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Foreword

For many oil, gas and mineral-rich countries, development remains elusive; the rich
get richer, the poor stay poor, economies stagnate, corruption flourishes and conflict
deepens. The extractive industries generate tremendous wealth for more than 50
countries around the world, but many of these nations have been unable to translate

the windfalls into long-term growth and improved well-being for citizens.

Over the past decade, an international movement has emerged to counter this
“resource curse.” Citizens from producing and consuming countries have joined
together to demand better governance and true accountability in the generation and
use of natural resource wealth. A sector traditionally veiled in secrecy and managed
as the exclusive domain of political elites and large corporations is beginning to
open its doors to greater public scrutiny. Civil society groups are finding their way
into conversations that are fundamental to the future of every resource-rich country.
Governments and companies are beginning to recognize that greater openness can

serve their long-term interests.

The Extractive Industries Transparency Initiative (EITI) has been instrumental
in increasing citizen participation in this dialogue. The EITI is an international
multi-stakeholder initiative of governments, companies and civil society working to
strengthen governance and development in producing countries by improving trans-
parency and accountability in the extractives sector. In contrast to Poverty Reduction

Strategy Papers (PRSPs) or Environmental Impact Assessments, the EITT process

www.revenuewatch.org



DRILLING DOWN

requires that civil society not only be consulted, but be given a seat at the table and a
vote in critical decisions.

Effective EITI participation and monitoring of a country’s extractive industries is a
daunting challenge for civil society. These industries are technically, legally and finan-
cially complex. Commodity markets, accounting practices, and institutions them-
selves change frequently. Industry structures, rules and practices vary from country
to country. Local and international politics play a significant role. And even with EITI
participation, much information about the sector remains beyond public scrutiny.
Itis, in short, no small task for activists to get up to speed on the business and politics

of oil, gas and mining.

Add to these hurdles the fact that many EITI activists live in countries which have
been wracked by war, and which have little or no precedence for civic engagement in
public policy processes. Multi-stakeholder governance is strenuous under the best of
circumstances, and in the case of the extractive industries, civil society groups start at
a disadvantage, with less information, technical education and influence than their

public and private sector counterparts.

Despite these enormous challenges, activists around the world have rushed forward
since the EITT’s launch just six years ago. The hunger for more extractive industry

information, more understanding and more participation is palpable.

The Revenue Watch Institute, with the help of outside industry and EITI experts, has
created Drilling Down as resource to help effective civil society participation in the
EITI. Drilling Down offers a comprehensive review of each stage of the EITI process.
It describes the role of civil society, the key issues likely to arise at each stage of debate
and decision, the opportunities for influence at the various stages, how civil society
participants in other countries have handled similar issues, and the results. The guide
includes samples of different models and processes, such as Memorandums of Under-
standing (MOUs), country work plans and auditor selection processes. A comparative
analysis of the strengths and weaknesses of each tool provides a civil society perspec-
tive, with the aim of maximizing the transparency, integrity and public accountability

of EITI implementation.

Revenue Watch is founded on the belief that with the necessary support and exper-
tise, citizens of resource-rich countries can work in partnership with government and
industry to reverse the resource curse and introduce democratic accountability into

the governance of the extractive industries around the world.

Our effort to offer civil society the same high-quality expertise and counsel available
to industry and governments led us to David Goldwyn and his outstanding team, the

authors of this manual. Goldwyn International Strategies (GIS) and Chris Nurse of

REVENUE WATCH INSTITUTE



Hart Group played a critical role in Nigeria’s EITT, and Revenue Watch is grateful for
their generosity in sharing the invaluable lessons wrought from that experience.

Drilling Down is intended for use as a supplement and companion to the EITI Secretar-
iat’s Guidebook to EITI Implementation and Guide to EITI Validation. We hope that this
teaching tool will help civil society activists and other interested parties understand
the EITT and the specific steps they can take to effectively participate in the initiative.

Vanessa Herringshaw, Juan Carlos Quiroz and Michelle Sieff of Revenue Watch
gave exhaustive comments on successive drafts. Revenue Watch communications
manager Jed Miller shepherded this project through to publication, with help from
Brendan Spiegel, Rachel Hart and Page Dykstra. Revenue Watch would like to thank
Judit Kovacs, Jeanne Criscola and Ari Korpivaara for their skilled layout and design
contributions.

About the Revenue Watch Institute

The Revenue Watch Institute is a non-profit policy institute and grant-making organi-
zation that promotes the responsible management of oil, gas and mineral resources
for the public good. With effective revenue management, citizen engagement and
real government accountability, natural resource wealth can drive development and
national growth. RWI provides the expertise, funding and technical assistance to help
countries realize these benefits.

Revenue Watch promotes transparent, accountable and effective management of nat-
ural resource wealth to help countries avoid the “resource curse.” We take a compre-
hensive approach to improving governance and development across the entire value
chain—from the organization of extractive production, revenue generation and rev-
enue management, through the expenditure processes and development outcomes in

resource rich countries.

The Revenue Watch Institute currently supports partners and affiliates in Angola,
Azerbaijan, Brazil, Cameroon, Cambodia, Cote D’Ivoire, DRC, Ecuador, Georgia,
Ghana, Guinea, Indonesia, Iraq, Kazakhstan, the Kyrgyz Republic, Liberia, Maurita-
nia, Mexico, Mongolia, Niger, Nigeria, Peru, Sao Tome and Principe, Sierra Leone,
Tanzania, Trinidad and Tobago, Uganda and Yemen. RWI is based in New York, with
a satellite office in London and regional coordinators based in Azerbaijan, Ghana,

Indonesia, Malaysia and Peru.

Karin Lissakers
Director
Revenue Watch Institute

FOREWORD
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Introduction

What Is the EITI?

The Extractive Industries Transparency Initiative (EITI) is an independent, interna-
tionally agreed upon, voluntary standard for creating transparency in the extractive
industries. At its core, the EITI requires transparency in the payments made by com-
panies and revenues received by governments relating to the exploitation of a nation’s
extractive resources. This transparency helps empower civil society to hold govern-

ments accountable for the management of those resources.

Since the EITI launched in 2002, civil society, governments, companies, and inves-
tors have all played an active role in defining this standard. More than 40 countries
have pledged to implement the EITI. In October of 2006, the EITI Conference created
an international multi-stakeholder board to oversee the governance of the EITI, and
established a full-time Secretariat. The EITI Conference also required that countries
and companies that commit to participating in the EITI are required to periodically
validate their progress in meeting the international standard by submitting their per-
formance for review by an independent third party. The goal of validation is to ensure
that countries and companies do what they say they will, and that the implementa-
tion program complies fully with the EITT Criteria (see Figure i.1) and Principles’ (See

Figure i.2). As of this writing, no country has yet undergone the validation review.

www.revenuewatch.org
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Figure i.1: EITI Criteria

Regular publication of all material oil, gas and mining payments by companies to
governments (“payments”) and all material revenues received by governments
from oil, gas and mining companies (“revenues”) to a wide audience in a publicly
accessible, comprehensive and comprehensible manner.

Where such audits do not already exist, payments and revenues are the subject of
a credible, independent audit, applying international auditing standards.
Payments and revenues are reconciled by a credible, independent administrator,
applying international auditing standards and with publication of the administra-
tor’s opinion regarding that reconciliation including discrepancies, should any be
identified.

This approach is extended to all companies including state-owned enterprises.

Civil society is actively engaged as a participant in the design, monitoring and
evaluation of this process and contributes towards public debate.

A public, financially sustainable work plan for all the above is developed by the
host government, with assistance from the international financial institutions
where required, including measurable targets, a timetable for implementation,

and an assessment of potential capacity constraints.

Figure i.2: EITI Principles

We share a belief that the prudent use of natural resource wealth should be an
important engine for sustainable economic growth that contributes to sustain-
able development and poverty reduction, but if not managed properly, can create

negative economic and social impacts.

We affirm that management of natural resource wealth for the benefits of a coun-
try’s citizens is in the domain of sovereign governments to be exercised in the

interests of their national development.

