Guidance note 17
updated June 2016

This note has been issued by the EITI International Secretariat to provide guidance to implementing countries on meeting the
requirements in the EITI Standard. Readers are advised to refer to the EITI Standard directly, and to contact the International
Secretariat to seek further clarification. Contact details can be found at www.eiti.org

Social expenditures
Guidance note 17 – Requirement 6.1

1. Summary
In addition to taxes levied by central, regional and local governments, extractive companies often make
contributions to regional or local governments, communities, NGOs or other third parties in the areas
where they operate. These transactions are interchangeably called “social expenditures”, “social
payments”, or “social investments”. In the EITI Standard, these payments are addressed in section 6.1as
“social expenditures” (see box 1). Social expenditures can take multiple forms, and may involve cash
payments such as donations, grants or other types of cash transfers, the transfer of assets such as the
construction of roads or schools, or the provision of services like training and health care. In some cases,
these social expenditures are based on legal or contractual obligations. In other cases, companies make
voluntary social contributions. Several EITI implementing countries already disclose or reconcile
mandatory and/or voluntary social expenditures in their EITI Reports, including Kazakhstan, Kyrgyzstan,
Liberia, Mongolia, Mozambique, Peru, Republic of Congo, Togo, Yemen and Zambia. This note provides
guidance to multi-stakeholder groups (MSGs) on how to report on social expenditures.
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2. Requirements related to this topic
6.1 Social expenditures by extractive companies
a) Where material social expenditures by companies are mandated by law or the contract with the government that
governs the extractive investment, implementing countries must disclose and, where possible, reconcile these
transactions. Where such benefits are provided in kind, it is required that implementing countries disclose the
nature and the deemed value of the in kind transaction. Where the beneficiary of the mandated social expenditure
is a third party, i.e. not a government agency, it is required that the name and function of the beneficiary be
disclosed. Where reconciliation is not feasible, the countries should include unilateral company and/or government
disclosures of these transactions.
b) Where the multi-stakeholder group agrees that discretionary social expenditures and transfers are material, the
multi-stakeholder group is encouraged to develop a reporting process with a view to achieving transparency
commensurate with the disclosure of other payments and revenue streams to government entities. Where
reconciliation of key transactions is not possible, e.g. where company payments are in kind or to a nongovernmental third party, the multi-stakeholder group may wish to agree an approach for voluntary unilateral
company and/or government disclosures to be included in the EITI Report.
Source: EITI Standard 2016, p. 28

3. Guidance
The EITI International Secretariat recommends the following step-by-step approach to MSGs for
addressing social expenditures:

Step 1- Identify whether companies make social expenditures, including whether these
are mandatory or discretionary
In order to identify whether companies provide social expenditures, the MSG is advised to consult:
•

•

•

Extractive companies and industry associations with a view to understanding the type and nature
of any social expenditures, and whether social expenditures are discretionary or part of the
companies’ legal and/or contractual obligations.
The legal and regulatory framework governing the extractive sector to identify whether social
expenditures are mandated by law. Where mandated by law, the MSG may wish to include a
reference to the relevant legal provisions in the EITI report.
Agreements and contracts, where available, in order to understand whether social expenditures
are obligatory or voluntary.

It is recommended that the findings from this work are documented in MSG minutes, scoping studies or in
the EITI report itself.
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Examples
Article 31 of the Afghanistan - Qara Zaghan contract states that “during the first two years of [the] contract [the
company] shall spend a minimum of US$ 50,000 for implementation of social programmes as per the Social
Development Plan.”
Guinea’s Mining Code (2011 amended) includes the following provisions:
Article 130: Development of the Local Community
A holder of a Mining Operation Title must enter into a Local Development Agreement (LDA) with the Local
Community residing on or in the immediate vicinity of its Mining Operation Title. The terms for drafting these
agreements are set out in a joint order of the Minister in charge of Mines and the Minister in charge of
Decentralization.
The purpose of the Local Development Agreement is to establish conditions that are conducive to the efficient and
transparent management of the Contribution to Local Development paid by the holder of the Mining Operation
Permit, and to strengthen the capacities of the Local Community in the planning and implementation of the
community development programme.
The Local Development Agreement must include among other things, provisions for training the Local Community
and, more generally, Guineans, environmental protection and health measures for the Local Community, and
processes for the development of social projects. Principles of transparency and consultation will be applied to the
management of the Local Economic Development Fund and to any Local Development Agreement which will be
published and made available to the Local Community.
The amount of the Contribution to Local Development, the financial contribution of the holder of a Mining
Operation Title to the development of the Local Community, is fixed at zero point five percent (0.5 %) of the
turnover of the company made on a Mining Title of a zone for category 1 mine substances and one percent (1%) for
other mine substances.
A Local Development Fund (LDF) is created which will be financed by this Contribution to Local Development from
the holder of the Mining Title from the Date of First Production. The terms for using this Contribution to Local
Development and the rules for the operations and management of the Local Development Fund are set out by
decree of the President of the Republic.

