ANNEX D: [IFC EXPERIENCE

1. Introduction

Summary: Overall, IFC support for EI has been
effective, but implementation can be improved,
broader sustainability issues better addressed,
and results better tracked and reported. Projects
usually generated large revenues for govern-
ments and opportunities for people. IFC gener-
ally has added value, particularly in improving
the environmental’ and social aspects of proj-
ects, but given the sector’s high-impact potential,
it needs to prevent or mitigate negative impacts
better and more systematically. IFC also needs
to ensure that its environmental and social guide-
lines and procedures continue to set standards
and adapt to rapidly improving industry stan-
dards, and that its projects adapt with them. In
pursuit of its sustainability agenda, IFC needs to
do more to address the risks that government rev-
enues may not be used effectively for develop-
ment and poverty reduction, that benefits may
not be distributed transparently, and that local
communities may not benefit tangibly from EI
projects. To enhance the contribution of IFC’s
projects and the sector to sustainable develop-
ment requires further improvements in project
implementation, effective cooperation within the
WBG, and full engagement of all stakeholders.

OEG’s evaluation is based on the premise
that IFC should support EI projects only if it can
help improve the sector’s contribution to sus-
tainable private sector development. Promoting
sustainable private sector development, and ulti-
mately reducing poverty and improving peo-
ple’s lives, is IFC’'s mission. Some people feel that
the exploitation of nonrenewable natural
resources and sustainable development are an
inherent contradiction. But most realize that,
over the next decades and probably centuries,

we will all need oil, gas, minerals, and metals,
and that exploration, development, and use will
continue with or without IFC and the WBG. The
question is whether the WBG and IFC can
improve the sector’s development potential by
enhancing positive and mitigating negative
aspects. While TFC and the WBG finance only a
small share of the sector’s investment, their actual
and potential influence is often much larger.

Sustainable development defined for this
evaluation. Sustainable development “meets
the needs of the present without compromising
the ability of future generations to meet their own
needs.” An individual mine or oil field will even-
tually be exhausted, but EI projects can still
contribute to sustainable development and thus
provide a role model for other private investment
if they are—

e economically sound, providing adequate rev-
enues for host countries, which in turn are
used for the benefit of current and future
generations;

e financially sound, providing sufficient returns
to reward investors for risk;

e environmentally sound, adequately mitigating
negative environmental effects'—and, where
possible, improving the environment; and

e socially sound, adequately mitigating negative
social effects and providing tangible and sus-
tainable benefits for local people.

The focus on sustainability in IFC’s EI activ-
ities bas increased over the past decade.
IFC’s sector strategy'® has consistently empha-
sized the sector’s contribution to government rev-
enues and has focused on countries and projects
where the value added by IFC is greatest. Ini-
tially, IFC mainly saw its role as funding proj-
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ects without access to commercial finance and
acting as a neutral party between government
and investors. In the mid-1990s, the strategy
was expanded to highlight environmental issues,
later to social issues, and later still to governance
and revenue management—how host countries
distribute and manage the revenues from EIL. In
recent years, IFC’s environmental and social
specialists have devoted more time to the sec-
tor than to any other and have frequently
improved EI projects beyond the requirements
of IFC’s policies and guidelines.

This increased focus on sustainability reflects
the evolution in IFC and the industry. Over the
past decade, environmental, social, and sustain-
ability concerns have become more prominent in
the sector. Industry has responded by develop-
ing and implementing better standards and tech-
niques to reduce the environmental impacts of its
operations.'®! Leading industry players now report
on sustainability indicators—health, safety, envi-
ronmental, and most recently social indicators—
of their operations and are working on
standardizing the reporting.'®? Industry also rec-
ognizes that it must do more to retain its “social
license to operate,” particularly to broaden the
benefits of wealth creation and thereby con-
tribute to poverty reduction.'® Similarly, IFC’s
sustainability initiative, started in the past few
years, has heightened the focus on sustainable
development results within IFC and beyond. IFC’s
EI operations were often among the first to
develop or implement new programs, such as
SME linkages or TFC and AIDS. Under the sus-
tainability initiative, IFC developed a position
paper on revenue management in 2002, which
recognized that large government revenues, as
they typically occur in EI projects, require spe-
cial attention—particularly where country gov-
ernance is poor. Indeed, this is an area deserving
special attention from IFC and the WBG.