We recognize that the benefits of resource extraction occur as revenue streams

over many years and can be highly price dependent.

We recognize that a public understanding of government revenues and expen-
diture over time could help public debate and inform choice of appropriate and
realistic options for sustainable development.

We underline the importance of transparency by governments and companies in
the extractive industries and the need to enhance public financial management
and accountability.

We recognize that achievement of greater transparency must be set in the con-
text of respect for contracts and laws.

We recognize the enhanced environment for domestic and foreign direct invest-

ment that financial transparency may bring.
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8. We believe in the principle and practice of accountability by government to all
citizens for the stewardship of revenue streams and public expenditure.

9.  We are committed to encouraging high standards of transparency and account-
ability in public life, government operations and in business.

10.  We believe that a broadly consistent and workable approach to the disclosure of

payments and revenues is required, which is simple to undertake and to use.

11.  We believe that payments’ disclosure in a given country should involve all extrac-

tive industry companies operating in that country.

12.  In seeking solutions, we believe that all stakeholders have important and rel-
evant contributions to make—including governments and their agencies, extrac-
tive industry companies, service companies, multilateral organizations, financial

organizations, investors and non-governmental organizations.

What Steps Are Required to Implement the EITI?

The EITI process has four phases: Sign Up, Preparation, Disclosure and Dissemina-
tion. The steps countries must follow for each phase are detailed in the Validation
Grid (See Appendix A). More detailed explanations of how to implement the steps
are contained in the Indicator Assessment Tools (IAT) referred to in the grid (See
Appendix B). Countries must declare themselves as either “candidate” countries
(those seriously preparing to implement the EITI by completing the Sign-Up Phase)
or “compliant” countries (those who have fully complied with all four stages). Coun-
tries that wish to be considered “compliant” with the EITI must be validated by
November 2008. Counties that wish to be considered candidates were required by the
EITI Board to undergo “pre-validation” in the fall of 2007 by demonstrating that they
had completed the steps of the Sign-Up Phase.

There are 18 steps that must be completed for countries to be validated as compliant
with the EITI. (See Figure i.3)

Sign-Up (Steps 1—4):

The government must issue an unequivocal statement supporting EITT implementa-
tion; commit to work with civil society and companies; appoint a senior individual
to lead the effort; and publish a fully-costed work plan, with measurable targets and
timetables for implementation and an assessment of any constraints on the capacity
of stakeholders to participate.

Preparation (Steps 5-13):
This phase includes establishment of a multi-stakeholder group (MSG); engagement
of companies and civil society; removal of obstacles to civil society participation;

agreement on templates for companies and the government to report payments and

www.revenuewatch.org
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revenues; MSG approval of an organization to reconcile companies’ payments and the
government’s revenues; adoption of measures to ensure that all companies will report
payments; and government assurance that reports for both companies and govern-
ment are based on audited accounts that meet international standards.

Disclosure (Steps 14-17):

All material payments made by companies to the government, and all revenues received
by the government from companies, must be disclosed to the organization contracted
to reconcile figures and produce the EITI report. The multi-stakeholder group must be
satisfied that the contracted organization properly reconciled the figures, and that the

report identifies differences and make recommendations for action.

Dissemination (Step 18):
The EITI report must be made publicly available in an accessible, comprehensive, and

understandable way.

Figure i.3: EITI Validation Methodology

EITI Validation Validation guide
Country Obligations Grid Indicators
——» 1: Issue unequivocal public statement of commitment to EITI
. ——» 2:  Commit to work with civil society and companies
EITI Sign-Up
———> 3. Appoint senior government individual to lead EITI
——> 4: Publish fully costed work plan
—— 5. Establish Multistakeholder Group (MSG)
——> 6: Engage civil society
—— > 7:  Engage companies
—— > 8 Remove obstacles to implementation
EITI Preparation » o Agree on reporting templates
—— > 10: Appoint organization to reconcile figures
———> 11:  Ensure all companies report
- » 12: Company reports meet international accounting standards
L » 13: Government reports meet international accounting standards
— > 14 All material company payments disclosed?
EITI Audit > 15:  All material government payments disclosed?
Disclosure —— > 16 MSG satisfied with reconciliation
L 17 EITI Report identify discrepancies
EITI Results

\

. . . 5
Dissemination 18:  EITI report publicly available:
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The Need for a Guide to Implementation

The EITI is a tool to help civil society enhance transparency. Civil society organizations

(CSOs) need to understand how to use the EITI in order for it to be meaningful. Today,

EITI practices vary widely:

While forty countries have stated their intention to implement the EITI, as of this
writing, only eight have issued reports under the EITI (Azerbaijan, Cameroon,
Gabon, Ghana, Guinea, Kyrgyzstan, Mauritania, and Nigeria). Of these eight,
seven have published a reconciliation of government and company accounts.
Covered parties are required to submit audited figures according to interna-
tional standards. It is important to note that the process of reconciliation under
the EITI verifies whether the reports of payments made and revenues received
agree, but that reconciliation does not actually indicate whether such amounts

are in fact correct.

No country has yet sought or secured EITI validation, as the validation criteria

are new.

Among the countries that have publicly stated their intention to comply with
the EITI, only Nigeria has conducted a comprehensive audit of the accounts of
its government agencies and the companies involved in its extractive industries.
The Nigerian audits determined that many of the underlying calculations of
tax, royalty, and other amounts were incorrectly prepared. Correction of these
errors has led to increased revenue collection by the government and recom-
mendations for improving the process of auditing taxes and verifying royalty
payments. (See Text Box i.1.)

Text Box i.1: An EITI Example—Potential Revenue Loss in Nigeria

The Federal Internal Revenue Service (FIRS) was not proactive in assess-
ing and collecting the Petroleum Profits Tax liabilities of the companies.

This resulted in unregulated self-assessment.

FIRS records of crude volumes had not been reconciled with any infor-

mation produced by a hydrocarbon mass balance.

FIRS’ record keeping systems were inadequate. FIRS did not maintain
its records on a double entry system, nor did it maintain a proper cash-

book nor keep any ledger.

Department of Petroleum Resources (DPR) did not assert any authority

to assess and collect royalty liabilities during the review period.

NEITI Audit Executive Summary, p.11

INTRODUCTION
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. Of the eight countries that have undertaken the reporting of data, two countries
report data on a “disaggregated” basis, meaning that they describe what each
company pays in tax, royalty, and other categories and/or by type of payment
(tax, royalty, etc.). The remainder of reporting countries report financial data
on an “aggregated” basis, meaning that the financial information is reported
on a consolidated basis rather than a company-specific and/or category-specific
basis. Additionally, some countries require that all companies involved in the
extractive industries report their payments, while other countries only require
that the major companies do so. (See Table i.1.)

Table i.1: How EITI Reporting Countries Disaggregate Data

Disaggregated Disaggregated Audit or Reconciliation?
by Company? by Payment Type?
Azerbaijan No Yes Reconciliation
Cameroon No Yes Reconciliation
Gabon No Yes Reconciliation
Ghana Yes Yes Reconciliation with some additional testing
Guinea No Yes Reconciliation
Kyrgyz Republic No Yes Reconciliation
Mauritania No Yes Reconciliation
Nigeria Yes Yes Audit

Source:  Links to country reports for Azerbaijan, Cameroon, Gabon, Ghana, Guinea, Kyrgyz Republic, Mauritania and Nigeria can be found
through www.eitransparency.org/section/countries and Table 3.1.

Many of the most important decisions pertinent to a country’s EITI stakeholders are
made in the very early stages of deployment, when civil society groups are weakest in
terms of understanding the EITI and least equipped to participate in key decisions
that will determine the usefulness of the EITI process. For example, in Azerbaijan a
nongovernmental organization (NGO) coalition that was not self-selected agreed to
the scope of its EITI inquiry in a Memorandum of Understanding, which determined
issues such as the form of reporting (on an aggregated basis) early in the EITI process.

The coalition has since evolved to include more than go members.

