REQUEST FOR COMMENTS
Q1. The proposed standards would provide for recognition of the Federal government’s royalty share of proved oil and lease condensate, NGPLs, and gas reserves.  These reserves are subcomponents of the total oil and gas resources of the Federal government.  Please see page 20 for an illustration of Federal oil and gas resource components and subcomponents.

The Board’s proposal for quantifying the Federal government’s royalty share of proved reserves is to use a single best estimate of recovering reserves based on known geological, engineering, and economic data.  This approach is known in the oil and gas industry as the deterministic method.  This method would exclude reserves other than proved reserves.  In contrast, a probabilistic method of estimation uses the known geological, engineering, and economic data to generate a range of estimates and their associated probabilities of recovering reserves. It would include more than proved reserves.  See paragraphs A73 through A78 for additional information regarding the deterministic and probabilistic methods for measuring and reporting proved oil and lease condensate, NGPLs, and gas reserves. 

Determination of Quantity:

a. Which of the following two options would you prefer?

i. Capitalize estimated petroleum royalties from the proved reserves based on the deterministic method as proposed in the ED.
ii. Capitalize estimated petroleum royalties from proved reserves, probable reserves, and possible reserves based on the methodology proposed in the alternative view.  See the alternative view beginning at paragraph A119. 
b. Please explain the reasons for your preference. 
c. If you prefer a different basis for determining the quantity of reserves, please explain the alternative you propose and why you prefer it.
Q2. The Board proposes to value the Federal government’s royalty share of proved reserves based on average regional prices and effective average regional royalty rates experienced during the 12 months preceding the balance sheet date.  See paragraphs 16 through 19 and 37.  Also, see paragraphs A48 through A53 for a discussion of measurement attributes that were considered and paragraphs A79 through A113 for a discussion of the valuation approach proposed.  An alternative approach to valuing estimated petroleum royalties is fair value. Fair value is the price that would be received for an asset or paid to transfer a liability in a transaction between market participants at the measurement date.  One Board member believes that fair value is feasible and preferable.  See the alternative view beginning at paragraph A119.  The Board member believes that fair value could be derived from market transactions or discounted cash flows.  The view of the majority of the Board members is that fair value would not produce a more reliable valuation than the valuation method proposed in this ED due to the challenges in adopting a fair value method. 

Determination of Value:

a. Which method do you believe is most appropriate for valuing estimated petroleum royalties?  

i. Value the royalty share of proved reserves based on average regional prices and effective average regional royalty rates experienced during the 12 months preceding the balance sheet date. 

ii. Value estimated petroleum royalties using the alternative view fair value method.

b. Please explain the reasons for your preference.

c. If you prefer a different method for valuing estimated petroleum royalties, please describe the method you propose and why you prefer it.
Q3. Some Board members believe that the amount of information proposed to be disclosed in the notes and provided as RSI is excessive.   See the disclosure and RSI requirements presented in paragraphs 30 through 34 and Appendix D for a complete review of all proposed disclosures and RSI.   

a. Do you believe that each item of information, whether disclosed in the notes or provided as RSI, is necessary to meet reporting objectives and is cost-beneficial to provide? Particularly, consider Table 1 on pages 68 and 69 and Table 2 on pages 70 and 71.  It would be helpful if specific information that respondents believe could be deleted or added were identified.

b. How would each item of information be used for decision-making or assessing the financial position of the Federal government? 

c. Please explain the reasons for your position and any alternative you propose.

Q4. The proposed standards would require that an estimated value for royalty relief be reported as RSI. The Minerals Management Service (MMS) has a variety of royalty relief programs.  Royalty relief is the reduction, modification, or elimination of any royalty to promote development, increase production, or encourage production of marginal resources on certain leases or categories of leases.  See paragraphs A90 through A94 for additional information regarding MMS royalty relief programs. 

a. Do you believe that a monetary value for royalty relief should be reported as RSI? Please explain the reasons for your position.

b. Do you believe the quantity of production for which relief was granted during the reporting period should be reported as RSI? Please explain the reasons for your position.

Q5. Statement of Federal Financial Accounting Standards (SFFAS) 7, Accounting for Revenue and Other Financing Sources (as amended), requires that agencies report on assets held in a fiduciary capacity.
 The Board recently issued SFFAS 31, Accounting for Fiduciary Activities. SFFAS 31 will supersede SFFAS 7 with respect to fiduciary activities but continues the requirement to report on assets held in a fiduciary capacity. The Department of Interior (DOI) manages oil and gas resources on behalf of individual Indians and Indian tribes. This proposed standard – because it classifies oil and gas resources as assets – would result in additional information being disclosed for oil and gas assets managed in a fiduciary capacity. Note, however, that fiduciary reporting does not extend to inclusion of the additional disclosures or RSI that are proposed in this document for Federal oil and gas resources.  Thus, with respect to fiduciary activities, only disclosure of the assets, liabilities, and related inflows and outflows would result from this proposal.

Some Board members have expressed concern that the costs may exceed the benefits 

of disclosing fiduciary assets and liabilities measured in conformance with this proposed standard. Since this proposal may significantly increase the fiduciary assets disclosed, we are requesting input on the cost-benefit of the requirement with respect to fiduciary activities.  See paragraph 34.

a. Do you believe it is cost-beneficial to require disclosure of the value of estimated fiduciary petroleum royalty assets, liabilities, and related inflows and outflows?  Please explain the basis for your beliefs.
Q6. The proposed standards would require the component entity to provide extensive disclosures and RSI.  However, the Consolidated Financial Report (CFR) of the United States government would be required to include limited disclosures and no supplementary information.  See paragraphs 31 through 33.  These divergent reporting requirements are consistent with SFFAC 4, Intended Audience and Qualitative Characteristics for the Consolidated Financial Report of the United States Government.  SFFAC 4 provides that the CFR should be highly aggregated and offer references to other reports.   

a. Do you believe that the CFR disclosure requirements should be limited as proposed? Please explain the basis for your beliefs.
Q7. This proposal includes accommodations intended to reduce the cost or burden of implementation. These accommodations are identified below along with the alternatives considered and rejected by a majority of the members. Please comment on any accommodation that you believe is not appropriate or that you believe does not sufficiently reduce the cost or burden of the proposal. 

a. Asset recognition is limited to proved reserves. However, the Board believes that other than proved reserves (e.g., unproved reserves and undiscovered resources) also are assets.  See paragraphs A43 through A47 and A73 through A78.

b. The valuation technique provided relies on readily available information. However, fair value, which would require additional information, may be a more appropriate valuation technique. See paragraphs A48 through A545.

c. This proposal requires use of existing sales volume and sales value information to determine an average price for end of period valuation. Use of market prices as of the end of the reporting period was considered. In addition to the relative cost of obtaining market values, the Board does not believe the valuation would be improved. See paragraph A82.

d. Information to calculate effective royalty rates is readily available and the proposal provides for their use in valuing estimated petroleum royalties. An alternative considered was the use of statutory provisions for certain types of leases. See paragraph A101.

e. Regional data is readily available and the proposal provides for its use in valuing estimated petroleum royalties. An alternative considered was the use of field by field data.  See paragraphs A56 and A101.
� SFFAS 7, paragraphs 83 to 87.





