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FOREWORD

14 out of the 24 EITI Candidate countries are mining countries and 23 out of 40 companies supporting the EITl are
mining companies. Although the EITI methodology applies well to the mining sector, more can be done to refine
the EITI process to improve implementation in the mining context. We in the EITI, together with many of our
stakeholders, are pleased to present this publication. It is part of our efforts to further the understanding of the
sector and respond to the mining-specific challenges for EITI implementation. Much can be learned through sharing
experiences from early EITI implementation in mining countries and from discussing these issues with mining

stakeholders.

The mining sector is complex. Different taxation regimes, great diversity of minerals, diverse geology, numerous companies of
varying size and often with greater local impact than oil and gas companies, among other specific issues, pose unique challenges
when working to improve transparency in the revenue flows that the sector generates. The EITl has been well aware of these
challenges since the beginning, when they were highlighted by the EITl International Advisory Group.

Many people and organisations have contributed to this effort. We are much obliged to all contributors for their time and effort in
producing this volume. We wish to acknowledge the support from Paul Mitchell who chaired the consultative meetings and helped
in editing this volume. We are grateful to a partial financial contribution by the International Council on Mining and Metals. We also
wish to thank AngloGold Ashanti, ArcelorMittal, AusAID, Cerrejon, George Forrest International, International Finance Corporation
and Newmont Mining Corporation, for providing us with photographs to illustrate the publication.

Issues covered include taxation regimes, dealing with in-kind contributions, materiality, small scale mining, and sub-national
flows. The case studies bring important lessons: implementing the initiative in post-conflict countries, ensuring stakeholder
engagement including companies’ commitment and civil society’s effective participation, the importance of stressing local
involvement in the implementation and how transparency is addressed in developed countries.

Three publications were launched in 2008 aimed at providing guidance to EITI practitioners: the World Bank’s Implementing
the Extractive Industries Transparency Initiative, the Revenue Watch Institute’s Drilling Down, and the EITI's Business Guide.

The last three chapters of this volume provide supplementary guidance tailored to mining contexts to match these three
publications. The EITI has also continued to provide additional guidance in other relevant aspects to implementing the initiative.
Concurrently with this publication we are launching Talking transparency: How to communicate the EITI, which will provide mining
stakeholders with more guidance on the difficult task of communicating the complexities of this sector.

The next 12 months are crucial for the first Candidate countries to complete the Validation process. All of us involved in producing
this publication hope that it will be helpful in mineral-rich countries’ efforts to implement the EITI and become EITI Compliant.

The EITl International Secretariat looks forward to continuing collaboration with mining stakeholders to ensure the EITI becomes a
global standard and useful tool for improving transparency in the extractive industries.

Jonas Moberg
Head of the EITI International Secretariat

February 2009
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ABOUT THIS PUBLICATION

The idea

In 2006, the EITI International Advisory Group identified several
challenges ahead for the EITI. Paying more attention to the
specific context of the mining sector was among them."
Following on this, when the EITI International Secretariat
opened in Oslo in September 2007, addressing the mining
context for the EITI was included in the 2008 Work plan.?

This publication is the first outcome of the consultative process
we began in order to further our understanding of the EITI
within the context of the mining sector.

Our purpose was to discuss mining-specific issues with
mining stakeholders, share lessons learned and identify possible
refinements to the implementation of the EITl in a mining
context. We invited over 20 stakeholders from companies, civil
society organisations and practitioners directly involved in EITI
implementation, to take part in informal discussions and to
collaborate in the production of this publication. This volume is
the outcome of this consultative process.

The consultation process

We held various teleconferences and met in Washington, DC

on the margins of the IMF's conference on mining taxation in
September 2008. We agreed that this first consultation would
result in a publication with three main parts: the mining context
in which the EITl is implemented today, case studies from
around the world and guidance to implementation.

Although not exhaustive, this publication includes
contributions from companies, civil society and practitioners at
country level in Africa, Asia and in North and Latin America and
both EITlimplementing, supporting and potential EITI countries.
The sample of the EITI universe represented here is broad and
we hope it encourages other organisations, countries and
stakeholders to take part in the future about expanding
and enhancing the EITI model.