This guide is necessary to help CSOs, companies, and governments understand the
decisions that need to be made at each step of the process, and the underlying issues
that should inform their decisions. This guide is also needed to educate stakeholders
about the reasons why they should go beyond the minimum requirements of the EITI
and, even if over time, require a more intensive examination of the information being

reported.
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Figure i.4: EITI Basic and EITI Plus

EITI Basic

" Disclosure of All Payments by Participants in Oil, Gas, and Mining Sectors

. Independent, Third Party Reconciliation

" Reconciliation of Payments Reported, and Discrepancies Found to Be Publicly
Disclosed

- EITI Reconciliation Findings to Be Published Regularly

EITI ‘Plus’
= Moving from Reconciliation to Audit:

Verification and investigation of discrepancies identified
" Conducting Value-for-Money Audits:

Auditing the underlying cost structures in major projects
" Benchmarking:

Comparing performance of projects against other domestic projects and
international comparables

" Physical Audits:
Measuring the physical commodities extracted and associated processes

" Examining Industry Processes:
Licensing, portfolio management, state investments, local content

" Moving Beyond Revenues to Distribution:
Allocations, distribution, receipt and usage, at the regional and local levels

EITI Basic and EITI Plus

The EITI requires only that material payments made by companies in extractive indus-
tries and revenues received by the government are reconciled and that the results are
published. The underlying data from the companies or the government must come
from financial statements that have been audited in accordance with international
auditing standards—unless the stakeholders agree that data is acceptable in another
form (usually in whatever form the data is available). This reconciliation, practiced by
all but one country implementing the EITI today, is what we refer to as EITI Basic. In
a voluntary consensus-driven system, the essential first step is often an agreement to
simply enact a reconciliation. But a reconciliation only details whether the amounts
reported agree, not whether they are right. Significant problems in the handling of
extractive industries revenue often lie beneath the surface: Was a royalty paid on the
right amount of production? Was the government’s share of production sold at a fair
value? Were the costs deducted by companies allowable under their contract? Did the
national oil company pay its share of tax or royalty to the central bank on time and in

the right amount?

www.revenuewatch.org
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Unless and until there is an examination of the underlying transactions that produce
the figures being reconciled, these payments and revenues are vulnerable to errors in
calculation, manipulation, or corruption. This is why stakeholders should consider
going beyond EITI Basic to EITI Plus. EITI Plus is any deeper examination beyond
a reconciliation. It can be an audit of the underlying payments, verification of the
physical production itself, or a review of how the key processes in the industry are

conducted.

Outline of this Guide

This guide has three parts. Part I follows the four stages of EITI implementation
sequentially. It is designed to help the reader anticipate the key decisions made in each

stage and provides questions to ask and issues to address in these early stages.

Part I pertains to advanced issues in extractive industries transparency. It explains the
legal and economic framework of extractive industries, from the forms of contracts to
the kinds of payments governments receive. This section will help the reader under-
stand what categories of payments should be covered and why they are important.
This part of the guide also discusses the key areas where things go wrong in the calcu-
lations of what the government is owed, and why stakeholders should press for some

level of checking the underlying transactions, or for EITI Plus.

Part III is called “Beyond Basic EITI.” This part of the guide explains why all stake-
holders have an interest in evolving the EITI process and the key areas where they
should consider expanding the scope of inquiry of the EITT in order to understand the
full potential of this undertaking.
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.PART I

The Four
Phases of the
EITI Process



CHAPTER 1
The Sign-Up Phase

The Sign-Up Phase is the first step toward implementation of the EITT. It is the period

when a government must demonstrate its seriousness about the EITI by:

issuing an unequivocal statement of its intention to support EITT implementation

making a commitment to work with civil society and companies on EITI imple-

mentation
appointing a senior individual to lead the EITT effort

developing and publishing a fully-costed work plan, with measurable targets
and timetables for implementation, and an assessment of any constraints on
the capacity of stakeholders to participate

This is the time—while the EITI effort is first being developed—when civil society

organizations should: (1) get organized, (2) establish their objectives, (3) secure exper-

tise from independent professionals who can help fulfill their objectives, (4) engage

with senior government officials, (5) begin evaluating the Country Work Plan, (6) par-

ticipate in the selection of CSO representatives on the MSG, and (7) carefully examine

any memoranda of understanding to which CSOs have been asked to formally assent.
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1.1 Get Organized

Every country has a different kind of civil society and people typically organize around
different issues. Some countries may have strong NGOs, or even civil society coali-

tions, which can provide an anchor for building a larger coalition.

In Ghana, an advocacy NGO called ISODEC, with a mission of promoting social
Justice and fundamental human rights, was the anchor of the EITI civil society
movement.?

In Guinea, the President of the National Council of Civil Society Organizations sat

on the group that organized the national stakeholder committee.

It can be very helpful to form an EITT coalition. Different CSOs can contribute differ-
ent strengths. Some may be familiar with the extractive industries, other may follow
budget accountability, and still others may focus on human rights or the environment.
By banding together, CSOs can increase their influence, deter governments from play-
ing one group against another, and have a better chance of achieving a broader geo-

graphical coverage.

In Nigeria, led by the PWYP coalition, a group of Nigerian CSOs formed a larger
coalition that eventually signed a Memorandum of Understanding with the Nigeria

EITI to support civil society involvement.

In some countries, governments may discourage or even intimidate groups from asso-
ciating. In these cases, a government’s commitment to implement the EITI and obtain
the EITI brand can potentially be a source of leverage for pressing the government to

remove obstacles to civil society freedom of speech or association.

Whatever the circumstances, civil society members should:

. find like-minded citizens who want to press for transparency and agree to form

a group or coalition of their own
. agree to meet regularly to stay informed on the process

. keep minutes of meetings so new members can get informed, and create a web-

site so that other citizens can communicate with the coalition
Text Box 1.1: Mauritania Cyber Forum

Mauritania created a cyber forum as a means of communicating EITI updates.

It can be found at: www.cyberforum.mr/presentation/index.html

For a comprehensive set of ideas on getting organized, see Eye on EITI,* a report pub-
lished by the Revenue Watch Institute.’ Also, for a step-by-step guide to setting up a
Pay What You Publish coalition, see Follow the Money .°
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1.2  Know Your Obijectives

Before engaging with government officials, CSOs should know what they want out of
an EITI program and what their priorities are. These priorities can include some or

all of the following:

" Publication of company payments and government revenues (i.e., the publish-
what-you-pay concept that led to the development of the EITI)

" Restoring public trust in government institutions that manage extractive
industries

" Verifying the physical quantities of oil, gas, or minerals extracted by companies

" Clarifying the share of revenues taken in by local and regional governments

" Publishing the amount of money companies spend in support of local commu-
nities

" Educating people about where the country’s extractive industries revenue goes

" Improving the government’s system for collecting and managing information

about extractive industries

. Improving local content rules
" Improving the way the government manages its investment in extractive
industries

Text Box 1.2: Setting Objectives

The Liberia EITI program expressly identifies transparency in the awarding of
mineral, oil gas and forestry rights as one of the EITI program’s primary objec-

tives.

These priorities will dictate CSO positions on what should go into the Country
Work Plan, what the EITI should reconcile or audit, and who will be subject to the
EITT process. Remember that the EITI is a voluntary process, so there will likely be
negotiations among stakeholders, with differing views about what form the EITI
should take. It is crucial to determine what is most important in order to maximize a

CSO’s negotiating position. At this moment, countries vary widely in their priorities.

Nigeria’s stakeholders, led by the government, sought to restore trust in the entire oil
and gas system. They audited five years of activity; audited financial and physical
flows; and studied how the government sold its crude for product, supplied it refiner-
ies, and managed its information technology systems and processes. Information was
disaggregated by company and by type of payment. Nigeria’s mining sector was not
covered by the EITI, but the country developed legislation to reform the legal structure

for the mining sector.
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In Ghana, the focus of EITI implementation was on the mining sector. The early EITI
program performed a reconciliation of the payments of a small number of companies
that made up 99 percent of the sector’s payments to the government. Oil and gas sec-
tors were still in development, so payments such as signing bonuses or rents were not
covered by the EITI.

