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After com pleting his M Sc, he concentrated on econom ic evaluations and m arket studies for m ining
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projects.
During the past decade, Trevor has specialised in the Market Valuation of m ineral properties as a
Certified Minerals Appraiser, and on a num ber of occasions has provided expert witness testim ony.
He has com pleted a program of Rural Real Estate valuation courses through a m ajor US valuation
society, and in 2001 received a Colorado State License as a Certified General Appraiser (Real Estate
valuer).
Trevor is the 2000-2002 President of the Am erican Institute of Minerals Appraisers, for which he has
held other officer posts and drafted its Code of Ethics. He has organised and chaired valuation
sessions as part of the Annual m eeting of the Society of Mining, Metallurgy & Exploration (in 2000 and
2001). He is working with international bodies on the possible developm ent of international valuation
standards for the extractive industries. In 2001, he was the US representative and leader of the
International Valuation Standards Com m ittee’s Task Force which developed the IVSC subm ission to
the International Accounting Standards Board regarding the proposed Extractive Industries
International Accounting Standard (Issues Paper, Novem ber 2000).
Trevor has presented and published num erous professional papers on valuation and other m ining
related topics. He is a frequent speaker at universities, professional society m eetings, and national
and international conferences. In July 2000, Trevor received an Excellence Award from the three
m ajor US general valuation societies, for third best professional paper at “Valuation 2000,” an
international convention in Las Vegas attended by alm ost 3,000 general valuation professionals.

ABSTRACT
This paper m ainly addresses m ineral asset Valuation from a US perspective. The structure and
operation of the prim ary US Valuation (‘Appraisal’ in USA) Standards and regulations are described
from the practitioner perspective of the m ineral asset valuer (‘Appraiser’ in USA) working with them .
Attention is also directed to areas of difference between the US Standards and their jurisdictional
setting and the VALMIN Code and the Australian regulatory setting, both positive and negative.

This paper outlines why the author believes it is now the right tim e to review and enhance The
Australasian Institute of Mining and Metallurgy’s (AusIMM’s) VALM IN Code (1998) for its use globally.
For this to occur, he contends that the Code would need to undergo dram atic restructuring to abide by
the Generally Accepted Valuation Principles expressed in the International Valuation Standards (IVS)
of the International Valuation Standards Com m ittee (IVSC) and the US Uniform Standards of
Professional Appraisal Practice (USPAP), especially since the US is the world’s biggest m arket
econom y. To achieve this aim , the author recom m ends that an international team of m ineral valuation
experts be assem bled by the IVSC, using the existing cooperative fram ework, to work on developing a
com prehensive addition to the IVS for the Minerals (including petroleum ) Industry, that recognises the
special characteristics of m ineral assets.
USPAP was introduced in 1987 as the US national set of Standards for Valuation of all types of
properties and businesses, and is updated annually. Mineral property valuations for use by banks and
the Federal Governm ent m ust com ply with USPAP, despite it containing no instructions specific to the
m inerals industry. Valuations of m ineral properties for use by com panies in litigation m ust now
generally com ply with USPAP to be considered credible evidence. USPAP’s m ain principles closely
m atch those expressed in IVS. It has separate Standards for the Valuation of Real Property (such as
a m ineral property), Business and Intangibles (such as a m ining com pany and its financing), and
Personal Property (such as m ining equipm ent). Its Real Property valuation Standards require that for
a Complete Appraisal all three valuation Approaches (Sales Com parison, Incom e and Cost) be used
wherever reasonably possible, then be reconciled. Market Value m ust be based on the Highest and
Best Use of the property. A set of rules provides a fram ework for the process of the Valuation
developm ent, while a second set of rules provides the fram ework for the content of the Valuation
Report.
W hen the Federal Governm ent is acquiring or exchanging land, the Uniform Appraisal Standards for
Federal Land Acquisitions (UASFLA) provides additional Real Property valuation guidelines to those of
USPAP. Significant coverage of m ineral properties is included. Lessons from Court rulings are the
basis of m uch of the docum ent, and they are used to instruct the valuer on preparation of the report for
Court and how to present expert opinions. Prim ary reliance on the Sales Com parison Approach is
em phasised for use in Court. Nevertheless, Minerals Industry valuation practitioners often view the
application of UASFLA guidelines as being unfair to the holders of m inerals assets and interests in
them . Federal agencies that m anage public land containing significant m ineral and petroleum property
specify the qualifications of the responsible Real Estate Appraiser (valuer).
The Securities and Exchange Com m ission (SEC) has valuation restrictions em bedded in its m ining
industry reporting rules, Industry Guide 7. It generally lim its the reporting of m ineral deposit value to
the value of R eserves only. Much of the docum ent is now out-of-step, in the author’s view, with
internationally accepted Reserve-Resource reporting Standards and valuation best practice.
It is difficult to discuss valuation m ethodology without discussing regulation of qualifications. States in
the US continue to increase the barriers to professionals attem pting to work across state boundaries.
This is in the guise of regulating professionals for the welfare of the public. All US States regulate
engineers and Real Property valuers, and m ost regulate Geologists by State testing and licensing.
Many US States have exem ptions in their statutes for m inerals or m ining work. However, strict legal
interpretation can m ake those exem ptions m uch narrower than they first appear. A significant
percentage of m inerals industry professionals frequently ignore som e of these restrictive rules,
whether due to ignorance or perceived necessity. From the author’s observations, strict interpretation
of regulations often leaves the contract bidding to those who are m erely qualified by licensing (and
often of questionable com petence), rather than to those with appropriate qualifications and
dem onstrable experience in m ineral asset valuation.
Conflicting state and international pressures are now at play in the U S. Licensing of professionals in
general at the State level is fundam entally incom patible with the internationalisation of standards of
professional practice and international agreem ents on trade in professional services. States rights
advocates and professionals who benefit from state level guild-like protection, continue to prom ote the
restrictive practice of State licensing. Any rationalisation of the patchwork of standards and
regulations confronting the US m inerals valuation practitioner will only occur as part of larger, national
change, hopefully aim ed at com pliance with International standards and protocols.
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INTRODUCTION
The US does not have a valuation Standard
specifically designed for m ineral properties or
m ineral businesses.1 The Am erican Institute of
Minerals Appraisers (AIMA) set aside a 1999
initiative to m odify The Australasian 2 Institute of
Mining and Metallurgy’s (AusIMM’s) VALMIN
Code (VALMIN Code, 1998) to its needs, whilst
the author researched the content, application
and interface of it with US and international
valuation standards. This research stim ulated
the author to write this and m any other papers to
docum ent his findings and valuation philosophy,
(Ellis, 2000a-e, 2001a; Ellis and Abbott, 2000).
Through his interest in international valuation
standards and qualifications, the author
developed a relationship with the International
Valuation Standards Com m ittee (IVSC). This
relationship resulted in him leading the IVSC’s
E x tractive In d u s trie s T a s k F o rc e w hich
developed a subm ission to the International
Accounting Standards Board (IASB) in 2001
addressing valuation issues involved in the
proposed developm ent of an International
Accounting Standard for the Extractive Industries
of m ining and petroleum industries (IVSC, 2001;
IASC, 2000).
An im portant conclusion of the author’s research
was that although the VALMIN Code is a very
good place to start if considering developm ent of
an internationally acceptable Minerals Industry
V a lu a tio n S ta n d a rd , s o m e s ig n if ic a n t
restructuring is necessary if it is to be ready for
the international arena and particularly the US
(Ellis, 2000a, 2000c-d, 2000f, 2001a). This is
because of the need for m ineral assets valuation
to function sm oothly within the larger universe of
general Property and Business valuation.
Mineral asset valuation is a tiny niche within the
universe of Real Property and Business
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In the US, the term appraisal is used for a valuation
assignment and a formal Valuation report. A valuation
under US usage is typically a less stringent
undertaking than an appraisal, especially when Real
Property is involved. Similarly, a professional valuer or
valuator is called an appraiser in the US. For the
Australasian audience, valuation and valuer are
generally substituted for the US equivalent terms
throughout this paper.

valuation.3 One needs to learn how things are
done elsewhere in that universe and then to
m esh m ineral asset valuation m ethods and
reporting procedures into those that are
generally accepted within the international
general valuation com m unity.
The m ining
industry cannot expect the universe of Real
Property and Business valuation to change its
ways to accom m odate ours.
The VALMIN Code was developed within the
Australian m ining title holding concept of Crown
ownership of the m inerals estate. This concept
generally prevails throughout m uch of the area of
other British Com m onwealth countries (eg,
South Africa and Canada). The absence of the
need to provide for a significant extent private
ownership of the m inerals estate, such as is
com m on in the US, caused the Code to focus
m uch m ore on valuation of m ineral holdings from
a m ining Business perspective. Thus, the Code
does not segregate the Property types for
valuation, as is done in the US.
For the VALMIN Code to successfully m igrate to
the international stage, it will be necessary that it
be restructured to abide by the Generally
Accepted Valuation Principles adopted by the
IVSC. These principles form the basis of the
IVSC’s International Valuation Standards (IVS)
and the national US standards, the Uniform
Standards of Professional Appraisal Practice
(USPAP) of the Appraisal Standards Board
(IVSC, 2000, p. 16;
U SPAP, 2001).
In
conducting such restructuring, the author
recom m ends redesigning the VALMIN Code to
work with IVS. This would also inherently allow
it to work with USPAP for US use, despite
USPAP being m ore stringent than IVS. Most of
the valuation fram ework could be left to IVS, if so
desired, and incorporated by reference.
This paper m ainly provides an overview of the
structure and operation of the various US
valuation standards and regulations from the
perspective of the author as a practicing
m inerals asset valuer, and sets them within the
present international context. Mineral valuation
m ethods and rules specific to the Internal
Revenue Service (the collector of US Federal
taxes) and various State rating and taxation
authorities, are beyond the scope of this paper.
W hile attem pting to address a wide range of
3
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Australasia in an economic and political context,
effectively encompasses Australia, New Zealand,
Papua New Guinea and nearby islands of the South
Pacific Ocean.

The concept of Real Property encompasses the
interests, benefits and rights inherent in Real Estate
ownership and holdings, including interests in the
minerals. Real Estate is the physical land and
appurtenances attached to the land. (Appraisal
Institute, 1993).
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im portant item s, the author focuses attention on
those aspects of the US Standards and
regulations he feels those who are responsible
for enhancing the VALMIN Code should
consider.

