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Executive summary

In addition to taxes levied by central, regional and local governments, extractive
companies often make social and environmental contributions in the areas where
they operate. These contributions can be made to central, regional or local
governments, communities, non-governmental organisations or other third parties.

Social and environmental payments - either in-kind or cash — are a form of
contribution from companies with the aim of supporting social development or

to account for potential environmental impact. In some cases, these social or
environmental expenditures are based on legal or contractual obligations. In other
cases, companies make voluntary social or environmental contributions.

Communities do not always know how much companies are obliged to contribute
according to their contracts. Misunderstanding about what constitutes a mandatory
and voluntary social and environmental expenditure and lack of access to the
contractual terms can make public oversight challenging. It is thus important to be
transparent about the expectations and the actual contributions made to provide a
more complete picture for all stakeholders involved.

Government stakeholders and citizens have a particular interest in ensuring that
the social and environmental expenditures are effective and reach the intended
beneficiaries. Companies also have an interest in demonstrating their positive
contribution beyond fiscal payments, managing community expectations and
ensuring that the expenditures they make and the projects they are directed
towards are well managed and executed.

Requirement 6.1 of the EITI Standard requires that significant mandatory social
expenditures and environmental payments are disclosed and reconciled where
possible. This note provides step-by-step guidance to multi-stakeholder groups
(MSGs) on how to report on social and environmental expenditures, offers
examples from implementing countries and outlines opportunities to strengthen the
dissemination and use of data.

What can the data help answer?

1) What social and environmental expenditures are made by companies and
who are the recipients and beneficiaries?

2) How do actual expenditures by companies compare with their contractual
obligations?

3) Do the expenditures reach intended beneficiaries including women and
marginalised groups?

4) How significant and effective are environmental payments?

5) How are environmental rehabilitation funds managed and monitored?


https://eiti.org/document/eiti-standard-2019#r6-1

Overview of steps
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Steps Key considerations Examples

Step 1: Do companies make social or Guinea
Identify social or environmental expenditures? Ukraine
enwrogTentalb If so, are these are mandated by law or

expen |.ures Y contract, or are they voluntary?

companies

(p.7)

Step 2: Are government entities and reporting Democratic
Identify existing companies already disclosing Republic of
information information on social and environmental Congo

available on social
and environmental
expenditures and their
significance (p.10)

expenditures?

Are social and environmental
expenditures significant?

The Philippines
Ukraine

Zambia

Step 3:

Collect and disclose
data on social and
environmental
expenditures (p.15)

How should the required information be
collected and disclosed?

Is the information disaggregated by
company and project, with indication of
the beneficiary?

Afghanistan
Liberia
Mongolia
Norway

The Philippines

Zambia
Step 4: What additional analysis should be Kazakhstan
Review and undertaken to respond to the broader Zambia

analyse social and
environmental
expenditures (p.21)

objectives of the disclosures and
stakeholder interests?

What recommendations can the MSG
agree to address the findings of the
analysis?




Requirement 6.1

The objective of this requirement is to enable public understanding of extractive
companies’ social and environmental contributions and provide a basis for
assessing extractive companies’ compliance with their legal and contractual
obligations to undertake social and environmental expenditures.

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 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, countries should provide unilateral
company and/or government disclosures of these transactions.

b) Where material payments by companies to the government related
to the environment are mandated by law, regulation or contract that
governs the extractive investment, such payments must be disclosed.

c) The multi-stakeholder group is required to agree a procedure to
address data quality and assurance of information on social and
environmental expenditures, in accordance with Requirement 4.9.

d) Where the multi-stakeholder group agrees that discretionary social
and environmental 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 revenues. The multi-stakeholder
group is encouraged to agree a procedure to address data quality
and assurance of the information set out above, in accordance with
Requirement 4.9.

1. EITI 2021 Validation Guide, https://eiti.org/document/2021-eiti-validation-guide#req61



https://eiti.org/document/2021-eiti-validation-guide#req61

How to implement
Requirement 6.1

Step 1
Identify social or environmental
expenditures by companies

MSGs should identify whether companies make social or
environmental 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

or environmental expenditures, and whether expenditures
identified 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 EITI disclosures.

Agreements and contracts, where available, in order to
understand whether social and environmental expenditures are
mandatory or voluntary.

