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Dear Mr Heming

EDG6 Exploration for and evaluation of mineral r esour ces

We refer to the above exposure draft and the invitation for responses to the proposals.

We understand the gpparent intertion of the draft is to improve accounting practices for
exploration expenditures without making mgor changes prior to amore generd review of the
accounting for mineral extraction activities.

The dréft gppliesto dl extractive indudtries, even though, in our view, thereisaclear
differentiation, in both activities and current reporting, between oil and gas extraction and other
extraction activities. Whilst some may fed the need for a common approach, the two sectors are
viewed entirely differently by stakeholders and andysts dike.

There is currently a degree of conformity within the oil and gas sector relding to the trestment of
exploration expenditure and, pending a more dealed review of extractive industry accounting in
genad, it is quegtionable whether the proposed piece-med change to exploraion accounting can
save ay usful purpose save to produce additiond confuson and uncertanty in accounting
practices.

We have the following more specific concerns with the exposure draft:

Exploration expenditure by its naure represents the fird dage in the process of determining
whether commercid reserves are in place. Exploration involves a number of risks and the success
or othewise of any one paticular dement of expenditure will largely depend on future activities
or events. In the early dages of exploration the income generation from such activity will be
entirdly dependant on future actions and reasonable quantification of future cash flow is dl but
impossble. We theefore bdieve that an annud review of exploraion cods agang cash

generding unitsis ingppropriate. The
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current practice of splitting expenditure between that which is evauated and that which is not is
the more appropriate. Evauated expenditure can then be tested for imparment in accordance
with the criteria set out in IAS 36. Unevaduated expenditure can be reviewed to ensure tha
future activities are expected to generate sufficient cash flow to support the carried expenditure.
It should ds0 be necessxry to demondrae that the evauation of such expenditure is continuing.
This gpproach provides an on going review of exploration cogts and dlows a naturd movement
of expenditure from unevauated to evauated as uncertainties are diminated.

Exploration expenditure can be incurred in a number of ways, ether directly by the company
itsdf; as pat of a joint venture consortium, or contracted out to a third party. The third party’s
adminigration and overheed would be induded in the badc price pad under the third option
whereas such codts could be separady identified under the firgt two options. The exposure draft
would appear to suggest that adminidration and overhead costs should not be capitdised under
the firg two options whereas they would be capitdised by default under the third option. The
totd cost in dl cases may wel be the same and the assst created would be identical. We bdieve
this anomdy would be avoided if adminigration and overhead codts that directly rdae to
exploration activities continue to be capitalised as part of those activities.

In concdluson we can see no grounds for the changes that can be expected to result from the
exposure draft. The imparment rules are not well thought out, will add condderdbly to the
uncertainty concerning the cdculaion of imparment and will be of litle or no bendfit to usars
of company accounts.

The IASB has dready accepted that the extractive industry can continue to follow exising locd
GAAP pending a full and more detalled review of extractive industry accounting in generd. We
believe this is the best interim gpproach, paticulaly as there is dready a drong degree of
uniformity across the oil and gas sector under existing locd GAAP.

We therefore srongly recommend that you withdraw the exposure draft or & least make
sgnificant changes to avoid both the uncertanties it crestes and the changes that are
unnecessary in the light of the more extensive longer-term review.

/ Franklin .
r and on bekalf of Paladin Resources plc