NATIONAL VALUATION STANDARDS
AND STATE LICENSING
DEVELOPM ENT HISTORY
In the late 1970s, the US Savings and Loan
residential and com m ercial building loan
industry, and som e banks, began to collapse
under the weight of real estate loans in default.
Prim arily it was high interest rate loans m ade
during the prevailing period of high inflation rates
that had becom e delinquent. The crisis reached
its peak in the m id-1980s after inflation was
wrung out of the US econom y. The econom y
went into recession and residential and
com m ercial Real Estate values fell throughout
m uch of the US. The resulting workouts of the
failed and failing financial institutions required
m ore than US$100 billion in Federal bailout
funds. The Resolution Trust Corporation was
form ed by the Federal governm ent with a
prim ary function of liquidating enorm ous
quantities of foreclosed Real Estate.
Som e of the blam e for this stunning collapse of a
large portion of the US lending industry was
placed on over-valued Real Estate and Business
valuations. This led to the Federal governm ent
seeking m ore control of valuation and valuation
standards in place of self-regulation by
appraisers. Congress authorised The Appraisal
Foundation as “The Source of Appraisal
Standards and Appraiser Qualifications.”
In
1986-87, The Appraisal Foundation developed
its first edition of USPAP.
The Appraisal Foundation in 1989 form ed its
Appraisal Standards Board to continue the
developm ent and am endm ent of USPAP. Since
then, each year the Board has am ended the
docum ent.
The 2001 edition is 230 pages,
containing Standards for Appraisal of Real
Property, Personal Property, Business and
Intangible assets, and Standards for valuers
providing consulting services about Real
Property and Real Estate (USPAP 2001).
The m ajor national valuation institutes of the US
require their m em bers to abide by USPAP. As
yet, the A m erican Institute of Minerals
Appraisers (AIMA), which C ertifies m inerals
valuers, has not m ade USPAP a requirem ent for
its m em bers, although it does recom m end its
use.
All Federally Chartered Financial
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Institutions (eg, interstate banks) and Federal
agencies use USPAP as their m inim um
valuation standard.
In 1989, the Federal
Financial Institutions Reform, Recovery and
Enforcement Act (FIRREA) was signed into law
as a critical elem ent for the Federal bailout. This
required the 50 US States to set Real Estate
Appraisal (valuation) standards, and to set
standards for Licensing of Real Estate
Appraisers (valuers). By 1995, all 50 States had
com plied, and had adopted USPAP for their
valuation standards and had set generally
uniform licensure rules and procedures.
The new State Licensure statutes in all 50 States
effectively rem oved the self-regulation by
Certification for Real Estate valuers from their
national societies. In contrast, at the sam e tim e
the Australian States were abolishing m uch of
their State level professional licensing, in favor of
national Chartering and self-regulation of the
professions through national institutes.
M INERAL PROPERTY VALUATION
Minerals are an integral part of Real Estate, and
Mineral Rights are Real Property under US law
(Footnote 3). Therefore, the valuation of m ineral
deposits falls under Standards 1 and 2 of
USPAP, the Real Property valuation Standards.
However, if one is valuing a m ine as a Business,
the Standards for valuation of a Business,
Standards 9 and 10, m ay be m ore appropriate.
Business valuations do not fall under the
jurisdiction of State Real Estate Appraisal
Boards. However, valuation of the Real Property
holdings as a com ponent of the Business value
could fall under their jurisdiction. Also, Business
valuations can fall under other State regulations.
The sm all percentage of m inerals valuers who
abide by USPAP generally find that it form s a
beneficial fram ework for their reports. However,
m any m inerals valuers will argue that they do not
need to apply the USPAP Standards to their
work, and to a large extent they will be correct.
O nly oc cas ion ally are m ine rals value rs
contracted for valuations for use in loan
applications to Federally or State Chartered
lending institutions. However, their valuations
are often for subm ission to Federal agencies,
such as the National Park Service, Forest
Service, Bureau of Land Managem ent, and the
Internal Revenue Service, in which case they
should abide by USPAP.
Valuations for
subm ission to State agencies should also abide
by USPAP, and is increasingly specified.
FIRREA, in am endm ents since approxim ately
1992, has exem pted the valuation of Mineral

Rights from its Real Estate valuation rules in
som e circum stances for transactions of Federal
and State Chartered Financial Institutions, these
being banks and Savings and Loans.
The
exem ption is where the Mineral Rights are “....
severable from the land when the transaction
does not involve the associated parcel or tract of
land.”4
As at any tim e with law, there are issues with
definitions which would be best interpreted by a
lawyer, such as what the m eaning of “land”
encom passes. The exem ption of the valuation
of Mineral Rights m ay not necessarily exem pt
the valuation of a m ineral deposit, even if the
m inerals estate is clearly severed (by separate
ownership) from the surface estate.
For
exam ple, the Suprem e Court of, Colorado, has a
long history of awarding ownership of ‘Minerals’
a higher status than ownership of ‘Mineral
Rights.’ The Union Pacific Railroad Com pany in
the early part of the twentieth century, often sold
land while retaining the Mineral Rights (the
exclusive right to prospect for and to m ine the
Minerals). In the 1959 case, Radke v. Union
Pacific Railroad Company, the Court ruled that
reservation of the Mineral Rights was not
equivalent to severance of the Ownership of the
Minerals estate from the Surface Estate. It
nullified the reservation of the Mineral Rights,
awarding the Ownership of the Minerals and the
Mineral Rights to the landowner.5
REAL PROPERTY VALUER LICENSURE
Few m inerals valuers are State Licensed. Most
find it necessary to work across a large num ber
of States, m aking State licensing an im practical
concept. In Colorado, the valuation of Mineral
Rights (not m inerals) is specifically excluded
from the jurisdiction of the State’s Board of Real
Estate Appraisers. However, such exclusions of
jurisdiction are a State-by-State m atter. To the
author’s knowledge, m ost States do not have
such exclusions, thereb y ove rriding the
abovem entioned FIRREA exem ption.
The
Am erican Institute of Professional Geologists
deserves a good portion of the credit for lobbying
for those exclusions that do exist. Despite this
help, it is often necessary to include the value of
the surface estate as part of a m ineral property
valuation, even if its value is relatively
insignificant.
Som e States m andate State
licensing for all Real Estate valuations,
inherently including m ineral property valuations,
although they m ight exem pt property below
4

Code of Federal Regulations, 12CFR225.62 para.
(h).
5
Colorado Supreme Court decision citation: 334 P.2d
1077.

$250,000 in value. Others only m andate it for
the Federally related transactions specified by
FIRREA (Appraisal Institute, 1996, p 713).
V aluation reports on m ineral properties
developed under Federal governm ent contracts
generally m ust be signed by a State Licensed
(Certified General) Real Estate valuer as the
responsible valuer, even if the surface estate is
excluded.
M INERALS IN REAL ESTATE VALUATION
To understand how this arrangem ent arose, one
only needs to briefly com pare the general land
ownership structure of the US with Australia. In
Australia, the m inerals (including petroleum ),
have been reserved to the Crown since the late
1800s, when reversion to the Crown also began.
So the surface and subsurface are separate
estates when private ownership is involved.
Even when m ining or petroleum production is
undertaken, the Crown does not relinquish
ownership, since the extraction right is through a
lease from the Crown.
Sim ilar concepts are now applied for the
developm ent of natural resources on the vast
Federal land tracts in the western US, with the
Federal Governm ent retaining the underlying
ownership. But, such concepts have only been
applied during the past few decades.
Throughout m ost of US history, land grants,
whether they were for agriculture, tim ber, or
m ining, were m ade in fee.
That is, the
ownership of the land was granted without
lim itation of the rights, so there was no
differentiation between surface and subsurface
estates. The result is that, except in the western
states, the surface and m inerals (including
petroleum ) are generally privately owned. In
areas with m ineral deposits of econom ic interest,
the ownership of the subsurface or the m inerals
estate, or of a defined m ineral such as coal or
petroleum , has often been severed from the land
ownership by a sale.
In areas of historic
m inerals or petroleum production, the ownership
records and m aps for the subsurface can be very
com plicated.
Therefore, valuers of rural Real Estate are on a
day-to-day basis valuing land that includes the
m inerals estate or from which a portion of the
m inerals estate has been severed. G enerally
the m inerals estate will have negligible value in
the context of the property being valued. W hen
the m inerals estate has conspicuous value, the
valuer m ust obtain and verify the specifics and
arrangem ent of ownership interests, possibly in
three dim ensions, to assure that the correct
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property interests are included in the basis of the
Valuation. This is a task generally overlooked by
geologists and m ining engineers who attem pt
m ineral property valuation without Real Estate
valuation training.
From this historical perspective of m inerals as an
inherent part of land ownership, regulators would
obviously need to take proactive action to
rem ove m inerals valuation from the purview of
Real Estate valuers.
W here this has been
attem pted at the State and Federal levels, it has
only been partially successful.
CERTIFIED GENERAL REAL
APPRAISER STATE LICENSE

PROPERTY

Under the provisions of Title XI of the
abovem entioned FIRREA (1989), the Appraiser
Qualifications Board (AQB), as a subsidiary of
The Appraisal Foundation, establishes the
m inim um education, experience and exam ination
requirem ents for a Real Property valuer to
becom e Certified. The 50 States retain the
authority to License valuers and to set the
qualifications for licensing. A Certified License is
required for valuations for Federally related
transactions.
However, the States find it
beneficial to adopt the AQB guidelines for the
four levels it has designated.
The AQB guidelines designate two Certified
levels of license. The Certified Residential Real
Property Appraiser License is restricted to the
valuation of Residential Real Estate of up to four
Residential (fam ily) units. The Certified General
Real Property Appraiser license applies to the
valuation of all types of Real Property (Appraiser
Qualifications Board, 1999).
To becom e State licensed at a level that will
legally allow one to value a m ineral property
under the jurisdiction of a State Board of Real
Estate Appraisal, is a very difficult task for a
m inerals valuer com ing from a m inerals industry
background. It requires licensing as a Certified
General Real Property Appraiser, which m ost
States call Certified General Appraiser (CGA).
This is the highest of the four levels of State
licenses for Real Estate valuers. A handful of
geologists and m ining engineers (probably less
than ten throughout the US) becam e licensed as
CGAs when the licensing laws were first
introduced, at which tim e the requirem ents were
less onerous and som e indicate were applied
m ore generously. Since then, m aybe half that
num ber of m inerals industry practitioners,
including the author, have received the CGA
license.
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To becom e a CGA requires passing 180 hours of
Board approved Real Estate valuation courses,
having 3,000 hours of dem onstrated Real
Property valuation experience gained over at
least 2.5 years, and passing the national
Certified General Appraiser exam . The 3,000
hours of experience m ust abide by USPAP, and
at least 1,500 hours m ust be on non-residential
valuation.
The necessary courses for residential and
com m ercial land and building valuation are
taught by a num ber of private and public
educational bodies in each m ajor city. The State
Board provides the nam es of educational bodies
in that State with pre-approved courses based
on AQB specifications.
To assure course
acceptance nationwide and a high level of
relevance to m ineral property Appraisal, the
author selected a program of nine courses (300+
hours) focused on Rural Real Estate valuation
from the highly regarded national Rural Real
Estate valuation society, The Am erican Society
of Farm Managers and Rural Appraisers
(ASFMRA). Although, in 1998 when he m ade
the decision to undertake this learning
adventure, just three years after the full
im plem entation of State Certified licensing, the
need to obtain a CGA license in order to legally
continue the valuation work the author had been
doing for m any years, had not becom e clear.
The m ain driving force for the author was the
desire to learn the valuable course content of the
ASFMRA program , for conducting valuations in
com plex rural conditions, under the Standards of
USPAP and the Uniform Standards for Federal
Land Acquisitions (UASFLA).
No equivalent
education for m ineral or petroleum valuation was
available (nor is it now). He and a colleague of
sim ilar m ining industry background took m ost of
the courses together at locations across the
nation over a two-year period.
The author
docum ented his experiences in taking these
courses, in a series of articles on continuing
education published at the tim e by the AIMA
(Ellis, 1999a-b, 2000g). Som e com m ents m ade
to the author by m inerals and petroleum industry
valuation practitioners expressed a sense of
betrayal by his believing it to be beneficial to
learn valuation practice from the Real Estate
valuer com m unity.
The Certified General Appraiser exam is a fourhour exam covering a com prehensive range of
Real Property valuation theory and principles.
However, no questions in the exam taken by the
author were directed specifically at m inerals or
petroleum .