2. From Economic Benefits to
Sustainable Development

Development results in EI were the same as
in other sectors. IFC synthesizes development
results of four indicators—economic sustain-

ability, private sector development, business
success, and environmental and social effects—
into one “development outcome,” which meas-
ures a project’s overall impact on a country’s
development. Fifty-nine percent of the 22 eval-
uated EI projects achieved positive results, com-
pared with 60 percent for all other IFC projects.'**

The development success rate for all 45 studied

projects (65 percent) is slightly higher.'® The

“win-win” outcomes—positive development

results and good investment results for IFC—are

about the same when only evaluated projects are
considered and slightly better for all studied
projects (Figure D1). While there is room for
improvement, it is important to note that this suc-
cess rate has been achieved in very difficult
country environments, where many develop-
ment institutions are struggling to achieve pos-
itive results.'®

About three-quarters of IFC’s EI projects were

economically attractive; results in mining were
the same as in other sectors, those in oil and gas
significantly better. Seventy-three percent of the
evaluated EI projects had adequate economic
returns—real economic rates of return over 10
percent—compared with 57 percent for other
projects. The success rate for oil and gas (83 per-
cent) was significantly'®” higher than that for min-
ing (60 percent) and other sectors. Again, these
results were achieved in difficult countries, but
it is also important to note several limitations of
the economic rate of return:

e It does not take into account the distribution
of benefits—a dollar for the investor is
treated the same as a dollar for government
or a dollar spent on a social program for the
poorest.

e It does not address how government rev-
enues are used.

e Accounting for the depletion of natural
resources in economic rate of return calcu-
lations is difficult. IFC uses a depletion pre-
mium to account for the non-renewable
nature of the resource.'*®

e Compliance with IFC’s environmental and
social requirements was interpreted as an
indication that negative externalities had been
adequately mitigated; where appropriate, we
imputed costs of cleanup as economic costs;
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however, it is difficult to quantify environ-
mental and social externalities, and data are
scarce.

Financial and economic project success
were closely linked. All 12 projects that were
financially successful also provided adequate
economic returns.'® In addition, 4 out of 10 proj-
ects that were not successful for investors still
had adequate economic rates of return (greater
than 10 percent). In three of them, the govern-
ment retroactively changed earlier agreements,
making otherwise viable projects financially
unattractive.

Most projects generated large revenues for
governments, sometimes even when private
investors did not do well. These revenues
come in many different forms!'”® but usually as
income taxes and royalties.'”! Governments
sometimes get revenues even when investors do
not do well. For example, IFC has funded proj-
ects that failed or ran into financial difficulties.
Often, but not always, these companies continue
to pay all taxes, including royalties, duties, and
transit fees, while investors lose money. In other
cases, governments faced with the potential loss
of jobs and community livelihood agreed to

forgo some taxes until a project turned around.
In Eastern Europe, some IFC clients faced
increasing tax demands that led to financial
losses from otherwise viable projects. A Latin
American oil company failed, but its assets were
bought and rehabilitated, and the new com-
pany contributed more than $30 million in roy-
alties in 2000. A mining company lost more
than $30 million in four years, but was expected
to pay about US$5.5 million in taxes.

All stakebolder groups recognize that the
distribution of benefits and costs is the cru-
cial issue in EI. We surveyed stakeholders
from many backgrounds—government, industry,
NGOs, and the WBG.!”? Among a wide range of
questions covering economic, environmental,
social, and governance aspects (Attachment 6A),
equitable distribution of benefits was perceived
to be the most important overall; it was also
among the top two issues in every stakeholder

group.