It is recommended that the findings from this work are documented
in MSG meeting minutes, scoping studies or in EITI reporting.

Types of social and environmental expenditures include:

Social payments versus expenditures. Social payments and
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 and
payments are based on legal or contractual obligations. In
other cases, companies make voluntary social contributions.

While terms “social expenditures” and “social payments” are
often used interchangeably, the general understanding is that
social payments typically refer to payments made directly by
the company to a government entity, while social expenditures
can also be used to refer to transfers made to third parties

(e.g. a construction firm to build infrastructure or a school).
Where these are mandated by law or the terms of the contract
governing their extractive investment, the EITI Standard requires
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Step 1 that material expenditures are disclosed and where possible
Continued reconciled (EITI Requirement 6.1.a). Disclosures of voluntary
social expenditures are encouraged (Requirement 6.1.d).

e Environmental payments. Environmental payments are typically
made by companies to the government to compensate for or
mitigate potential environmental impact by oil, gas and mining
operations. Such payments can be mandated by law, regulation
or contract and may consist of fees related to environmental
licenses, specific taxes or payments related to emissions,
pollution or water and energy use, waste fees, payments
related to rehabilitation and contributions to environmental
protection agencies or funds. Where these payments to the
government are material, the EITI Standard requires that these
are disclosed and reconciled. This provision is aligned with EITI
Requirement 4.1. on comprehensive disclosures of taxes and
revenues. These payments are not always generally considered
material, although they are often of interest to citizens and local
communities. Environmental expenditures made to third parties
that do not represent a government entity (e.g., a service
provider performing activities required by environmental work
programmes) are typically not considered within the scope of
the requirement.

Additional sources of definitions of social and environmental
expenditures include IMF’s Technical Guidance Note on
Government Finance Statistics,? which categorises the following:

e Mandatory social payments as “Compulsory transfers to
government (infrastructure and other), 1415E4”

e Voluntary social payments as “Voluntary transfers to
government (donations), 144E1”

e Environmental payments as “Emission and pollution taxes,
1M4522E”

In some cases, EITI Requirement 6.1 may apply beyond these
categories to also include social expenditures made to non-
governmental entities.

The MSGs might wish to consider reviewing the definitions of social
and environmental payments provided by the IMF’s Technical
Guidance Note on Government Finance Statistics, noting that the
scope of Requirement 6.1 extends to social expenditures made to
non-governmental entities.

2. EITI, Guidance note to the IMF’s GFS classification, eiti.org/document/eiti-summary-data-template



https://eiti.org/files/documents/EITI Draft Guidance Note Template.pdf
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CASE STUDY

Afghanistan
Social expenditure mandated by contract

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.”

Source: Government of Afghanistan, Qara Zaghan contract, ResourceContracts.org

CASE STUDY

Guinea
Social expenditure mandated by law

Article 130 Development of the Local Community of Guinea’s Mining Code (2011 amended)
states that:

“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.«

Source: Guinea Mining Code (amended 2011), Governemnt of Guinea, Ministry of Mines and Geology

CASE STUDY

Ukraine
Social expenditure mandated by law

Section VIII of Ukraine’s Tax Code (2010) requires companies operating in the country with
activities that result in “emissions of contaminants by stationary sources into the atmospheric
air”, “the discharge of contaminants directly into the water pools”, “the placement of the waste
in the specifically designated places or objects” and “generation of radioactive waste” to pay
environmental tax.

Source: Tax Code of Ukraine, Government of Ukraine. English version available here.



https://www.resourcecontracts.org/contract/ocds-591adf-9771948110/download/pdf
https://mines.gov.gn/en/legal-regulatory-framework/
https://zakon.rada.gov.ua/laws/show/2755-17#Text
http://gogov.org.ua/wp-content/uploads/2016/05/Tax-Code-of-Ukraine.pdf
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Step 2

Identify existing information available on
social and environmental expenditures and
their significance

Where the MSG has determined that extractive companies

make i) mandatory or ii) discretionary social and environmental
expenditures, the MSG should first identify the existing government
and company disclosures of information on such expenditures.
These could include annual reports, websites or data portals
managed by the ministry overseeing the industry or sustainability
reports by companies.®

Second, the MSG should agree which payments and revenues are
material and need to be disclosed in accordance with the general
approach set out in Requirement 4.1.b on selecting appropriate
materiality thresholds. When considering the threshold for social
and environmental expenditures, the MSG may wish to take into
account the importance of these revenue streams for stakeholders
and local communities.