To verify the 3,000 hours of experience, and to
assure that it was gained on USPAP valuations
legally, the rules specify that the valuer should
gain his experience under the supervision of
appropriately licensed valuers who (co-)sign the
valuation reports and signs a detailed experience
log. The Board reviews a selection of reports
listed in the experience log.
To gain the
necessary validated experience, a few m inerals
industry practitioners are working as assistant
valuers with Real Estate valuation com panies on
the valuation of residential and com m ercial Real
Estate.
The author and his abovem entioned colleague
were fortunate to gain CGA licenses in 2001
through the Colorado Board taking a favourable
view of their applications due to their
dem onstration of experience, quality of reports
and reputation. The author doubts that such
favourable treatm ent would be forthcom ing in
m any other States.
The AQB is presently conducting an in-depth
r e v ie w t o w a r d s s t r e n g th e n in g lic e n s in g
requirem ents.
It has proposed substantially
raising the education requirem ents for each level
of licensing.
Even if one obtains a CGA License in one State,
the reality is that each m inerals valuer generally
conducts his valuation work in a large num ber of
States. The niche of m inerals valuation is so
sm all that the num ber of m ineral property
valuation projects that a m inerals valuer can
obtain in his hom e State is generally too low to
provide a living. Since licensing is by State, the
CGA should go through the tim e consum ing
exercise of applying for a tem porary CGA perm it
for each assignm ent in each State in which he
works (or becom e licensed in those). Many
valuation report deadlines for a m ineral property
sale or financing will occur before the perm it is
issued. Although this interstate system now
works m uch better for valuers than any other
State licensed profession, m any States are slow
in im plem enting it and m any are hesitant to
recognise qualifications from all States.

interpretation.
All 50 States have Engineer
licensure and at the tim e of writing, 29 have
Geologist licensure, with m ore considering it.
Such State regulation of professions continues to
be instituted based on the concept that it is “for
the welfare of the public.”
Being a geologist, and not an engineer, the
author’s experience is in the functioning of the
licensure of Geologists. Most State Geologist
Licensure statutes exem pt em ployees of m ining
com panies, and m any such statutes exem pt
consultants working on m inerals exploration.
However, from the author’s experience in
receiving interpretations from various State
Boards of Geologists, essentially all State
Boards could interpret their statutes such that
m inerals valuers fall under their jurisdiction. At
least one State Board interprets its statute so
strictly that its Executive Officer told the author
that even if he did not set foot in the State, if he
conducted any form of geological evaluation of
the m ineral property in question, he would be
breaching the statute.
At the tim e of writing, 17 of the 29 States with
Geologist licensure had som e provision for
tem porary licensing for out-of-State licensed
Geologists. However, the author’s experience
with the tem porary system for Geologist
licensing is that it is essentially unworkable for
the m inerals valuer working on assignm ents
across m any States.
The author has been
licensed as a Professional Geologist in two US
States for alm ost a decade. He has found little
available tem porary reciprocity, because his
licenses were obtained without sitting a State
licensing exam .

GEOLOGIST LICENSURE

In recent years, the large m ajority of States with
G eologist licensure have ins tituted the
requirem ent of passing the two levels of
licensing exam s of the National Association of
State Boards of Geology (ASBOG) for new
applicants. Dem onstration that one has passed
the ASBOG exam s is now generally required for
tem porary licensing applications. However, even
so, m any States with a tem porary license
provision have recognized only a short list of
licensing States.

To practice legally in som e States, the m inerals
valuer also needs to Register tem porarily, if
allowed, with the State Board of Professional
G eologists or the State Board of Professional
Engineers, or m ay otherwise need to becom e
fully licensed in the State as a Geologist or
Engineer. The jurisdictional boundary between
these Boards and the Board of Real Estate
Appraisers varies by State, and is open to

Six or seven States now have licensing by
specialty. A review of the W ashington State
statute passed in 2000, indicates that m ineral
valuation work would be considered Engineering
Geology.
This im pression was tentatively
confirm ed by one of the founding G eology Board
m em bers m ost knowledgeable of the wording of
the statute. Such classification of specialties
adds a substantial barrier to developing workable
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reciprocity between States.
In fact, the
W ashington State statute does not have a
Tem porary License provision, increasing the
appearance and functioning to be that of Statesponsored guild protection.
In 2000 the author applied to W yom ing for
licensing as a Professional Geologist in order to
take the ASBOG exam s. Despite the fact that a
num ber of State Boards of Professional
Geologists have told the author that his
evaluation and valuation of m ineral properties
falls under their jurisdiction as practice of
G eology, his eleven m ineral econom ics courses
from the Colorado School of Mines were rejected
by the W yom ing Board as not being Geology.
The author sat the two ASBOG exam s in
W yom ing in Septem ber 2001 during the period
of writing this paper. These exam s are best sat
within a few years of graduation from a geology
degree program , rather than three decades later
as in the author’s case, by which tim e m ost
geologists who are still practicing, have becom e
highly specialised. By his estim ate, less than
10% of the 190 questions (no optional questions)
were targeted at econom ic geology for the
m inerals and petroleum industry, and there were
few hardrock questions. The large m ajority of
questions were m ainly relevant to geologists with
career paths in hydrogeology, environm ental
geology and engineering geology, these being
the areas of practice in which geologists seek
licensing and issues of public safety exist.
P R AC T IC E
LICENSES

W IT H O U T

AP P R O P R IAT E

It is a m oderately rare case in reality that a
m inerals valuer is taken to task for violating a
State’s regulations, for being viewed as doing
Real Property valuation without the pertinent
State Real Estate valuer’s license. However, it
does happen, and penalties can be im posed.
Our tim e line of experience is still short, given
that the States only instituted their Real Estate
valuer licensing laws between 1989 and 1995.
In such cases, the argum ent will centre on
whether conducting a valuation of the m inerals
estate or m ineral rights is considered to be
conducting Real Estate valuation. Technically,
the settlem ent of the specific case m ay depend
on whether the m inerals estate has been
severed from the surface estate, or whether one
is appraising Mineral R ights rather than the
physical m inerals estate. The author and his
colleagues do not know of any case where a
State Board of Geologists has accused a Real
Estate valuer of unlicensed practice of Geology
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by conducting a m ineral or petroleum property
valuation.
For the m inerals valuer who does not hold the
appropriate State licenses, the cautious strategy
would appear to be to always take the costly
approach of contracting a Real Estate valuer
with the appropriate State Certification to sign
the m inerals valuation report, and always abide
by USPAP, particularly if the surface estate is
part of the package being appraised. In signing
the report, the Real Estate valuer legally takes
full responsibility and liability for the report, so
m ost are unwilling to take the risk for just a
m odest fee. Sim ilarly, it m ay be necessary to
hire a geologist or engineer with the relevant
State license. This is the way one m inerals
valuation firm conducts m uch of its work.
However, fundam ental legal problem s are
becom ing apparent with this m ode of operation.
The author has also found that all of his clients
object to having another individual take
responsibility for his work and object to the
additional cost. In fact, none of his clients have
ever agreed to this suggestion.
BARRIERS TO TRADE IN PROFESSIONAL
SERVICES
From the above discussion it is apparent that
State licensing in the US creates substantial
barriers to free trade of professional services
across State boundaries. It is because of the
econom ic inefficiencies incurred by such
restrictions to free trade in services that the
Australian States abolished m ost of their State
licensing of professionals during the 1990s (Ellis,
2000f). However, the US States claim the right
to enforce educational requirem ents for
professions.
They also claim that effective
enforcem ent of professional standards and
qualifications m ust be through the force of law at
the State level.
These State level barriers to entry are such that
it is essentially im possible for a foreign valuer to
com e to the U.S. and legally develop a Valuation
of a Real Property holding for his client.
However, US Real Property valuers and other
professionals expect to be able to work relatively
freely around the world wherever their client or
com pany sends them , and until recent years
have had little problem doing so. US geologists,
Real Estate valuers, and other professionals
cannot expect to continue to practice on
tem porary assignm ents in other countries if US
States won't allow reasonable access for
sim ilarly qualified, com petent professionals to

practice tem porarily in and throughout the US
(Lawrence, M, 1999).
The author in Septem ber 2001 provided a written
subm ission to the Appraiser Qualifications Board
on this topic for its consideration in developing
new qualification standards for Real Property
Appraisers (valuers) (Ellis, 2001b). His input
though cannot be expected to have any
significant influence on a process that sets
licensure standards for hundreds of thousands of
practitioners.
State licensure for professionals in general is
beginning to com e under pressures internal and
external to the US. During the past three years,
rulings by the Suprem e Courts of three States
have determ ined that the traditional m ode in
which lawyers practice across State boundaries,
through a lawyer licensed in the relevant State,
is illegal. This has thrown m uch of the legal
profession into turm oil.
State politicians,
bureaucrats and national societies of lawyers,
are arguing between them selves over tightening
the enforcem ent of State licensing to benefit
from the decisions, versus providing a
m echanism for licensed lawyers to practice
freely nationwide. State licensure requirem ents
are creating a variety of restrictive problem s for
m edical professionals.
A team of m edical
specialists recently refused to give a diagnosis
through video conferencing for a critically ill
person in a rem ote part of Alaska, because they
were not licensed in Alaska. It is now alm ost
routine practice for people with difficult ailm ents
to use the Internet to seek out a specialist in
another State and pay for his second opinion.
However, it is illegal for the specialist to give his
opinion if he is not licensed where the person
with the ailm ent is located.
The author considers the US system of State
level licensing barriers to be in violation, at least
in spirit, of the 1992 North Am erican Free Trade
Agreem ent (NAFTA) Article 1210 and Annex
1210 which deal with trade in professional
services (NAFTA, 1992). He also considers it to
be in violation of the spirit of the 1994 W orld
Trade Organisation's General Agreem ent on
Trade in Services (GATS) (Ellis, 2000f; W TO,
1994). For m any professions, such as Real
Property valuation, State licensure form s an
essentially insurm ountable barrier to the entry of
foreign professional services into the US.
Negotiations are taking place internationally to
develop and im plem ent system s for m utual
recognition of professional qualifications by the
GATS signatory countries.
It is difficult to
perceive how the US can be a viable participant

in these negotiations.
Its system of State
licensure would require that each agreem ent be
adopted and im plem ented uniform ly into law and
regulations by 50 State Governm ents, which
take pride in their level of independence.
M INERALS
USPAP

INDUSTRY

ACCEPTANCE

OF

Acceptance and expectation of the use of
USPAP in m inerals property valuations has been
growing rapidly. Clients like it and m any dem and
it be followed. USPAP’s em phasis is on full
disclosure, of everything.
This includes all
inform ation that has been considered, actions
that m ay have influenced, and any ground rules
used in the conduct of the valuation. Ethics and
com petency provisions are included up front.
The valuation of m ineral property, being Real
Property, falls under the Real Property valuation
Standards, 1 and 2., which specify that for a
“Com plete Appraisal” the three categories of
valuation m ethods, called Approaches, be
considered. These are the Sales Comparison
Approach, the Cost Approach, and the Incom e
Approach. USPAP’s structure and requirem ents
are discussed below.
As a professional group, m inerals valuers have
largely ignored USPAP, saying that it is not
applicable or appropriate for m ineral property
valuations. This attitude, together with State
licensing, has allowed great inroads by Real
Estate valuers into the field of m ineral property
valuation. If these people have any m inerals
industry training, it is usually (at best) a
weeklong course in natural resource valuation
from a valuation institute. Generally, they lim it
them selves to valuation of construction m aterial
quarries and sm all industrial m ineral properties.
H ow ev e r, s o m e u n d e rtak e m uc h m ore
substantial projects, particularly for governm ent
agencies. From the author’s contact with m any
Real Estate valuers who have conducted
m inerals valuations, m ost appear to be acting
outside their area of com petence (even if
conducting sand and gravel property valuations).
LESSONS FROM THE US IM PLEM ENTATION
OF NATIONAL STANDARDS AND STATE
LICENSURE
The experience of the US
Standards (USPAP) and
discussed above, provide us
im portant lessons. These are

national valuation
State Licensure
with a num ber of
sum m arized here.