' See Section 3 of the Report of the EITl International Advisory Group
published in September 2006

2 See Section 4.2. of the EITI Secretariat Workplan 2008

3 Jonas Moberg, Eddie Rich, Tim Bittiger, Sam Bartlett and Anders
Krakenes provided useful input throughout the production of the
volume.
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The production

Production of this document was coordinated by Francisco Paris
at the EITl International Secretariat.> Opinions expressed in each
contribution reflect those of each author and not necessarily
those of the EITl International Secretariat. This publication

does not constitute EITl formal policy and should be read as a
collection of viewpoints that enrich the debate about
transparency in the extractive sector and will inform further
refinements to the EITI model.

Photographs

Photographs for chapters 3, 6 and 10 are courtesy of AngloGold
Ashanti, for Chapter 9 of ArcelorMittal, for Chapter 15 of AusAID,
for Chapter 12 of Cerrejon, for Chapters 7,16 and 17 and
Introduction of George Forrest International, for Chapter 11 and
18 of the International Finance Corporation, for Chapter 8 of
Newmont. The rest of the pictures were taken by the EITlin a
visit to Ghana in February 2008.



1 THE BUSINESS CASE FOR THE EITI

EDWARD BICKHAM

This chapter is neither as dispassionate nor analytical as some of
those which follow. Rather, it is a personal exposition of the case
for the EITI from the perspective of someone from the mining
industry who has been involved since its launch at the World
Summit on Sustainable Development in Johannesburg in 2002.
| served on the initial reference group of companies and NGOs
convened by the UK Department for International Development
as they sought to turn a concept into an international
multi-stakeholder initiative, and on the International Advisory
Group that recommended how the EITI should be constituted
and governed, and then on the EITI Board from 2006-9.

During the last seven years the EITI has, through the goodwill
and shared objectives of the unique coalition which supports it,
matured, gained strength and legitimacy, and become a de
facto international standard. It is too early to say whether it has
effected a major change in the way in which resource revenues
that are generated for the public purse are used - that may not
be apparent for another three to five years. However, we can say
that the growing traction of the EITI has coincided with a period
of high commaodity prices in which, as far as we can see - as the
cycle comes to an abrupt end — the manifestations of a “resource
curse” have been much less evident than in comparable periods
in the past.

The key tests of whether the EITl is successful at a macro-level
should be: whether the embezzlement of resource revenues by
corrupt elites has been halted or significantly reduced; and
whether the multi-stakeholder discussion about the use to
which those revenues are put is contributing to greater trust,
consensus and, ultimately, social and economic development.

What makes the extractive sector different?

In the margins of the Johannesburg Summit, British Government

officials solicited Anglo American’s support for the planned

announcement of the Initiative by Prime Minister Tony Blair.

One of the ripostes was that it was couched too negatively

around the potential pitfalls of resource development rather

than emphasising their potential to promote growth and poverty
alleviation. Certainly, mining and oil and gas presents some
specific challenges, but these industries are by no means unique
in this respect. Thus, | continue to believe that the approach is as
valid for other sectors which either exploit a natural resource —
like fishing or forestry — involve significant government
procurements — such as infrastructure construction or the
defence industries — or generate significant rents for
governments — like mobile telephony or some utilities.

And although these other sectors were not initially in the frame,

it was important for mining companies to be seen to be taking

our share of leadership in addressing problems within our sector.

The extractive industries have a number of distinctive
features which make them controversial in the eyes of some
stakeholders and create specific challenges for companies
seeking to build and maintain long-term businesses.

These include:

+ mining companies’ choice of where to invest is largely
dictated by geology and the identification of economically
viable mineral deposits. Such deposits are decreasingly
likely to be found in stable OECD and other developed
economies;

+ the development of mineral resources typically involves a
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lengthy period of exploration and project development
involving a large up-front capital investment. Thereafter,
such investments are immobile and assets are difficult to
dispose of for value where the seller is distressed or where
political stability has significantly deteriorated;

« mining companies exploit a publicly owned asset — part of
the national patrimony of our host countries — and the
resource is non-renewable;

« experience has shown that economies with a high
dependence upon natural resources often face specific
macro-economic challenges related to, for example, the
volatility of commodity prices; there is a tendency for such
commodities to dominate export earnings and to increase
the host country’s exchange rate so as to reduce the
competitiveness of other exports;

- infragile states, a lack of identification with State
institutions which may spark conflict can be exacerbated if
warring factions are able to access resource revenues to
fund their campaigns; and

+ thelarge social and environmental footprint of extractive
operations can lead to adverse outcomes for local people
unless these impacts are actively mitigated through good
environmental stewardship and measures to equip people
for jobs or to increase linkages into the local economy.