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 the absolute value of social and environmental
expenditures may be insignificant in comparison with 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 or environmental payments
to the government are material, the implementing countries
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
EITI disclosures.

Where the MSG determines that discretionary social and
environmental expenditures or transfers to government entities
are material, the MSG is encouraged to cover these flows in EITI
reporting (Requirement 6.1.d).

3. Some companies publish sustainability or corporate social responsibility reports in accordance with Global
Reporting Initiative (GRI) standards. Among the environmental-related aspects recommended to be
reported under the GRI framework are: energy consumption, use of water, effluents and waste, emissions,

biodiversity impact, compliance with environmental laws and regulations, and number of environmental

grievances filed. MSGs might also wish to consult the GRI sustainability disclosure database, available at

https:/database.globalreporting.org/.



https://eiti.org/document/eiti-standard-2019#r4-1
https://database.globalreporting.org/
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CASE STUDY

Democratic Republic of Congo
Disclosure of mandatory social expenditures

Extractives companies in the Democratic Republic of the Congo are required to disclose
mandatory social expenditures, and many also disclose voluntary social payments. The absence
of a consensus definition of what constitutes a social expenditure meant that many companies
failed to disclose required information, while others were accused of inflating the value of such
payments or not addressing communities’ needs. The 2018 Mining Code introduced provisions
taking these concerns into account.

REFEREMCE FOR SOCIAL EXPEMDITURES |IW THE DEMOCRATIC REPUBLIC OF CONGO
CATEGORIES OF SOC1AL EXPEMNIHTURES FOR EXTRACTNVES COMPAMIES

Qil, gas and mining companies

Wobarlmry noclal
Il ] [ TR Y
O35 of company’s a% Hipulafed in ol M companbes”
e T T = QAW DA descrwhion
Bt et A Litd
aenfrariy
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Source: EITI Progress Report 2020, p.30.



https://eiti.org/document/eiti-progress-report-2020
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CASE STUDY

The Philippines
Social and environmental spending and contributions

Philippines’ 2017 EITI Report describes the existing social and environmental expenditures,
including requirements to funds community assistance projects, mandatory expenditures

as part of Environmental Work Programmes and mandated transfers to Mine Rehabilitation
Funds. The report also describes voluntary expenditures made by companies as part of their
Corporate Social Responsibility (CSR) efforts.

D. Social and Environmental Spending/Contributions

Secilon 57 of the 1945 Philippine Mining Act (RA 7942) mandates contractors to assist in the
development of its mining community, the promotion of the general welfare of its inhabitants, and the
development of science and mining technology. The details of the mandate are provided in DAD Mo,
2070-21 issued on 28 June 2010 1o consolidate the Implementing Rules and Regulations (IRRs) for RA
o4,

Mining companies in the exploration stage afe required (o develop and implement a Community
Development Program (COF) using funds equivalent to at least 10% of the budget for their approwed
twio-year Exploration Work Program. Companies that are already in the production stage sre required
o implement @ Social Development and Monagement Program (SDMP) with an annual budgel
equivalent to 1.5% of its operaiing cost. Both SOMP and COP should be prepared and developed in
consultatizn and in partnership with the host and neighboring communities. & host community s
defined 1o be the barangap(s) where the mining area is located while neighboring communities refer to
the barangay(s]) adjacent to the hoot community.

The SDME activities should fall under cne of three categories: (8) development of host and neighboring
communities 1o promote the general wellang of their inhabitants: (b) advancement of mining technalogy
and gececiences; and (c) Information, education and communication (JEC) program on responsible
mining and geosciences. The mandated budget alocation for these are 75% 10% and 15%
respectively. The creditable activities under each categorny are enurnerated in DAO Mo, 2010-21 and are
summarized in Chapter 7 of the first PH-EITI repon, together with details on the development, approval,
irmplementation and monitenng of the COP and SDMP.