USPAP, although not designed to provide any
instructions specific to m ineral asset valuation, is
generally liked by m ineral valuation practitioners
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who are experienced with its use, and by clients
who work on a regular basis with valuation
reports.
The Standards within USPAP are laid out in
pairs by asset (Property) type – Real Property;
Personal Property;
Business and Intangible
(financial) Property. The first Standard of the
pair provides a useful fram ework to follow for
conducting of the valuation research and
analysis, then the second provides a useful
fram ework for writing the valuation report. Those
responsible for developing the next generation of
the VALM IN Code should also consider
separating the instructions into those relevant to
the valuation process, and those providing
guidance for the content of the valuation report.
To enhance the VALMIN Code, particularly if it is
to be used internationally, instructions should be
considered for classification of assets into the
four asset (Property) types recognised by
U S P A P an d th e In te rnational Va luation
Standards.
P oorly des ig n e d regulation can prevent
com petent practitioners from practicing their
profession, replacing them with people who are
tec hnic ally q ualified but not necessarily
com petent. The Australasian m inerals industry
m ust stay vigilant and proactive to prevent this.
Licensing or Certification requirem ents instituted
on a State/Provincial basis can be a barrier to
freedom of trade in professional services,
prev en ting m in e ra ls in d u s try a n d other
professionals from working across borders. The
m inerals valuer m ust have the freedom to go to
the deposit, since the deposit cannot m ove.
Technically, m ost US m inerals valuers, even
with all of their credentials, have m ore legal right
to work in m any foreign countries than to work in
the adjoining States to their hom e State. This
experience should be brought to the attention of
any Australian professionals and politicians who
advocate the reintroduction to Australia of State
licensing of professions.
Until recent decades, land grants in the US
provided private ownership of the surface and
subsurface, including m inerals. In parallel with
this, Real Estate valuers have traditionally
valued m inerals as part of the land. Regulators
and governm ent agencies have form alised this
tradition, often requiring that m ineral property
valuations be conducted by Real Property
valuers.
The author considers the system of State level
licensing as im plem ented in the US, to be in
violation of the spirit of im portant international
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agreem ents on Trade in Services, to which the
US is a signatory. Any attem pt by international
m inerals in dustry institutes to negotiate
a g re e m e n ts o n m u tu a l re c o g n itio n fo r
professional qualifications with US bodies for
professions subject to State Licensure in the US,
with a view to allowing qualified foreign
professionals access to practice tem porarily in
the US, is highly likely to fail, since US
im plem entation will likely require regulatory
change in up to 50 States.

CONTENT AND APPLICATION OF THE
US NATIONAL VALUATION STANDARDS
THE STRUCTURE OF USPAP
The Uniform Standards of Professional Appraisal
Practice (USPAP) docum ent is designed to
provide standards for valuations of all feasible
kinds.
As previously stated, the Standards
governing valuations are provided within four
divisions or types of assets (Property).
Essentially the sam e divisions are used in the
International Valuation Standards (IVS) (IVSC,
2000a, p 61-80). The four asset types are:
· Real Property, such as residential
com m ercial buildings and land.
·
Personal Property, such as
equipm ent, jewellery and antiques.

and

m oveable

·
Businesses and their com ponent parts, such
as factories and distribution system s.
·
Intangible assets, such as com pany shares,
contracts and patents.
IVS uses the label,
Financial Interests (IVSC, 2000a, p 74).
All four of these asset types can be relevant to
the m inerals valuer.
The following are the
prim ary USPAP Standards for the four asset
types, and exam ples of their respective
application to m inerals industry asset valuation:
· Standards 1 and 2, the Real Property
valuation S tandards, are the applicable
Standards for valuation of a m ineral property, the
ownership and partial interests in it, and the land
surface and buildings on the property (the
surface estate).
· Standards 7 and 8, the Personal Property
valuation Standards, are those applicable to the
m ining equipm ent such as trucks and shovels.
· Standards 9 and 10 are for both Business
valuation and Intangible Asset valuation. These
provide the instructions for valuation of the

m ining corporation and the m ining operation as a
Business, valuation of a long-term product sales
contract and valuation of shares of the m ining
com pany.
As previously m entioned, the Standards for each
of these categories of valuations are in pairs.
W ithin each pair of Standards, the first Standard
covers the developm ent of the valuation,
providing instructions on what m ust be
considered and analysed in conducting the
valuation.
The second Standard provides
instructions on the contents of the valuation
report.
ETHICS, COM PETENCY,
AND OTHER PROVISIONS

TRANSPARENCY

USPAP also includes ethics, com petency and
record keeping rules, and Standards for
consulting assignm ents by Real Property
valuers. State Licensed valuers, and valuers
who are m em bers of the m ajor national general
valuation institutes, m ust abide by all USPAP
Standards and rules.
USPAP focuses on conducting the valuation
independently, im partially, ethically, objectively
and com petently. It also focuses on reporting the
valuation clearly, accurately, m eaningfully,
understandably and with full disclosure.
REAL PROPERTY VALUATION, STANDARDS
1 AND 2
The following discussion is lim ited to the m ajor
features of Standards 1 and 2 for Real Property
valuation as they apply to Mineral Property
valuation, and in particular to valuations based
on Market value. Standard 1 provides rules for
the developm ent process of a valuation.
Standard 2 gives instructions on the content of
the valuation report. There are m any im portant
features that are additional to those contained in
the Australasian VALMIN Code.
Purpose, Intended Use, Scope and Type
The Interest in the Property that is being valued
m ust be determ ined and specified in the report.
The Purpose of the valuation m ust be provided,
including specifying and defining the type of
value to be estim ated, such as Market Value,
Use Value, Insurance Value or Taxation Value.
The Intended Use of the Valuation Report m ust
be stated, thereby warning the reader that the
valuation m ay not be suitable for a different use.
The Scope of W ork perform ed m ust be reported,
including the level of inspection and identification

of the property, the degree of research of
physical and econom ic characteristics, the extent
of data research, and the type and extent of
analysis applied.
A reasonable level of
verification of inform ation relied upon is required.
D isclosure of Assum ptions and Lim iting
Conditions is required.
Types of Valuations and Levels of Reports
USPAP provides for two types of Real Property
valuations and three levels of valuation reporting.
A Complete Appraisal requires abiding by all the
Rules and considerations in the two Standards.
Departure from som e rules is allowed, which if
invoked, results in a Limited Appraisal.
For both of these types of valuations, the level of
reporting being applied m ust be identified. A
Self-Contained Appraisal Report will contain
everything that is relevant to the valuation in
com prehensive detail. A Summary Appraisal
Report will cover everything relevant to the
valuation, but at a written, sum m ary level. A
Restricted Use Appraisal Report is designed for
use only by the client, is written at a level
appropriate for the client’s use, and m ay m ake
extensive reference to m aterials retained in the
valuer’s work-file. From the author’s experience,
m inerals valuers are alm ost always requested to
conduct a Complete Appraisal and to provide a
Self-Contained or Summary Appraisal Report.
Effective Date and Exposure Tim e
Market Value is determ ined as at a specific
Effective Date of the Valuation. USPAP requires
that the Effective Date and the Date of the
Report be reported together to avoid confusing
the reader. Typical practice is to state both
dates on the report cover sheet.
The value determ ination is generally based on
the assum ption that the property will have had
adequate exposure to the m arket prior to the
specified Effective Date, for Market Value to be
attained. An opinion of reasonable Exposure
Tim e m ust be expressed.
Highest and Best Use
The Market Value of a property is determ ined on
its Highest and Best Use. In determ ining M arket
Value, the first, and also possibly the last
consideration, should be Highest and Best Use.
Lack of adequate Highest and Best Use analysis
is the source of the greatest num ber of
com plaints filed against the work of Real
Property valuers in the US. For Real Property
valuation, U SPAP provides the following
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definition of Highest and Best Use for Real
Property valuation:
The reasonably probable and legal use of
property that is physically possible, appropriately
supported, and financially feasible, and that
results in the highest value. (USPAP, 2001, p
198).
For an exam ple of a com m on type of situation in
the US that is addressed by determ ination of the
Highest and Best Use, assum e the subject
property includes a m ineral deposit under an
orchard. To determ ine the Market Value of the
property, the valuer needs to determ ine whether
the value of the property as an orchard exceeds
its value as a m ineral property, or whether som e
com bination of the two uses is feasible to
m axim ise value. There m ay also be other uses
to consider, such as subdivision into housing
lots, if the property adjoins an expanding urban
area. For som e m ineral properties, in order to
m axim ise value, it m ight be relevant to consider
leasing or selling excess water rights, and
leasing or selling surface which would not be
im pacted by underground m ining. W hether or not
the current owner or a known buyer would
undertake these actions is irrelevant.
If the subject property is held as US Federal
unpatented m ining claim s or a Federal m ineral
lease, then an alternative use to m ineral
developm ent is not legally possible. The Real
Estate ownership (which includes the m inerals)
has rem ained with the Federal Governm ent, and
the agreem ent allowing a private party to occupy
the property only allows a m ineral use. This is a
sim ilar arrangem ent to the typical m inerals
tenem ent in Australia. Even in these situations,
the use which provides the m axim um value
should be selected.
That m ay be through
sublease, with an advanced royalty followed by
annual paym ents.
The Three Approaches
M arket Value

to

Estimation

of

The Methods for determ ining the Market Value of
a property fall into three Approaches specified in
U S P A P an d the Interna tion al Valuation
Standards (IVSC, 2000, p 44-45). The Sales
Comparison Approach is often also called the
Market Approach or Market Method by Business
valuers and non-US valuers.
It is based
prim arily on the Principle of Substitution. The
Cost Approach is based m ainly on the Principle
of Contribution to Value. The Income Approach
is based on the Principle of Anticipation of
Benefits. IVS has labelled this third Approach
the Income Capitalisation Approach.
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Note that USPAP and IVS specify the sam e
three Approaches throughout their Standards, for
the four Property (asset) types and for all form s
of value to be estim ated, though the m ethods of
analysis applied within the Approaches will alter,
and not all three Approaches are always
applicable. However, the discussion here is
lim ited to Market Value determ ination for Real
Property as applicable to m inerals industry
asset.
The three Approaches should not be viewed as
being independent of each other. Generally,
they overlap in their sources of data, but the data
are analysed using different m ethods.
The
underlying philosophy is that the three
Approaches should substantiate the findings of
each other.
USPAP requires that all three Approaches be
considered in conducting a Complete Appraisal.
If an Approach is then excluded, the reasoning
for its exclusion m ust be explained. This is an
im portant area where IVS is not quite as strict as
USPAP in its wording, apparently due to
jurisdictional issues.
The author strongly recom m ends that a m inerals
valuer should attem pt to base his determ ination
of value on as m any indicators of M arket Value
as can be reasonably obtained.
This is
especially true if the Valuation is to be used in
litigation. All the available Methods of value
estim ation are subject to a high level of
uncertainty and are open to criticism . The m ore
Methods that can be applied, the m ore support
that can be developed for the concluding opinion
of Market Value of the valuation report.
Sales Analysis
W ithin the Real Estate valuer com m unity, there
is little dispute that Market Value should be
estim ated by drawing as m uch as possible on
analysis of transactions for related properties.
This philosophy applies in the application of each
of the three Approaches. Since the results from
analysing sales and other transactions can be
used in all three Approaches, the gathering,
verification and analysis of transaction data is
often considered to be separate to the Sales
Com parison Approach.
However, within the m inerals industry, in som e
cases, even acquiring a m odest am ount of sales
data m ay require casting one’s net m ore broadly
than is generally considered. It m ay require
including sales from a num ber of different
m ineral com m odities to that of the subject, but

with sim ilar econom ic characteristics.
For
exam ple, for a crushed stone quarry, one m ay
need to consider analysis of other construction
m aterial property sales, such as sand and
gravel. For a particular industrial m ineral, one
m ay need to consider other industrial m inerals
with som ewhat sim ilar m arket characteristics. In
doing so, though, the valuer m ust ensure that
only appropriate m ethods of value estim ation are
used.

valuers, with scarce and non-com parable sales.
They have long ago pushed the Sales
Com parison Approach down to working with
com m on units of m easure.
That is, the
adjustm ent grid to bring the sales data to the
subject property can be worked through at the
level of $/unit, such as $/hectare, $/m 3 , or $/kg
(ASFMRA, 1995a, ch 6). Ratio analysis is used
extensively in this process.
Cost Approach

For exploration stage properties, the advanced
royalty paym ent term s on a lease, or the farm -in
term s on a joint venture (JV; JV Term s Method),
m ay also be analysed to develop indications of
value which can help support one’s conclusions,
s in c e th e s e a re g e n e ra lly a rm s -le n g th
transactions (Appleyard, 1994).
Despite these options, it is well recognised that
finding, data gathering and verification for even
two or three som ewhat useful sales or
transactions can often be very tim e consum ing
and even expensive.

