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Executive Summary

Stateowned enterprises (SOEean be described alBusinessoriented majority government
ownedinstitutions that sell goods or servicesroanage state equitgndkeep their own balance
sheets.More than 146 of these enterprises have been established in the upstream oil, gas or
mineral sectors, witralmost a thirdfocusedprimarily on mining Theyoften play important,
sometimes critical roles in exploiting natural resources and managing the extractive sector in
their respective countriesVhile some are commercial or operatior@mpanies selling crude

oil or raw minerals, managing state equity marticipating directly in extractive operations
others are regulatory or administrative entities or instruments eftonomic or state
development.

Not only do mandates and operations vary significantly from -®cEOE, but so does
performance.SOEs can gerate significant revenue for the state, enable a government to
exercise greater control over the sector, help improve local technologies and akélddress

market failuresFor instance, th@resence on SOl the upstream oil sector is associatedh

higher government take{ 2 YS {h9a &adzOK | 4/ KbhdzZd GXbPpNRARKASD h
EquinoE { I dzZRA !iRdardcall yORR G KIdARf  YRQ&a t ¢¢ KI @S | NHdz
value for theimprimaryshareholder, the state, antave made substaral economic contributions

to their countries

Yet financial and governance challenge® common among many other&\mong OECD
countries, oil, gas and mining enterprises had the highest rates of corruption and irregular
practices among SOEs over the last three years. These sectors are likelgharacterized by
natural monopolies, are particularly secretive and are engaged in-aggte pocurement
projects which makes them targets for rent seekers

Each context is unique, howevdre problems ofslow project development, high costs, low
revenues, excessive liabilities amefficient allocation of revenues between SOEs and other
public entities have ledto many billions of dollars in losses annuallnese billions represent a
lost opportunity to improve healthcare, education or infrastructur@round the world
Mismanagement of SOEs also empowers and sometimes enriches officials andwitiose
connections to the government at the expense of the average citizen.

Inadequate transparency and oversight is one cause of SOE mismanagement and large losses.
The 2017 Resource Governance Index scores bear out a tendency towards opacity among SOEs.
58 percent of national oil companies and 72 percent of national mining companies measured in
the index do not disclose enough quality, timely information about their activities and finances

5



to carry out proper external assessmenturthermore, less than @ percent of countries
implementing the 2016 EITI Standard have achieved meaningful or satisfactory progress against
the standard that requires disclosure of information on SOE reésponsibilities, operations

and finances

International organizationkave developed a collection of guidelines and standards to improve
the transparency and governance of extractive companies, stateed enterprises or public
sector entities. Thereare significantcommonalitiesamongthem, suggestingan international
consaisus on many elements of what constitutes good governance and what information ought
to be disclosedAmong the most relevardocumentsare:

1 General public sector performance guidelines or standards
o PEFA Framewo(kVorld Bank 2016)
o Tax AdministratioDiagnostic Assessment Tool (TADAT)
o The HigH_evel Principles on Fiscal Transparency, Participation and Accountability
(GIFT 2018)
1 SOEor extractivespecificgovernance or reporting guidelines
0 Guidelines on Corporate Governance of S@eed Enterprise@OECD 2015) and
Accountability and Transparency: A Guide for State Ownef@EED 2010)
o Corporate Governance of Stafevned Enterprises: A Tool@itorld Bank 2014)
o Guide to Extractive Sector Stabevned Enterprise Disclosur@¥atural Resource
Governane Institute 2018)
0 G4 Sustainability Reporting Guidelin@d and Gas Sector Disclosuaes Metals and
Mining Disclosure@Global Reporting Initiative 2012 and 2013)
o How to Improve the Financial Oversight of Public Corporaltis 2016)
0 Report on the Gad Governance of the National Petroleum Se{@hatham House
2007)
0 10 AnttCorruption Principles for Sta@wned Enterprisgqdransparency International
2017)
1 SOEor extractivespecific governance or reporting standards
o0 The EITI Standard 20(BITI 2017)
0 Fiscal Transparency Code and Handb@bk 2014; 2018) antGuide on Resource
Revenue TransparentF 2014)
o International Financial Reporting Standar@sternational Accounting Standards
Board)
o Oil and Gas Exploration and Production Sustainability Ateogu Standard
(Sustainability Accounting Standards Board 2014)



Each of thes&@4documents covers a different set of topics relevant to SOE governance (see table
below). Some are guidelines while others are standards. Some areoc@®&ractivespecific

while others apply to all companies or all sectofechnical support is available for help in
implementing 10 of the 14 documents.