These factors lead to five conclusions.

«  First, that the long-term nature of the investment and the
public ownership of the underlying resource make it
inevitable that mining companies must take an active
interest in governance issues.

«  Second, most leading mining companies are engaged
around their operations in seeking to maximise their
development contribution. However, the impact of such
measures will be greatly reduced if there is little trust
between the company and local stakeholders, or if the
government is essentially predatory in its use of revenues.

+  Third, one of the biggest contributions that most mines will
make to sustainable development - through building social,
human and manufactured capital while extracting a
non-renewable resource — will be through paying tax.

If taxes and royalties are not properly accounted for or
invested wisely, then the relevant country or region may
miss out on a unique opportunity to spark wider
development through inward investment.

- Fourth, societal expectations of corporate behaviour have
become increasingly expansive. While we cannot easily be
held accountable for how our host governments spend the
revenues that we generate, many people will expect us to
play a part in making the misappropriation of such revenues
as difficult as possible.

+  Finally, the fact that we know that mining can create great
benefits for host countries — as has been shown by countries
like Botswana or Chile — or contribute to poor development
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outcomes is cause for us to be active in promoting practices
that are most likely to lead to good outcomes. The
International Council on Mining and Metals, for example,
has led a major research project, supported by the World
Bank, UNCTAD and a number of NGOs, into how to ensure
that mineral wealth becomes an endowment rather than
a curse. At the heart of its findings is that the most
fundamental factor is effective reform of a small number of
key policies — macroeconomic, and land and contract law —
which all contribute to improved governance. Transparency
is not by itself a sufficient condition to guarantee success,
but it is an important contributor to better governance.
Indeed, this is partly a matter of self-interest. It is more likely
that we will gain access to resources in the future if our
industry is seen to make the lives of ordinary people better
and to contribute to the realisation of the Millennium
Development Goals.
Thus, going back to 2002, when at short notice the Anglo
American Executive Committee was asked to give its
endorsement of the fledgling Initiative, it was prepared to give
it. The counter argument broadly went that in those countries
that choose to identify individual company contributions rather
than to aggregate them, and where the political environment
tends towards the populist, there is a danger of a poorly
informed debate comparing the tax paid by different operations
without understanding the finer points of geology, fiscal
rules, or payback periods. This, it was feared, could lead to a
competitive bidding up of tax burdens. Conversely, the winning
argument was that as long-term investors we benefit from
stable regimes and good governance, and that the risks
involved in supporting this objective through the EITl were
not disproportionate to the potential gain. Moreover, our
experience is that in many countries the public significantly
underestimate the amount of tax which mining companies pay.
Thus, when the time came for Mr Blair to make his speech,
Anglo, Rio Tinto and BHP Billiton were all lined up to give the
idea their backing.
Regrettably, not all the governmental diplomatic niceties
were followed. The fact that the South African Government,
as conference hosts, felt themselves to have been partially
blind-sided by the announcement caused an impression of an
initial lack of “Southern” ownership. This has led to a discourse in
some Southern African countries that the EITl is “neo-imperialist”.
The riposte to this critique has been some time in coming, but is
manifest in the fact that it has been endorsed by the G20 and
has now been recognised in a UN General Assembly resolution.
Norway is now leading the way among “Northern” resource-rich
countries in joining the ranks of would-be implementers.

What has made the EITI distinctive?
Undoubtedly, progress has been much slower than any
of us imagined in 2002. That is in large part because we



underestimated the scale of the task and the complexity of
aligning systems and stakeholders at a national level. Building
structures that command trust in countries where trust is

in short supply takes time - as the Peruvian experience, in
particular, has shown. Moreover, at the international level it has
taken time to move from implementing principles to a workflow
that can be consistently validated country by country. By early
2010 we will be able to judge how many Candidate Countries
will have completed their implementation programmes and be
ready for full Validation.