For a Complete Appraisal, U SPAP requires that
the Cost Approach be considered. However,
use of the Cost Approach for determ ining Market
Value is generally rejected outright by m inerals
valuers in the US as not being applicable to
m ineral deposits.
Som e US Real Property
valuation experts claim that the Cost Approach
can only be applied to Im provem ents (eg
buildings and infrastructure) and cannot be
applied to Land, of which a m ineral deposit is a
com ponent by definition (Appraisal Institute,
1993, p 197). The author disputes both of these
contentions.

Sales Comparison Approach
The author prom otes the view that one should
always attem pt to use the Sales Com parison
Approach in a valuation. The value estim ate(s)
derived from it generally provides the best
indication of the Market Value of the property.
That is the view that carries sway am ong
authorities that count in the US, particularly the
Courts. Of the three Approaches, the Sales
Com parison Approach draws m ost directly on
sales data, which are by definition, from the
Market. At the least, a value estim ate derived by
the Sales Com parison Approach should be used
as a validity or “sanity check” against an
estim ate derived by the Net Present Value
Method (Grant, 1994).
The Sales Com parison Approach has to som e
extent received unjustified bad press within the
com m unity of m inerals valuers, in the author’s
view. This is due to the extensive use of the
term “com parable sales” as com m only used in
the valuation of residential Real Estate (eg,
Cartwright, 2001). “Com parable sales” in that
m eaning are generally not available for m ineral
property valuations, at least in the author’s
experience.
The Sales Com parison Approach can use
analysis m ethods that do not rely on
“com parable sales” in any strict sense of the
term . Valuers of difficult to value Real Property,
such as farm s, tim ber tracts and water rights,
face som ewhat sim ilar problem s to m inerals

Som e m inerals valuers, such as Paschall, use
the Cost Approach only for valuing the plant and
equipm ent on the property (Paschall, 1998, p 4).
The concept of estim ating the “replacem ent cost
less accrued depreciation” for a unique m ineral
deposit, or for im provem ents, such as a m ill built
at the site of such a deposit, is generally
ridiculed by US valuers. Evans of the Bureau of
Land M anagem ent wrote, “A final, and almost
always inappropriate approach, is the cost
approach to value.” (Evans, 1998, p 16).
The writings of m inerals valuers and others in
the US about the valuation of m ineral properties
show that they believe that the Cost Approach
can be based only on depreciated replacement
cost analysis and/or historic cost analysis for
s u r f a c e im p r o v e m e n ts a n d e x p lo r a t io n
expenditures (Gentry and O’Neil, 1984, pp 1213; Loucks, 1991, ch 11, pp 8, 17-18). The
Depreciated Replacem ent Cost Method is
designed for valuation of buildings and plant, not
for Land and its com ponents, such as a m ineral
deposit.
The Historic Cost Method is based on Historic
Cost accounting principles, this being the
accounting regim e em ployed for public reporting
in the US.
Historic cost accounting is well
recognised for causing a significant percentage
of US public com panies to report book values for
assets that have little or no relationship to Market
Value. Adjustm ents for tim e and obsolescence
that are typically em ployed by Real Estate
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valuers, do little to rectify this problem when
applied to Market Value estim ation of a m ineral
deposit. The positive or negative contribution by
geological knowledge to the value of the deposit
is often m anyfold greater than cost of obtaining
it.
However, in Canada and Australia, Cost
Approach m ethods are com m only used for
exploration properties.
The m ethods are
designed to provide adjustm ents to exploration
expenditures that reflect the operation of the
m arket for the properties in developing Market
Value.6 These m ethods reflect flexible thinking,
not bound to traditional Cost Approach m ethods.
As indicated, the author believes that the
denigration of the Cost Approach by US m inerals
valuers described here, is unfairly harsh,
particularly in light of advances of the past two
decades. The Cost Approach is based prim arily
on the Principle of Contribution to Value, and
only secondarily on the Principle of Substitution
that constrains som e writers. For difficult to
appraise Real Estate properties, a broader
interpretation is now being applied, based on the
estim ation of the contributory value of each
com ponent of the subject property.
Valuers of rural Real Estate in the US face
sim ilar issues to m inerals valuers when valuing
farm and other land, water, and tim ber. Since
about 1990, the ASFMRA has been teaching in
its Real Property valuation courses, a m ethod for
deriving from sales analysis the contributory
value to the subject property of various land
classes and the Im provem ents (ASFMRA,
1995a, ch 12). The m ethod is based on sales
analysis, but does not require the use of socalled ‘com parable sales.’ The contribution of
each com ponent of the land m ix of the property
is determ ined using ratio analysis of land classes
within sales.

6

The Multiple of Exploration Expenditure (MEE)
Method promoted in Australia by M Lawrence (1994),
is a method in the Cost Approach. This Method, as
also described by Onley (1994), “.... is applicable to
exploration properties from the earliest stage of
exploration to a moderately advanced stage, but, for
which no resources have been delineated.” For this
Method, a Prospective Enhancement Multiplier (based
upon a valuer’s assessment of the property’s
prospectivity to date) is applied to the relevant and
effective past exploration expenditure on the property.
A related method in the Cost Approach is described
by Roscoe (2000). This Method, which he terms the
Appraised Value Method, applies an addition
adjustment, instead of a multiplication adjustment to a
similarly derived basis of exploration expenditures.
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Application of a sim ilar contribution m ethod to
the analysis of m ineral property sales data
should provide sim ilar contributory values for
categories of m ineralisation or other property
attributes.
In the US, the SEC’s restriction
lim iting the reporting of quantitative data to only
R eserves has m ade it difficult for the
independent valuer to obtain adequate data on
the categories of m ineralisation at the subject
property, let alone at other properties that have
been sold (SEC, 1992).
However, diligent
research, aided by som e recent liberalisation of
the reporting restriction, could provide a very
useful additional Approach for determ ining the
value of a m ineral property, particularly if the
valuation report is to be used in a litigation
situation.
If enough sales data are available to develop the
Sales Com parison Approach adjustm ent grid,
there will likely be enough sales data to develop
a Cost Approach, since the sam e sales can be
used in both analyses. Generally it is necessary
to utilise at least as m any sales as there are
com ponents being estim ated from those sales.
W hat m ay be the m ost im portant difference
between the Sales Com parison Approach and
the Cost Approach is the presentation of the
results of the analyses. Presentation of the
Sales Com parison Approach results focuses on
the adjustm ents necessary to get the average
dollar per unit bases of the selected sales to that
of the subject property. That is, a grid showing
the adjustm ents for each sale is presented, with
the resultant value estim ate for the subject
property calculated from that sale.
The presentation of the results of the Cost
Approach focuses on the contributory value of
each com ponent of the subject property. No
sales are shown in this table. The contributory
value for each com ponent is calculated from
sales or other sources prior to entry in the table.
The contributory values are then sum m ed to
provide th e property value.
E xam ple
com ponents will be Reserves, Resources, other
m ineralisation and exploration potential, land
surface, roads, buildings, and water rights.
Income Approach
The Incom e Approach includes all m ethods of
value estim ation that are based on the incom e
generation potential of the property. US Real
Estate valuers com m only call m ethods of
estim ating a property’s value based on its
in c o m e g e n e ra tio n c a p a b ility In c o m e
Capitalisation Methods.

Minerals industry practitioners tend to rely very
heavily on the Net Present Value (NPV) Method,
also com m only called the Discounted Cash Flow
(DCF) Method, for estim ating Market Value.
This is particularly true for properties under
developm ent and in production.
In such
situations, their reliance on the NPV m ethod is
generally to the exclusion of all other m ethods of
estim ating value.
Often the result of their
valuation is an Investm ent Value or Use Value
rather than the desired estim ate of Market Value
(Ellis, 2000c). This m ethod is also subject to
abuse as M Lawrence (2000) outlined.
Many users of m inerals valuation reports outside
of the m inerals industry have difficulty
understanding NPV-based valuations, and look
on them with great suspicion. They feel m uch
m ore com fortable with a Valuation which
includes an estim ate from the Sales Com parison
Approach. This is particularly true of m any
Courts within the US, with a considerable
percentage apparently rejecting NPV-based
m inerals valuations (Paschall, 1999).
Many
other Courts are only allowing the NPV Method
into testim ony with reluctance. These problem s
have contributed to the inroads m ade by Real
Estate valuers into the field of m ineral property
valuation.
Eaton of the US Departm ent of
Justice writes that, the NPV Method is so
com plex com pared to other m ethods of analysis,
that neither the attorneys nor the Courts
understand it (Eaton, 1995, p 192). He goes on
to state, “The courts have historically favored the
sales comparison approach to value, often to the
exclusion of the cost and income capitalization
approaches, and preferred valuation opinions
that can be supported by solid m arket data” (p
193).
The UASFLA provides the following extract from
a 1982 Court decision involving a sand and
gravel deposit. The com m ent pertains to NPVbased valuation.
Great care must be taken, or such valuations
can reach wonderland proportions. It is
necessary to take into consideration manifold
and varied factors like future supply and
demand, economic conditions, estimates of
mineral recoverability, the value of currency,
c h anges in th e m a rk e tp la c e , a n d
technological advances. Many of these
factors are impossible to predict with
reasonable accuracy.7 (UASFLA, 2000, p 97).
W ithin the Incom e Approach, variants of NPV
analysis can be applied, including that discussed
below. There are also a few other incom e based
7

