Comments on IASB Joint Venture Exposure Draft:
· The exposure draft states that the core principle is that the parties to a joint arrangement recognize their contractual rights and obligations arising from the arrangement.

· Of the three types of joint arrangement considered by the exposure draft, oil and gas joint operations correspond most closely to the definition of a joint operation or a joint asset, whereby each of the parties to the joint arrangement uses its own assets, incurs its own liabilities related to the joint arrangement, and pays these liabilities from its own funds. The parties also arrange their own financing for their share of the costs arising from their involvement in the joint arrangement.

· In keeping with the core principle set out above, parties to oil and gas joint ventures would be best able to recognize their contractual rights and obligations by recording in their financial statements their proportionate share of the arrangement’s assets, liabilities, revenues and expenses, because this presentation most closely corresponds to the legal and contractual form of the majority of oil and gas joint ventures. Such arrangements take the form of a contract between the parties specifying the percentages of revenues and capital and operating expenses which each shall bear. 
· It is relatively rare that and oil and gas joint ventures are conducted through separate legal entities, although some large projects are organized in this manner, such as the original Syncrude project, the Hibernia project (which is managed by Hibernia Management and Development Company, formed in the early 1990’s by the parties involved in developing the Hibernia oilfield) and certain others. In these cases, the joint venture entity maintains it own separate accounting records and bank accounts, which facilitates equity accounting. Almost all conventional oil and gas joint arrangements have no separate accounting records; rather, the records for the arrangement are maintained by one party (the operator) who in turn bills the partners for their share of revenues, expenses and capital expenditures.
· It would be virtually impossible for oil and gas companies to meet the disclosure requirements under equity accounting to present summarized balance sheet and income statement information, because conventional oil and gas joint ventures are not structured as separate legal entities and do not prepare their own financial statements. It is not clear how summarized financial statements could be prepared for such arrangements as no counterpart to shareholders’ equity is maintained in the contracting parties’ accounting records.

· Proportionate consolidation provides better information for these types of arrangements as it presents the result of operations and assets and liabilities of the joint ventures as an integral part of the reporting entity’s financial statements, which corresponds both to the legal and contractual nature of such arrangements as well as the operational reality of the arrangement. Attempting to extract this information from the accounting records of each party to the venture would result in information which is less informative, since it is at a more summarized level, and does not describe the reality of the business situation. For example, removing a contracting party’s share of a joint arrangement’s liabilities from its balance sheet results in an incomplete presentation of the liabilities of that party. Presenting the results of operations of oil and gas ventures as one single line on an income statement communicates far less information than presenting the proportionate share of revenues and expenses. Financial information summarized at such a high level is of little use to a reader.
Oil and gas firms use their financial statements, which itemize their proportionate share of the assets, liabilities, revenues and expenses of their oil and gas joint ventures to secure financing, among other purposes. A single-line summary under equity accounting provides capital markets with far less information regarding the joint venture activities of such firms than a proportionate consolidation, where all components of the joint venture financial statements are set out on a line-by-line basis in the financial statements of the venturer. 

· Finally, for many companies which conduct the majority of their business through joint arrangements, the use of equity accounting would result in highly summarized financial statements which would convey very little useful information to investors, and could be construed as misleading. It is also not clear how the financial statements would articulate with each other. For example, if a company’s share of JV capital assets is removed from its balance sheet, will its cash flow statement include 100% of its capital expenditures? If this is not the case, how will the reporting entity balance its cash flow to its ending cash balance?