In Peru, audited figures for companies’ payments are already required by law to be
published. The EITI program in development is focused on the formulas that distrib-
ute revenues to the sub-national levels of government, which include those levels of
government that can also be held accountable for the spending of extractive industry

revenue.

In Liberia, the forestry industry is covered under the EITI, as are the mining and
petroleum sectors. The EITI in Liberia will include all major forestry companies and
the Forestry Development Authority. The objectives of Liberia’s EITI include insuring
that the awarding of forestry rights and the exploitation of those resources is done in
a transparent way and that all payments made by forestry companies to all levels of

government and Jor state-owned entities are published regularly.

1.3  Get Outside Help

Civil society members should connect with international groups that are active in
the global EITI, such as the Publish What You Pay Coalition,® the Revenue Watch
Institute,” Global Witness,"® and Transparency International.” These organizations
are each integrally involved in influencing the EITI, and their understanding of the
issues can be beneficial to the civil society membership in getting organized. In addi-
tion, an affiliation with such organizations can be useful in increasing the visibility,
credibility, and potential influence of the local civil society. You should also expect the
government to secure outside help for the multi-stakeholder group once it is formed.
An external adviser can give impartial advice to the entire group, and ensure that the
MSG’s work is performed in a manner consistent with international standards.

Text Box 1.3: Outside Help

Most EITI programs need help getting off the ground. There may be very thin
capacity in countries and you may need help preparing the work plan, the bud-
get, scope of work for the audit, or advertisements for bidders, or negotiating
the contract with the auditor or aggregator. Having an external advisor to give
the multi-stakeholder group independent technical advice can speed imple-
mentation and reduce conflict. The World Bank Trust Fund can be one source
of funds for such help, or the country EITI budget may include funds for this
purpose. One topic for a first stakeholder meeting should be whether and
where to get such help to expedite the implementation of the EITI process.
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1.4 Engage the Senior Official

Once the government has publicly named the senior official in charge of the EITI
process—a required step in becoming an EITI candidate—the CSO should promptly
meet this official. The objective is to develop a relationship, discuss the process for
implementing the EITI, communicate the CSO’s priorities as part of EITT implemen-
tation, identify obstacles to participation, and provide input on the Country Work Plan.
Before the validation criteria were published in October 2006, many governments
developed their EITI concept outside of the purview of the public eye, and CSOs had
input late in the process. Going forward, CSOs should be involved as early as possible
to maximize their influence and proactively shape the EITI implementation model to
be utilized.

1.5  Evaluation of the Country Work Plan

The EITI now requires that a government develop and publish a Country Work Plan
as the fourth step in the Sign-Up Phase and have it agreed to by key stakeholders. The
first draft of this work plan is often worked out by the government, with advice from
the World Bank. This is how the government learns what is involved in the process,
how long it will take, what the range of costs is, and what is required to be validated by
the EITI as a candidate or compliant country.”

The requirements to have the work plan fully costed, address capacity constraints, and
widely available are very new. No government has yet published a work plan that meets
all of these criteria. The requirement that this work plan be agreed to means that civil
society will have the opportunity to comment on and change the work plan before the
MSG is constituted. CSOs should seize this new validation requirement to request
and review the costed work plan as early as possible and ensure that they attend any
meetings held to review and approve it.

It is important to think through each phase of the EITI process to make sure there are
budget allocations in the Country Work Plan for the Preparatory, Disclosure, and Dis-
semination Phases. You may want to consider several questions:

. Does the work plan address capacity constraints (e.g., legal or educational con-

straints for government, civil society, and companies)?
" Are funds allocated for capacity building for the MSG at any stage?
] Is the Secretariat funded, and by whom?
" Are there monies to help CSO members of the MSG travel to meetings?
. Are there funds to translate the final report into multiple languages, if needed?

" Are there funds for workshops during the EITI process to explain to citizens
what the EITI means?
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Work plans are typically funded through a mixture of funds from the implementing
government and international donors. The primary external source for funding the
EITI work plans comes from the multi-donor EITT trust fund managed by the World
Bank. Other donors sometimes contribute bilaterally to a country’s EITI work plan

costs.

1.6  Participate in the Selection of CSO Representatives
on the MSG

The stakeholder group is the key mechanism for effective participation in the EITI
by citizen advocates. The EITI requires that civil society is represented, that the rep-
resentation is fair and independent, and that the invitation to participate is open and
transparent as well. The Sign-Up Phase is the time to question the government’s senior
official about how the government plans to implement these requirements and to provide
CSO input on who the representatives will be. In some countries (e.g., Nigeria and Azer-
baijan) the government selects the civil society members on the MSG, or in the case of
Azerbaijan, the Supervisory Board. In other countries, such as Mauritania, members
select themselves. The EITI requires that there is an open and transparent process for
inviting participation, that anyone selected is truly independent, and that the diversity

of civil society stakeholders is adequately represented.”
Text Box 1.4: Self Selection of Civil Society

Self selection takes longer in countries with emerging civil societies, but it
saves time in the long run. The government of Mauritania asked civil society to
choose three representatives to be part of an EITI committee. Since civil soci-
ety was so new in Mauritania there were many new groups and coordination
was slow. It took civil society three months to organize itself and choose their
representatives, but public acceptance of the legitimacy of the representatives

was much higher than if the government had simply appointed them.

Peru has a well developed civil society with a number of sophisticated organi-
zations. The Peruvian EITI Action Plan called for three representatives from
civil society to participate in the MSG. The Minister opened a website and
requested that organizations nominate candidates to represent civil society.
Eleven individuals were nominated. These eleven individuals came together
and choose three among themselves to be civil society representatives to the
MSG — one represented academia, another represented a local NGO, and the

third represented an international NGO.

If members of a CSO EITI coalition do select representatives to a multi-stakeholder
group, it is important that those not selected take great care not to fall into the trap

of criticizing or disparaging those who are. Doing so only weakens the civil society
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effort. A better practice is to agree before anyone is selected to (1) create a way to stay in
touch, (2) agree to stick together, and (3) agree among yourselves on a list of represen-
tatives you can recommend to the government to serve on the multi-stakeholder group
(MSG). As a useful reference point, the Azerbaijan NGO coalition has established a
clearly laid out governance structure and rules.™

1.7  What Are the Qualifications for a Civil Society
Representative on an MSG?

There are no formally required qualifications, but there are several practical consider-
ations. For example, it is important that the representatives to the MSG are persons
who can be effective in a group meeting. They should have the ability to listen and
speak well, be problem solvers, have time to go to meetings, and ideally have some
knowledge of the extractive industry. They should know when to compromise in order
to allow work to start, but also when to stick to their principles so as to preserve the
quality of the outcome. MSG representatives should make a commitment to be in
touch with other civil society members through some agreed mechanism before and

after meetings.

1.8  Review of Memoranda of Understanding

One practice that has emerged in the early stages of the EITI is the drafting and sign-
ing of memoranda of understanding (MOUs) on the scope of the EITI among compa-
nies, governments, and civil society. These MOUs are often drafted by companies as a
way of both pressing a government for EITT participation and limiting its scope. They
are helpful in providing companies with a way to advocate for the EITI in countries
where the government may be reluctant to join the initiative. Knowing of companies’
commitment to participate in the EITI can give governments the confidence necessary
to join. But companies may also wish to lock in a government commitment that the
information they disclose will be aggregated by company. While the MOUs may be
amended, as a practical matter for voluntary initiatives just getting off the ground, it

can be hard to change the terms in an MOU at the first stakeholder meeting.

In Azerbaijan, the MOU provided for aggregated disclosure by companies.” Nigeria’s

commitment to disaggregation by company was led by the government.

The best practice for CSOs is to not sign any MOUs until they have organized a coali-
tion, gotten some outside help, and fully understand the issues. In any case, CSOs
should not agree to be bound by the MOU on key decisions that should be discussed
by the full MSG once it is constituted. These decisions would include the form of
reporting (aggregated or disaggregated), the structure and content of the reporting
template, the level of materiality, the process for selecting an auditor, and its terms of
reference.
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Has the government demonstrated its seriousness about the EITI?

