

What assumptions should be made about price and cost factors in making reserve value

estimates for disclosure purposes?

Use cogt and price factors as of the date of estimation.

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

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

Use current costs and prices adjusted for forecasted genera price level changes to the date of

expected production.

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

f. Other (please explain).

oo oW

Cogt and price factors should only take into account known changes as at the balance date.

Basic Issue 14.14 —Discount rate for estimating reserve values for disclosure pur poses

What discount rate should be used in making reserve value estimates for disclosure purposes?
The rate on risk-freeinvestments.

Risk-adjusted rate.

Weighted average long-term borrowing rate of the enterprise.

The enterprise’s incrementd long-term borrowing rate.

The enterprise’ s weighted average cost of capital.

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

A standard rate prescribed for al enterprises in the extractive industries.

Other (please describe).

Q@00 T

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-
incometax rate or an after-incometax rate?
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a Pre-tax rate.
b. After-tax rate.

Basic Issue 14.15 — Standar dised measur e of future cash flows. requirement

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

a A standardised messure should not be required.

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

C. A dandardised measure should be required as a separaie schedule outside the financid
statements.

Financial analysts tend to be divided on the usefulness of such disclosures in the United Sates. We
tend to believe that a “ standardised measure of future net cash flows” would not provide meaningful
information to the users of the financial statements that exceeds the cost to produce the information.
However, we believe that IASB should decide this only after careful analysis of the usefulness of the
exising USdisclosures.

Sub-issue 14.15.1 —Standardised measur e of future cash flows: measur ement

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 a the date of the financid Statements,
adjusted for any contractua price changes.

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

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

d.  Other (please explain).

We have no opinion on this issue as we do not support the disclosure of a “ standardised measure of
future cash flows’

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.

Sub-issue 14.16.1 —Itemsincluded in analysis of changesin estimated reserve values

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

1. Revisions of quantity estimates made in the prior year.

2. Discoveries, extensions, and improved recovery of commercial reserves during the year.
3. Purchases of reservesin place.

4. Sales of reservesin place

5. Changesin price assumpt ions from beginning of year to end of year.

6. Changesin estimated future production and development costs.

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

8. Accretion of the discount.

9. Change in discount rate used.

10. Development costsincurred during the period.

11. Net changesin income taxes (if after-tax valueis computed).

12. Other changes (please describe).

a Yes

b.  No (plesse explan).
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Basic Issue 14.17 —Disclosur e of reserve values by geographical area

If an enterprise isrequired 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?

Enterprisewide

Home country plus other significant countries individudly.

Geographica groupings that reflect differencesin risk.

Geologicd groupings.

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

Other.

SO0 D

Basic | ssue 14.18 — Disclosur e 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 elabor ate).

b. No.

There should be sufficient information from which a basic forecasting modd of each operation could
be derived. This would necessitate cost and production information, recoveries, known changes in
future costs and associated factors.

Basic I ssue 14.19 — Disclosur e 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, cogts, discount rate, timing of production, and technological factors)?

a Yes(please elabor ate).

b.  No (plesse explan).

Basic assumptions as outlined under basic issue 14.18 above should be included.

Basic I ssue 15.1 — Disclosure of costs incurred and costs capitalised

Which of the following should be disclosed (please indicate all that you think should be

required)?

a Cogsincurred during the period to find and develop reserves.

b. Costsincurred during the period to produce reserves.

Cc. Codscapitalised as assets and costs deferred pending further information at the end of the
period arising from preproduction activities.

Basic Issue 15.2 — Value of properties held for exploration
Should the value of mineral properties held for exploration be disclosed?

a Yes
b. No.

Basic | ssue 15.3— Performance indicators
Which, if any, of the following should be disclosed (please indicate all that you think should be
required)?

Extractive Industries | ssues Paper — Responses to Summary of |ssues Page 37



SQ@ 00T

Finding cost per unit of reserves discovered.

Total production costs per unit.

Cash production costs per unit.

Cash royalty payments

Cash lifting codts.

Cash transportation costs.

Other performanceindicators (please describe).
Disclosure of performance indicators should not be required.

Production quantities should also be disclosed.

Basic I ssue 15.4— Financial disclosures

Which of the following financial disclosures should be required (please indicate all that you
think should be required)?

a
b.
C.

d.

—

K.

Segregate saes revenue and tariff income.

Average sdling price redised per unit for each minera in each area.

Estimated sdlling prices per unit for each minera in each area a the end of financia reporting
period.

Information about the sensitivity of reserve quantities, reserve values, and earnings to
price changes.

Trestment of overhead costs (explanation of capitalisation policy and amounts capitalised).

Capitd spending plans, including disclosure of expected development costs in one or more
future periods.

Profits on disposa of properties.

Details of hedging exposur es.

Operating costs by category (determined in accordance with the reguirements of |AS 1),
showing separately such items as.