But IFC—and the WBG—bas not adequately
addressed distribution. In several projects,
people outside and even inside the WBG ques-
tioned ex-post whether benefits of EI projects
were distributed fairly.!'”? For example, where
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governments had taken a large equity share, but
commodity prices—and fiscal revenues—
dropped below expectations, they were later
disappointed, or where they had granted income
tax exemptions for the first years—often the
most profitable for a gold project. We surveyed
33 IFC staff—all EI sector investment staff and
all regional economists or strategists. Only half
of the respondents indicated that distribution
was adequately addressed in IFC’s EI projects—
or in CASs. Responses by World Bank staff were
similar (Attachment 6C). Recognizing the impor-
tance of distribution in EI, IFC usually identifies
the share of net benefits that accrues to gov-
ernment. But TFC typically has not compared the
benefits with other EI projects or stated whether
it perceives the distribution of benefits to be rea-
sonable—and has been criticized for this in the
case of the Chad-Cameroon pipeline.'7* IFC
also has not systematically tracked actual gov-
ernment revenues during supervision.!”> Rec-
ognizing the uncertainty about commodity
prices, resource quality, and many other factors,
IFC typically addresses downside risks for
investors in a sensitivity analysis, but IFC did not
address how such risk factors affect the distri-
bution of benefits.

Transparency and improved analysis of
the distribution may belp prevent later con-
Jlicts. Because of variations in country and proj-
ect characteristics (e.g., resource quality, taxation
regimes, legal entitlements, country risk), some
people question the reliability and relevance of
distributional comparisons. But given the impor-
tance of rent distribution—and the history of con-
flicts over it'’>—more comparative analysis is
warranted. Attempts have been made to com-
pare distributions across countries, both in the
WBG and elsewhere.'”” World Bank staff we
interviewed stated that they could and should
be cited to provide a frame of reference when
presenting IFC projects for approval. More trans-
parency on how the distribution was arrived at,
comparing it with other projects, and testing its
robustness under different scenarios would help
reduce potential conflicts and disputes.'”®
“Insufficient” benefits for local communities
are an important development issue—and a

commercial risk—that has not always received
enough attention. IFC typically has not calculated
shares accruing to different levels of government
or accruing directly to local communities. It is
difficult to define “sufficient” benefits. At the least,
they should compensate local communities for
negative impacts and maintain or improve their
living standards. Where local people oppose
projects, businesses risk costly interruption and
property damage. In EI, environmental problems
often trigger the opposition. However, such
opposition often can be traced to deeper social
issues; for example, a long-standing perception
of insufficient benefits. In such situations, com-
panies sometimes spend a lot to build trust or
defend themselves—money that could be bet-
ter spent on community development. Where IFC
client companies proactively engage the com-
munity and provide benefits for local people—
for example, increased employment or sales,
better infrastructure, schools, and housing—
they reduce risk for their operations. But private
companies cannot be expected to take over
government responsibilities—for financial rea-
sons, and because such a solution is not sus-
tainable.

Benefits from government revenues do not
always reach local communities. In many
countries where IFC operates, government rev-
enues are not being used effectively for the
benefit of local communities. In some coun-
tries, communities received only a very small
share of fiscal revenues—which led to problems.
For example, in one case, the “legal” distribu-
tion to the provincial authorities was only a
small share of royalties; even that was not con-
sistently distributed, and communities accused
local leaders of embezzlement. In another case,
the “legal” distribution to the region was quite
high but usually not forthcoming. Even where
money was distributed to the provincial gov-
ernments, people affected by EI did not neces-
sarily benefit, because of mismanagement, lack
of transparency and possible corruption, allo-
cation of the money to other parts of the
province, or its being used for recurrent admin-
istrative expenditures instead of invested to pro-
vide sustainable benefits.



Volatility of revenues is also a problem but
may be easier to fix. The discussion during tax-
ation conferences!” tends to focus on manag-
ing the volatility of revenues from EI, caused by
changing commodity prices and the exhaustibil-
ity of the resource. Several “technical” solu-
tions—for example, funds for stabilization or for
future generations—are well understood, but
the record of such solutions is poor, owing in
part to the secular decline in commodity prices
and in part to poor governance.