Step 2- Assessing the materiality of social expenditures
Where the MSG has determined that extractive companies make i) mandatory or ii) discretionary social
expenditures, the MSG needs to establish whether these payments are material. The general approach
set out in requirement 4.1(a) should inform this process:
In advance of the reporting process, the multi- stakeholder group is required to agree which
payments and revenues are material and therefore must be disclosed, including appropriate
materiality definitions and thresholds. Payments and revenues are considered material if their
omission or misstatement could significantly affect the comprehensiveness of the EITI Report. A
description of each revenue stream, related materiality definitions and thresholds should be
disclosed. In establishing materiality definitions and thresholds, the multi-stakeholder group
should consider the size of the revenue streams relative to total revenues. The multi-stakeholder
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group should document the options considered and the rationale for establishing the definitions
and thresholds.
In some cases, the data needed to make this assessment will already be publicly available from
companies, government authorities or other sources. In other cases, it may only be possible to estimate
the size of the payments through consultations with stakeholders. While social expenditures may be
insignificant in absolute value compared to taxes and royalties, the impact on small local economies and
social and institutional arrangements may still be considerable.
In accordance with requirement 6.1, where the MSG determines that mandatory social expenditures are
material, the EITI Report must disclose and, where possible, reconcile these transactions (see step 3
below). If the MSG concludes that these flows are immaterial, the basis for this assessment should be
documented. In such circumstances, it may be useful to provide a summary in the EITI Report.
Where the MSG determines that discretionary social payments or transfers to government entities are
material, the MSG is encouraged to cover these flows in the EITI Report (requirement 6.1.b). A
reconciliation procedure is encouraged where feasible. If agreed, reconciliation might follow the same
approach suggested for mandatory social expenditures (see step 3 below).

Step 3- Disclosure and reconciliation of social expenditures
Where the MSG has established that social expenditures payments or transfers to government entities
are material, additional work may be needed to design appropriate reporting templates and agree
procedures for disclosure and, where possible, reconciliation of the data. In order to agree an appropriate
reporting procedure, the MSG is advised to review:
•

The nature of the social expenditures, including whether the social expenditure is provided inkind for example through access to services or infrastructure, through financial transactions, or a
combination. In accordance with requirement 6.1.a, where such benefits (i.e. mandatory social
expenditures) are provided in-kind, it is required that the EITI Report discloses the nature and the
deemed value of the in-kind transaction.’

•

The parties involved in the transaction (i.e. the provider and the recipient of the social
expenditure), which in addition to the extractive company, may include a government entity, or a
third party recipient such as, a charitable organisation or other types of associations. The
beneficiary of the social expenditure is the recipient of the benefit i.e. the person or body who
owns or controls or uses the asset or service. In accordance with requirement 6.1a, ‘where the
beneficiary of the mandated social expenditure is a third party, i.e. not a government agency, it is
required that the name and function of the beneficiary be disclosed’.

Depending on the nature of the social expenditure and the parties involved in the transaction, the MSG
needs to determine whether the transactions can be reconciled, or whether it is more appropriate that
the company making the payment and/or government entity receiving the benefits unilaterally disclose
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the nature and the value of the transaction (requirement 1.5.c.ii). Where the social expenditure is a
financial transaction between an extractive company and a government entity, or a community
development fund, reconciliation will in most cases be feasible. However, where the social expenditure is
provided in-kind or the payment is made to a contractor for the implementation of a project or to an
NGO, reconciliation may well be challenging. In such cases the reporting template should be designed so
that the extractive company describes the nature of the social contribution provided and the deemed
monetary value at the time that the expenditure was made. Similarly, where the beneficiary is not a
government agency but a third party, the reporting template should enable the name and function of the
beneficiary to be disclosed. The MSG is advised to explain and document the agreed approach for
reporting on social expenditures. The MSG may also wish to task the Independent Administrator with
proposing templates for reporting on social expenditures.

4. Examples:
Mongolia’s EITI Report includes detailed reconciliation and description of the social expenditures provided
in-kind, noting the value of the in-kind transaction:

Mongolia’s EITI reports also reconcile monetary donations to government agencies and other entities:
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In Kazakhstan, companies have a contractual obligation to spend a certain percent of profits on social
investments. The type of benefit to be provided is typically negotiated between the company and the
local government. The EITI Report provides a unilateral disclosure by the companies of the value and
nature of the social expenditures. A summary is provided below:

In some cases companies make both mandatory and voluntary social expenditures. Kazakhmys, one of the
main copper producers in Kazakhstan, spend a total of US$200 in social investments in 2010. 89 % of this
was voluntary spending and 11% was required under the license agreement. Of the 2010 social
investments, support to education accounted for 71 % of Kazakhmys social spending, and included
support to the Kazakhstan National Library and Education Centre in Astana.
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In Zambia’s 2011 EITI Report, companies unilaterally disclosed the value of social expenditures provided in
cash and in-kind:
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