(i)  raw materials and consumables;

(i)  depreciation and amortisation;

(iii)y  employment codts;

(iv) roydtiesand other mining taxes,

(v)  decreasefincrease in inventories,

(vi) other externd costs;

(vii) provisons,

(viii) exploration and evauation;

(ixX) research and development; and

(x)  net foreign exchange gaing/losses on monetary items.

Anayss of change in earnings from one period to the next, showing separatdly the change in
earnings caused by (i) changes in prices of minerds, (ii) changes in exchange rates, (iii) changes
in volume of minerals sales, and (iv) cash cost savings.

Other (please describe).

Basic I ssue 15.5— Nonfinancial disclosures

Which of the following nonfinancial disclosures should be required (please indicate all that you
think should be required)?
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a  Production quantities of each mineral in each area, such as rock mined, ore milled, and
metals per tonne of ore.

Sales quantities of each minerd in each area.

Contracts for sales of minerals yet to be produced.

Reserve replacement ratio.

Reserve-to-production ratio.

Extent of management discretion about the timing of exploration activity (if exploration costs
are charged to expense).

g.  Other (please describe).

oo

Non-financial measures should not be included in the financial statements or notes thereto, but
included in information attached to the financial report.

Basic | ssue 15.6 — Special disclosures for individual mines. mining enterprises

Which of the following should be disclosed by mining enterprises with respect to each significant
individual mine (please indicate all that you think should be required)?

Theenterprise sinterest.

Type of reserve: underground, open-cut stockpile, residues.

Average grade of ore mined during the period.

Amount of overburden and waste renoved during the period.

Quantities of resources (asdistinct from reserves).

Other (please describe).
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Basic I ssue 15.7 — Special disclosures. petroleum enterprises

Which of the following should be disclosed by petroleum enterprises (please indicate all that you
think should be required)?

g Gross number of producing wells.

h.  Net number of producing wells.

i. Gross and net exploratory wells (perhaps divided between dry holes and those finding reserves).

J- Gross and net development wells (perhaps divided between dry holes and those finding
reserves).

Number of exploratory wells in progress at period end.

Number of development wells in progress at period end.

Number of units of each mgjor product transferred to other segments of the enterprise.

Number of units of each mgjor product sold to outside customers.

Average transfer price of each mgor product transferred to other segments of the producing
enterprise.

p.  Other (please describe).
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Basic | ssue 15.8 — Balance sheet cost classification — capitalised preproduction costs

How should capitalised preproduction costs that meet the definition and recognition criteria for

assets be classified in the balance sheet?

g Asproperty, plant, and equipment.

r. As an intangible as=t.

S. Codts directly datributable to facilities and equipment classified as property, plant, and
equipment; al other cods classified as an intangible asset.

t. Other (please explain).

Although these types of assets are intangible in nature, it will often be relevant and réiable for an
enterprise to report these cods as “ preproduction costs’ or “exploration costs’ on the face of the
statement of financial performance.
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Basic I ssue 15.9— Balance sheet cost classification — deferred costs

If preproduction costs are deferred as assets pending determination of whether commercially

recover able reserves have been found, how should they be classified in the balance sheet?

a.  Asasparatdy desribed asst, not commingled with other asset categories.

b.  Asproperty, plant, and equipment.

c. Asanintangible ast.

d.  Codss directly atributable to fadlities and equipment dasdfied as property, plant, and
equipment; al other cods dassfied as an intangible ast.

e.  Other (please explan).

Basic Issue 15.10 — Environmental disclosures

Which environmental and social disclosures should be required (please indicate all that you
think should be required)? Note that these might be required by an International Accounting
Standard if not disclosed elsewherein the financial report (see |AS 1.102).

a Compliance with environmental and social legdation.

b. Levesof pollutant emissions.

C. Quditative socid indicators (please provide examples).

d Quantitative ecoefficiency metrics such as energy consumption, waste reduction, recycling,
marketing of by-products, and materials use.

Strategies for conservation. for development of environmentally superior products, and for
meeting future globa energy needs.

Investment in zero-emissions fuels and renewable forms of energy.

Quarntitetive data about employee hedth.

Environmenta protection policies.

Employment policies.

Socid policies.

Other (please describe).

@
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Basic Issue 15.11 — Segment information for upstream activities

Should an integrated enterprise in the extractive industries be required to report segment
information for its upstream activities separately from downstream activities?

a Yes

b. No.

Sub-issue 15.11.1 —Pricing of downstream transfers by integrated enterprises

IAS 14, Segment Reporting, requires that intersegment transfers be priced at market price.

Some petroleum and mining companies conduct both upstream and downstream activities. For

them, some segment revenue arises from inter segment transactions. I n those cases, how should

the value of the inter segment transfer be measured?

a  Current market prices for the minerals (sometimes known as posted field prices) less estimated
costs that would have been incurred had those minerals been sold to an outside customer.

b.  Current market prices for the minerals (sometimes known as posted field prices) without
deduction for estimated codts.

Cc.  Other (explain).
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