Source: Philippines 2017 EITI Report, p.22.



http://ph-eiti.dof.gov.ph/uploads/1/2/1/8/121891939/the_5th_ph-eiti_report.pdf
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CASE STUDY

Ukraine
Disclosure of environmental tax

Ukraine EITI has been disclosing and reconciling the environmental tax through EITI reporting since
2013. While this revenue stream represents a small share of total revenues, the MSG agreed to
include it in the scope of EITI reporting due to its significance for local communities. Moreover, civil
society is actively engaging in the environmental discussion in Ukraine, including on analysing the
environmental tax and providing recommendations on how it can better benefit citizens.

dccording to the decision of the MSG (Minutes of the meeting of the MSG of November 22,
2019, three additional types of payments were included in the scope of reconciliation in EITI
Repart tor 2017:

Dasie bo thitir importance for local budgets:
o Land fee {land tax and rent from legal entities);
o Environmental bas;

Due to their importance for disclosure of the relationship between the public sector
Enterpn'ses and the state:
= Dividends and payment of a share of net profit (share of the net profit Gincome)
of business organizations, paid to the state £ local budgets: dividends (incoma)
accrued on shares (stakes) of the business assoclations, share capital of which
includes state-owned sharel;

Fees for granting and extending special permits for the use of subsoil and revenues
frgm the sale of Such permits.

Source: Ukraine 2017 EITI Report, p.235. In addition, see this publication for recommendations on environmental tax

prepared by CSOs.



https://eiti.org/document/ukraine-2017-eiti-report
https://ua-energy.org/en/posts/14-11-2019-37f02c6e-9bf1-4f51-ab80-0b5638e93ffd
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CASE STUDY

Zambia
Discretionary social expenditures

Zambia’s 2019 scoping study found that there were no mandatory social expenditures in Zambia,
while it identified discretionary social expenditures. The MSG agreed to include these in the scope
of EITI disclosures and request data on such expenditures from companies. This was documented in
the 2019 EITI Report.

Eacinl Poyments

These ooeatst of all conbnbutions made by sutractive coemparies to prommote Local desslopreent and Bo fenance social
projecti in L with ETTI Eegquiremaent &, 1, Thit Standard encourages NS0 5o apply & high standard of franiparency to
ocial payrments Bnd trangfers, the parised involved in the Eraniacticorn and the matecality of thaie payrrerts &nd
branafers to other benefit skreams, including the recogaition that thess payments may be reported sven though it is not
perssitde 1o reConoile TR,

Thess conbrbutions. cin be made in chgh of in kind, This chtepsry inclides, inter slis: health infragtruciure, schos!
infrastructure, road infrastructurs, market gardening infristructurs, projects relsted to the promotion of the
agniculture and the prasts provided o the population.

‘We understand thal thers are no legal or contractual provisions for mandatory social payments i Iambis. Mowever, we
propore 1o inchude the weluntary socisl paymesits 0 the I0TF EITI icope theough unilateral diiclosure of mining
comparset, These payments can be summarized a3 follows:

1 L e e Sasilin] Baigmswritbbl y W i parperennity
i Corporate Social Responubility cath paprmenty.

Source: Zambia EITI 2019 Report, pp. 23-24.


https://eiti.org/files/documents/zeiti_report_2019.pdf
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Step 3
Data collection and disclosure of social
and environmental expenditures

Where the MSG has established that social and environmental
expenditures or transfers to government entities are material,
additional work may be needed to design appropriate reporting
templates and agree procedures for disclosure and data
assurances. In order to agree an appropriate reporting procedure,
the MSG is advised to review:

* The nature of the social and environmental expenditures,
including whether the social expenditure is provided in-kind (for
example through access to services or infrastructure), through
financial transactions, or a combination of these. In accordance
with Requirement 6.1.a, where mandatory social expenditures
are provided in-kind, it is required that the nature and the
deemed value of the in-kind transaction are disclosed.

e The parties involved in the transaction (i.e., the provider
and the recipient of the social or environmental 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”.

Where feasible, the MSG could consider disclosing the data in a
way that addresses information needs of different genders and
subgroups of citizens. This could be done by disclosing detailed
and disaggregated data on beneficiaries, shedding light on
whether women, youth or subgroups of citizens are amongst the
beneficiaries of such expenditures (e.g., scholarships and trainings,
as reported in Liberia). Similarly, gender-sensitive data can help
track the extent to which these are allocated to priorities identified
by women, which may include staffing of existing facilities for
education and health services, as well as environmental remediation.
It can also highlight whether women and subgroups of citizens have
been consulted in identifying priorities for such expenditures, and
whether they are included in follow-up and monitoring.