Did the government ...

1. Issue an unequivocal statement of its intention to support EITI implementation?

2. Make a commitment to work with civil society and companies on EITI implementation?

3. Appoint a senior individual to lead the EITI effort?

4. Develop and publish a fully-costed work plan with measurable targets, timetables,
and an assessment of constraints that has been approved by stakeholders?

Are CSO representatives organized?

Did CSO Representatives ...

1. Assess whether your country’s CSO coalitions can provide an anchor for building
a larger coalition?

Seek like-minded citizens who want to press for transparency and agree to form a group?

Agree to meet regularly to stay informed on the process?

Agree to keep minutes of meetings so new members can get informed?

MEESISEEN

Create a website so that other citizens can communicate with the coalition?

Do you know your objectives?

Did CSO Representatives ...

1. Decide what they want to get out of an EITI program?

Decide the order of priorities?

2.
3. Establish their positions on what should go into the Country Work Plan?
4.

Establish their position on the scope of the EITI (what/whom should be
reconciled/audited)?

Did you get outside help?

Did CSO Representatives ...

1. Connect with international groups that are active in the global EITI?

Did the government ...

2. Secure outside help for the MSG from the EITI Secretariat, the World Bank and/or other
donors and experts?

Are senior officials engaged?

Did CSO Representatives ...

1. Meet with the senior government official leading the EITI to develop a relationship?

VL.

Did you evaluate the Country Work Plan?

Did the government ...

1. Develop/publish a work plan that is fully-costed, addresses capacity constraints,
and is widely available?

Did CSO Representatives ...

2. Review the costed work plans as early as possible?

3. Ascertain whether: (a) the work plan addresses capacity constraints (legal or educational);
(b) funds are allocated for capacity-building for the MSG at any stage; (c) the Secretariat is
funded; (d) there is money to help CSO members of the MSG travel to meetings; (e) there
are funds to translate the final report into multiple languages, if needed; and (f) there are
funds for workshops during the EITI process to explain to citizens what the EITI means?
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Chapter 1: The Sign-Up Phase (continued) |

VIL.

Did you participate in the selection of CSO representatives on the MSG?

1. Are CSOs represented fairly on the MSG?

2. |Is CSO representation independent? Was the invitation to participate open and
transparent?

VIII.

Are the CSO representatives to the MSG individuals who are effective in a group meeting?

1. Do CSO representatives have: (a) the ability to listen and speak well; (b) the ability to
solve problems; (c) time to go to meetings; (d) some knowledge of the extractive
industry; and (e) the ability to know when to compromise?

2. Did the representative commit to contact CSOs before/after meetings?

Has a memorandum of understanding (MOU) been signed articulating the EITI’s scope?

Have you successfully completed the Sign-Up Phase?
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CHAPTER 2
The Preparatory Phase

The Preparatory Phase of the EITI—implementation of Steps 5 through 13 on the
Validation Grid—is the most important phase of the EITI process. This is when all of
the crucial decisions are made about the multi-stakeholder group itself; the engage-
ment of civil society and companies; what types of payments and revenues the EITI
will examine (and in what level of detail); who will perform the reconciliation or audit;
what the reports will look like when they are published; and what the government will
do to make sure that all parties covered by the EITI process participate as required.
One-half of the steps required for EITI validation occur during this phase. It is essen-
tial to anticipate now the financial, communications, and other needs the stakehold-
ers will come to have in the Disclosure and Dissemination Phases, so they can be
budgeted for and shape the terms of reference for the organization performing the

reconciliation, or so that the auditor can deliver his report in the form that is needed.

This guide will address the elements of the Preparatory Phase as follows:
I. Establishment of the multi-stakeholder group (Step 5)

2. Approval of the Country Work Plan (Step 5)

3. Engagement of civil societies and companies (Steps 6—7)

4.  Removal of obstacles to participation (Step 8)

5. Preparation of the reporting templates/determination of the scope of the EITI
inquiry (Step 9)
6.  Appointment of the independent administrator (Step 10)
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MSG satisfaction with the organization hired to do the work (Step 10)
Government action to ensure companies report (Step 11)

9.  Government assurance that government and company reports are based on

audited accounts meeting international standards (Steps 12-13)

2.1 Establishment of the Multi-Stakeholder Group

The EITI requires that a group including private sector, independent civil society rep-
resentatives, and relevant senior government leaders oversees the EITI effort in each
country. The group must establish terms of reference (TORs) for its own operation,

including review and approval of a Country Work Plan.™

Who Serves on the MSG? The EITI requires that stakeholders are adequately (but not
equally) represented. This can be hard to assess and depending on the number of
civil society seats on the MSG, hard to allocate. One issue is deciding which extractive
industries will be covered. Nigeria and Ghana both have oil, gas, and mining indus-
tries. In Nigeria, NEITT so far only addresses the oil and gas sectors. When the NEITI
was first established, company representatives included international oil companies,
a domestic oil company, and Nigeria LNG. In Ghana, which has just discovered oil,
the EITT so far only covers the mining industry, and no oil or gas companies are rep-
resented on the MSG.

Various government leaders may be included on the MSG. In most countries the oil,
gas, or mining state-owned enterprises are included, as well as regulators, finance
ministries, and central banks. In some countries the heads of parliamentary or legisla-
tive committees will be represented, as will leaders from local governments. The key
is for the MSG to have government stakeholders from all levels at the table to ensure

they are accountable and cooperative.

Another issue is determining who represents civil society. A critical challenge is to
understand how to balance representation among various unions, coalitions, central
and regional government representatives, and the media. A well-organized coali-
tion, with rules for filling CSO positions (see Chapter 1), can help ensure that diverse
interests and perspectives are effectively represented on the CSO. (See Text Box 1.4 in
Chapter 1 for examples of how civil society members can go about selection of their
own representatives.) Many countries have adopted a law or process for rotating their
representatives. In Nigeria, the NEITI law provides for five-year terms. In Azerbaijan,
NGO organizations have established an independent coalition entitled “Improving
Transparency in Extractive Industries” that is open to all NGOs.” In Kazakhstan, civil
society has organized an NGO coalition called “Oil Revenues—Under Public Over-
sight!” which is also open to all NGOs.”
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The Secretariat or Implementation Unit. A related but critical issue is whether the MSG

will have a Secretariat or some kind of implementation unit to support it. The EITI

does not require that each program have a Secretariat. Indeed, of the countries who

have published reports, only the Kyrgyz Republic, Mauritania, and Nigeria have full-

time Secretariats. The other efforts are staffed by a ministry or ministries (See Table

2.1). While it is important that a senior government official leads the EITI effort, as a

practical matter to ensure the effectiveness of the effort, it is highly desirable for EITI

multi-stakeholder groups to have a full-time Secretariat with a full-time executive sec-

retary or senior staff person to manage administrative issues.

Table 2.1: Support for Multi-Stakeholder Groups by Country

39

Secretariat in Ministry or Independent? Full Time EITI Director on Staff?
Azerbaijan  State Oil Fund No
Cameroon Ministry of Economy and Finance No
Gabon The Permanent Secretary of the EITI Work Group is the No

Financial Counselor of the Minister of Economy, Finances,

Budget and Privatization of Gabon.

Ghana Ministry of Finance and Economic Planning No Information

Guinea Ministry of Mines and Geology issued a decree creating the No

Permanent EITI Implementation Committee.

Kazakhstan  Established through joint orders of the Minister of Finance No Information

and the Minister of Power, Engineering and Mineral Resources

Kyrgyz Implementation Committee consists of representatives of No
Republic various government departments.

Mauritania  Independent No Information
Mongolia National EITI Council is chaired by the Prime Minister, No Information

comprised of representatives of the government, mining

companies and civil society; and supported by a small

secretariat.