Table.Topics covered by a subset of guidelines and standards

Context / legal
framework
Mandate /
objectives

Shareholdings
Corporate

structure
Partnerships
corporate
governance
Commercial
activities
commercial
activities
Contracts
Risk factors
Finances
Performance
HEWSES
treasury
Social and env

—
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specific guidancare perhapshe most useful for improving extractive SOE disclosures. Other
documents are more relevant for improving SOE governance or perfoenbegond public
reporting. To date, a definitive internationalgccepted extractive SOE disclosure standard has

not been developed. The 2016 EITI Standard &nDL Qa wSa2dzNOS D2 @SN
methodology are the closest available tools.

Despite theexistence of these guidelines and standaghgl their implementing mechanisms
public disclosureand SOE performance remain deficieimternationalinitiatives rarely reflect
on-the-ground realities and there is often weakdountry demand for reformThe EITI could

play aleadingrole in improving SOE performance. Options inclualvocating for improved
extractive SOE disclosures by piggybacking on other global initiagggsblishing a new
technical assistanctcility; building on and expanding Eimplementation guidelinedielping

to establish a new international forum or certification scheraeendorsing a new standarfdr

SOE transparency, either building on existing initiatives or starting from scratch. The EITI could
also partner with otheinternational organizations to leverage their networks and expertise.

The EITI Board and Secretariat could consider these options, with the aim of establishing or
building on initiatives that lead ttangibleimprovements. Ideally, gninitiative would work in
partnership withSOEwnerssince they are the ones with the greatest interest in improving SOE
performance.


https://eiti.org/document/standard
https://pefa.org/content/pefa-framework
http://www.fiscaltransparency.net/ft_principles/
http://www.oecd.org/corporate/guidelines-corporate-governance-soes.htm
https://openknowledge.worldbank.org/handle/10986/20390
https://openknowledge.worldbank.org/handle/10986/20390
https://resourcegovernance.org/analysis-tools/publications/guide-to-extractive-sector-state-owned-enterprise-disclosures
https://www.globalreporting.org/resourcelibrary/GRIG4-Part1-Reporting-Principles-and-Standard-Disclosures.pdf
http://www.imf.org/external/np/fad/trans/

Introduction

In October 2017the EITISecretariat presented it8oard of Directorsvith a proposal to create a
transparency certificatioor SOEsAccording to the Board papefidssons learnt from the four

years of implementation othe [2013 EITI Standardhows that although financial transactions
related to stateowned companies have become more transparent, there is still a consigerabl
way to go in bringing openness to how SOEs operate, their ownership arrangements, and address
other corruption risks associated with S@fzs

Under the previouwersion of thestandard, Requirement 3.6 compelled SOEs to disclose their
fiscal relationshipwith the rest of the government, their quaBscal activities and corporate
structure and holdings. SOE disclosures relatetthis information was less than satisfactory in 9
of the 10 cases evaluated by the EITI Secretafairthermore, SOEs were deethdess
transparent than many publicly listed private comparfies.

The Board welcomed the proposal but concluded that more research would be needed to
determine whether a certification scheme should be establishdd. response, the EITI
Secretariat commissiondtlis report on the principal governance risks associated with SOEs and
to map existing governance and transparergyidelines andgtandards applicable to extractive
SOEs.

The goal othe report is to help theSecretariat and the Boambnsiderwhether actionis needed
to improve SOE governance in the extractive sector; what options are available to improve SOE
governance at the international level; amchat role, if any, the EI'Bhouldplay in this effort.

Thereport is organized as follows. First, we investigate the governance of extractive SOEs. SOEs
are defined and their roles and responsibilities outlined. This is followeal digcussion of the
benefits and strengths of SOEs, with emphasisemenue geeration, control over the sector,
technology and skills development, and addressing market failweshen discuss some of the

root causes of mismanagement within some SOEs, including opacity and lack of accountability.
Finally, we provide am-depth examination of five major governance risks associated with SOEs:
slow project development; high costs; low revenuegfiicient allocation of revenues between

SOEs and other public entitieend financial liability to taxpayers.

Second, wediscuss existingguidelines and standards relevant to SOE governance and
OGN} yaLl NByoOed ¢2 ailulI NI ¢S RSTFAYS Wa20SNYIl yOoS
provide summaries and anabssfor 14 sets of documents.

LEITI (2017ppportunities for improving engagement with stadaned enterprisesBoard Pape8-4-C, 2526
October 2017.

2 |bid.

3EITI (201738" Board Meeting Online:https:/eiti.org/document/38th-board-meeting
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Third, weidentify gaps in the standards. We coradubyexamiring the potential for improving
SOE governance and disclosure through international initiatimelsdiscuss the advantages and
disadvantages of policy options for EITI and other bodies.

The author would like to thanans Christiansen (OECRajrick Heller (NRGI), Alison McMeekin
(OECD), Sara Sultan (OE@Bier Wilknson (consultant)Joe Williams (NRGIhd Chunlin Zhang
(World Bank)as well asonas MoberdgBady BaldeAlex GordyndInes Schjolberg Marquéom
the EITI Secretariator sharing their advice and expertise.






