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Notes

The following report on the Extractive Industries Review’s Asia and Pacific Regional
Workshop, held in Bali from April 26-30, 2003, was prepared by the EIR Secretariat. It
summarizes the views expressed by workshop participants, neither endorsing nor
contradicting them.

As in common usage, unless otherwise indicated, use of the terms ‘World Bank’ or ‘the
Bank’ refers to the entire World Bank Group. The Bank components principally
concerned with extractive industries (the oil, gas and mining sectors) are the International
Bank for Reconstruction and Development (IBRD), International Development Agency
(IDA), the International Finance Corporation (IFC) and the Multilateral Investment
Guarantee Agency (MIGA).

Abbreviations

ASM Artisanal and Small-scale Mining

CAO Compliance Adviser and Ombudsman

CASM Communities and Small-scale Mining Initiative
CSIRO Commonwealth Scientific and Industrial Research Organisation
EIA Environmental Impact Assessment

EIR Extractive Industries Review

FDI Foreign Direct Investment

GDP Gross Domestic Product

IBRD International Bank for Reconstruction and Development
IDA International Development Agency

IFC International Finance Corporation

IFI International Financial Institution

ILO International Labour Organization
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MMSD Mining, Minerals and Sustainable Development
MIGA Multilateral Investment Guarantee Agency
NGO Non-Government Organization

PRI Political Risk Insurance

PRSP Poverty Reduction Strategy Papers

SOE State Owned Enterprise

SME Small and Medium Enterprise

SSM Small-Scale Mining
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EIR Asia and Pacific Consultation Workshop

Executive summary

Overview

The Extractive Industries Review (EIR) Consultation Workshop for the countries of Asia
and Pacific was convened in Bali, Indonesia, April 26-30, 2003. This was the fourth in a
series of regional multi-stakeholder consultations: the first, for Latin America and the
Caribbean, took place in Rio de Janeiro, Brazil, April 2002; the second, for Eastern
Europe and Central Asia, took place in Budapest, Hungary, June 2002; and the third, for
Africa, took place in Maputo, Mozambiqgue, January 2003.

The process was guided by the EIR’s Eminent Person, Dr. Emil Salim, in order to explore
the proper role of the World Bank Group with respect to extractive industries in the
region, in particular whether or not the projects the WBG sponsors contribute to poverty
aleviation and sustainable development. The task is to look to the future to see whether a
role for the World Bank Group was still necessary in the extractive industries and, if so,
whether this role should be improved.

The workshop attracted over 100 participants from civil society (non-government
organizations, community-based organizations and labor unions), government, the ail,
gas and mining industry, academia, and the World Bank Group itself. The workshop was
organized into two parts: the first comprising a two-day open forum for civil society and
other testimonials, and a voluntary information session by the World Bank Group; and
the second comprising a formal three-day consultation with a limited number of invited
or ‘self-selected’* representatives from each stakeholder group. Participants presented
case studies relating to regional projects, followed by focused group discussions on
selected thematic issues on environmental, social and economic impacts of the extractive
industries.

The Consultation identified a number of cross-cutting themes where change was deemed
necessary if the World Bank Group is to continue its involvement in the extractive
industries in Asia and the Pacific. The themes reflected recent experiences of Bank-
supported policies and projects, particularly social and environmental impacts in mining
and gas projects. The main issues of concern were poor governance — corruption, conflict
resolution, disclosure policy, revenue management and human rights; the environment —
global warming from continuing use of fossil fuels and deep sea disposal of tailings; and
uncontrolled artisanal and small-scale mining. There was general agreement on finding a
way to legitimatize artisanal and small-scale mining, and to bring it under the broad
umbrella of community development; the critical importance of having all the
components of good governance in place before starting new projects; the need for tailor-
made solutions that fit the specific needs and conditions of each country, location and
situation; and the essentia importance of taking sufficient time to make sure that all
stakeholders are on-board and up-to-speed before starting projects or setting policy

1 *Self-Selection’: the selection of civil society representatives attending the formal 3-day session of the consultation workshop was
coordinated with the help of Mr. Longgena Ginting, Executive Director of WALHI (Friends of the Earth, Indonesia). The self-
selection process gave civil society the responsibility of nominating 25 suitable participants from a variety of non-governmental
organizations to represent their interests at the workshop.
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Participants urged the World Bank Group to include extractive industries in the Country
Assistance Strategy and related Poverty Reduction Strategy Papers, and to be more
cognizant of links and conflicts between policies in different sectors, and the actual
impact of policies on what happens on the ground in terms of poverty alleviation and
sustainable development. Concern was expressed regarding the lack of follow through
over the entire project cycle, due to the short term involvement from WBG institutions.
The disconnect between Bank rhetoric and practice in reality was noted as especialy
worrying. Participants pressed the Bank to embrace international human rights
conventions and instruments. Factors of good governance, such as transparent revenue
disclosure, an equitable revenue distribution plan and the elimination of corrupt practices,
should be a standard requirement for borrowers. The use of unproven waste disposal
methods, such as submarine tailing disposal, should follow the ‘precautionary principle
and not be used until proven fully safe.

Open Forum Testimonials

Open forum testimonials were made by representatives from civil society, government
and industry, addressing three sectors. large-scale mining, small-scale mining and gas.
The civil society presentations raised issues and concerns about the environment -
submarine tailing disposal, a gas field blow out, and sustainable energy; small- and large-
scale mining; and processes of community empowerment and conflict resolution. A
government representative looked at sustainability issues. Industry spokespersons
discussed examples of small-scale mining, working with community development in the
exploration phase, and integrated social development, as well as the benefits and value of
mining.

Large-Scale Mining

Submarine Tailing Disposal (STD)

A major concern in the region is the potential for submarine tailing disposa to cause
serious environmental and socio-economic impacts in areas rich with marine bio-
diversity and dependent on aquatic resources for livelihoods. This is especially so in the
waters surrounding Indonesia, which are the breeding and migratory areas for large
numbers and varieties of marine life, including large mammals. Because there are very
strong ocean flows, the widespread transport of waste materials is another potential
problem. A number of speakers urged using the ‘precautionary principle’, until more is
known and understood about the actual impacts of this practice.

Newmont, Sumbawa

Views expressed by community NGOs and local government in the open forum were
very positive about the contribution of this project to the local communities, and the way
they were working with local people. The company has invested in roads,
telecommunication, health and educational facilities and programs, as well as improving
livelihoods in agriculture and business. Concerns were raised about the impact of tailing
disposal, how to spread the benefits more widely, and how to involve women more
deeply. Strong concern was expressed about negative information from NGOs and the
media that was deemed inaccurate and counter-productive.
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Small-Scale Mining

North Sulawesi, Indonesia

Small-scale miners overran a company’s gold mining operation, causing widespread
mercury pollution in local soils and waterways. Local people were eventually able to
regulate mining activities and enlisted help from local NGOs in curbing polluting
practices. Some of the technologies being used were questioned by experts because they
combine both mercury and cyanide in extracting the gold.

International Survey on Artisanal Small-scale Mining

The preliminary results of an international survey on ASM (artisanal and small-scale
mining) indicate that respondents would like to see ASM ‘legitimatized’ and integrated
within poverty reduction strategies and policies, so that working and living conditions
can be substantially improved, and livelihoods will be enhanced and diversified in away
that miners receive better earnings and have wider opportunities to generate income.
There is a strong wish to see regional pilot projects established to explore and
demonstrate the viability and benefits of this approach, and the Bank should be directly
involved in promoting and supporting this initiative at both grass-roots and country
levels.

Gas

Gas Field Blowout

In 1997 in Bangladesh the Magurcha gas field blowout devastated humans, animals,
plants and soils over a wide area, affecting the health and livelihoods of indigenous
people. So far no compensation has been provided from the involved companies, which
are supported by the Bank. In addition, the country has alot of pressure to export the gas,
instead of using it domestically to reduce poverty and improve the lives of the loca
populations. A comprehensive and coordinated approach should be instigated to utilize
this resource to alleviate poverty, primarily using local resources and expertise.

Community Empower ment

An NGO in West Papua, Indonesia, where BP has a LNG project raised the issue of the
bal ance between services provided by government vs. services provided by companies or
NGOs, which in the case of diminished government involvement, weakens their
relationship with the local people and their ability to properly supervise and regulate
industrial activities. This can have a long term destabilizing influence on the ability of
government to function and the quality of governance. Building responsible relationships
between local people and the company requires some capacity-building. Most
communities normally do not have the resources or capability to hire in services, so this
iswhen thereisarole for athird party (eg, NGO) to step into this breech.

Closed Forum Testimonials

Civil Society Self-Select Group
The civil society self-select group had a closed door session with the Eminent Person,
because some participants feared reprisals for speaking out in a public forum. This group
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later chose to completely withdraw from the process because they felt the EIR was biased
against their point of view.

In a closed session with the Dr. Salim, indigenous people and civil society representatives
from various countries in the region presented personal testimonies about the negative
impacts of extractive industries upon their lives and livelihoods.

World Bank Group Voluntary Information Exchange

I ntroduction

Representatives from the Bank presented an overview on the structure of the World Bank
Group (WBG) and its stated purpose of poverty aleviation and sustainable development,
aswell asits commitment to the Millennium Development Goals. Each of the main WBG
ingtitutions was introduced and briefly described — IBRD, IDA, IFC and MIGA.

Emphasis was placed on the variability of conditions in the region and the importance of
the Asia-Pacific region for future growth in extractive industries. The Bank believes that
extractive industries have an important contribution to make for achieving the
Millennium Development Goals, in terms of energy, materials, employment, income
generation and social development. Furthermore the Bank is committed to working with
governments, companies and NGOs in making sure that industrial development enhances
environmental quality and socio-economic development, and that poverty in al its
dimensionsistruly alleviated.

In closing the introduction it was emphasized that the proportion of the Bank’s overall
annual budget that goes to extractive industries is relatively small — only about 5%. In
Asia-Pacific, 60% of IBRD/IDA’s budget goes to the gas sector, 40% to coal and 3% to
technical assistance and structural reform. With IFC/MIGA a similar higher proportion
goes to gas — 73%, and the rest to mining.

Working with Governments

In working with governments, the focal point is the Country Assistance Strategy. The
trend in providing financing in the region is falling, and the relative importance of oil, gas
and mining in each country is highly variable. The Bank has been providing funding to
extractive industries specific to particular needs and circumstances in each country. For
cleaner fuels, support has been provided to Bangladesh, Thailand and China to improve
natural gas production. For winter heating in Mongolia and power generation in India,
more reliable coa supplies have been promoted. The Bank aso has been providing
technical and policy advice to governments and othersin the region.

Working with the Private Sector

IFC and MIGA have been supporting private sector investments in the region, such as the
Bhit gas field in Pakistan. One concern is to avoid ‘enclave’ projects, where the
enterprise operates in isolation from the local business community. Any project
investment includes provision for building local capacity to provide materials and
services, and for community devel opment support.
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Environmental and Social Review

All Category “A” projects require environmental and social assessments, because they
are likely to have significant adverse impacts on the environment. Most extractive
industry projects fall into this category. The Bank has moved to a ‘vulnerable people
focus, considering the requirements of indigenous people, as well as those of the elderly
and refugees.

In concluding this section, it was emphasized that the WBG tries to work as an integrated
entity. It also is questioning its role, if it should get involved, and if so, how to improve
its involvement. Feedback is always welcomed.

Compliance Advisor/Ombudsman (CAO)

The purpose of the Compliance Advisor/Ombudsman (CAO) was described, which
mainly is to help address complaints from anyone adversely affected by an IFC/MIGA
project. The CAO also looks after audits on compliance and advises the President and
management on strategic trends, issues and policies. Complaints are processed quickly
and parties complaining are notified at each stage in the process.

Questions arising

A fairly lengthy and dynamic question and answer session followed the presentations.
One recurring question is to do with the limited duration of involvement of the Bank in
projects and the likely slackening in compliance with guidelines and safeguards that will
occur. Thisis particularly important in extractive industry projects where there are likely
to be serious requirements for maintaining environmental and social investments, and
where at closure there is most often some continuing support for clean up and social
mitigation. There was concern over the Bank’s support to structural adjustment policies
and the unwitting consequences on supporting one ministry instead of another. Thereis a
movement within the Bank to adopt a more holistic approach in supporting governments,
which iswhy there now is a strong focus on governance.