Nigeria Independent No
Peru Ministry of Energy and Mines No Information
Source:  Azerbaijan www.eitransparency.org/section/countries/_azerbaijan,

Cameroon www.eitransparency.org/UserFiles/File/cameroon/cameroon_minutes_feb_o1_o7.pdf,

Gabon www.eitransparency.org/section/countries/_gabon,

Guinea www.eitransparency.org/section/countries/_guinea,

Ghana www.geiti.gov.gh/news /newsarticle.asp?id=3,

Kazakhstan www.eiti.kz/secretary/,

Kyrgyz Republic www.eitransparency.org/section/countries/_kyrgyz,

Mauritania www.eitransparency.org/section/countries/_mauritania,

Mongolia www.eitransparency.org/section/countries/_mongolia,

Nigeria www.neiti.org/about.htm, and

Peru www.minem.gob.pe/eiti/archivos/dso27-2006-ingles.pdf.
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A Secretariat is important for several reasons. First, stakeholders usually have full-
time jobs and must be provided with information so they can be prepared for meet-
ings. Second, the lead official will be a government employee. The more senior they
are, the more influence they are likely to have, which becomes important to maneuver
through difficult bureaucratic obstacles that can arise when pressing challenging EITI
audit issues upon government agencies and commercial participants involved in the
extractive industries. But recognize that the more senior the lead official is, the busier
he will be, and someone must manage the work of the EITI program. Third, most of
the work of the stakeholders will be reviewing, critiquing, and approving documents
(e.g., the terms of reference for the audit, the bids for the audit, the terms of refer-
ence for outside experts, and the audit contract). If these are not well prepared and
circulated in advance, civil society cannot be an informed or effectively participate in
the EITT process. Many transparency efforts are handicapped because of inadequate
support for the Secretariat, unable to manage the volume of information he receives,
much less act on it.

In Cameroon, the EITI Follow-Up Committee cited the lack of provision of materials
to CSOs as a handicap to CSO participation. The committee also cited the lack of
facilities and personnel as a constraint on its effectiveness.'

The role of the Secretariat is to organize and staff meetings; publish the agenda; coor-
dinate the different government agencies involved in EITI implementation; distribute
information to stakeholders in advance of meetings; secure expert advice on audits, com-
munications, and legislation; create and manage the EITT budget; interact with foreign
donors; create and maintain a website; follow up on multi-stakeholder group directives;
explain to the media what is happening in the EITI process; answer press inquiries;
manage the auditors; and identify, publicize, and re-mediate instances in which govern-
ment or commercial entities are not fully or fairly cooperating with the audit.

A Suggested Agenda for the First Multi-Stakeholder Meeting. At the first meeting of the
stakeholder group, members should agree on the size, staff, and responsibilities of
the Secretariat. Budget will dictate the size of the staff, however, the following best
practices should be observed:

. There should be a full-time executive director, appointed by the stakeholder
group and removable by the group, with sufficient seniority and experience to
move the process forward.

. The Secretariat should provide an agenda and supporting materials well in
advance of meetings to allow for preparation and time for representatives to
travel to the common meeting location.

- A stakeholder website should be established so that stakeholders can download
large documents without receiving them via email—in many developing coun-

tries large documents such as audit reports can clog email systems.
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. The Secretariat should quickly produce minutes of all meetings and distribute
them to all members.

. The Secretariat should prepare and distribute a budget (or explain the budget in
the draft Country Work Plan) so that stakeholders know what the EITI program
can afford in terms of audit work and staff, and how much they may need to
raise from external sources.

Where possible, the Secretariat should have several staff at his disposal including:

] A communications officer who is available; well informed of the EITI activities
and processes; able to organize outreach activities, workshops, and conferences

and manage the local EITT website; and able to keep the media informed.

" An administrative officer to manage operational budgets, provide expert help,
and run the office itself.

" An audit expert to help manage the auditors and to provide stakeholders with
information about the audit.

2.2 Approval of the Country Work Plan

The EITI requires that the MSG review the Country Work Plan, revise it where neces-
sary, and then endorse it as a group. The Country Work Plan should have targets, time-
tables, a budget entry for each item, and an assessment of potential capacity constraints.
(See examples of the Ghana Country Work Plan in Appendix C and the Kazakhstan
Work Plan in Appendix D.) CSOs should examine each category of the work plan. The
targets should include all the actions the program may need. For example, if public
education about the EITI is a priority, or a briefing on audit procedures is needed for
the MSG itself, then workshops and a website should be a target. Timetables should
be realistic and in the right order (i.e., capacity building should take place before key
decisions are made). Budgets should correlate to tasks. Among the most fundamental
issues is how much money is available for the audit or reconciliation, capacity build-
ing, and disseminating the report. Ideally, the scope of work of the EITI review would

drive the budget and not the other way around.

A Ghanaian Example

The version of the Ghana Work Plan in Appendix C is a good example of a work plan
that describes clear targets. It describes what the aggregators will do in the process of
collecting data. The column of actions (targets) is very detailed and there is a multi-

year timetable. The work plan, however, does not have any budget information.
A Kazakh Example

The Kazakh Work Plan in Appendix D is a good illustration of a format that shows

the target actions, a timetable, and costs. Look at the first item, establishment of a
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Secretariat. The item shows the target, the action taken (a three-person Secretariat
headed by a vice minister), and the cost (no funding required). In this case the stake-
holder could ask some questions: Is a three-person staff enough? Does a vice minister
have time to do this work and his regular job? Will there be funds for Secretariat
activities like travel or photocopying?

2.3 Engagement of Civil Society and Companies

The EITI requires that both civil society and companies be engaged in the process.*
This means that the government and the MSG must make an effort to communicate
to the public the government’s commitment to the EITT and help overcome any con-

straints on its capacity to interact with the EITI.

Outreach can take many forms. In Nigeria, the NEITI conducted road shows. Repre-
sentatives from the auditors and national and local CSOs traveled to the major regions
in the country to hold open meetings to explain what the NEITT was trying to do and
to listen to what people wanted to say. In Azerbaijan, a website helps companies and
individuals access information. Civil society and companies may both have capacity
constraints. The EITI may be new to all parties. Workshops and briefing can help edu-
cate people about what the EITT actually involves.

The best way to sustain engagement is to stay in touch. Once civil society representa-
tives are designated, some mechanism should be created to stay in communication.
Representatives are usually unpaid and have other full-time jobs, like teaching in uni-
versities, editing newspapers, or running NGOs. The method and frequency of com-
munication must be reasonable to all parties. In the Nigerian case, a formal Memoran-
dum of Understanding™ was drafted among the National Stakeholder Working Group,
a coalition of civil society members. In smaller countries, less formal mechanisms

may be adequate.

Suggested best practices for staying in touch include the following:

= Civil society representatives can meet with civil society members before a meet-

ing to discuss the stakeholder working group agenda and get input.

. Civil society representatives can establish an email listserv to keep all interested

parties informed and in regular contact on the EITI and related issues.

. Companies can form industry working groups and meet with other companies

before a meeting to discuss the stakeholder working group agenda and get input.

. Stakeholder representatives can communicate meeting results by email, or even
by ensuring that the minutes of stakeholder group meetings are posted on an

open website.

. Stakeholder representatives can seek the help of civil society (or industry) groups

in disseminating information.
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Civil society groups have several responsibilities including:

" Use their own networks to spread the word about the EITI program

" Providing representatives with information about public questions or percep-
tions

. Helping representatives by conducting research or providing expertise

" Encouraging the media to report on EITI meetings and reports

2.4 Removing Obstacles to Participation

The EITI requires that civil society groups are independent of governments and able
to express themselves without undue restraint or coercion.* Some obstacles to civil
society participation may be legal or regulatory. If so, civil society groups should com-
municate to external organizations (e.g., the EITT Secretariat or the local Publish What
You Pay Coalition) the nature of such obstacles so that the MSG can help to address

them.

Companies may be contractually prohibited from sharing financial information with-
out the approval of the government. In these cases, the government may need to issue
an order excusing the companies from their obligation to keep this information con-
fidential. In Nigeria, for example, the president of the country wrote each company to

request that they submit information.