3. Private Sector Development and
Benefits to Investors

EI investments were often among the first attrac-
tive investment opportunities for private investors
and IFC. In at least a dozen countries, ' IFC’s first
investment was in EL IFC’s EI investment also was
often the first private investment in the sector, pro-
viding important demonstration effects. Invest-
ments in other sectors—by IFC and others—often
followed. In recent years, IFC has focused increas-
ingly on enhancing SME linkages in connection
with its EI investments (Box D1) and on sup-
porting El-related projects with trust funds.

Financial returns—for IFC and other
investors—uwere better than for other sec-
tors ... OEG evaluates both business success—
whether projects were attractive for all
investors!®'—and IFC’s own investment results.
Business success was better in EI (55 percent
positive) than in other sectors (44 percent).
While this result is not significantly different, it
was achieved in very difficult country circum-
stances. Controlling for country risk, the business
success of EI projects was significantly better than
for other projects, indicating that EI projects can
be among the few attractive investment oppor-
tunities in difficult countries. IFC’s investment
results on a portfolio basis also are substantially
better than in other sectors, enhancing IFC’s
overall profitability and helping to support IFC’s
activities in other sectors.

... but financial risks also were bigber. For
investors, the sector is riskier than others. For
example, while EI projects featured more
extremely positive financial results (financial

rates of return > 20 percent), they also featured

more financial losses (Figure D2). IFC’s equity

investments in EI are as likely to succeed as those
in other sectors—about one-third of the time—
but successful investments are more likely to
result in large returns. IFC’s strong portfolio
results are carried by a handful of very big win-
ners. In all of the projects, IFC invested early in
the project’s development, taking considerable
risk. Overall, such winners tended to be con-
centrated in Latin America, in countries with at
least reasonable governance, and in oil, gold, and
copper—the largest exposures by subsector.!?

The main drivers of project business success
were quality of management and the resource,
commodity prices, and the country’s governance
and investment climate. Among the studied proj-
ects, the following tended to be the main busi-
ness success drivers:

¢ Quality of management: Strong management
and a financially committed sponsor are cru-
cial to deal appropriately with production
challenges and market downturns—but were
sometimes missing.

e Quality of the resource: Only resources that
are globally cost-competitive are likely to
result in attractive financial returns. IFC and
the sponsors sometimes have overestimated
the quality of the resource or—put differ-
ently—underestimated the difficulties and
costs to extract and process it.

e Commodity prices: The 1990s were a decade
of falling prices for many commodities. For
example, from 1990 to 1998, oil prices
dropped in real terms by over 40 percent, gold
by over 20 percent, and copper by almost 40
percent. This has had negative effects on the
projects IFC supported and shows the impor-
tance of investing in the lowest-cost produc-
ers. Several commodity prices have since
recovered, so the current outlook is proba-
bly brighter than at the evaluation stage.

e The host country environment: Taxation regimes
are an important determinant of returns to
investors, as are other features of the enabling
environment. In several cases, viable projects
had poor returns to investors because of gov-
ernment actions, such as retroactively increased
taxation or transit fees. Better regulatory qual-

ANNEX D

83



EXTRACTIVE INDUSTRIES AND SUSTAINABLE DEVELOPMENT

Box D1

IFC’s environmental and SME departments increasingly
work with project sponsors, aid agencies, and NGOs to
develop programs promoting sustainable economic
development in areas affected by El projects. Examples
of programs to set up or strengthen micro-finance organ-
izations, training programs, and technical advice for
local businesses include the following:

Mozal Aluminum Smelter, Mozambique

3

IFC worked with Mozal to develop local business
capacity to compete for product and service con-
tracts—transport, catering, cleaning, and security.
For these, Mozal broke its contracts down into smaller
components (to attract local competition) and now
spends about US$35 million annually with private
local companies. As part of Mozal's Community Devel-
opment Trust, which tries to maximize positive impacts
for the local community, farm extension services have
been provided to 1,200 farmers.

An ongoing linkage supply program developed by the
IFC-managed Africa Project Development Facility
helps small businesses win and deliver Mozal phase
Il construction contracts.

Chad-Cameroon Petroleum Development
and Pipeline Project

3

The WBG worked closely with the sponsors to put in
place features to ensure economic benefits for local
businesses—to date more than $340 million has been
spent, more than $139 million in Chad alone. Ongoing
training enables SMEs to win pipeline-related con-
tracts. IFC launched The Support and Training Entre-
preneurial Program in Chad to train university
graduates to consult, train, and develop small and

ity was significantly correlated with better finan-
cial results, as was political stability, which
also was significantly correlated with better
development results and environmental effects.