The CAO was questioned on their ability to respond to complaints and the relative
unlikelihood for most people to use the facility, mainly due to lack of awareness of the
mechanism, let alone having the resources or capability to file a complaint. It appears to
be avery ‘remote’ facility in terms of access.

The issue of the Bank’s policies and support to renewable energy sources over non-
renewables was raised. Although the Bank supports the Kyoto Protocol and has a position
paper on climate change and fossil fuels, it could be much more proactive, particularly in
promoting accessible and affordable energy resources for the poor.

A number of questions arose regarding the Bank supporting province level governments,
to which the response was that the Bank deals directly with national governments. A
cautionary note arose not to standardize or simplify too much as there usually is plenty of
variation within, as well as, between countries.

Vi



EIR Asia and Pacific Consultation Workshop

Per spectives from the Region

Small-Scale Mining in PNG

A presentation on small-scale mining (SSM) in PNG provided a detailed example of how
SSM could be run legitimately, totally integrated into the formal mining sector. A
number of factors enabled this to happen. First, there is a history of strong custodial
ownership rights to land — 97% of the land is owned by indigenous people. Second, the
legal framework to regulate mining was set in place 80 years ago. Third, there is an open
and competitive market for gold. Fourth, SSM is well-supported by the mining industry
and international aid agencies.

SSM is a magjor economic component in the economy. Saaries are well above the
average. Governance is very strong — there is financia transparency and multi-
stakeholder participation and support. There is good integration between and continuity
within development programs.

Development during Exploration

A junior exploration company working in Central Kalimantan, Indonesia advocated
starting development activities, both at community and provincial level, during the
exploration phase, well before construction of a mine begins. The advantage of doing so
is to have al the groundwork in place by the time a mining operation is ready for
construction, so the capacity, awareness and relationships are already developed. By
working at community level, strong relationships are established with local people, some
of whom can find employment within the exploration team. By introducing development
activities, such as health care, education and training, and diversification of livelihoods,
solidarity is built within and between involved communities, and communities are better
prepared for the impact of a magjor industrial development in their backyard. By working
with government at district and province, the policy and regulatory frameworks can be
put in place, and the capacity to manage the demands that a large industrial operation
generates can be built up within the various staff cadres.

The company further advocated building a broad coalition of partners between the
government, donor community, NGOs, local communities and companies, and jointly
creating an integrated ‘ development framework’ for the province, so that everyone had a
common foundation for their involvement in helping to develop the province. It was
suggested that the Bank join such a partnership and become much more holistic in their
engagement, focusing more on the overall development setting rather than individual
projects. On a final note, the importance of allowing sufficient time for all of this
essential preparation was strongly emphasi zed.

Extractive Industries for Sustainable Development in Indonesia

The Representative of The Ministry of Energy and Minera Resources from Indonesia
stressed the importance of overall good governance for development to proceed smoothly
and sustainably. He emphasized the need for good governance in 3 domains — public
sector, private sector and civil society — and that these sectors have to work together to
reduce poverty, generate employment and protect the environment. The speaker noted

Vii
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that poverty is the greatest enemy in achieving social development and environmental
husbandry; that poverty forces people to do illega and unsafe practices such as
unregulated logging and mining. Because natural resource exploitation is the basis for
development in many countries, it is essential that it is managed sustainably.

Extractive | ndustries for Sustainable Development in India

The former Director of Mining and Geology in the state of Orissa in India presented the
case that mining is essentia for meeting the Bank’s goals of poverty reduction and
sustainable development. In India, if mining development were curtailed, there would be
a decline in employment, GDP, export earnings, economic activity and a sharp declinein
revenue earnings of the Government, thereby reducing spending on education,
infrastructure development, health care and exploration. He argued further that mining
has a very small physical impact on the environment, occupying only 0.23% of the total
land mass, and that sufficient environmental controls were in place. There is however a
need to increase economic efficiency through better management and improved
technologies.

Energy and Global Warming

A presentation on prospects for sustainable energy, advocated a stronger commitment
from the WBG to promote the use of renewables instead of fossil fuels. Global warming
is projected to have a significant impact on vulnerable areas such as food and water
security, incomes and livelihoods, health and infrastructure, al of which will impact the
poor in developing countries the hardest, as they are most vulnerable and have the least
capacity to adapt to significant changes.

Renewable energy is experiencing relatively high growth and there is a very large
potential global market, particularly in developing nations. The speaker advocated that
the WBG should be supporting investments in clean energy and not be promoting high
carbon emission options. Also, big is not aways the best, so the Bank should also
promote small, localized approaches and take on reform of the energy market.

Conflict Resolution

This presentation stressed that negotiation between company and the local people
facilitated by an NGO can provide solution to conflict. For some years the PT. Kelian
Equatorial Mine Company, asubsidiary of Rio Tinto in Indonesia, caused local peopleto
suffer loss of land and human rights abuses, using divide and rule tactics to avoid
corporate responsibilities. The company went through a long process of negotiation to
resolve the conflicts, involving both national and international NGOs. This process could
provide a useful model for other, similar conflicts, although the Ministry of Energy and
Minerals Resources was not willing to endorse it.

I ntegrated Social Strategy

A spokesperson for BP described how they are using an ‘Integrated Social Strategy’
approach in developing a LNG project in a remote and isolated location in Papua,
Indonesia, in order to minimize any negative impacts on local communities and the
environment. In order to discourage immigration, the local transportation infrastructure is
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not being enlarged. Access to the site will be only by water, and ‘outsiders’ will be hired
only in a distant location. Security will be provided by locals, and other measures will
ensure high involvement of local people in overseeing a balanced development approach.
A ‘diversified growth strategy’ will bring development benefits to local communities, as
well as to the broader region and the province, avoiding the ‘honey pot’ scenario. The
project intends to be a catalyst for community-driven development in the area.

Consultations
Three regional case studies, in which the WBG has been involved, were presented by
representatives from industry, civil society and government.

MIGA —Lihir Gold Limited - PNG

This gold mine is run by Rio Tinto on a small island in PNG in a challenging
environment - physically, socially and institutionally. MIGA provided initial political risk
insurance, but is no longer involved. Although the operations provide substantial inputs
to the economy, the overall impact raises a number of questions about working in remote
and culturally isolated locations. MIGA’s involvement in the beginning was useful in
getting the project off the ground, but did not contribute very much for developing good
social and environmental governance, both of which are badly needed to support
balanced development. The company does not see its role as building capacity for the
government or for the community; it would seem a more appropriate responsibility for
the WBG.

This project demonstrates what happens when planning is short-sighted and far too
narrow in scope. Insufficient attention was paid to the special local socia and gender
dynamics, the potential consequences of poor governance, anticipating the impact of cash
incomes on a cashless society, involving al stakeholders from the beginning in planning
discussions, having poor monitoring mechanisms, and the consegquences of mine closure.

| FC — Sepon Gold Mining - Laos

In this case study from Laos, IFC was going to provide financing, so all of the IFC
requirements were followed in preparing the project documents for funding. A five
volume Environmental and Social Impact Analysis (ESIA) was prepared, plus 16 special
studies, supported by IFC technical assistance and expertise. IFC did paralel studies on
the mining sector and legal framework. It is clear that IFC helped strengthen the
acceptability of the company to the Laos government, and broaden the focus and scope of
engagement beyond mineral extraction.

The institutiona setting in Laos is fairly weak: the government has very little experience
in handling this type of project, so their capacity to manage and to engage knowingly in
the preparation process is very limited. The experience of the company in managing such
a rigorous preparation process is aso limited. As a result, there are a lot of
misunderstandings on all sides. Moreover the ESIA and other studies have been strongly
criticized by one NGO as being very limited, if not somewhat superficial. As the
company was able to secure its own financing, the IFC is no longer involved and the
guestion is: given the weak experience level and capacity of both government and the
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company, how well will be compliance with the requirements for social and
environmental mitigation? In such a situation, what is the best mechanism to improve the
capacity of those involved —ie, the government and the company?

IBRD/IDA — Technical Assistance - PNG

In late 2000 the Department of Mining and Interna Revenue Commission of the
Government of PNG received a technical assistance loan from the World Bank to
strengthen the institutional capacity of both units in administering and regulating the
mining and exploration sector. The government considers mining to be a maor
contributor to the national economy. There are, however, other concerns that, while
mining may be generating revenue, it also has serious negative impacts on both the
environment and society. The main environmental issues are waste disposal and weak
monitoring mechanisms; the main social concerns are increasing poverty and the
breakdown of society and the family — there have been a lot of disputes over mining,
including acivil war at one point.

Thereisaclear call from civil society to slow down development and take a hard look at
the complete reality of mining, not ssmply the income side. The Bank should ensure that
all aspects of society are represented in discussions before granting loans like this one.
There needs to be transparency of information and more use of local resources and
expertise in working on solving the problems. Most importantly, much more time is
needed to review, research, discuss and decide upon the issues, making sure all
stakeholders are adequately represented.

Social |ssues

Governance, Poverty Alleviation and Sustainable Development

Small groups looked at the question: “ What are the main governance issues concerning
extractive industries preventing poverty reduction and sustainable development?” and
came up with alist of issues and obstacles.

Government being the most active proponent in governance has the most to answer for: it
provides poor leadership and lacks the capacity and resources for policy formulation,
legidation, regulation, enforcement, planning, monitoring, evaluation and fiscal
management in the sector. Its knowledge and understanding is also very weak, and the
allocation of human resources is generally insufficient and inappropriate. Government
often is not transparent or accountable. Coordination between ministries and levels of
government is generally poor.

Industry also needs to be more ethical, transparent and accountable; and needs to be
consistent with social and environmental values. The accountability and representation of
NGOs is sometimes problematic. Financial institutions, like the WBG, lack the capacity
to assist smal projects. The Bank and aid agencies have conflicting policies on
ingtitutional reform. The WBG takes a non-holistic approach to governance issues.
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Finally, the current paradigm for community development is inappropriate; approaches
and methods are often not participatory, and do not lead to empowerment and self-
sufficiency. Planning for rural communities should be much more holistic. Overal, there
isalack of clear and qualitative information and communication.

Human Rights— Use of Military and Policy

Government security forces have often been employed to provide security to extractive
industries. There have been incidents involving these security forces, in which people
have been abused, incarcerated, tortured, killed or suffered some other denia of their
basic human rights. The army and police are often severely underpaid and see an
opportunity in providing paid services to extractive industries.

The Freeport situation was presented as an example in which, because of the enormous
rapid growth in the workforce and operation, the military provided security services to
protect a ‘national asset’. After some abusive incidents involving the military, the
company took human rights very seriously, developing and implementing a company-
wide policy. They also adopted the ‘ publish-what-you-pay’ principle in order to promote
transparency.

If at all possible it is better to train and employ local people as security personnel. They
should have a clear sense of the company’s human rights policy and not be armed. It was
suggested that the Bank can help promote some of these principles in its country and
project negotiations.

Social and Environmental | mpacts and | ssues

Presentations
Four thematic groups examined issues related to: energy and global warming, submarine
tailing disposal, artisanal and small-scale mining, and corruption.

Energy and Global Warming

Carbon Risk, Renewable Energy and the WBG

This presentation stressed that only so much carbon can be absorbed by the atmosphere,
and the maximum capacity will be reached within 30 years. Therefore long term
sustainability requires a shift to renewable energy production. The World Bank can be a
key player in this shift by: promoting policy and market conditions that support the
development and use of renewables;, encouraging investment in low carbon and
renewable energy resources, technologies and infrastructure; avoiding long term
technology lock-in that would be financially burdensome to reverse; and requiring
“carbon liability’ accounting in project feasibility

Climate Change and Renewable Energy

As energy is decisive in both economic growth and climate change, and as the greatest
increase in energy consumption is expected in the Asia-Pacific region, it becomes
imperative to promote both energy conservation and renewables in the region. The region
has a large potential for renewable energy production from biomass, micro-hydro, wind,
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geothermal, solar and marine power sources. Any promotion of these sources should be
linked to the Kyoto Protocol mechanisms, as well as to other markets such as the WBG
Community Development Carbon Fund and the BioCarbon Fund. The Bank can provide
technical assistance for capacity-building of appropriate institutional and regulatory
frameworks, and by actively supporting and promoting the use of renewables over fossil
fuels.