US

valuation m ethods available that are com m only
used by Real Property valuers. These include
ratio analysis of selling price to gross incom e
and net operating incom es. All m ethods within
the Incom e Approach have their individual pros
and cons, and all are subject to a high level of
criticism . Despite their well recognised individual
problem s, this author recom m ends that when
possible, a num ber of m ethods should be
applied.
Doing so will aid the valuer in
developing an understanding of the subject
property within the context of the m arket.
The NPV Method is in the category of value
estim ation m ethods called yield capitalisation by
the US Real Estate valuer and financial analyst
com m unities. In applying the NPV Method to
estim ate m ineral property value, m ost Minerals
Industry practitioners use projected annual after
tax cash flows as the basis of their analysis.
On the other hand, US Real Estate valuers
generally use annual net operating incom e as
the am ount to be discounted to present value.
Som e m inerals valuers, such as Paschall (1998,
p. 6) do the sam e, especially those who have
done work for governm ent agencies, or are State
Licensed. Net operating incom e (NOI) for this
purpose is generally applied as: net sales operating costs - capital costs. NOI is used
because of the need to analyse sales on the
sam e basis as the subject property.
Less
inform ation needs to be obtained (or assum ed)
to calculate an NOI than to calculate after tax
cash flows. It is also argued that assum ptions
a b o u t th e fin a n c in g a n d in c o m e ta x
arrangem ents that the potential buyer brings to
the subject property should not be m ade. Som e
argue that incom e taxes are levied against the
owner and/or operator of the property, not
against the property itself.
Most buyers of m ineral properties, however, do
their analyses of potential acquisitions on an
after tax cash flow basis, in the author’s
experience. In evaluating the m arket for the
subject property, it is im portant to attem pt to
analyse the subject property and sales from the
buyer’s perspective. Therefore, the author often
uses both the NOI and after tax cash flows as
the basis for discounting, in order to get a better
understanding of the property’s value.
Valuation theory holds that the discount rate
applied m ust reflect the m arket for the property,
and if at all possible, be determ ined from the
m arket. There is considerable controversy over
how this should best be done. This controversy
occurs am ong Real Property valuers in general,
and valuers of m ineral properties in particular. A

v. 47.14 Acres of Land, 8th Circuit Court, 1982, p. 726.
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strong sector of Real Property valuers in the US
holds that the discount rate should be derived
from analysis of sales within the sam e general
category of property as the subject, by use of
Internal Rate of Return analysis.
The discount rate selected should reflect the
m arket for the property on the Effective Date of
the valuation, rather than be an investment rate.
The rate should also be appropriate for the NOI
or cash flow being discounted, such as being a
before or after tax discount rate, with (nom inal
term s) or without inflation incorporated (real
term s).
Reconciliation
In drawing a conclusion of value, USPAP
requires the valuer to reconcile the results of the
Approaches used, discussing the quality and
quantity of data available, and the applicability or
suitability of the Approaches.
Leading Real
Property valuers in the US recom m end that the
results of the Approaches be weighed, instead of
selecting the result of one Approach to be the
opinion of Market Value presented (UASFLA,
2000, p 23).
Certification
The report m ust contain a Certification signed by
the responsible valuer.
The Certification
addresses nine item s, prim arily verifying the
independence and im partiality of the valuer.
LESSONS FROM EXPERIENCE W ITH USPAP
USPAP provides separate Standards for
conducting Real Property valuation, Personal
Property valuation, and Business and Intangible
asset valuation. The VALMIN Code does not
separate these out. Separation helps the valuer
to develop a conclusion of value which correctly
m atches with the purpose of the valuation
assignm ent.
U SPAP has been developed based on
internationally accepted principles of valuation
developed by the valuation com m unity as a
whole. IVS provides a sim ilar im plem entation of
the sam e principles. W hen objectively and fully
carried out, the valuation process follows the
scientific m ethod, resulting in an objective
conclusion of value:
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Scientific Method

Valuation Process

Hypothesis
Define the problem
Gather information
Plan the valuation
Record the data
Collect the data
Analyse the data
Apply value approaches
State a conclusion
Arrive at a value conclusion
(American Society of Appraisers, 1997, Module V).
For Market valuation of m ineral properties, all
three Approaches suffer from lim itations in their
application and are subject to severe criticism .
More than one Approach should be used if
possible, to provide validation. The conclusion
as to Market Value should be derived by
weighting the results from the Approaches used.
A Market Value conclusion should be based on
the Highest and Best Use of the m ineral property
or asset being appraised. This need not m atch
with its use, or the use of som e of its
com ponents, at the tim e of the valuation. In the
US, the Highest and Best Use of a m ineral
property is often not even a m ineral use.
Developers of standards should be extrem ely
cautious of barring any specific m ethod of value
estim ation. The m inerals valuator needs all the
m ethods available that can be m ustered to
develop indications of value, given the inherent
difficulty of his task in an environm ent suffering
from a severe shortage of good data. In any
event, m ethod selection m ust be the prerogative
of the expert valuer.
F o r e x a m p le , s o m e m in e r a ls in d u s tr y
professionals prom ote that the NPV m ethod
should never be applied to the valuation of a
m ineral prospect at the exploration stage. This
is strictly true if one considers the paucity of data
available about any likely m ine on the property,
but the author believes that it is quite appropriate
to use the N PV m ethod in p articular
circum stances. For exam ple, to calculate the
NPV of the incom e stream which m ight be
generated from leasing the prospect, or from
grazing cattle on the surface, or from considering
a non-m ineral Highest and Best Use of the
property.
International rule m akers should assure that the
standards are not so high or inflexible that they
becom e relatively prohibitively costly or too tim e
consum ing for the m inerals valuer to carry out
m arket valuations of low value m ineral assets.
The author’s experience is that the application of
USPAP or VALMIN to sm all m inerals valuation
assignm ents can be too onerous. For exam ple,
consider the com m on request to appraise a
farm er’s interest in a sm all sand and gravel
quarrying operation on his property.

At least in Australia for such a situation, one can
usually choose to forgo the cachet of providing a
VALMIN-com pliant Valuation Report if it appears
too costly in the circum stances. In the US, State
licensed valuers and m em bers of the m ajor
valuation societies are bound to abide by
USPAP. However, USPAP does provide som e
flexibility in allowing the developm ent of a Scope
of W ork that is appropriate, relative to the scale
of the assignm ent.
This flexibility is largely
based on assuring that one conducts a level of
research and analysis which at least m atches
the level that com petitors and peers would do for
the sam e or a sim ilar assignm ent. USPAP’s
allowance of the exercise of Departure
Provisions, with the client’s approval, resulting in
a Limited Appraisal, could also prove beneficial
under certain circum stances, dependent on the
Intended Use of the valuation. The m ain point
here is that the client cannot expect to enjoy the
benefit of a quality qualifier, without the work that
is usually entailed to be entitled to it. See Ellis
(2000a) and (2000c).

FEDERAL LAND ACQUISITIONS
W hen a US Federal agency is buying or
condem ning (acquiring through forced sale) land,
another docum ent takes precedence.
The
Uniform Appraisal Standards for Federal Land
Acquisitions (UASFLA) was first released in
1971, and has since been updated four tim es,
with the 2000 edition being 129 pages (UASFLA,
2000).
UASFLA reads rather like a Court’s legal
dec is ion.
A s ig n ific a n t p ercentage of
governm ent acquisitions of land in the US are
conducted by Condem nation action, and for
m any of these the am ount of com pensation the
governm ent m ust pay is settled by Courts.
Therefore, case law form s an im portant basis for
this docum ent. In effect, UASFLA is a set of
strongly recom m ended guidelines rather than
being a set of rules. These are directed to
em ployee and contract valuers working for
Federal agencies, and to reviewers of their
valuation reports. UASFLA instructs them on
how to best develop the Valuation so the valuer
will be able to defend it in Court if necessary.
T he U A S F LA guidelines are effectively
supplem ental guidelines to USPAP’s Standards
1 and 2 for conducting and writing Real Property
Valuations. UASFLA very strongly recom m ends
relying prim arily on the Sales Com parison
A pp r oa c h o v e r th e In c o m e a n d C ost
Approaches.

In Em inent Dom ain (Condem nation and Takings)
situations in the US, the Federal agencies are
only required to com pensate for the Taking of
Real Property, not for the loss of any Business
value of profit. The history of Court decisions
behind this is based on constitutional property
rights.
So, UASFLA cautions that it is
particularly im portant to exclude Business Value,
which is often captured in Incom e Approach
m ethods. For application of the NPV Method to
m ineral properties and m ines, it restricts the
forecast incom e stream used to only the royalty
incom e that a private owner of the property could
obtain from leasing the m ineral property or m ine
to a m ining com pany.
Because of this restriction to royalty incom e,
m any m inerals valuers view the UASFLA as
unfair to the m inerals industry. However, a
business that operates within a com m ercial
buildings that it owns will receive sim ilar
treatm ent to exclude Business Value from the
Valuation of the Real Estate being Taken. Other
requirem ents for the valuer to follow often also
result in com pensation to the m inerals holder
that is less than expectations. However, these
finer points of protocol are beyond the scope of
this paper.
The im portant lesson to be learned here is that
UASFLA and the Courts in the US m ake the
clear distinction between the Market Value of
Real Property and its Business Value. The
AusIMM’s VALMIN Code instructions appear to
result in the inclusion of Business Value in
m ining property valuations.
In the author’s
opinion, this results in the value obtained being a
Use Value of the Real Property under its current
specific use, rather than Market Value; or results
in a Going Concern Value of the m ining
operation as a Business valuation, instead of a
Real Property valuation (Ellis, 2000a; Ellis,
2000c; USPAP 2001; IVSC, 2000), Appraisal
Institute, 1993).
Such a value conclusion is probably desirable
result for use in securities filings. It will also be
desirable for the proposed sale of a m ining
operation as a Going Concern Business (Stagg,
2001). However, the valuation assignm ents that
th e a u th o r re c e iv e s g e n e r a lly r e q u ir e
determ ination of the Market Value of the Real
Property, such as for incom e tax filings, litigation,
and Business decision-m aking. Therefore, one
m ust always be sure what type of value one is to
determ ine, and the Property basis from which
th at value is d e rive d .
T h e a uth or’s
recom m endation from this is that it is preferable
that any valuation Code or Standard designed
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for the valuation of m inerals industry assets be
consistent with IVS.