. Environmental and Social Issues—

From “Do No Harm” to Sustainability

IFC bas continually expanded the scope of

its
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environmental and social assessment. In

micro-enterprises. Already 14 field officers are work-
ing with more than 150 enterprises.

« IFC is working with the U.S. organization Africare to
implement a project to provide food to petroleum
workers in the short term and to the general popula-
tion in the long term. Eight enterprises have been cre-
ated and more than 120 people have received training
and financing.

Yanacocha Gold Mine, Peru

» |FCis working with Yanacocha to implement a Rural
and an Urban Development program. Many program
components have been implemented with NGOs, rural
communities, and the city of Cajamarca. Yanacocha
and external donors have provided more than $15 mil-
lion and $7.3 million respectively, for this program.

* Local SMEs supplying goods and services participate
in quality management training focused on interna-
tional business practices and environmental and safety
standards to improve productivity and win Yanacocha
contracts. A training program equips tradesmen to
participate in the construction of a housing complex
that will be developed over the next five years. Also,
SME suppliers of components, such as window frames,
are being assisted.

= Another program has been established to build local
farmers’ capacity to supply the mine’s canteen and
hotels. Similarly, local artisans in ceramics and tex-
tiles have been identified for training in design, pro-
duction, and marketing and are supported at local
and international trade fairs.

Note: Data provided by the WBG’s SME department and summarized
by OEG.

1988-89, IFC began its own reviews and
appointed its first environmental advisor.'®? Ini-
tially, IFC followed the World Bank’s safeguard
policies, guidelines, and procedures, but grad-
ually IFC developed its own, better adapted for
the private sector. From 1993, IFC developed
sector-specific guidelines for areas not cov-
ered by the World Bank’s existing guidelines
and adopted specific procedures for environ-
mental review in 1992-93. In 1998, after exten-
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sive consultation, IFC revised its review pro-
cedures and adapted several safeguard policies
for the private sector. It also developed a pol-
icy statement on harmful child and forced labor
(the World Bank lacks such a policy).'%* Also in
1998, the World Bank updated its Pollution
Prevention and Abatement Handbook!®
(PPAH), providing industry-specific guidelines
that apply to WBG projects. IFC continues to
modify its operating procedures and to develop
additional industry-specific guidelines.'8°

Lessons from experience lead to changes
in policies, guidelines, procedures, and
practices. Based on past evaluation findings,
OEG has made numerous recommendations
with respect to environmental and social safe-
guard policies, guidelines, and procedures,
many of which have been implemented. IFC’s
Environmental and Social Development Depart-
ment also feeds lessons from practical experi-
ence and research into upgrading procedures
within the department. For example, IFC intro-
duced a guideline on hazardous materials han-
dling, in part motivated by the Yanacocha
mercury spill and the Kumtor cyanide spill. IFC
produced a guideline for offshore oil and gas
projects before investing in Early Oil, Azerbai-
jan. Thus, the body of policies, documents, and
procedures that codifies IFC’s environmental
and social operating procedures and practices

is adapting constantly. The recently completed
safeguard policy review by the CAO is likely to
result in changes also.

IFC increased staffing in support of the
increased focus on environmental and social
issues. Starting with one staff member, IFC
hired additional environmental, and later social,
experts between 1990 and 2002 and currently
employs almost 40 specialists. Their role is to
appraise and supervise projects to ensure that
projects financed by IFC meet the applicable
environmental and social safeguard policies and
guidelines and improve projects “beyond com-
pliance.” In recent years, IFC’s environmental and
social experts have spent more time on EI than
on any other sector, highlighting the sector’s
high-impact potential in this area.