Submarine Tailing Disposal (STD)

Implications of the PNG Experience

In PNG, river tailings discharge is no longer acceptable because of the high risk from
tallings dam rupture, and the severe impact on the environment and livelihoods.
Submarine tailing discharge (STD) has emerged as an alternative, offering prospects of
less cost and lower environmental impact. The rationale for using STD is premised on
there being no upwelling of discharge particles; proof of this premise is not always clear.
Pipe breaks have happened in most STD systems, so risk mitigation is essential. Research
is still needed to evaluate the total impact of STD, especialy in tropical zones, and until
more is known, STD should not be promoted automatically without very careful site
specific evaluation. WBG financial support should be conditional on appropriate risk
analysis of all options.

Artisanal and Small-scale Mining (ASM)

Social and Environmental Problems (UNIDO)

This presentation looked at the reality that ASM generates the main environmental and
socia problemsin mining. Worldwide, up to 100 million people are directly or indirectly
dependent on ASM; 30% of workers are women. UNIDO is running a GEF-funded
global project to examine the true impact of the use of mercury in gold extraction, and to
create some demonstration projects to promote better practices. ASs ASM is a‘temporary’
measure for poor people - they prefer other productive activities — it is imperative to
place it within the context of rural development and create long term, sustainable
livelihood alternatives.

Small Mines, Big Issues (ILO)

In this presentation from ILO, the human condition in ASM was examined. There are
now more people involved in ASM than in the forma mining industry. Much more
attention has to be paid to working conditions because there is absolutely no support of
any kind for artisanal mine workers - no resources, no infrastructure or equipment, no
training, no health care, no protection or safety measures, etc. There is aso very little
data about occupationa health and safety, but it is known that miners are subject to very
high risks. Everyone, especialy NGOs, governments, companies and trade unions, needs
to help make small-scale mining a source of decent work in a sustainable environment.
Child labour is widespread and has to be eliminated. Given the right approach, small-
scale mines can be profitable, productive, safe and healthy, but resources have to be
mobilized. The Bank can include ASM as part of overall poverty reduction programs, and
can support micro-finance, diversified livelihoods, community development grants,
information exchange, capacity-building, adding value, market access, and legal and
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policy reform. To do these things the Bank needs to collaborate on the ground with other
organizations in a practical way.

Small-scale Mining Legidlation

In a general review of small-scale mining (SSM) legislation, the rationale and the steps
that have been taken for SSM legislation were presented. Legislation for SSM is designed
to cover environmental protection measures, health and safety features, marketing
mechanisms, penalties and incentives. Various types of licensing arrangements are
possible, from informal to formal, and from individual to group. While it is widely
recognized that SSM is important and needs a legal setting, a collaborative process
between miners and legislation writers is required to identify and codify the key issues.
The World Bank can assist governments in preparing SSM legislation, and in developing
thelr institutional capacity.

Corruption
Access to Information and Transparency of Revenue Flows

This presentation outlined the key ingredients for open and transparent governance,
namely: access to information; access to participation; access to justice; freedom of the
press, and the right of the whistle blower to be protected. The scope of access to
information, and the link between access to information, transparency and good
governance were described in some detail. The ‘ Publish-what-you-pay Principle’ is an
essential component in access to information, and has to be made mandatory through
legislation driven by public pressure and demand.

Transparency of Revenue Management

Countries depending heavily on extractive industries are very often poor and corrupt. The
lack of transparency in rent collection and revenue distribution perpetrates these
conditions. Without transparency, corruption penetrates deeply within all levels of society
and its governing institutions. The World Bank needs to be vigilant in its relations with
projects and countries to ensure that the principle of transparency is enshrined in the
policies, regulatory frameworks, enforcement mechanisms, agreements and conditions of
WBG involvement.

Working Group Recommendations

Six topics were selected for in-depth analysis by working groups — small-scale mining,
corruption, disclosure policy and access to information, revenue management, human
rights in the community, and appropriateness of size and speed of projects.

Artisanal Small-scale Mining (ASM)

In looking at the question: “How can artisanal small-scale mining (ASM) be practiced
with minimum impact to the environment and maximum impact on poverty reduction in
the Asia-Pacific region?’ and “What role can the WBG take to improve the situation?’
the working group identified six key areas to focus on — legalization of ASM and
enforcement of the law; capacity-building entrepreneurship and good technical practices,
establishing good relationships with other stakeholders, enabling access to markets;
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integrating ASM into a holistic community development approach; and appropriate clean
and safe technology development. The Bank needs to become ‘facilitators for
development’ by supporting the above initiatives through direct funding and technical
provision, and by forming creative, collaborative partnerships to provide services and
support.

Renewable Energy and Climate Change

The working group discussed: “How can the region mitigate climate change problems
related to projections of its energy consumption?’ and “What role can the WBG play?’,
and came up with some recommendations. The World Bank Group should leverage
policy frameworks to encourage low carbon growth and a move away from carbon
intensive energy sources. The Bank should promote rational energy policies, including
tax policies which include a gradual move towards fully inclusive pricing. Subsidies
should be kept only for off-grid services to the poorest population groups.

In addition the Bank should support other measures including: introducing regulatory
standards and strong monitoring to force movement towards lower emissions; helping to
create a market for carbon; appropriate financing to fast-track low carbon technologies;
and introducing standards for energy efficiency in sectora planning, such as for public
transport or town planning.

Submarine Tailing Disposal

The working group examined the question of “How can the main risks of STD/STP be
reduced for Asia and the Pacific?” and “What role can the WBG play?’, and
recommended that a code of best practice is required for STD, but first there needs to be
solid research to determine if there are situations in which the technology is safe, viable
and acceptable. The role of the Bank would be to actively support development of the
code and the process, so that there will be a rigorous mechanism to use in evauating
future use of STD. IFC could use its financial leverage to promote best practice in
assessing STD in projects.

Governance — Conflict Resolution

The working group on governance looked at “How can fair and satisfying conflict
resolution between EI companies and local communities be supported?’ and “What role
the WBG can play?’. The group divided their recommendation into four areas. before
starting a project; a new project; an existing project; and overlaps between new projects
and existing ones. Doing things to avoid conflict was stressed, such as building
relationships, understanding and genuine ownership before getting started. Open
information and communication is essential in all situations, as well as having a readily
accessible mechanism for redress, if needed. There was no consensus about the Bank
getting directly involved in conflicts, but the group did recommend three things: in order
to inform policy advice, the Bank should do analysis to understand the causes of conflict;
the Bank needs to bring its own policies into line with international human rights
agreements; and for projects the Bank should make sure there is ‘voluntary consent’ by
all affected parties.
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Policy Challenges and Barriers

A group looking at “Policy chalenges and barriers in the creation of sustainable
development in oil, mining and gas’ found that trade and tax policies can create barriers
to sustainable development by limiting development of domestic industries and by
encouraging offshore expenditures. ‘One-size-fits-all’ approaches like that of the IMF
can be very detrimental in forcing countries to take actions such as selling off state assets,
which may not produce long term benefits. In its negotiations with countries on policies,
the WBG needs to be more flexible, balanced, holistic and responsive to country-specific
realities; and in developing the CAS, the Bank needs to make sure there are not policy
conflicts between sectors. It is also important to find the right balance between
investments in capacity-building and in industrial development.

Final Recommendations

Opening Remarks from the Eminent Person

Dr. Emil Salim opened the concluding session by highlighting the main issues that
remain for discussion and recommendation. The first is the question of appropriateness
of size and speed: should projects be large or small, and should they proceed slowly or
quickly? The second question is to do with gender and how to ensure that the roles of
women and men are treated equitably, and who is responsible? Third is human rights:
how to avoid human rights abuses, and if they happen, how to make sure there is a
grievance mechanism available for complaints? Fourth, in revenue management how to
ensure that local people get their fair share, and how to soften the impact on cashless
societies? The fifth question is disclosure policy and access to information: how to
ensure people are well-informed on revenue payment and distribution arrangements? The
sixth point is corruption: what can be done about this? The final question is regarding
artisanal and small-scale mining: how can we integrate it within a community
devel opment approach?

The Eminent Person asked participants to ook not only at what to do, but also at how to
do it. Therole of the World Bank is the main focus, so each question has to be answered
from their perspective, examining their role both in projects and in policy development.

In summing up, the Eminent Person stressed the potential of the World Bank to become a
leader in aleviating poverty through sustainable development, with the aim of achieving
the Millennium Development Goals. He reminded everyone that 2 hillion people are
subsisting on less than two dollar a day, and that it is imperative for the World Bank to
change its corporate culture and become a world force for poverty alleviation through
sustainable development.

Artisanal and Small-scale Mining (ASM)

The Bank should strengthen CASM by adding rural development specialists, who have
hands-on knowledge from the regions. CASM has to create on-the-ground models to
explore and demonstrate how best to organize a formalized ASM sector. Assistance from
other WBG specialists will be needed to help change the policy, legal and regulatory
frameworks and mechanisms that are currently working against ASM.
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Corruption

The WBG must strengthen civil society, press freedom, and legal reform and legidation;
it must address collusion, judicial reform and corporate ethics. In order to achieve these
things, the Bank has to support advocates of transparency, freedom of assembly, a free
press, financial disclosure, the ‘voluntary principles, community property rights, and
judicial disclosure.

Disclosure Policy and Access to Information

WBG policy should insist on the ‘ Publish-what-you-pay’ principle and assist its clients,
through partnerships with NGOs, to ensure that transparency is incorporated in
government and industry transactions. The Bank can achieve this by a variety of
mechanisms including working directly with governments on policy change and
enforcement, collaborating with other stakeholders, and using its financial leverage to
bring about positive change. The Bank should aso insist on full public consultation and
disclosure in its projects, through its contractual agreements. Communities should have
full access to information on disbursement and expert advice on future options

Revenue Management

The WBG should make sure codes and specific provisions are in place for revenue
distribution in Bank supported projects, and that transparent reporting mechanisms are in
place and used. The bank can help countries develop revenue distribution codes and
guidelines.

Human Rights and Gender in the Community

Regarding human rights, the Bank should ensure compliance with international
conventions and promote development of a grievance mechanism. This will require
education, impact assessment and monitoring; loans should be conditional with
compliance. To achieve gender equity, participatory baseline studies should lead into
integrating gender concerns in socially and culturally acceptable ways in all project
activities.

Appropriateness of Size and Speed of Projects

The Bank should support development of sectoral planning at national and regional
levels, including establishing policies and strategies for developing extractive industries
that are area specific, taking into account variations in social, cultural and environmental
conditions. Capacity-building must be identified early on and has to take place well in
advance of any industrial development.

Closing Remar ks by the Eminent Person

The Eminent Person thanked all the participants for their contributions and made a few
concluding remarks. He stressed the main dilemma which keeps coming up - if mining
and other extractive industries are so beneficial in terms of employment, income, taxation
and development — why are there so many negative voices raised against it? It appears
that local people are very much unprepared for the impact, when alarge project suddenly
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arises in their midst. So there is something in the scale and in the speed at which these
developments take place, let alone the ensuing problems of revenue distribution,
corruption and human rights abuses.

In conclusion, the Eminent Person urged everyone to continue to contribute ideas,
suggestions and criticism via e-mails, the website or other means.

Secondly, Dr. Salim mentioned that there is not always agreement in the groups, and that
is expected and good; but how to tackle these disagreements? The inputs from everyone
are very helpful in getting to the substance of each issue, even though the solutions may
not be quite clear. Through this process, with everyone's inputs, the EIR can get a
perspective on what direction to go in to find the appropriate answers, so sensible
recommendations can be presented to the World Bank. The objective is to change the
course of the Bank into the direction of poverty alleviation and sustainable development,
so that a different type of development takes place, one in which local people will be
happy and satisfied. The crux of the issue is if the extractive industries can fit into this
different type of development approach or not.
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1. Introduction

The Extractive Industries Review (EIR) Regional Consultation Workshop for Asia and
the Pacific took place in Bali, Indonesia, April 26-30, 2003. This was the fourth in a
series of five multi-stakeholder consultations convened to discuss the role of the World
Bank Group (WBG) in the extractive industries (El). The purpose of the workshop was to
analyze the involvement of the WBG in the oil, gas and mining sectors of the region, and
to see whether or not this involvement was compatible with the WBG's overall mission
of poverty reduction and sustainable development. Over one hundred participants
attended the workshop, representing civil society (non-governmental organizations,
community-based organizations and labor unions), government, industry, academia, and
the WBG itself.