US STATE AND FEDERAL COURTS
Court records provide an im portant fram ework to
guide m inerals valuers. The Courts are where
work of m inerals valuers is put to the test.
The expert testim ony of a m inerals industry
practitioner regarding the value of a m ineral
property is often opposed in Court by the
testim ony of a State Licensed Certified General
Real Property valuer who has no m inerals
industry education or qualifications. The author
has discussed such situations with colleagues
who study Court cases involving the value of
m ineral properties. These discussions and his
review of the literature indicate that in those
situations the testim ony of the Real Property
valuer generally prevails.
This poor to abysm al track record for m inerals
industry practitioners appears to be largely due
to them not following the ground rules of
Generally Accepted Valuation Principles for Real
Property valuation, and not following the specific
valuation ground rules applicable in the particular
jurisdiction.
Many m inerals Valuations are
essentially thrown out of C ourt in Em inent
Dom ain (Condem nation or Takings) hearings
because the m inerals valuer has not applied the
appropriate ground rules (Paschall, 1999).
Any expert’s m ineral property valuation that
relies solely on the Incom e Approach will have a
high probability of losing to the opposing expert’s
valuation when that includes sim ple Sales
Com parisons. The Courts in the US have ruled
that Market Value valuations should be based as
m uch as possible on data derived from the
m arket. Sales are m arket data. Therefore,
when developing a Market Value valuation, all
m ethods of value estim ation should draw as
m uch as possible from sales. As explained
earlier in this paper, the author does not believe
that this m eans that sales need to be
comparable, such as we are fam iliar with seeing
applied in residential Real Estate valuation. As
UASFLA indicates, the Courts have a strong
preference to rely on the results of the Sales
Com parison Approach to the exclusion of the
Cost and Incom e Approaches. JD Eaton, a
leader of the Appraisal Unit, US Departm ent of
Justice, authored the 2000 UASFLA revisions.
In his 1995 book, Real Estate Valuation in
Litigation, he states:
Most courts do not seem to understand that
each of the three approaches to value is an
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integral part of the valuation process. Many
court rulings appear to be based on the
assumption that the three approaches to
value are totally independent of one another
and that only the most applicable approach is
used in the appraisal of a specific property.
(Eaton, 1995, p. 158).
In the context of the Cost Approach, Eaton goes
on to explain that in the US “the appraiser has an
ethical and professional obligation” to develop
each of the three Approaches to value
“whenever the results of the approach will assist
in estimating the value of the property.” He
encourages the valuer to then educate the Court
as to the role of each Approach in developing his
value conclusion.
The dism al lack of success of m inerals industry
professionals testifying as valuation experts in
the Courts provides im portant lessons. One
should not expect to learn how to develop a
strongly defensible valuation through only on the
job experience. There is a lot one can learn from
how other Real Property valuers (such as
valuers of agricultural lands, tim ber tracts and
unique office buildings) develop their valuations.
They are confronted with the sam e issue of a
lack of directly com parable sales data. There
are good reasons why a Certified General Real
Property valuer has to pass 180 hours of
valuation courses, and has to m aintain a
regim en of continuing education. Few if any
m inerals valuers give serious consideration to
the three Approaches to value that Eaton
em phasises as being “an integral part of the
valuation process.” M inerals valuation is a niche
speciality within the universe of Real Property
valuation and Business valuation. Reviewing
exam ple valuation reports available from m ajor
valuation institutes can prove instructive (eg,
ASFMRA, 1995b).

US SECURITIES & EXCHANGE
COMMISSION
The SEC rules which m ost directly im pact
m inerals valuers were first issued in March 1981
when the SEC introduced Form S-18 for
reporting by m ining com panies. In 1992, the
SEC transferred the definitions and disclosure
requirem ents of Form S-18 to Industry Guide 7,
which is still in force (SEC, 1992).
Industry Guide 7 is focused on investor
protection, as are SEC rules in general. It
defines proven and probable Reserves using its
own definitions, not the internationally accepted
definitions of the Council of Mining and
Metallurgical Institutions (CMMI).
It then

prohibits the disclosure of quantitative estim ates,
such as tonnage and grade, for all m ineralisation
other than those two Reserve categories, except
in rare circum stances.
Sim ilarly, it restricts
disclosure of value estim ates to Reserves only
(SEC, 1992; Abbott, 1985; Ellis and Abbott,
2000).
The policy is designed to prevent private
investors from confusing Resources and other
m ineralisation, with Reserves that can be m ined
econom ically and legally (Abbott, 1997; Ellis,
Abbott and Sandri, 1999). It is also intended to
reduce the speculation associated with initial, in
situ estim ates of Resources, which are invariably
greater than the Reserves, if any are delineated
(Noble, 1993). In only rare cases have other
disclosure pressures allowed these rules to be
overridden.
The dissatisfaction with these
Industry Guide 7 rules is quite widespread.
In March 1999, the US-based Society of Mining,
Metallurgy and Exploration (SME) released an
update of its 1991 guidelines for definitions to be
used in reporting of Mineral Resources,
Reserves and Exploration Inform ation (SME,
1999, 1991). These closely follow the 1997
CMMI recom m endations, which were in turn
derived from the Australasian JORC initiatives.
To date, the SEC has stuck by its antiquated
1981 Reserve definitions and prohibitions. This
has effectively barred public reporting in the US
under the SME and CMMI definitions (Ellis and
Abbott, 2000).
Despite this regulation, in recent years an
occasional com pany listed on a US exchange,
such as Newm ont, has begun publishing
estim ates of tonnage and grade of non-Reserve
m ineralisation, using term s such as “Measured
and Indicated Mineralization.” The SEC has not
acted to stop this apparent violation. In February
2001, R Baer, an SEC Mining Engineer, gave a
presentation explaining the SEC position on
m ining industry public reporting, in the Valuation
Sessions of the SME 2001 Annual M eeting. He
explained that the SEC is allowing an
“Adm inistrative Exception” to Industry Guide 7.
Quantity and grade estim ates for the sum of
M easured and Indicated Resources m eeting
SME and CMMI definitions, can be reported as
“Mineralized Material,” but no allowance for
disclosure of Inferred Resources (Baer, 2001).
Prior to this, US-listed m ining com panies
frequently refu s e d to provide R esource
estim ates to the author and other m inerals
valuers for valuation work involving their m ine
and m ineral property. Signing of a confidentiality
agreem ent often did not m itigate the concerns.

This was apparently due to worries about
Resource estim ate inform ation from the valuer’s
report getting into the public dom ain in breach of
Industry Guide 7. Mineral Resources often carry
a significant portion of the value of a m ineral
property, even for a m ine. The restriction also
resulted in Mineral Resource inform ation not
being available for sold properties for use in
Sales Com parison analysis (Ellis, 2000a,
2000e). In these situations, the author found
him self having to m ake his own quantitative
estim ates from what inform ation and im pressions
he could glean.
The author does not expect to see m uch
increase in the am ount of inform ation available
to the m inerals valuer due to this Adm inistrative
Exception.
He does not expect a large
percentage of reporting com panies to take
advantage of it, especially given that not m any
industry professional will understand the specific
m eaning of the inform ation.
Not allowing
Inferred Resources to be reported cuts out m uch
of the inform ation about the long term potential
of a property.
Industry Guide 7 contains the harsh statem ent
that value should only be assigned to Reserves.
It is rare that a m inerals industry com pany files a
m arket valuation report for Reserves with the
SEC, and few of those that are filed are found
acceptable (Baer, 2001). Most of the US-based
m inerals industry com panies are listed on a
Canadian exchange.
Accounting for public
reporting of US com panies is on an Historic Cost
basis, which includes accounting for the value of
Reserves.
Therefore, the Market Value of
Reserves could only be relevant in a SEC filing
regarding a m erger or acquisition involving a US
listed com pany.
Unfortunately a considerable num ber of US
m inerals valuers sincerely believe the SEC’s
notion, expressed in its Industry Guide 7, that
only Reserves should be assigned value. This
belief does not m atch the realities of transactions
taking place on a regular basis in the m arket
place. Those show that the value of Resources
and exploration potential often reach m any tens
of m illions of dollars (Lawrence, R, 2001).
These unintended consequences of the SEC’s
actions show that rules designed to control
reporting for securities purposes will also im pact
on m ineral valuations perform ed for a wide
variety of purposes unrelated to securities
reporting, unless great care is taken in their
drafting and keeping them up-to-date.
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THE BIG PICTURE AND THE FUTURE
— FROM A US PERSPECTIVE

u n d e rta k in g m in e r a l p ro p e rty v a lu a tio n
assignm ents in m ost States of the US. These
condense down to:

The following discussion provides the author’s
perspective on the current status and future
direction of valuation standards developm ent
with relevance to the m inerals industry.

·
Jurisdictional issues evolving from m inerals
being part of the Land and therefore part of the
Real Estate in the US;

W ITHIN THE US
The author considers that the US national set of
valuation Standards, USPAP, provides a clear,
well structured set of Standards appropriate to
valuation of all types of assets, including m ineral
deposits, m ines and m ining com panies.
It
provides strict, difficult to achieve criteria for a
valuation report to bear the labels of USPAP’s
highest classifications for scope of the valuation
process undertaken and the level of detail
provided in the valuation report. Yet it also
provides considerable flexibility for departing
from som e of the strict rules for the conduct of
the valuation process, and allows the report to
be abbreviated, when the Intended Use of the
valuation report does not justify the level of cost
and effort involved in producing a prem ium
quality product, and a less assuring label on the
valuation report will be satisfactory.
USPAP provides concise, strongly worded
instructions. The level of explanation provided is
m inim al. The docum ent assum es that the valuer
as user already has education and experience in
the application of USPAP to his field of work.
This contrasts with the IVS docum ent, which
provides extensive explanation and advice
throughout. Soon after the publication of the IVS
2000 Edition, the Appraisal Institute, one of two
leading general US valuation societies, asked
the Appraisal Foundation to m igrate USPAP to
m ore closely m irror IVS (IVSC, 2000b, p 0).
The US has no com prehensive valuation
Standards or guidelines specifically designed for
valuation of m ineral property or m ineral business
assets. The SEC’s Industry Guide 7 and the
UASFLA provide only a few rules for specific
uses, and are therefore not relevant in the
context of this discussion. A valuation standard
developm ent initiative begun in the U.S. in 1999
by the Am erican Institute of Minerals Appraisers
was set aside in favour of striving for a
coordinated international effort. The form ation of
the IVSC’s Extractive Industries Task Force in
2000 was to som e extent a result of this
international effort.
In this paper, the author has raised serious
professional qualification problem s regarding the
(tec hn ic al) le g a lity o f m in e ra ls va lu e rs
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·
State licensing of Real Property valuers,
Geologists and Engineers and the qualifying
criteria for such licenses;
·
State barriers to free trade in professional
services, deriving from the above two points.
However, these problem s do not detract from the
author’s positive review of the USPAP
docum ent, since they do not derive from it.
These problem s are derived from badly
im p le m e n te d r e g u la t io n o f p ro fe s s io n a l
qualifications and professional services.
The Future
The US, Australia, and other leading countries of
the world, are working on harmonising (m erging)
their accounting standards for public com panies
and governm ent agencies, with the International
Accounting Standards (IAS). The goal is to
allow com panies to report their financial
statem ents to stock exchanges around the world
without adjustm ent to individual country rules.
Many other countries have bypassed the
harm onisation process and adopted IAS directly.
The harm onisation process, since earlier this
year, appears to have evolved into an expanded
task of selecting the best parts of the
participating countries’ accounting standards for
incorporation into IAS, prior to m erger of IAS
Standards with those of the individual countries.
The process can be expected to take a num ber
of years.
Around 2005, the author expects that substantial
introduction of IAS into the US will effectively
occur.
One or two sm all Standards were
incorporated already in recent years.
IAS is largely a Current Cost (also called Current
Value or Fair Value) accounting system , allowing
the reporting of the appreciated Fair Value of
assets; while the existing GAAP accounting
system s in the US and Canada are Historic Cost
based, not allowing any upward adjustm ent for
appreciation (Ellis, 2001b; Lawrence, M, 2001).
The SEC has expressed reservations about
allowing Current Value reporting, and has this
topic under review. The author is hopeful that by
about 2005, the US and Canada will decide to

join m ost other countries in allowing Current
Value reporting in financial statem ents.
IASB has yet to decide to what extent, if any, its
proposed Extractive Industries Standard for
global use by the m inerals and petroleum
industries will provide for Current Cost
accounting. This is a m ajor subject of discussion
in the Issues Paper released in Novem ber 2000,
by its predecessor, the International Accounting
Standards Com m ittee (IASC, 2000). The SEC is
actively assisting IASB with the developm ent of
this Standard (Baer, 2001).
Feedback from
various sources, and the contents of the Issues
Paper, dem onstrate that the SEC has lobbied
heavily for only Historic Cost reporting under the
proposed new Standard, and for reporting
restrictions on Reserves and Resources sim ilar
to those contained in Industry Guide 7 (SEC,
1992).
Such restrictions could have a
devastating global im pact on the ability of m ining
industry com panies to com pete for financing
(Ellis, 2001b;
Lawrence, M, 2001).
The
Extractive Industries Task Force of the IVSC
conducted considerable research in developing a
com prehensive subm ission to the IASB,
responding to the Issues Paper (IVSC, 2001).
This subm ission strongly supports the use of
C u rre n t V a lue reporting and m axim u m
disclosure. Even if IASB allows Current Cost
accounting and open disclosure of Resources
and other m ineral deposit inform ation in the new
Standard, Baer of the SEC indicates that the
current reporting restrictions in the US will likely
be m aintained (Baer, 2001).
IAS references IVS in a num ber of places,
including for referencing the basis for Fair Value,
and for establishing the value of assets in the
accounts.
The two leading US valuation
societies have been im portant sponsors of IVSC
for m any years. The author predicts that IVS will
eventually replace USPAP, or essentially change
to being essentially IVS within a USPAP cover.
INTERNATIONAL
IVS has been evolving since it was first
published in 1985. In recent years its pace of
developm ent has accelerated. The 2000 Edition,
being 376 pages, represented a m ajor
advancem ent over the preceding 1997 Edition of
a third that size. This advance resulted in a
significant increase in acceptance of IVS around
the world (IVSC, 2000a-b). Rapid evolution of
the Standards is planned by IVSC for at least
two m ore years.
IVS is designed to play essentially the sam e role
internationally as USPAP does as a national