Other obstacles may be more practical. If the MSG meetings are held in the nation’s
capital, it can take time and money for civil society members outside the region to par-
ticipate. Meetings require advance notice so that representatives have time to travel in
order to attend. One practical step EITI multi-stakeholder groups can take to address
these concerns is to provide financial assistance for travel to meetings, especially if
representatives live outside the capital city. Help paying for transportation and lodging
has been made available in Nigeria.

2.5  Preparation of the Reporting Templates and
Determination of the Scope of the EITI Inquiry

The EITI requires that the multi-stakeholder group agree to the form of the reporting
template.” This involves more than just an agreement on forms.
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Text Box 2.1: Creating Templates

Grid Indicator and Indicator Assessment Tool g of the Validation Guide requires
that a multi-stakeholder group be involved in the creation and approval of the
templates and that civil society have a chance to comment. The question of
what revenue streams should be captured should be decided before the auditor
is hired. But generally the auditors will want to prepare the final templates so

they can create a useful form in which to receive the information.

The templates should define:

. the revenue streams companies and the government must disclose
. the companies that should disclose information
. the government entities that should disclose information

. the time period the EITI report should cover

. the form (aggregated or disaggregated) in which the information will be

reported

These templates establish the core of the entire transparency process, namely, what
information will be transparent as a result of the EITI in any country. While the EITI
Sourcebook provides a form for a template, countries have tailored the form to meet
their own needs. Examples of templates from Mongolia are in Appendix J. Most
countries, however, have not published their templates. Typically, both companies
and government entities need help to understand and complete these templates.

The EITI also requires that stakeholders have help to understand the issues involved
in making these decisions, that the stakeholder group discusses them, that wider con-
stituencies have a chance to comment, and that the multi-stakeholder group approves

the final templates.

Text Box 2.2: Peer Training
In Guinea, members of civil society with a finance background were asked to
explain the audit process to other civil society members. The Guinean National

Organization of Auditors was involved in this process, adding to its legiti-

macy.

The Revenue or Benefit Streams Companies and Governments Must Disclose. The EITI

Sourcebook provides.
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Benefit streams are defined as being any potential source of economic benefit which a
host government receives from an extractive industry. They are not assumed to include
indirect economic benefits such as construction of infrastructure or employment of

local personnel. All material benefit streams must be reported.

There are several common forms of benefits paid by companies including:
" Taxes

" Royalties

" Shares of production

" Rents and fees for license areas
. Bonuses

= Dividends and profit transfers
" Asset sales

Royalty payments, taxes on profits, and production sharing to the government are usu-
ally the largest of these flows. These payments are made by private companies, as well
as by national oil or state mining companies, which are engaged in exploration, pro-
duction, transportation, or other downstream activities. The specific benefit streams
to which a government may be entitled are determined by law, regulation, and by the
contracts the government signs with companies. Countries can have different types of
financial arrangements within an industry (e.g., differing terms for deep-water versus
shallow-water exploration or for gold and copper), as well as different arrangements
for mining and natural gas exploration. (A detailed explanation of each of these ben-
efits streams, the varying legal arrangements associated with each, and the challenges

that can arise in calculating benefit streams correctly is in Part IT of the guide.)

Be Informed. It is essential for stakeholders to be informed and stay informed, particu-
larly prior to making critical decisions. Unfortunately, too often this does not happen.
Thanks to the new validation criteria, stakeholders should insist on a briefing from
the government or an outside expert on what flows the government is entitled to,
what amounts the government believes they earned from these streams in the most
recent available records, and which government entities received them. This will tell
the MSG what all of the benefit streams are, so they can decide if they must all be
disclosed, or if the MSG is only primarily interested in very large flows. For example,
while payments of taxes on profits are large, payroll taxes or value added taxes paid
by companies may not be large amounts. Stakeholders may prefer to spend more of
their time and budget looking deeper into whether the largest of the benefit streams
were paid accurately rather than verifying whether payments less pertinent to the EITI

inquiry (e.g., payroll taxes) were paid correctly.
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Which Companies Must Make Disclosures? The EITI Criteria requires that “all material
oil, gas, and mining payments to government” and “all material revenues received
by government from oil, gas, and mining companies” be disclosed.” As explained
in the sections that follow, this means that all forms of compensation (e.g., money
for bonuses, taxes, or royalties) that companies pay must be disclosed, if they are
large enough to justify auditing or reconciling them. Every EITI stakeholder group will
decide for itself how large (or material) these payments should be. State-owned enter-
prises, like national oil or mining companies, must also report. EITI Criteria 4 specifi-
cally provides that the scope of the EITT also includes state-owned companies.*® Stake-
holders must decide whether all payments should be reported, or just those deemed to
be material. It is possible to require all entities to disclose, even if only the major flows
are categorized as material and reconciled. (This approach, for example, was taken in
Nigeria in the oil sector.) This even puts the burden on small companies, or on indi-
vidual miners, to complete the templates. Securing these templates can place a heavy
burden on the firm doing the reconciliation. An alternative and lesser approach may

require only companies of a certain size, or revenue level, to report. (See Table 2.2.)

Table 2.2: Terms of Reference (TORs) to Produce Required Audit Reports

Detailed explanation of the work done and the The accountant shall undertake the following
findings of that work (“agreed-upon procedures”) procedures and report the results: ...
Opinion on the reasonableness of the presented The accountants shall undertake such procedures as

data (Assurance report)

they consider necessary and report whether in their
opinion the data presented to them are materially in
agreement. Where material differences are identified,

the accountants shall report on them.

Audit in accordance with International Auditing The accountants shall undertake an audit in

Standards

accordance with International Auditing Standards of
the financial statements of [name of legal entities]
for the financial years ended [date] and shall report
whether in their opinion the financial statements
have been prepared in accordance with International

Financial Reporting Standards

Which Government Entities Should Disclose Revenues? Stakeholders should be briefed on
all of the agencies and state-owned enterprises that receive payments. There are often
several. A detailed explanation of the many potential government entities that receive
revenues and the special issues that arise in verifying their receipts is addressed in
Part IT of this guide. The key institutions in most countries include the central bank,
the tax authorities, regulatory authorities, the national oil or mining company, regional

and state governments, and quasi-governmental organizations.
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Under Peruvian law, some mining revenues are distributed directly to regional govern-
ments and also to governmental departments. Illustrations of these distributions are in

Figure 2.1.

Figure 2.1: Peru Distribution of Mining Tax Payments to Government Entities
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Which Benefit Streams Are Material? The EITI requires that all material benefit streams
are published. A revenue stream is further defined as material if, “its omission or mis-
statement could materially affect the final EITI report.”” Defining the term “material”
in quantitative terms is typically a responsibility of stakeholders and depends on what
the EITI program objectives are in your country. For example, a template might be
structured to state that all benefit streams over a specific dollar threshold, such as any
payments of $1 million or more, are “material.” A second threshold could be the size
of a company’s production or payments. Another threshold might be a percentage,
such as any stream that represents at least 5 percent of the total revenues earned by
the country in the prior year, or those payments made by companies that contribute
95 percent or 99 percent of all revenues earned. If it is important to understand the
impact of companies in the extractive industries at a more localized level, and the
stakeholders want a complete picture of the funds flowing to the regions and regional
governments, then all payments, or all cash payments, may be material to the EITI
effort, even if they are not large. The countries implementing the EITI today appear to
define materiality very differently, and a standardized approach to define materiality

has yet to emerge.
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In Cameroon, the MSG decided which entities were covered, but did not reveal the
materiality standard it applied in the aggregated report that has been published.

In Ghana, the payments were made by 8 companies contributing 99 percent of royalty
payments in the year that was being audited. Ghana decided not to have the other
companies report their payments because it would have been costly to audit a lot of
other companies whose payments, when added together, would have amounted to less
than one percent of the government’s revenue. Payments from the country’s smallest
miners, which were a fractional amount of total revenue, therefore were not considered
“material” and were not required to report. It would have been expensive and difficult
to find these individuals, and it was unlikely they would have had any records, much
less ones audited to international standards.