The forma three-day consultation was preceded by a two-day open forum for civil
society testimonials, voluntary information exchange with WBG staff, and presentations
by industry and non-governmental organisations. The subsequent workshop sessions
were only open to participants who had been invited or ‘self-selected’. These sessions
featured presentations from WBG-supported projects in the region, as well as thematic
issues of importance in the Asia-Pacific area. Based on the discussions, participants
identified a series of recommendations on key issues of concern if the WBG were to
continue actively supporting the extractive sector in Asiaand the Pacific.

The process was guided by the EIR’s Eminent Person, Dr. Emil Salim. Conclusions from
the Asia-Pacific Consultation will be used as inputs for the fina EIR report, to be
presented to WBG President, James D. Wolfensohn, in December 2003. In line with the
EIR's mandate, note was taken throughout the workshop of both consensual and
dissenting views, which will be taken into account in the final report.

Additional material from the AsaPacific Consultation, including participant’s
testimonials, case studies and presentations, is available on the EIR website:
WWW.elreview.org .

Open Forum
2. Wecomefrom Eminent Person, Dr. Emil Salim

The Eminent Person, Dr. Emil Salim welcomed everyone to the first day of open sessions
of the consultation. He described the twofold purpose of the sessions: first to listen, hear
and understand what stakeholders have to say about the role of the World Bank (WB) in
extractive industries in eradicating poverty through sustainable development; and second
to identify to what degree there is consensus or dissenting views, and to make
recommendations to the World Bank Group (WBG). What should be the future role of
the WBG in the Extractive Industries (El) in order to eradicate poverty through
sustainable development? Do WB policies have the correct focus in programs, projects
and processes?
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Dr. Salim emphasized that this was to be the thrust and the direction of the consultations
for today, and that the task of the EIR team was to listen, to hear and to understand. The
Eminent Person stressed that the participants should be frank, not be intimidated in any
way, and express openly what they feel, what they think and what they have found in the
field.

The Eminent Person went on to describe the various components that make up the WBG
—IBRD, IDA, MIGA and IFC — and stated that discussions would include them all. The
Extractive Industries are oil, gas and mining: mining includes gold, metals and minerals.
In pursuing the goal of the consultation, it should be based on real experience. The role of
the WBG in oil, gas, metal and minerals is to promote poverty alleviation through
sustainable development. Poverty alleviation is understood within the framework of the
Johannesburg World Summit. It is not just limited to income: it is also means lack of
access to education, health, energy, safe drinking water and rights to natural resources.
Sustainable development means economic sustainability, social sustainability, and
environmental sustainability.

Dr. Salim invited stakeholders from government, industry and civil society (NGOs,
indigenous people, academicians, workers, etc) to make their testimonias, with the
assurance that anyone who wishes to speak can do so freely and independently. He
mentioned that there are some testimonies that will be given privately in a separate closed
meeting, because some of the speakers are concerned about reprisals when they return
home. The Eminent Person then introduced all the members of the EIR Secretariat team,
and the facilitation and support teams.

3. Testimonial Presentations

Mining

Submarine Tailing Disposal (STD)

The Director of APEX stressed that this region is different from other areas: it is an area
of exceptional high biodiversity —the *bull’s eye’ of marine biodiversity conservation and
the ‘crossroads’ for north and south large species migration. As such the risks are high for
potential impact on biological life, and the resulting economic impact that is likely to
occur in terms of fisheries and tourism.

There are very strong and dynamic ocean flows in the area, which present concerns about
transport of waste materials. There are also biological movements, from ocean depths to
the surface and back again. These are diurna flows, so it is very dynamic. Overal, there
Is an economic risk simply from the perception that there is contamination in fisheries,
especialy in Indonesian waters. The economic risk extends to marine-based tourism as
well.

Marine biodiversity is found to extend to deep waters as well as into the open ocean,
especially for large mammals like whale species. The knowledge of critical marine
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habitats is still growing: one factor is that this can be very seasona — there can be specific
times of the year when it is more critical.

The main concern is that not much is known about the impact of STD on tropical marine
ecosystems, and that Environmental Impact Assessments do not include an evaluation of
the potential impacts of STDs. As STD is a preferred waste disposal procedure in large
scale mining operations, and as a significant increase in STD in the region is anticipated,
action is required to address the lack of knowledge and the potential biological and
economic threat.

Newmont Sumbawa

Three persons spoke positively about this large scale gold mining project in Sumbawa,
Indonesia — two from community NGOs and one civil servant. The company engages
directly with the community and supports new infrastructure for communication and
transportation, health and education facilities and programs, agriculture and small
business development. Meetings are held every month and relationships between the
company and the community are good. The speakers were concerned about negative
misinformation about the company from some NGOs and the news media, and urged
them to check their facts before making negative publicity, as it disrupts the stability of
the community.

Concerns were expressed about insufficient wider distribution of benefits to other
communities, the real impact of marine tailings disposal, and the tendency to not include
sufficient representation from women in decision-making because of customary practices.

China Mining Association

Chinais the second largest mineral producer in the world — having nearly 89,000 mining
projects, with very many people involved in Artisanal and Small-scale Mining (ASM).
Although ASM generates local incomes, there are problems with safety, health, pollution
and environmental damage. ASM is not considered sustainable, and the government shuts
down sites that do not comply with safety and environmental standards. Remote areas
have experienced positive impacts from ASM. Large companies follow government
regulations.

Small Scale Mining

Minahasa District, North Sulawesi

A documentary film presented a ‘gold rush’ scenario, in which the operation of an
Australian mining company, Aurora Mining, was overrun by both outside and local
people. Large amounts of mercury were used and much of it ended up in the local river
system. The local people are now regulating mining activities, athough there still is no
legal basis. They have instituted measures with the help of local NGOs to reduce the use
of mercury, using a cyanide process, which they maintain is a clean technology. They
also collect fees to offset the costs, and there is a noticeable improvement in the
economic well-being of local people. Studies are planned to assess the impact on health
of the mercury use. A question was raised about the appropriateness of some of the
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technologies used to mitigate the use of mercury and the importance of having proper
management.

Small Mining International Survey

The preliminary results of a global survey on small scale mining was presented.

Parti cipants were asked three questions:

1. What has the WBG done in small-scale mining? - any examples of projects including
the corresponding positive and/or negative results/impacts?

2. What should be the policy and role of the WBG in the development of the small-scale
mining sectors/industries in developing countries?

3. What types of projects, programmes and activities should the WBG be doing in the
field of small-scale mining?

There appears to be a rising frustration over the ‘step child’ syndrome regarding ASM.
Many would like to see ASM given top priority by the Bank, and have it integrated into
poverty reduction strategies and policies, as well as seeing something real implemented
on the ground. Governments seem incapable of addressing ASM in a sensitive and
comprehensive way. But there have been some positive engagements on a small scale
between companies and ASMs (in South Africa).

On the first question: CASM holds some promise but is under funded and relatively
dormant. In Ghana, there have been little benefits and more problems from the WB-GTZ
project. ASMs are excluded from mining legislation and are manipulated by authorities.
Knock-on effects from Bank policies that promote cash crops have driven farmers into
ASM.

On the second question: The bank should promote coherent country-specific policies for
ASM, with a clear link between macro- and micro-policies, and links with other sectors,
particularly agriculture. ASM should be integrated into country Poverty Reduction
Strategy Papers (PRSPs), in order to become a regular part of rura development
programs, with concomitant rights and obligations. Current mining laws trap miners into
illegality: ASMs should have full, tradable mineral rights on their discoveries.

On the third question: At micro-level, the Bank should support ASM projects at grass
roots and community level that are exploring “what” and “how” to do things right,
including working on issues and practicalities of poverty reduction, land use, entitlement,
governance, small mine closure, conflict management and capacity development. At
macro-level the Bank has to link and mainstream ASM into PRSPs, and promote
appropriate and supportive legal and regulatory environments that reverse current trends
of excluson and marginalization. The new approach has to broaden to include the full
spectrum of ASM, including the extraction of industrial materials, as well as the entire
mining cycle from exploration to closure.
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Gas

Magurchhara Gas Field Blowout - Bangladesh

In 1997 the Magurcha gas blowout resulted in widespread devastation to plant, animal
and human populations, as well as to settlements and infrastructure. Long term impacts
continue to affect sail fertility and the health and livelihoods of indigenous peoples. The
operating company, Occidental Petroleum, paid no compensation and left after selling
their interest to Unocal, who refuse to recognize any claims. The World Bank Group was
fully involved, but remained silent throughout. Whereas the project was supposed to
reduce poverty, it has had the opposite effect — poverty isincreasing.

Bangladesh has large underground gas reserves. This resource could be used for many
purposes within the country, especially for poverty alleviation, but there is strong
political and financial pressure from the US government and International Financial
Institutions on the Bangladesh government to export to India. The speaker called for a
comprehensive and coordinated initiative to enable the gas sector to aleviate poverty,
utilizing local knowledge, expertise and companies.

Community Empower ment Processes — West Papua, Indonesia

The Papua Community Development Foundation (Y PMD) presented their work in Beraur
Bintuni Bay where BP hasa LNG project. A fundamental problem is government turning
over responsibility for local development to the company, one consequence of whichis
that government weakens itself and its relationship with the people. It tries to satisfy
investors and only pays lip service to things like EIAS, providing no monitoring and no
dialogue with local people.

YPMD does mediation and advocacy to help build responsible relations between
communities and companies,; it supports capacity-building through mentoring, and
community empowerment through conflict mediation. Accurate data on natural resources
Is essentia in the mediation process. Now local institutions know and understand BP's
profile and business mission and the compromise process with BP has been clarified.
Participatory planning activities are underway with directly- affected villages, and there
is community participation in planning and implementing empowerment activities.

BP has opened space for communication with local communities, and has become the

target for community interests, aspirations and increasing expectations. In the light of

changes in the economic status of communities, Y PMD recommends that:

1. Existing community economic activities must be kept intact, with sufficient potential
to improve through viable markets.

2. Sustainable development can take place—if environmental impacts are managed.

3. To manage environmental impacts, technologies for resource exploitation must

adhere to high standards.

4. Funding institutions must actively monitor the planning, implementation and
results—using economic, social and environmental indicators.

5. Loca government must pro-actively consult communities—to respond to and
accommodate their aspirations.
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6. In preparatory planning, social processes are vital in preparing for commercial
operations.

A participant from PNG suggested that to ensure direct consultation between
government and the people, the Indonesia mining department has to have project
coordinators who continuously monitor the situation, asthey do in PNG.

Civil Society Self-select Group

Satement of Withdrawal

Representatives from the Civil Society self-select process chose to withdraw from direct
involvement in the Bali consultation, citing irreconcilable differences with the EIR
process. They did however have a closed session with the Eminent Person on the
afternoon of the first day. Their main complaints were that evidence showing that the
Bank’s involvement in extractive industries failed to achieve poverty reduction, and
sustainable development was not being given sufficient attention; that decisions had
already been taken on the outcome of the review prior to the completion of the process;
that important issues to civil society had been left off the agenda; that a balancing
perspective from civil society was not accommodated in some of the presentations; that
basic framework questions from civil society were not included; there was a lack of
transparency in selecting some academics and experts for the consultation; and that
certain documents requested were not provided.

The self-selected civil society group concluded “that the ongoing EIR process will not
reflect the magnitude of civil society concerns over the Bank’s role in extractive
industries’; and challenged the Eminent Person to “move forward in this process in a
way that truly reflects the extensive input and basic requirements for engagement

provided by civil society” .2

The Eminent Person responded with awritten reply (Annex 2)

Closed Session with Eminent Person

In a closed session with the Dr. Salim, indigenous people and civil society
representatives from various countries in the region presented personal testimonies about
the negative impacts of extractive industries upon their lives and livelihoods, including
the loss of traditional lands and the destruction of sources of livelihood due to pollution
and damage to forests, farmlands, streams and coastal fishing areas. People had also
suffered human rights abuses from security forces and company employees, such as
physical and sexual abuse, harassment and intimidation.