I would highlight two aspects of the EITI's approach for
would-be participants. First, although the Initiative brings
together a diverse group of stakeholders at the international
level — participating governments, supporting countries, NGOs,
oil companies, mining companies and investors — what has
been striking is the very constructive nature of the international
engagement. People and organisations come to the Initiative
from very different directions, and yet the EITl is an example of
what can be done to build consensus around carefully targeted
objectives.

Moreover, some companies are uneasy about an active
involvement in debate around governance and public policy
issues; and some reticence in this respect is justified. We do not
have a mandate or necessarily the legitimacy to define what
constitutes good governance. We can, however, more easily
contribute in these areas as part of a multi-stakeholder process.

Second, an important element of the EITI's relative success is
that, while there is an overarching set of international principles,
the model for implementation is nationally led and owned -
allowing national level stakeholders to adapt the process
according to local needs and priorities. The in-country focus is
also a key difference between the EITl and the Publish What
You Pay approach. The former is able to compare payments
in-country directly with what the host government claims
to have received and to investigate the reasons for any
discrepancies. The latter may find ways of getting companies to
disgorge details of their payments internationally, but without
the support of an in-country process for examining the figures it
is of less practical value. | should mention in this respect that, in
common with Rio Tinto, Anglo American voluntarily declares our
tax payments by country for the dozen or so most important
countries where we operate, in our annual “Report to Society”.

The EITI's relevance to the mining sector

The most infamous examples of the large-scale embezzlement
of resource revenues by corrupt elites have been in the oil and
gas sector. Moreover, because the revenues generated by oil
and gas tend to be significantly larger than for mining, the
economic management aspects of the “resource curse” have
tended to be greater in that sector. Thus, much of the media
and political commentary around the launch of the EITl focused
solely on oil and gas. In addition, the two most prominent

would-be implementers were oil-rich states, Nigeria and
Azerbaijan.

However, through the efforts of companies and civil society
groups and the holding of workshops aimed at the mining
sector, this situation has been largely turned around. Among
the major mining jurisdictions where the EITl is now being
implemented are Ghana, Guinea, the Democratic Republic of
Congo, Liberia, the Kyrgyz Republic, Mauritania, Mongolia,
Peru, and Sierra Leone. Others who have expressed substantive
interest in the potential of the process include Botswana,
Indonesia, Zambia, Tanzania and Colombia.

Mining is also distinct from oil and gas in that our local
impacts — for good or ill - tend to be more concentrated.

Thus, those stakeholders with an interest in mining have been
particularly keen to understand how the principles of
transparency might be extended to a sub-national level.

This is particularly the case where some countries have laws —
or constitutional provisions — whereby a proportion of mining
revenues is supposed to be returned to the producing regions.
Often, because of a lack of transparency, people in the region do
not know whether any taxes or royalties have actually reached
the national capital, or, if they have, what happened to them at
that point and how they were spent, or, if they were returned,
to whom and for what purpose they have been earmarked.

Sub-national flows are one of the EITI's international work
streams and the World Bank is helpfully working to produce a
suitable mining reporting template. Sub-national flows have
already been established, inter alia, as a particular point of
concern in Peru, the DRC and Ghana. There remains, however,
some further work to be done.

What does success look like?

Revenue transparency is increasingly becoming a significant
sustainable development issue for the mining sector. The EITl is
not a silver bullet which will end corruption and solve all the
problems of resource revenue management. Rather, on the
basis of still early evidence, it is proving to be a useful
contribution to making corruption more difficult and to
improving accountability. From the perspective of mining
companies, the Initiative presents an opportunity for us to
contribute to better governance, to explain the contribution
we make to our host countries’finances, and to build trust
through greater openness — especially if transparency around
sub-national flows gains traction. Opening the books is a step
forward in itself, but the real gains are most likely to come
through the dialogue that EITlI implementation processes create
around sustainable development and the proper use of mining
revenues.

Edward Bickham is the Executive Vice President of External Affairs for
Anglo American plc and Member of the EITI International Board.
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