Depending on the nature of the social and environmental
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 the nature and the value of the transaction.
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Step 3 Where the social or environmental expenditure is a financial
Continued transaction between an extractive company and a government
entity, or a community development or environmental rehabilitation
fund, reconciliation will in most cases be feasible. However, where
the social or environmental expenditure is provided in-kind or
the payment is made to a contractor for the implementation
of a project or service 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 or environmental 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 and environmental expenditures. The MSG
may also wish to task its technical team, a relevant government
entity, or Independent Administrator with proposing templates for
reporting on social and environmental expenditures.

Data points to be disclosed Additional disclosures MSGs could consider

e Value of expenditure e Date of transfer of payment, expenditure

e Title of recipient (e.g. or in-kind contribution

government agency or e Location of social/environmental project if
fund) applicable

e Nature of in-kind ¢ Information about nature and status of
expenditure activity funded by social or environmental

e Name and function of expenditure

beneficiaries of in-
kind expenditures (e.g.
non-governmental
organisation or local
community initiative) (

e Indication of legal/
contractual basis of
expenditure and related
extractives project
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CASE STUDY

Afghanistan
Disclosure of mandatory social expenditures

Afghanistan’s Ministry of Mines and Petroleum has published details on mandatory social
expenditures on its website, including a comprehensive review of contractual requirements to
undertake social expenditures in all material companies’ operating contracts. The review highlighted
mandatory social expenditure requirements in the contracts of eight of the 14 material companies.
The review distinguished mandatory and voluntary social expenditures. Information on the values,
disaggregation of cash and in-kind contributions, and non-government beneficiaries were provided
for some, but not all expenditures.

The below extractive companies are reguired based on the contract obfigations to pay soclal mandatory
expinditunes and they implemented a series of sofial acthvilies base on our repart. The Tollowing are explanaticns
for the social mandatory eupenditunes for 1395 & 1396

1-  BAEESAD SHARD EXTRACTIVE COMPANY:

| Extractive Company Mizesaa Sharg Company |
| Name of the project | Sar Aasiyasb Coal = Roe Do Aab district = 5amangan Province |
| Start date of the contract | 1387/11/01 ]
End date of the contract | 1397/10/30 1
| End date of the contract | 10 |
_ Sacial Mandatory Expenditures Obligations |

Contract Conditions Artiche Twenty-Mine of Contract: The Lessee of the Meesabg Sharg Company B |
reguired to construct building for a Primary Schood, Mosgue, Water supply network I
for labors and local diinic. Resort the necessaey facilities for the well-being of the |
MINE labors base on the obligations of contract. Donate 5 10,000 US or equivalent |
in AFNs anmually to orphans, disabled in the region and other on annual basis,

Source: Ministry of Mines and Petroleum, Afghanistan, EITI disclosures, Report on Mandatory Social Expenditures, p.7



https://momp.gov.af/eiti-disclosures
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CASE STUDY

Liberia
Cash and in-kind social expenditures
Liberia’s 2015-2016 EITI Report breaks down mandatory and discretionary cash and in-kind social

expenditures, with indication of the amount, beneficiary and date of transfer. The data includes
information on the legal/contractual basis for the expenditures.
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Source: Liberia EITI 2015-2016 Report, p.120.

CASE STUDY

Mongolia
Water use and related payments

Mongolia’s 2018 EITI Report provides information reported by companies on water use and related
payments, comparing the contracted and actual use of water. The report also provides information
on waste management and air pollution.

List of eop 10 il corrspanioy madds highe il payment Tor waler in 2018 i 50 fellows
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H Source: Mongolia 2018 EITI Report, p.713.


https://eiti.org/document/liberia-2015-2016-eiti-report
https://eiti.org/document/mongolia-2018-eiti-report
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CASE STUDY

Norway
CO, and NO, tax

Norway’s 2015 EITI Report included reconciled information on CO2 and NOx tax by company.

Appendix 1

Reported CO2 tax per company (operator)
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Reported NOx tax per company (operator)
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Source: Norway 2015 EITI Report, pp. 51-52.



https://eiti.org/document/2015-norway-eiti-report
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CASE STUDY

The Philippines
Social and environmental expenditures

Philippines’ 2017 EITI Report includes a summary of the social and environmental expenditures.