A more comprehensive account will be included in the report after receiving additional
inputs from civil society representatives

2 Written Statement from Civil Society (Annex 1)
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4. World Bank Voluntary Information Exchange

I ntroduction to the World Bank

The structure of the World Bank Group was introduced — 5 institutions with a common
goal of sustainable economic development and poverty reduction. The Group is
committed to the Millennium Development Goals.

Asia has some of the world's largest countries — China, India, Indonesia, Pakistan,
Bangladesh; and the fastest growing economies — average 6.5% pa. While there are major
reductions in numbers of people in poverty, large differences exist between countries and
sub-regions and even within countries. The region will be the most important source of
growth in demand for minerals and fuels over the next few decades.

IBRD/IDA’s strategies in South Asia are for sound policies to promote growth:
institutional development; good governance and policies to address poverty; a broad-
based halistic approach — with the guiding focus the Millennium Development Goals. In
Asia-Pacific the strategy is for revitalizing the business sector; supporting public sector
performance; addressing socia risks; and preventing environmental neglect — with the
overall objective of poverty reduction. The total investment program in 2002 represented
27% of the Group’s portfolio.

IFC, in addition to its regular portfolio, is supporting SME business development in the
South Pacific, China and Mekong basin; working on corporate governance and securities
institutions; and providing support for development of financial institutions. MIGA, apart
from its guarantee operations, is giving workshops and training on investment promotion.

The Group believes that economic growth is essential to reduce poverty and help meet
the Millennium Development Goals. Within this context, extractive industries (oil, gas,
coa and minerals) are expected to provide: energy and materials for local, regional and
national development; jobs and entrepreneurial activity — directly and indirectly; essential
services - through project related infrastructure; and income for governments — who can
then support the poor and finance social and other developmental investment.

The Bank can also help out with: environmental degradation - which can cost the poor
their livelihoods; accidents and spills - which can cost the poor their health; l1and rights
issue - which can cost the poor their future; cultural changes - which can cause social
disruption to the poor; and revenue flows - which can disrupt economic development,
create corruption and cost the poor their access to decision-making.

In seeking to reduce poverty, the Bank can ensure that resource wealth is used wisely and
risks, to which the poor are most exposed, are mitigated. By working on the relationships
between governments, the private sector and civil society, the Bank wants to: equip
government to manage benefits, work with communities, and deal with past legacies,
create a responsive interface between government and the private sector; and support
responsible private sector development in high-risk and frontier countries.
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Qil, gas and mining are only a small part of WBG annual financing, and IFC/MIGA
financing accounts for about 5% of the total. In the Asia-Pacific region there are
relatively low levels of project investment from IBRD/IDA: mainly focused on gas
development - 57% of lending; coa investment - 40%; and technical assistance and
reform - 3%. In IFC/MIGA there is limited demand from investors, as there are concerns
about governance and restricted private access. IFC/MIGA does very selective
investment financing of gas - 73% of transactions, and mining projects - 27%.

Working with governments

The World Bank assists governments by lending: for investments - to finance specific
projects, for structural adjustment - to support policy and institutional reforms; for
technical assistance - to help develop regulatory frameworks and institutions; for trust
funds — to assist with planning and capacity-building; and for advisory services and
partnerships - that provide information, advice and share experience, at the macro-
economic level and for specific sectors.

In working with governments, the focal point is the three year Country Assistance
Strategy, and the accompanying Poverty Reduction Strategy Paper and Private Sector
Development Paper. For extractive industries the trend for financing is falling.

Assistance to governments is driven by three key beliefs. First, with the right
macroeconomic and sectoral conditions, resource projects can contribute to development.
Second, in competitive markets, investment and enterprise management are generally
best left to the private sector. Third, governments are best focused on protecting the
public interest and creating a good legal and regulatory framework for competitive
private sector development by:

- setting macroeconomic and sector policy and framework for development;

- providing access to minerals, regulation and oversight of private sector;

- proper fiscal management of revenues; and

- sharing the benefits of development.

In the Asia-Pacific region the Bank believes that resource developments can contribute to
economic growth and poverty reduction, but risks need to be managed. Gas developments
are deemed a “clean fuel” priority. Private sector investment has to take place within an
appropriate regulatory framework.

Within the region, the importance of oil, gas and mining varies widely. China and India
have huge coal industries focused on meeting local demand, but they are relatively small
compared to the rest of the economy. Indonesia is an important petroleum producer and
mineral exporter. Pakistan, Bangladesh and Thailand have important local gas industries.
In PNG, oil and mining play a dominant role in exports; there is also a possibility of gas
exports. Mongolia is very dependant on coal. All countries face many competing
priorities in agreeing to programs with the WBG

Some examples of the benefits for sustainable development from WBG support to
extractive industries are:
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- increased supply of “cleaner fuels’ - natura gas in Bangladesh, Thailand, and
Ching;

- more reliable coa supplies - critical for winter heating in Mongolia and power
generation in Indig;

- bringing international experience to environmental and socia issues - India Coal
Sector;

- supporting government design of a sustainable mining development policy -
examining where the monetary benefits have gonein PNG; and

- mining and community development — good practice in action - Madang
conferences in PNG; the next step is“Women in Mining” August 2003.

The World Bank supports governments by providing other types of global advice. It
champions development issues and partnerships with governments and others - e.g. a gas
flaring reduction initiative with Governments and industry; and the Communities and
Small-Scale Mining (CASM) initiative with the UK Department for International
Development and others for artisanal and small-scale mining. The Bank sets standards
and safeguards for its own operations that can also help guide governments and others. It
also provides research and dissemination of best practice on energy development issues -
e.g. the Energy Sector Management Assistance Program (ESMAP).

Working with the private sector

Because economic growth is deemed essential for development and poverty reduction,
IFC and MIGA help finance private investment in certain circumstances. For instance, if
local investors cannot get the right sort of financing, or foreign investors and banks will
not invest because of political risks. In such cases, IFC/MIGA will invest and attract
other financing and thereby allow good projects to go ahead. In addition, IFC tries to
bring added value in terms of sustainable development impact to the projects it supports.
IFC islike an investment bank that is focused on development.

Projects have to be commercially viable and must contribute to sustainable economic
development. Commercial finance/investors (market rates) must not be displaced. All
environmental safeguards and other WBG criteria must be met before going for WBG
Board and Government approval. MIGA provides insurance for private investors for
losses caused by “political risks” — eg, for war and civil disturbance, expropriation,
transfer risk and breach of contract.

An example of a small IFC project is development of the Bhit gas field in Sindh
Province, Pakistan. The project involves 9 wells, 24km of gas pipeline and a gas
processing plant for about 600bn cubic feet of gasin total. IFC’ s role is to provide up to
$30m of long term US$ finance and to provide comfort to first time investor in Pakistan.
The development benefits are expected to include a supply of low cost, high quality fuel;
generation of taxes and profits for Pakistan; and jobs and training for local employees.

When possible, IFC works with investors to broaden project impacts, such as in the
Mozal Al smelter, a $1.4bn+ investment that is helping Mozambique recover from years
of war. To avoid risks of “enclave project” syndrome, the project includes extensive local
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training; a broad community development program that includes education, agriculture
and infrastructure; a regular consultation program; SME linkage programs for local
contractors; training (including trainers); access to financing; and an HIV/Aids program.

Project environmental and social review

The Bank has environmental, legal and social policies, and guidelines for pollution
prevention and occupational health and safety that underpin the environmental and social
review procedures. The purpose of environmental assessmentsis to to ensure that projects
proposed for Bank financing are environmentally sound and sustainable, and to identify
and inform decision makers on the nature of environmental risks (e.g. provisions to
ensure compliance and prevent likely non-compliance). Considerable changes in policies
and guidelines have occurred over time. The guidelines provide measurable ‘numbers
for quantifying compliance.

Projects are categorized according to the degree of impact they are likely to have on the
environment. Category A projects are likely to have significant adverse environmental
impacts that are sensitive, diverse, or unprecedented. Category B projects are likely to
have potentialy adverse environmental impacts that are site specific and mostly
reversible; mitigation measures already exist or can be designed with greater ease than for
Category A projects. Category C projects are likely to have minimal or no adverse
environmental impacts. Projects in Category Fl involve the investment of funds through a
financia intermediary, in sub-projects that may result in adverse environmental impacts.

The Bank’s Indigenous Peoples Policy (OP 4.20) is designed to ensure that indigenous
peoples: are afforded full respect for their dignity, human rights and cultural uniqueness
in the development process; do not suffer adverse effects; receive culturally-compatible
socia and economic benefits; and benefit from provision of informed participation in the
project. There now is a ‘vulnerable people’ focus — eg, the elderly and refugees — rather
than strictly indigenous peoples.

The responsibility for implementation depends on which Group member is involved. For
IBRD/IDA projects it is the borrowers, the Quality Assurance Group and the Inspection
Panel. For IFC, the sponsors, Environment and Social Development Department and the
Compliance Advisor/Ombudsman are responsible. And for MIGA it is the applicant and
Environment Department staff.

In summing up it was stated that the WBG tries to work as one integrated group. The
WBG aways has questions. When to be involved? How to improve the way we work?
Can or should we be working differently? With different skills and other processes? Are
there new, more effective, more efficient interventions? Can we help countries,
communities, firms better? Should we develop new clients and products? The WBG asks
their clients around the world what role they should play in the future with communities,
firms and governments, towards new products.

10
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Compliance Advisor/Ombudsman (CAO)

The purpose of the CAO is to advise and assist IFC/MIGA to address complaints by
people affected by projects in a manner that is fair, objective and constructive; to enhance
the social and environmental outcomes of projects in which IFC/MIGA play a role; to
oversee compliance audits of IFC/MIGA’s overall environmental and social performance,
and on specific projects; and to provide independent advice to the President and
management in relation to specific projects, and in relation to broader environmental and
social policies, guidelines, procedures and resources.

The CAO has three roles. ombudsman, advisory and compliance. The Ombudsman roleis
the central role of the CAO and is the most innovative of the three roles. It is aimed at
resolving issues by providing a context and process for parties to find mutually
satisfactory solutions. The CAO identifies problems, recommends action and addresses
systemic issues. It isnot aimed at finding fault or apportioning responsibility.

Complaints may be lodged by an individual or community affected or likely to be
affected by a project. They can be sent in any language, by mail, fax or e-mail to the
office of the CAO. Complainants may be represented by another party, but the
representative must show their authority to represent. Complaints can relate to any aspect
of the process in a project, but where there is a need to change behavior of an external
party, IFC/IMIGA leverage decreases as monies are drawn down, or when IFC is a
minority shareholder. Confidentiality can be requested, but anonymous complaints will
not be accepted.

Complaints are acknowledged within 5 working days, and appraised within 15 working
days of receipt, based on if it is a genuine complaint and if it meets the CAO criteria. The
complainant is notified if the complaint is accepted or rejected. If accepted, it is assessed
and management has 20 working days to respond to the request from the CAO. The CAO
Assessment is a preliminary investigation, which is shared with the complainant, sponsor
and IFC or MIGA. The decision to proceed could involve facilitation, mediation or
further investigation.

Once the complaint is concluded, a report goes to the President, the parties are notified,
the boards of IFC/MIGA are briefed upon request, and conclusions are made public.
There is always monitoring and follow-up. Where policy issues arise, there is room for
advice or further work under the advisor role. Where compliance issues are raised, CAO
may €elect to undertake an audit.

The office has been operational now for 3 years. Five complaints have been accepted and
are ongoing. Two complaints have been rgjected. Six complaints are closed or resolved.
The CAO has 64 pre-advisory files— tracking issues around projects.

The Advisor Role was requested by the President and IFC/MIGA management. Adviceis

given in the form of summaries, reports and memoranda to the President. Advice is
strategically applied to trends, issues and policy concerns across IFC/MIGA;

11
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concentrating on acting as an early warning system. CAO does not give project specific
advice, and all CAO advice isindependent.