Nigeria required all companies to report their payments of taxes, royalties, and pro-
duction shares, but only required the auditors to resolve discrepancies if they repre-

sented five percent or more of the total revenue stream.

Guinea defined materiality to only include the payments of the six largest mining

firms for its 2005 report.

Gabon'’s first EITI report failed to include the government’s profit oil revenues, which

appears to be a clear omission of a material steam by any definition.

The EITI implementing countries, other than Ghana and Nigeria, have not been
transparent in their processes for defining “materiality,” nor possibly the analysis of
material benefit streams. In those cases where participation by companies has been
voluntary, or where companies have not reported, it is not knowable if material benefit
flows were reported. The validation requirement should help eliminate these weak-

nesses in the future.

Ghana represents an economical approach. Ghana covered the major flows and tried
to look more deeply into them. Nigeria represents a comprehensive approach, but the
audits were therefore more expensive and time-consuming to produce. Therefore, it
is clear that the definition of “materiality” determined by stakeholders is highly influ-
ential to the time, budget, number of companies in the sector included in the EITI
audits, and the sufficiency by which the EITI objectives are served in that country.

What Period of Time Should the EITI Cover? The EITI requires that the MSG define the
time to be reported, but the EITI does not say how long this period should be. As Table
2.3 suggests, the practices actually utilized vary significantly. Ghana’s first EITI report
covered a six-month period from January 2004 to June 2004. Nigeria’s initial audits
covered a five-year period from 1999 to 2004. It is clear that stakeholders will want to
weigh the cost of reviewing past years against the insights that reconciling those years
will provide. It is also recognized that the further back a review may extend, the qual-
ity of the data may decrease (potentially significantly) due to poor record-keeping and

missing documentation.
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Table 2.3: Time Periods Reported on Under Existing EITI Reports

Country Number of Reports Period Covered
Azerbaijan 5 January 2003—June 2006
Cameroon 2 2001—2005

Gabon 2 2004—2005

Ghana 2 2004

Guinea 1 2005

Kyrgyz Republic 1 2004

Mauritania 1 2005

Nigeria 1 1999—2004

Source:  Links to country reports for Azerbaijan, Cameroon, Gabon, Ghana, Guinea, Kyrgyz Republic, Mau-
ritania and Nigeria can be found through www.eitransparency.org/section/countries or Table 3.1.

The Form of EITI Reporting (Aggregated or Disaggregated). The EITI does not require
that the data reported be published in an aggregated or a disaggregated form, as illus-

trated in Table i.1 in the Introduction.

While all companies that have published EITI reports have utilized disaggregated
reporting by payment type (e.g., tax, royalty, production, or share), only Ghana, Guinea,
and Nigeria have additionally required disaggregated reporting by specific company.

It is important to note that before companies will agree to complete EITI reporting
templates, the stakeholders can expect the companies will want assurance that they
are permitted to provide the data to a third party. (See Section 2.7 regarding the govern-
ment’s related obligations.) Companies will also typically want agreement on the form
in which the data will be published. The clear preference of CSOs, the Revenue Watch
Institute, and many others is for comprehensive disaggregated reporting. In a volun-
tary initiative, however, consensus must be reached. Companies generally assert that
they will suffer competitive injury if the terms of their transactions are known to their
competitors. They also fear that the public will not be informed or will not understand
the potentially unique circumstances that led to the agreed upon economic terms with
the government (e.g., production sharing contracts, joint ventures, and related agree-
ments are of significant technical, financial, operational, and legal complexity). CSOs
argue that this is the information the public needs and the EITI can be a platform for

educating them.

It is worth noting that many of the companies that permitted their payments
to be reported in a fully disaggregated fashion in Nigeria are present in other
countries. Companies are greatly influenced by what the host government wants. In
Nigeria, companies found the government’s desire for full disaggregation compelling.
CSOs might focus their persuasive attention on governments before they engage

the companies.
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Text Box 2.3: Cash versus Accrual Accounting

Companies prepare their financial statements using accruals accounting,
which is required by International Financial Reporting Standards; their underly-
ing financial records are organized to enable them to do this. Governments,

however, have traditionally maintained their financial records on a cash basis.

To understand the difference between the two accounting methods, consider
the following example: you decide to rent an apartment starting on 1 December
and the rent is $1,000 per month; you have to pay 3 months rent in advance. If

you were to prepare financial statements at the end of December:

= Your cash basis accounts would show that you actually paid $3,000 in
December

= Your accruals basis accounts would show that rent cost you $1,000 in
December and that you have the benefit of $2,000 carried forward into the

next year.

EITI templates for financial transactions should always be required to use the
cash basis. Otherwise, the company transactions cannot be matched accu-
rately with the government transactions. It is for this reason also that company
publishing financial statements cannot be a useful source of data for template

reporting.

There is a further issue of payments taking place around the end of a financial
year, which is a common situation. If a company is due to make, say, a tax pay-
ment on 31st December, and issues the payment instruction to the bank on
that day, it is quite possible that the payment will arrive in the government’s
account in the early days of January. This can cause a difference in the amounts
reported as paid and received. The MSG, in consultation with the appointed
auditor/aggregator should decide how to address this. If your main objective
is to establish the amounts received by government, you might decide that
the received date should be the more significant of the dates, for reporting
purposes. In any event, the auditor/aggregator will need to take account of this
timing difference in the design of the templates.

2.6 Appointment of the Independent Administrator

Once the stakeholder group determines the scope of the EITI process—whether there
will be a reconciliation or a comprehensive audit—the next step is to hire independent
expert(s) to fulfill the tasking. The EITI requires that the MSG be content with the
organization hired to do the work.”® This should mean that the MSG not only votes on
the organization chosen, but also plays a role in its selection, including the determina-

tion of the terms of reference for the organization. Similarly, the MSG should have the
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same rights to review and approve the validator, when the time arises. The MSG will
choose the validator from a list of organizations provided by the EITT Secretariat.

Stakeholders have a strong interest in ensuring that the firm hired (and potentially
other subject matter specialists) have the right qualifications, with no conflicts of
interest, and that they obtain a bid that accurately anticipates the cost of performing
the work. To achieve this goal, the MSG, generally through the Secretariat, needs to be
very clear from the start of the procurement process about what is required and must
include all the requirements into the expression of interest or request for the proposal
seeking bids.

It is especially important to determine the scope of the EITI process in your country
before you hire the independent expert, so that they are able to provide accurate, fully-
costed, and complete bids. The key issues that need to be decided in advance include

the following:

" Number of years to be examined
" Level of materiality
. Entities that will be covered

. Whether the independent expert will rely on existing published audits or test the

underlying revenue numbers

] Whether physical volumes of production (i.e., oil, gas, or minerals) will be
reviewed
" Whether any industry processes (i.e., licensing or measurement of production

will be examined)

" Whether they will be required to have a local partner

Qualifications of the Auditors/Aggregators. EITI Criteria 2 requires that where such
accounts do not already exist, auditors or aggregators must be credible, independent,
and apply international auditing standards. Civil society stakeholders should be vigi-

lant about making sure these standards are enforced.

To be credible, the terms of reference for auditors or aggregators should require that
they:

] are chartered accountants

" have experience auditing companies in the extractive industry, specifically
within your country and potentially on an international basis (see discussion
pertaining to independence below for countervailing concerns in this regard)

" possess a size and staff to handle the job

. agree that the report will be signed by a chartered accountant
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More specifically, depending upon the level of trust the MSG has in existing audit
reports, the level of sophistication of the national accounting industry, and whether
the EITI process will be a full audit or a reconciliation, you may wish to have an audit
firm from a country other than your own, with experience performing audit work
at international or EITI standards, act as the independent expert. In Nigeria, where
financial flows are audited, not merely reconciled, the NEITI National Stakeholder
Working Group has so far required an international audit firm to lead the audit and
sign the report, with support from a well-established local audit firm. Local entities
can play an important role, depending on the level of professionalism of the local
accounting industry, the prevalence of auditing and international standards, and the

capacity and indepen