Table 61: Summary of nesults: for social and emaronmental eapenditures
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Source: Philippines EITI 2017 Report, pp.84-85.

CASE STUDY

Zambia
Beneficiaries of voluntary social expenditures

Zambia’s 2019 EITI Report provides details on the value, nature and beneficiaries of voluntary
expenditures by companies. This includes beneficiaries who represents women, youth and local
communities.
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Step 4
Review and analysis of social and
environmental expenditures

Prior to or after publishing information on social and environmental
expenditures, the MSG could review and analyse the information
identified and collected, consider findings from the report and
agree recommendations for the MSG or other stakeholders to
address.? If the MSG has agreed work plan objectives related to
social development, environmental impact or contributions to local
communities, the MSG could consider how the disclosures could be
used to help meet the objectives.

Examples of such recommendations from EITI disclosures includes:

e A recommendation for the government to consider
establishing a mechanism to monitor extractive companies’
compliance with social and environmental obligations, and
to trace the execution of social expenditures with a view to
maximise the impact on local populations (see, for example,
Cameroon’s 2013 EITI Report, p.75).

e A recommendation for the government to review the
audited accounts of the Environment Protection Fund and
to engage the Fund Board to ensure greater transparency
in the management of the fund (see, for example,
Zambia’s 2016 EITI Report, p.79).

Questions the MSG could consider include:

e How do the provisions related to social and environmental
expenditures compare to actual practice?

¢ How does the government monitor and account for mandatory
and discretionary social and environmental expenditures?

e How can the information be presented to help stakeholders
understand the nature of social and environmental
expenditures and who the recipients/beneficiaries are?

Disclosures related to social and environmental expenditures
have been used by stakeholders in EITI implementing countries
to inform debates on how expenditures are managed and used,
their efficiency and how to make sure expenditures contribute to
positive social impact and environmental protection.

4. Further guidance on developing recommendations from EITI reporting available here: http:/eiti.org/GN20
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CASE STUDY

Kazakhstan
From disclosures to accountable spending

Oil, gas and mining companies operating in Kazakhstan have to make mandatory social investments
in the regions where they operate. The investments are large, amounting to almost USD 150 million
annually®. By disclosing the amounts paid, the purpose and beneficiaries, EITI Reports have revealed
lack of accountability in spending decisions at local level. As a result, a centralised payment and
disbursement mechanism was introduced in 2014, including budget classification codes, limiting the
opportunity for discretionary spending.

CASE STUDY

5.

Zambia
Environmental Protection Fund

In Zambia, concerns have been raised by stakeholders about mining company payments related to
rehabilitation and the management of the Environmental Protection Fund (EPF). The fund “lodges”
contributions as deposits to be spent by the government in case of need for rehabilitation of mining
areas where the mining licence holder fails to do so. Companies are required under the EITI to report
their payments to the EPF.

Audits conducted on the EPF by the government found that the fund was not working effectively.
The audits undertaken to ascertain the extent of the environmental liability caused by each individual
mining firm concluded that mining companies were not complying with the EPF’s regulations and

the majority were not paying the stipulated contributions. Zambia EITI Reports have also highlighted
challenges in the oversight of the fund, and the latest 2017 report recommends improving the
implementation of the EPF by setting up a clear investment policy, appointing a fund manager and
ensuring that all mining companies comply with the EPF requirements. These recommendations are
being followed up by the Ministry of Mines and Mineral Development.

Kazakhstan 2017 EITI Report, p.148.
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Further resources

e UNEP (2020), “Sustainability in the Mining Sector: Current Status
and Future Trends”,
https:/www.unenvironment.org/resources/report/sustainability-mining-sector

e Natural Resource Governance Institute (2019), “Beyond Revenues: Measuring
and Valuing Environmental and Social Impacts in Extractive Sector Governance”,
https://resourcegovernance.org/analysis-tools/publications/beyond-revenues-
measuring-environmental-social-impacts

e EITI(2017), “Coverage of environmental information in EITI reporting”,
https:/eiti.org/document/coverage-of-environmental-information-in-eiti-
reporting

Extractive Industries
Transparency Initiative
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0151 Oslo secretariat@eiti.org

Norway eiti.org
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