Compliance Audits may be triggered as the result of investigation undertaken in response
to an Ombudsman complaint; and at the request of Senior Management or the President.
Audits will run sequentially to Ombudsman investigations, and information disclosed in
investigation will be privileged. Audit findings will go to the President, and after
discussion with him, to the Board for information. Audit findings will be posted on the
CAO website. CAO is bound by IFC and MIGA disclosure policies, with a strong
presumption in favor of disclosure, which generates public accountability.

Amongst other things, CAO is making a review of IFC's Safeguard Policies, reviewing
MIGA, establishing an internal monitoring and evaluation system, and looking at how to
extract a sustainable advantage — eg, its contribution to EIR.

Questions and answers

A participant from Indonesia asked about the involvement and responsibility of
government, and then about the reason for the WBG withdrawal from a gas project. The
response was that governments have to be informed and have to give a “non objection”.
The government’s responsibility is in IBRD/IDA projects, not in IFC/MIGA ones. In
Indonesia, after energy sector studies by the Bank, there was a mutual understanding to
discontinue with the gas project.

A guestion arose regarding to what extent the bank is willing to encourage or insist on the
use of existing international conventions, e.g. on safety, health or indigenous peoples.
There has been a lively debate within the WBG over this. Safeguard policies are
restricted to specific sectors — eg, shipping of crude oil. Project-based |abour standards
may not be covered. The Bank refers to international standards where the issue is not
covered by safeguards. Should the WBG set standards when international standards are
already there? This question cannot be answered right now, as it is under internal
discussion.

Regarding mine closure — after the mine is closed, there usually is very little left for the
community. Is this concern part of WBG policy? EIR has highlighted the issue of mining
companies and limited IFC involvement in a project. What happens thereafter?
Sustainable economic activities should evolve during the term of the project. Projects can
provide funds for this purpose, and work with government so that investments are made
into the community for sustainable livelihoods after the project is over.

Ten years ago this issue came to the attention of the Bank, after the post-communist
transition in eastern Europe. The Bank looked at the overall social adjustments that were
needed in these economies. The Bank has made loans to post-communist countries for
this purpose, mainly for social mitigation effects — eg, unemployed coal miners - and to a
lesser extent for environmental effects. It addressed both social and physical sides -
regional recovery and regional development, generation of jobs outside of the industry.
Looking ahead, mine closure should be considered from the beginning. Governments
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need to consider a Conceptual Mining Plan, including both environmental and social
concerns, as part of the licensing requirements. Minimize the ‘footprint’ of a project,
including development of large social structures — eg, towns, which may not be viable
post closure. A post-closure policy is needed with monitoring and protection for many
years.

One participant commented that the right framework is important, as is the policy
advisory role of the Bank. For instance, structural adjustment programs have a specific
objective to speed up investments by streamlining procedures, lessening the time and the
number of agencies involved. This can result in bypassing the main environmental
organisation in the countries, and strengthen the rights of land owners, but not those of
local people. Is it possible that there is a danger from these policies in the case of poor
governance conditions? Does the bank recognise this as a danger? The response from the
Bank was: yes, this at the core of the EIR. We very much recognise the dangers that exist
in countries with poor governance. Technical assistance projects are aimed at building
capacity of governments to improve governance. Independently, we have to ensure that
sponsors have the capacity to implement projects according to WBG standards. We use
the Country Assistance Strategy (CAS) for this.

Another Bank representative agreed that this issue is a major pre-occupation —eg, SOES
are very inefficient, so the Bank promoted governments to shed their ownership role for a
regulatory role. Another danger is to rely too much on specialists; it requires a holistic
approach to bring everything together. The result is most important, but how to achieve
it? CAS is the main instrument, but in resource-rich countries it is not thought out
sufficiently. This is why in PNG the big emphasis is on governance (lending has
diminished because it did not produce growth and development). Mining countries have
poor statistics for overall development. How to take a holistic approach? Technical
assistance to mining countries is now on ingttution building and to support
environmental safeguards, previously it was focused just on mining. This is an internal
debate in which the Bank is making progress, and the EIR will feed into this process.

A guestion arose regarding the CAO — is it difficult to make a complaint? The project
cycle may not be working. How does the community come up with a complaint and how
isit assisted? Maybe the process isn’t working. In response the CAO spokesperson stated
that projects do go through environmenta staff within the bank, assuring that safeguards
are applied. Prior to Board approval CAO findings are requested by the Board. Not all
communities know CAO exists, but CAO has an aggressive information program. People
do file complaints, but it can be frustrating by the time the complaint reaches the CAO
office. It was pointed out that making a complaint is difficult, and that somehow it must
be sustained. Many communities don’t have the resources to complain — is the WBG
supporting this? It is possible to go through the organisational channels of the WBG?

Many interest groups in the community can get marginalized — is there an appropriate
mechanism to help local people? It essentially is up to the community to decide. CAO
provides support during the process — eg, in mediation — to help people engage and raise
issues or problems.

13
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A guestion about increased borrowing for India brought the response that India and China
are amongst the largest borrowers. In China the Bank has aready reached its maximum
level, and India is getting close. It is difficult to increase this. A lot has to do with the
governments themselves — eg, if they want to borrow or not. IFC has Trust Funds to assist
sponsors in preparing projects for financing — eg, technical assistance for small scale
entrepreneurs for all sorts of skills.

One participant asked: does the WBG have some kind of road map when entering the
energy sector of a country? The Bank has a long term impact on the development
trgjectory for a sector, and could be influential in providing renewable energy policy
advice for industrializing nations, especially in respect to mitigating factors contributing
to climate change. In response the Bank stated it is concerned about global climate
change and it does have a broad policy, which is elaborated in its “Fuel for Thought”
paper. It uses the Kyoto Protocol as the basis. It could approach individual countries with
amore strategic perspective. It does energy studies and is providing as much assistance as
possible to renewables, but there is scope for alot more. The Bank tries to assure that a
country has energy resources to fulfil its energy needs. Global climate changeis an issue,
but many developing countries will use fossil fuels for awhilein the transition. Fuel costs
are subsidised in many countries, and the Bank is likely to advise governments to reduce
those subsidies. In looking at the relationship between fuel supply and poverty, the Bank
would like to leverage resources, by looking at aternative energy sources that would be a
better alternative than traditional sources.

A participant from Sulawesi asked: why is the financing not there for small-scale mining
(SSM)? There is a risk of closing SSMs if funding is not available for environmental
friendly gold mining. The Bank spokesperson responded that WBG loans to the
Indonesian government. If the government considered this a high priority, then money
could go to SSM. In Indonesia, under the decentralization process, in the near future
individual provinces will be able to approach the Bank for loans or grants.

One of the Fijian representatives asked: with so much going to Asian countries and so
little to the Pacific Islands, does the WBG have specific plans for the Pacific Islands?
The answer was that the IFC finances very large projects, which are not found on the
Pacific Islands. There is a very focused program in the region for SMEs, mainly for
technical assistance. There have been no requests for assistance in the extractive
industries sector.

A speaker from Papua asked why there were no loans to the agriculture sector as it is
badly needed to stem the migration of farmers to Jakarta. He was a so worried about their
ability to repay soft loans. In reply it was stated that the Bank has broad programs in
Papua, but their ability to fund is restricted by the Ministry of Finance (in Jakarta). The
central government still continues to make repayments.

A series of questions from the Indonesian Department of Energy and Mineral Resources:
does the WBG conduct in-depth studies to ensure natural resources and the welfare of
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people is sustainable? The image of the Bank is as a provider of money not assistance to
empower nations - has the Bank conducted analysis of its image? Many Indonesian
projects once they’ re finished are not sustainable — has the bank conducted research on its
own failures? WBG does not approach things holistically, development has to be
considered in an integrated manner. In response the Bank stated that it was aware of
studies showing a negative correlation for growth in countries with extractive industries,
but some countries have done well — Botswana, Chile and Maaysia. The question is how
to improve the prospects? The Bank has ongoing evaluations. there is an independent
internal evaluation on extractive industries coming out in the next few months. The
Mining Group has been restructured 3 times over the past 20 years, responding to
external views. The Bank believes in a holistic approach. This is embodied in the CAS,
which now includes civil society and other donorsin its making.

From the Indonesian Mining Association came the comment: Indonesia is as big as
Europe, therefore there can be no one standard policy for natural resources development.
Some regions are very dependent on natural resources, but nationwide it is only 3% of the
economy. We must not ssmplify or standardize. It is not just big companies, we aso have
to look at subsistent livelihoods. The failure of national welfare is the fault of the
government not the private sector. There isalot of competition for loans. perhaps MIGA
can support development of remote areas and support efforts for FDI.

5. Pergpectivesfrom the Region

Small-scale mining - PNG

Small-scale mining in PNG is unique in the region, because it is well regulated and self-
managed. This is a consequence of the country’s mining history, development of its
mining law and very strong customary ownership rights to land. Indigenous land rights
were first recognized in 1884, and today 97% of the land is owned by indigenous people.

The legidative framework was put in place during the 1920's to regulate mining by
Europeans. That remains the basis of the present Mining Act, covering small, medium
and large scale mining. The Act grew from aframework to regulate small scale mining to
accommodate large-scale mining.

The export of gold is controlled by the Central Bank: buying and selling within the
country is unregulated. The market is very competitive and miners receive a good price.
The Gold Refinery in Port Moresby offers international prices. It services large and small
mines and has an active SSM program. Miners have an income 4 times as high as the
average population. 50,000 miners are benefiting 400,000 people.

Small Scale Mining is well supported by international aid agencies and industry. Since
1993, industry has supported an education program - readers for schools, career books
and information booklets. Aid agencies — AusAid, World Bank, Japanese Social
Development Fund, Asian Development Bank, EU — have provided support for
information and communication materials, outreach programs, and technical assistance
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for capacity-building, governance, health and safety, mining law and legidation,
microfinance and environmental awareness.

SSM is increasingly important to PNG as a growing sector of the economy. Export
earnings exceed most agricultural commodities. It is an important component in
sustaining communities after closure of large mines. It isimportant in aleviating poverty
and unemployment in rural areas. Outreach programs are improving health and safety,
environmental performance and productivity.

There are some very clear reasons for the success of SSM in PNG. First, SSM is well
regulated. It has multi-stakeholder participation and broad mining industry support and
participation. SSM provides clearly defined and demonstrable outputs, which add long
term value. There is strong governance and transparency with programs and funds
supported by agencies such as the World Bank. Personnel from implementing agencies
have a genuine interest in small scale mining and are not after personal gain. Programs
are integrated into an overall plan and do not operate in isolation. Each new program
builds on the outputs of the previous one.

Some comments in response to questions. We just stopped using mercury. One problem
was the price, which was lower because the colour was altered by the mercury. Most of
the mining is dluvial; there is alittle hard rock mining. Most of the gold is fairly coarse.
No cyanide is used asit is considered too dangerous.

Exploration — Kalimantan, | ndonesia

The chief geologist for Kalimantan Gold Corporation, a junior exploration company
looking for minerals in Central Kalimantan, presented their experience in introducing
community development activities early on in the exploration phase. Being a small
company, they worked from the beginning very closely with the local Dayak people,
training them to be part of the exploration team. At the same time they started providing
on-the-spot health services and sponsoring local children to continue their education. In
1997, together with local people, they established a foundation to do more intensive
community development work — providing health services and clean water supply,
extension services in agriculture and aguaculture, setting up cooperatives, and
strengthening local governance.

The objective of the foundation is to help diversify livelihoods and build up local skills
and capacity, so that in the advent of alarge mine, local people will be better prepared to
manage the impacts and gain some of the benefits. There has also been some preliminary
work in ASM, and one of the hopes is that revenues from ASM could help fund some of
the community devel opment activities, thus making it self-sustainable.

The company is also concerned with having the right governance and institutional setting
at district and province levels, so they have engaged in a tripartite arrangement with the
Provincia Government and UNCTAD, the United Nations Conference for Trade and
Development. UNCTAD has been active globally with the mining industry and sees a
unique opportunity to build a GIS-based mechanism for planning regional development
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in Central Kalimantan. UNCTAD is currently fund-raising for this initiative. This would
be part of a wider program aimed at building up the capacity at al levels in the
government to provide quality services, underpinned by an environment of good
governance. This objective is considered essential if alarge scale mineisto start up in the
province. The company would like to form a wider collaborative partnership with other
donors and development agencies, with NGOs, civil society organisations and interested
parties from the private sector in order to create an integrated ‘ development framework’ .
This framework would then provide a common foundation for orderly and coherent
development in the province.