Standard within the US.
M any countries
reference IVS in their regulatory system s as their
national valuation Standards. Like USPAP, IVS
is based on Generally Accepted Valuation
Principles. The conclusion of value developed
from conducting a m arket valuation of an asset
under IVS should vary little from that developed
under USPAP.
IVS provides com prehensive
sets of well-explained instructions for valuations
of the four property (asset) types.
It also
provides a variety of other instruction, such as a
Standard titled Market Value Basis of Valuation
and another titled Valuation Bases Other Than
Market Value. IVS is crafted so that it provides
workable instructions in a wide range of
countries and legal settings. Due to the flexibility
this requires in the operation of instructions,
som e instructions m ay have m ore flexible
wording than the USPAP equivalent. Generally
though, requirem ents clearly use the term must.
The 2000 Edition m ainly contains instructions
pertaining to the valuation process, together with
a Code of Conduct and supporting valuation
concepts and principles. It contains only a few
pages of critical instructions regarding the
content of the valuation report. This is because
the IVS is a docum ent still under developm ent.
Future editions, beginning with the 2001 Edition
(not received by the author at this tim e of
writing), will introduce com prehensive guidance
on valuation report content.
IVS contains no instructions specific to the
valuation of properties or other assets of the
extractive industries. However, IVSC’s intention
is to add sections with instructions for such
specialised areas of valuation, including the
extractive industries, as funds allow those to be
developed.
Presently, The AusIMM’s VALM IN C ode is the
only com prehensive valuation standard in the
world designed specifically for m inerals or
petroleum assets.
VALM IN has achieved a
significant level of recognition and respect from
the m ajor m ining institutes of the world.
The Canadian Institute of Mining, Metallurgy and
Petroleum (CIM) form ed a Special Com m ittee on
Valuation of M ineral Properties (CIM Val
Com m ittee) in response to the January 1999
final recom m endations of the Mining Standards
Task Force of the Toronto Stock Exchange and
the Ontario Securities Com m ission. The CIMVal
Com m ittee actively sought out input from
interested parties, then sought responses to
concepts in an April 2001 Discussion Paper.
CIMVal’s next step is to circulate for com m ent a
Draft Report on Standards and Guidelines for
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Valuation of Mineral Properties. The objective of
CIMVal is to develop a working docum ent
containing a Canadian Code and Guidelines,
which will be recom m ended as a national
standard that Canadian m ineral valuation
practitioners will be required to follow in the
process of valuing a m ineral property.
A
significant portion of this Canadian standard will
likely reflect an origin of the VALMIN Code.

Current Value reporting for the m ining industry
being introduced, 3,000 people to regulate
worldwide is a sm all num ber, particularly if only a
tenth (300) work full-tim e in m ineral valuation,
and half of those are m em bers of the institutes
(150).
No m atter what way one cuts this,
im plem enting and m anaging these standards will
be a lot of work for a sm all num ber of m em bers
of each institute, to m ainly regulate them selves.

The Assets Valuation Com m ittee of The Royal
Institution of Chartered Surveyors (RICS),
England, publishes The Appraisal and Valuation
Manual, generally called The Red Book. This
p r a c t i c e m a n u a l c o n ta in s c o m p u l s o r y
instructions for RICS m em bers. It contains a
Practice Statem ent relating to W asting Assets,
which covers the valuation of interests in m ineral
bearing land and waste m anagem ent sites. The
author found that this 20-page section provides a
wide scope of instruction to the valuer, but is
written at a level appropriate for som eone
without a geology or m ining industry background.

The author has also previously pointed out that
th e V A LM IN C o d e n e e d s c o nsiderable
restructuring for it to be ready for im plem entation
in the international arena and particularly the US
(Ellis, 2000a, 2000c-d, 2000f, 2001a). This is
because of the need for m ineral assets valuation
to function sm oothly within the larger universe of
general Property and Business valuation.

The Future
There appears to be a slowly growing
recognition of a need for enforceable m inerals
asset valuation standards by the m ining industry
institutes of the world and by securities industry
regulators. If the IASB’s proposed Extractive
Industries Accounting Standard is im plem ented
with a provision for Current Value reporting for
Reserves and Resources, the need recognition
will suddenly jum p.
However, the International m ining institutes have
been very slow to take on developing their own
m inerals valuation standard, even if by directly
copying m uch of the VALMIN Code. No m atter
how an Institute attem pts to go about installing a
m inerals valuation standard, it is a lot of work by
a few m em bers. The resultant standard adopted
by the Institute will also regulate only a handful
of m em bers (say 10), who work as m inerals
valuers full-tim e, and a few tim es that m any who
attem pt such work occasionally.
W orldwide, the author estim ates that there are
only about 100 full-tim e, independent m inerals
valuers (excluding petroleum ).
Including
m inerals industry professionals who work parttim e or occasionally as m inerals valuers, the
num ber m ay increase 10-fold to 1,000 people.
That is still a very sm all num ber of people to
regulate worldwide through a network of
institutes. To m ake things worse, half of those
people will not be m em bers of any of those
institutes. Even if the num ber of professionals
doing m inerals valuation work triples due to a
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The author recom m ends that m ineral valuation
standards developm ent initiatives of the m ining
institutes should be refocused on supporting
IVSC and our existing relationship established
through the IVSC Extractive Industries Task
Force. An international team of m ineral and
p e tro le u m valuation experts sho u ld b e
assem bled by IVSC to develop an extractive
industries standard for inclusion in IVS. That
way the standard will attain fast global coverage,
within the existing valuation fram ework of the
internationally respected IVS. Mining institutes
would then be able to specify that their m em bers
m ust abide by IVS in conducting m ineral
valuation work, and enforce that requirem ent
through their Code of Ethics.
The IVSC Extractive Industries Task Force that
drafted the IVSC’s June 2001 subm ission to the
IASB regarding the proposed developm ent of an
Extractive Industries Accounting Standard,
consisted of the following m inerals industry
valuation experts:
·
Trevor Ellis, Leader (President, Am erican
Institute of Minerals Appraisers) – USA
·
Michael Lawrence (Chairm an, AusIMM’s
VALMIN Com m ittee) - Australasia
·
W illiam Roscoe/Ross Lawrence (Co-Chair,
CIM’s CIMVal Com m ittee) - Canada
·
Roger Sawyers (Chartered Mem ber, Royal
Institute of Chartered Surveyors) - UK
The author sees a need for wider international
participation, and som e petroleum industry
participation. IVSC has expressed its readiness
to support the Extractive Industries Task Force in
undertaking this work.
A fast developm ent
initiative for the extractive industries standard is
encouraged by IVSC, to provide a valuation
standard for the proposed Extractive Industries

Accounting Standard to reference.
subm ission includes the statem ent:

The IVSC

Development by IVSC of the Extractive
In d u s tr ie s g u id a n c e s e c tio n o f th e
International Valuation Standards using
VALMIN and CIMVal as a base will allow a
truly internationa l e x tractive industries
standard suitable for all jurisdictions to be
referenced by the IASB Standard. (IVSC,
2001, p 34).
The existence of the relevant IVS standard will
rem ove m any of the argum ents opposing
Current Value reporting for the extractive
industries, and in that regard could prove to be
extrem ely im portant to the long term financial
health of the m ining industry (Ellis, 2001c;
Lawrence, M , 2001). The IVSC however, in turn
needs support from the m ining industry in the
way of substantial financial contributions. In
addition to covering operating and travel
expenses, enough funding is sought to provide
two or three m em bers of the Task Force
supplem entary incom e to allow them to work
half-tim e on the project.
CONCLUSIONS
The lessons drawn from the US experience and
points m ade from the US perspective are too
num erous to list in the conclusions.
Many
im portant lessons are listed at the end of m ajor
sections. The following are som e of the m ore
im portant conclusions drawn.
The US experience with licensing of Geologists
and Real Property valuers, dem onstrates that
poorly designed regulation can prevent those
who are com petent from practicing their
profession, replacing them with people who are
te c hnically qualified but not n ec essarily
com petent. The Australasian m inerals industry
m ust stay vigilant and proactive to prevent
anything equivalent.
Licensing requirem ents at a State level are a
barrier to freedom of trade in professional
services, preventing som e m inerals industry
professionals from working across borders.
USPAP and IVS have been developed based on
G enerally A c c e p te d Va lu a tio n Prin ciples
developed by the international valuation
com m unity. W hen objectively and fully carried
out, the valuation process follows the scientific
m ethod, resulting in an objective conclusion of
value.

USPAP and IVS provide separate instructions
for conducting Real Property valuation, Personal
Property valuation, and Business and Intangible
asset valuation. Separating these Property types
assists the valuer in developing a conclusion of
value that correctly m atches the purpose of the
valuation.
Separating the instructions for the valuation
process from the instructions for writing the
valuation report, and providing these in a
sequence that m atches approxim ately their order
of use, aids the valuer in assuring that he
addresses all necessary item s.
Som e of the denigration that the Cost Approach
and Sales Com parison Approach have received
from US m inerals valuers is due to their
m isunderstanding the broader m eaning and
application opportunities of the two Approaches.
Developers of standards should be extrem ely
cautious of barring any specific m ethod of value
estim ation. The m inerals value needs all the
m ethods available that can be m ustered to
develop indications of value, given the inherent
difficulty of his task in an environm ent suffering
from a severe shortage of good data. Method
selection m ust rem ain the prerogative of the
expert valuer.
Minerals valuers should not expect to learn how
to develop a strongly defensible valuation
through only on-the-job experience. There is a
lot learn from how other Real Property and
Business valuers develop their valuations.
The unintended consequences of the US SEC’s
Industry Guide 7 in severely inhibiting m ineral
property valuations in the US, indicates that
unless great care is taken, rules designed to
control reporting for securities purposes will
probably im pact m ineral valuations perform ed for
the wide variety of purposes unrelated to
securities reporting.
The internationalisation of valuation standards
for the m inerals industry is best achieved by
supporting IVSC and a reassem bled Extractive
Industries Task Force, with their plan to develop
an Extractive Industries valuation section for
IVS. A delay has occurred in the IASB schedule
for drafting the proposed IAS Extractive
Industries accounting standard. This delay m ay
allow the IVSC to advance the developm ent of
the Extractive Industry’s valuation standard on
tim e for it to be referenced by the Extractive
Industries Accounting Standard.
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