Among the lessons learned so far is the need to build solid, trusting relationships with all
interested parties. This has to start from the beginning, at the time of receiving
exploration rights, and means involving local people actively as partners in al stages of
the activities. Building local capacity is also essential: this has to take place within local
communities as well as within the government services. Good two-way communication is
another must: people have to be kept well-informed about what is going on and have a
mechanism to interact with. Overall, in relationships, there should be an atmosphere of
care and enjoyment.

It was suggested that the Bank adopt a broader, ‘development’ approach, moving away
from a dtrictly ‘project’ focus, and help create a coherent, integrated development
framework on aregional level. The Bank needs to cultivate an in-depth understanding of
the context in which projects are set, and foster cross-sectoral linkages and relationships
between government, civil society and the private sector. Development planning and
investment at both community and regiona level should start during the exploration
phase, well in advance of establishing an actual mine. The Bank should take a leading
role in building capacity for good governance.

In conclusion the speaker suggested that mining should be at forefront of sustainable
livelihood development and poverty alleviation, because it taps new wealth that if well-
managed can provide the motor for healthy regional development. In order for this to
happen properly, there has to be broad, collaborative partnerships, a shared common
vision, and a holistic approach. Most importantly, there are no shortcuts, it is long term
and human in nature. It starts for everyone from day one of exploration with relationship-
building which will underpin orderly, future development. Evaluation of social,
environmental and economic impacts, and essential planning must be in place well before
mining commences. Demonstration projects are needed to work out how mining can
contribute to sustainable development and poverty alleviation.

Questions and Answers

Q: For a big mine to go ahead would you bring in a big company? Is it assured that they
will continue your approach? Would you be willing to wait until everything isin place?
A: The reason for working with UNCTAD is to prepare for this. The more important
issues are the social and environmental ones. A mine will require one of a handful of
specialised big minersin the world. Everyone is realising the changes that are necessary,
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big companies are making efforts to work in this way. Once the ground rules are laid, any
incoming company will have to play by the rules.

Q: Your success could be your downfall. The area will become a magnet for people from
all over the country. How will you deal with the expectations of the locals, in
comparison with the skilled people a mine will need?

A: At this point there is high unemployment. We need partnerships. to build training
schools and to start the training process now. The whole district has only 21,000 people.
The mine development would have to wait for this kind of thing before going ahead.

Q: How to go ahead with extracting gold in a forest full of biodiversity? What kind of
methods?

A: It can be handled in a responsible and scientific manner. We have to take the time to
do it well. A feasibility study needs more than 2 years, maybe 5 years is required. These
issues should be considered as part of the economics of the mine.

Q: In my area a large company provides inputs for community and government
reforestation at closure. The company is committed to the environment. Afterwards the
area can be used for tourism, so perhaps people can continue with businesses and other
activities.

A: How can mining develop an example of good practice? The issues are wealth
distribution, the community and environmental concerns.

Extractive industries for sustainable development

Indonesia

The Representative of The Ministry of Energy and Mineral Resources of Indonesiaspoke
about investment in natural resources — forestry, oil, gold and other resources — being the
basis of development potential. He also commented on the recent history of economic
and social unrest.

Many policies related to sustainable development have not advanced. Government staff
used to have much more knowledge than those in the private sector. Now they are very
weak and have very low salaries. This breeds corruption, which impedes development.
Economic, political and administrative governance need to be addressed. The challenge
to Indonesian society is to create a system of governance that promotes, supports and
sustains development. The ingtitution of governance in the three domains - state, civil
society and the private sector - must be designed to contribute to sustainable devel opment
by establishing the political, legal, economic and social circumstances for poverty
reduction, job creation and environmental protection.

The biggest enemy to the Indonesian people and their environment is poverty. It is
poverty that moves people into illegal and unregulated logging, forcing alarge proportion
of the population to go back to more traditional forms of survival, such as ‘traditiona’
mining methods, using mercury to extract gold with high degradation to the surrounding
environment, the unregulated forms of coal mining that leave lands unreclamed and
devasted.
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Our only potential is forestry, oil and mining. Other industries have collapsed. Our main
problems are policy problems. We would like the WBG to conduct a study on the core of
the problem. Without sustainable devel opment we will have instability in our country.

Questions and Answers

Q: The existing system is still very centralised — when can the regions regulate and
manage minesin their territory?

A: The Mining Law isin the State Parliament. Licenses for mining are already delegated
to the regions.

India

The former Director of Mining and Geology in Orissa presented the view that the World
Bank should not divest itself from Extractive Industries, as that would not be compatible
with the Bank’s mission of eradicating poverty and achieving sustainable development.
To do so would result in socia problems and environmental degradation. In India there
would be a decline in employment, GDP, export earnings, economic activity and a sharp
decline in revenue earnings of the Government, thereby reducing spending on education,
infrastructure development, health care and exploration.

Mineral extraction activities do affect the environment, but only to asmall extent because
the area of land occupied by mining is only around 0.23% of the total land area, and this
is not likely to reach even 0.3% in the next 20-30 years. National Parks, Wild Life
Sanctuaries, Biosphere Reserves are out of bound for any extractive industry activity.
Mining is being carried out with adequate environmental safeguards. Most of the forests
in the country where mining takes place have been protected from encroachments
because a mining unit is already functioning there.

There are several instances where mining has led to improvement in the environment
through surfacing and increase in vegetative cover.

Artisanal and small-scale mines are widespread and important to India's economy as they
provide employment to large numbers of people in the countryside. Large deposits also
may be worked on a small scale. One mgjor constraint in the development of the granite
and ornamental stones industry is the disposal of large volumes of waste, amounting to
75-80% of the total volume of rock extracted.

In 1993 the New Mineral Policy introduced significant changes in the sector, with the
main goal being sustainable development. Private participation was encouraged, and
State Governments were delegated more powers. FDI was made more attractive by
amending the Acts and Rules. Emphasis was made on planned mine closure and
reclamation of mined out areas. Nevertheless, there still are many encumbrances to
smooth development in the industry.

Significant results can be obtained by intensifying exploration activities, and substantial
improvement can be brought about in productivity and reduction in product cost,
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environment management and social infrastructure. Cost-effective technology should be
adopted, and collaboration with world class firms.

The economics of mining and sound environment management depend to a large extent
on efficient handling and disposal of overburden/waste, slimes and effluents, and the
recovery of mineral values from them. Many other aspects need to be taken care of from
more efficient management and recycling of water to better labor productivity. Some of
these cost money, but more important is a will to do. The Extractive Industry has to play
a pro-active role in this, and The World Bank and associated agencies like ADB, UNEP
and UNDP have an important role to play in providing expertise, technical and financial
support.

Mine development in a remote location brings with it a wide range of infrastructure and
social services development. In addition it provides direct employment, as well as
indirect employment and financial returns through ancillary and support activities.

The importance and contribution of the mining industry should be appreciated in this
context. With restrictive legisative measures and controls, better extraction techniques
and judicious handling of rejects, adverse impact of mining on the environment can be
significantly reduced and in many cases, the environment status can be improved. Mining
thus is not a cause of concern in ensuring sustainable development. World Bank and its
associated agencies would do well to sustain, aid and promote the mining industry in the
developing and under-devel oped countries.

Energy and global warming

A representative from the Australian Business Council for Sustainable Energy (BCSE)
made a presentation on sustainable energy prospects and the role of the WBG. Human-
induced global climate change has a direct impact on ‘sensitive systems such as water
resources; agriculture, forestry and fisheries; human settlements; and industry, energy and
financia services. Specific areas are particularly vulnerable: food and water security;
incomes and livelihoods; human health; and infrastructure.

Globa warming has a particularly significant impact for developing countries, because
those with least resources have the least capacity to adapt and are most vulnerable.
Adaptation, sustainable development, and enhancement of equity can be mutually
reinforcing

The Kyoto Protocol islikely to comeinto force thisyear. It is only the first step.

US, Australia and others are demanding that devel oping countries play alarger role.
It isonly amatter of time before developing countries will be expected to reduce their
emissions.

Renewable energy sources are experiencing high growth in comparison with traditional
ones. There is a very large potential global market as 2.5 hillion people are without
electricity. The wind industry is experiencing massive growth, with enough installed
generating capacity to power 16 million average European homes. However, 90% is
installed in Europe and North America. Solar power capacity is also rapidly increasing,
with costs reducing substantially as installed capacity increases.
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Developing countries need new technologies for the 21st Century — not old ones. Low
carbon emission options are needed to position them for Kyoto 1. They need projects that
will deliver sustainable jobs, ensure self-sufficiency and have export potential.
Appropriately-sized projects are important — big is not always best.

The World Bank Group should be supporting investment in clean energy and not burden
developing countries with projects that will increase emissions for many years. The Bank
can help position developing countries economies so they are well positioned for a low
carbon economy. The Bank can look for opportunities for clean energy to provide added
benefits, and can push for energy efficiency requirements.

The Bank should promote more small projects and energy market reform. It can help
devel op benchmarks for measuring and evaluating performance.

Questions and Answers

Q: Ishydro included in renewable energy? If so, what isits role?

A: In Australia 10% comes from hydro. Small-scale hydro is OK, but not large-scale
because of its environmental impact. Similarly, wind farms are not appropriate
everywhere.

Q: Is solar energy a solution for the poor; it is too expensive. Are oil companies the
biggest producers of solar energy? Why isit so expensive?

A: Costs are coming down considerably, but there is still along way to go. Transmission
costs are greatly reduced or eliminated. BP is moving into solar energy as a business
strategy.

Conflict resolution

The Secretary General of Transparency International Indonesia spoke about her
experience in conflict resolution in her previous engagement as chairman of WALHI, a
coalition of Indonesian NGOs.

The conflict was between PT. Kelian Equatorial Mining (PT. KEM) a gold mining
company subsidiary of Rio Tinto, operating in East Kalimantan since 1988, and the local
community of about 7,500 person affected by PT. KEM gold mining operation.

The claims and grievance against PT. KEM were loss of land, building and houses, loss
of crash crops and fruit trees, human rights abuse and sex abuses lost of opportunities for
aluvia miners and environmenta destruction.

The local people had organized themselves under the “ Lembaga Ketahanan Masyarakat
Korban Tambang dan Lingkungan” (LKMKTL) or “Mining and Environmental Victims
Society” who then selected their representatives as negotiators. They were assisted and
facilitated by WALHI and JATAM (Mining Network) in pursuing their struggle.

After 3 years of negotiation, an agreement was reached with settlement of Rp 64 billions
payment (approximately US$ 8 millions), human right abuses were settled through the
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National Commission on Human Rights, including sex abuses,. and the local peoplealso
obtained benefit from project such as clean water, electricity and better road quality.

Some problems however still exist and not everybody were happy especially those
people who wanted more. The overall situation was however better than before.

The key supporting factors that contribute to this conflict resolution are strong
commitments from the CEO of Rio Tinto (Indonesia) to resolve this conflict through
negotiation. This commitment included replacing PT. KEM President Director when he
failed to uphold previous negotiation commitments.

There was no interference by the government due to changing political situation since
President Suharto’s step down in 1998. When negotiation broke down and resulted in 40
days of blockade by the people, the company invited a former Federal Judge of Australia
as mediator, while the Indonesian side invited the Secretary General of Indonesian
Human Right Commission. The LKMTL had a vast network with NGO’ s nationally and
internationally, especially in UK and Australia. This network was pivotal in getting
attention from top management of Rio Tinto in London and Sydney.

Weaknesses in this settlement were the inability to control staffs that are trying to
wrecked the negotiation process with NGO'’s and establishing splinter group aimed at
undermining LKMTL, which is supported by NGO'’s.

There till isalow level of trust between the community and the company. There remains
some disagreement and dissatisfaction, but the situation has improved and compensation
has been paid. Communities lack strong leadership, which some companies take
advantage of. It was a huge task for the community to manage the settlement —a large
amount of money, plus they have other duties. NGOs did not fully trust the negotiation
process — eg, WALHI was accused of being too soft with Rio Tinto, while being tough
with Freeport and Newmont.

WALHI could not fully assist the community. The negotiation focus was only on
financial compensation, the environmental damage and mine closure is being dealt with
in adifferent process, which is less participatory and less transparent.

This process should be a precedent for conflict resolution in Indonesia, but the Ministry
of Energy and Mineral Resources did not take it as an example for the country. A lot of
people could learn from this, that Indonesians can sit down and have a dialogue, they are
not always fighting each other. It should be publicized widely.

Questions and Answers

Q: What was the role of regional government at the time? Put this in a good paper — it
can become a case study.

A: Loca government’s role was as awitness, but they supported the splinter groups, so it
was very difficult. In the end they functioned as a witness for the negotiations.
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Q: Any suggestions for the WBG' s role to avoid these kinds of situations?

A: Loca government should play the mgjor role, with the WBG assisting. The principle
of ‘prior informed consent’ should apply, where projects only go ahead when they have
given the consent of the community. Most communities do not have the full picture of
what would happen.

Q: Do you think the community is better off with or without the mine?

A: How to do it is important. Alluvial miners were rich before and then were deprived.
Before they worked for themselves, now they work for the company. The government did
not do much — there was no improvement in roads, schools or hospitals. Where are the
services to the community from government? How can we extract our mineral resources
with the intention to provide the local community the biggest benefit. Corruption is very
high. Where does the money go?

Q: Who in the company took the initiative to have the dialogue? Locally? Jakarta?
London?

A: NGOs started the process. The company in Australia, supported by London, instructed
the Jakarta office. The local office did not want to negotiate.

I ntegrated social strategy

The Vice President for the Integrated Social Strategy for Tangguh LNG, spoke about this
BP project being developed in Papua. Once the project is running it will help Indonesia
sustain its global leadership position in LNG exporting, and will generate substantial
revenues for Indonesia and Papua. Since the advent of Papuan autonomy, provincial
revenue has increased six-fold. Tangguh's contribution could increase this further by
approximately 25% within the next 10-15 years. The project is committed to build
capacity for local governments to manage the fiscal impact.

The context is complex and planning integrates social, environmental and economic
factors. Operations will have a relatively small physical ‘footprint’ of approximately 800
hectares; no roads are planned. The area is sparsely populated with 5000 people in 9
villages in the immediate area. There are 20,000 people living in the surrounding area.
During construction the company expects to employ 5,000 workers, so training and
workforce management will be a major task. For security, they intend to form a local
company, recruit and train 85 local people, and avoid direct use of government security
forces. Only 500 people will be needed for operating the facility, so there will be alot of
layoffs. They would like to see micro-enterprises absorb some of these people.

There are anumber of local tribal groups in the bay area, and aforum and foundation will
be established as a platform for discussing issues and planning community development.
There will be a trust fund to support these and other initiatives. The objective is to have
balanced development. They would like to avoid the ‘honey pot’ scenario that attracts
outside people and creates social imbalance. A ‘diversified growth strategy’ will ensure
that project area development benefits local communities, while promoting diversified
and sustainable economic growth in the broader region and Papua. The strategy
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promotes project activities in towns where capacity exists to accommodate growth—
rather than attracting settlersto the project area.

With regard to the social setting, the Tangguh project intends to be a catalyst for
community-driven development in the project area.  The project’'s community
development activities seek to promote the following basic values: consultation,
empowerment, participation, partnership, sustainability, transparency, and respect for
human rights. The project will conduct annual participatory planning activities with
villages directly affected by the project. Thiswill enable communities to drive their own
devel opment, assisted by project resources and partnerships with other stakeholders.

Questions and Answers

Q: A potential influx from outside is very sensitive and very difficult to control?

A: Intend to recruit single people only and to do the recruiting outside the area. Salaries
will be transferred to the employee’'s home city. The project intends to avoid road
development, so accessis only by boat.

Q: Sounds too good to be true, relations with the company are too smooth, are there no
hidden conflicts?

A: The company has a set of principles — eg, justice for al. Will continuously monitor the
situation. BP promised no social conflicts.

Q: You appear to be trying to isolate yourself —what about the surrounding community?
A: The local community will pass through the area only by boat. We will try to channel
local transportation flows. We want to preserve the mangrove forest.

Consultation

6. Keynote Speech by Dr. Emil Salim

In his opening address to the closed sessions, Dr. Salim emphasized that the essence of
the sessions is to understand all the various stakeholders viewpoints on the possible
future role of the WBG in extractive industries, so that poverty aleviation and sustainable
development really are achieved. What do stakeholders want?

Once we are clear about this, then what are the areas of consensus and what are the areas
of dissent regarding the role of the Bank? And what is the reality in practice? Why is the
reality often different from what is intended and what can be done to improve it? So we
need to make recommendations that describe clearly what to do.

The Eminent Person urged participants to focus on the WBG and redesign its future role
in policies, programs and processes, so that things will really improve. He emphasized
that so much is being done, but poverty continuesto increase.

Dr. Salim spelled out the four key principles in the EIR terms of reference: transparency,
inclusiveness, independence and relevance. All information is available on the website;
al stakeholders are included; the EIR is completely independent of all stakeholders and
the WBG; and the inputs and outputs must be relevant to poverty aleviation and
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sustainable development in all their dimensions. Inputs to the EIR come from these
consultations, documents submitted from all quarters, specially commissioned research
and field visits to project sites.

Dr. Salim described the final report writing process and the efforts that will be made to
make the process transparent and open to everyone. Report writing will be guided by an
advisory group selected from key stakeholder groups, and will not be finalized until after
a final consultative workshop in Brussels. The website will be used to post drafts and
gather comments.

In closing his address, the Eminent Person stressed the importance of being frank, open
and tough. And not to follow the traditional Asian way of avoiding conflict by not raising
contentious issues. For the benefit or the poor, give me beef, give me solution but not
dreams without realities. Thank you.”

7. Case Studies: World Bank Group in Asia-Pacific Region

MIGA —Lihir Gold Limited, PNG

Lihir Gold Limited (LGL) operates in PNG on Niolam, the largest island in the Lihir
Group. The rugged topography provides no available land for mineral waste storage. The
operations are managed by Rio Tinto according to Rio Tinto policies and procedures
(hedlth, safety, community and environment). Production is technically challenging,
requiring continuous pumping and geothermal depressurization. All mineral waste is
discharged offshore into the deep ocean.

The Lihirian community is a matrilineal society, although province-wide thisis changing
in response to outside influences. The local population increased from 5800 to 12000
people: mostly returning Lihirians living in other parts of PNG. The community owns
nearly 7% of the billion dollar company, and is represented on the Board of Directors.
The company employs 978 persons, plus an equal number of contractors - 90% are
Lihirians or PNG nationals. It makes a substantial contribution to the local economy.
Improvements have also occurred in health and education levels, as well as in permanent
housing, roads and health facilities. The Community and Environment Department has 93
staff and an annual budget of USD 7 M. They are moving to community-based project
funding instead of payments to individuals, and have created the Lihir Sustainable
Community Development Plan. The intention is to break the cycle of corporate
dependence and compensation in favour of long term planning.

On the negative side, women’s representation in community decisions is low. There is
domestic violence, abuse of alcohol and drugs, and problems related to youth and in-
migration. Poor governance is evident at all levels, including lack of transparency in the
distribution of benefits, the inability of the State to deliver on previous commitments, and
ineffective mechanisms for dialogue and for dispute resolution.
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Together with two other agencies, MIGA provided Political Risk Insurance (PRI) in 1995
to the Union Bank of Switzerland, the coordinating bank for project financing.
MIGA’sinvolvement in Lihir ceased in 2000, following loan restructuring. At the time of
providing PRI there was no requirement related to poverty alleviation or sustainable
development. One of the other agencies, EFIC, commissioned from an anthropologist an
annual independent report: “Lihir Social and Economic Review” and independent
environmental compliance reviews by Dames and Moore (URS). There is no indication
that this material was shared with MIGA.

During MIGA’s involvement, social and environmental issues were dealt with in an ad
hoc and informal fashion, which made it very easy to avoid critical issues. There was too
much reliance on the company to provide proper due diligence. There was a lack of rigor
regarding transparency, which raised suspicions from the local community.

Providing PRI was a crucial requirement for developing the project. The need for PRI in
PNG is likely to increase, given current financial and governance conditions. Therefore
there is a role for organizations like MIGA to support projects that can demonstrate
tangible benefits to al participants in development

The World Bank needs to develop closer ties with those companies that are at the *coal
face’ in terms of current programs, issues and strategies in the countries where WBG
country strategies are being developed. The Bank must ook beyond the project proponent
and involve the loca community in reviewing the WBG's stated objectives. Another
challenge is how to get all prospective developers to accept and implement WBG
guidelines consistently, in a way that is not financially prohibitive. Regulation and
control must be manageable, affordable, equitable and produce tangible benefits. It is
beneficial for industry to have an “independent umpire” that brings credibility through
well-structured and timely policies. These policies and their implementation must be
continually and vigilantly reviewed. Human resources to do this should come from the
WBG, together with local project review groups which would include project developers,
government and civil society.

The WBG does have a valuable contribution to make to extractive industries, especialy
regarding technical assistance in capacity-building for governance and to help developing
nations find their place in the global economy and social development programs. It
should not be left to a company such as LGL to develop capacity in isolation —the WBG
can provide a consistency of approach, and in regulations concerning governance, social
matters and the environment.

The EIR process is worthwhile: it is much easier to be critical than develop ways of
fixing the problems. There is an apparent inconsistency in the perception of the WBG,
between what’s happening on the ground and the Bank’s stated objectives of developing
sound environmental and socia improvements. TA assistance to the Department of
Mining (DOM) has had beneficial outcomes. Whereas the perception that the Department
of Environment and Conservation (DEC) is being adequately catered for by other donor
agencies is not the reality. DEC is completely ineffectual, therefore the DoM technical
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assistance package appears out of step with the wider WBG objective of ensuring
community and environmental improvements from WBG involvement. DEC has no
technical capacity to review projects, policy implications and implementation, and no
enforcement capacity. Inadequate funding leads to poor staff morale and therefore no
implementation of core functions. When WBG objectives are transferred to an alternate
agency is there a mechanism for checking that the objectives are being enforced and
protected?

In conclusion, the WBG' s involvement in the project was beneficial in getting the project
started, but not so much in ensuring good social and environmental governance for the
project. For situations like Lihir, where government is not able to address sustainable
development or poverty alleviation, the WBG can play a much needed support role in
hel ping projects contribute to these objectives.

Women and the Lihir Mining Project

“In this age and moment of time, a woman is meant for housewife and child-bearing
material and not a partner in development, and sharing the family unit. The norm of
being a woman is still treated as second fiddle even though women are partners in the
family, clan and tribe” .

Before construction of the large gold mine in 1995, Lihir was very isolated from the rest
of PNG and the world. Since then, the lives of Lihirian people have changed greatly.

Lihir is a matrilineal society, whereby land or wealth is inherited through the mothers.
Traditionally, this gave women some influence in land use, although political decisions
were mainly made by men. This meant that at the time of negotiations women were
marginalized. Women leaders stressed the need to ensure that women were joint block
executives and had some control over how compensation and royalties were distributed.
Men did not support this; with the result that very few women have their names recorded
as executives and al money is paid to men. There has been a shift in economic power to a
relatively small group of men that has taken away from women the little power they had
as recognized providers of food. No women have benefited in the ways that men have
from the moneys paid as a result of the mine development. Men were given much more
access in setting up businesses. The block executives do not appear to share their
compensation payments and royalties with their sisters and their sister’ children. Their
failure to transform wealth into any form of business that can sustain the lineage may
well provide the fuel for future conflicts.

The change in family life-style is most notable in the mine-affected areas. There is an
increased dependency on cash for food and recreational activities. In most villages,
men’ s involvement in gardening has declined dramatically.

A group of women on the island formed an organisation in 1991, to represent the interests

of women as a result of the development. The objective of the group is to build a strong
women’s network for free expression and to empower women to become productive and
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self-reliant in order to improve conditions within thelr communities. The group
encourages equal participation to ensure that women are included in decision-making
processes a all levels - community, church and government. They identify ways women
can improve their economic status by improving subsistence agriculture, acquiring