IFC categorizes projects on the basis of
their potential environmental and social
impact. When a project is first presented to IFC,
the environmental and social specialists cate-
gorize it according to its potential negative
impact. The categorization determines how IFC
appraises and supervises a project and which
actions will be sought from the clients. A Cat-
egory ‘A7 project—considered likely to have
significant adverse environmental and social
impacts, unless prevented or mitigated—requires
peer review and triggers a detailed and dis-

ANNEX D

85



EXTRACTIVE INDUSTRIES AND SUSTAINABLE DEVELOPMENT

86

closable assessment document (environmental
impact assessment), a public consultation
process, and frequent supervision throughout
the life of the project. A Category ‘B’ project—
with lesser potential impact than Category ‘A—
has a narrower environmental assessment,
requires only submission of an environmental
summary, and, in practice, receives less direct
supervision. Some NGOs have criticized TFC
for “under-categorizing” projects and have
argued that all EI projects should be Category
‘A’ Management—and the CAO—maintains that
projects should be categorized to reflect their
impact potential. OEG usually found projects to
be appropriately categorized, but given unclear
guidance and lacking documentary explana-
tion it is sometimes difficult to understand the
rationale for categorizations.'®® Even so, IFC
sometimes goes beyond the requirements for
Category ‘B’ projects; for example, subjecting
them to independent audits.

EI projects bave bigh potential for negative
environmental and social impact. About 40
percent of IFC’s EI investments are Category ‘A’
(most others are ‘B’), compared with 3 percent
of TFC’s non-EI investments. More than 40 per-
cent of IFC’s total Category ‘A’ investments are
thus in EI. This indicates the high environmen-
tal sensitivity of the sector and IFC’s commitment
to thorough environmental review and moni-
toring of the sector. In support of this commit-
ment, IFC’s environmental and social specialists
spent one-third of their time on the EI portfolio
in fiscal year 2002.

Resource-rich countries are more likely to
bave problems achieving important devel-
opment goals. The WBG has assessed the like-
lihood that countries will achieve important
Millennium Development Goals.'® OEG then
analyzed whether EI-dependent countries were
more or less likely to achieve the Millennium
Development Goals than other developing coun-
tries. Only the goal of reduced child malnutri-
tion was much more likely to be achieved in
El-dependent countries (likely or possible in 67
percent of countries) than in others (51 percent).
El-dependent countries were less likely to

achieve almost all other goals, most notably
increasing access to clean water (58 percent
versus 72 percent) and reducing child mortality
(46 percent versus 65 percent), maternal mor-
tality (45 percent versus 59 percent), and
HIV/AIDS (50 percent versus 63 percent). IFC
recently has started an initiative against
HIV/AIDS, with 6 of 14 engagements with client
companies working in the EI sector (Box D2).

IFC’s Results in Mitigating Negative and
Enhancing Positive Impacts

Mixed environmental and social results for
EI projects. Using only the random sample of
detailed evaluations,' the results for mining (4
of 10 projects, or 40 percent rated positive) are
significantly worse and those for oil and gas (11
of 12, or 92 percent positive'?!) are significantly
better than those for other projects (65 percent).
Using the broader, but less in-depth analysis of
the entire portfolio,'?? the positive results for oil
and gas (94 percent positive) are confirmed,
and mining projects (62 percent positive) are not
different from the IFC average (65 percent). For
mining, the better performance of the broader
portfolio of studied projects, compared with the
evaluated sample, indicates that performance has
improved.'? To validate results from the eval-
uations and desk reviews, OEG staff visited 13
EI projects (Box D3). Each field visit included
an environmental specialist with EI experience
or a mining engineer. For the most part, the field
visits confirmed the information in IFC’s files.

IFC’s oil and gas projects performed well,
but there are issues beyond compliance.
The oil and gas sector is dominated by multi-
nationals that in recent years have stated their
commitments to improve performance and
enhance sustainability and are also disclosing
results achieved. OEG’s analysis also found that
the performance of projects sponsored by major
multinationals was much better than that of
projects sponsored by smaller companies. IFC
could transfer knowledge and disclosure stan-
dards from these companies to less progressive
companies to improve overall sector perform-
ance.”t While oil and gas projects have an



Box D2

The majority of the private sector, including most of IFC’s clients, still is not meaningfully involved in counter-
acting HIV/AIDS, a disease that affects communities, workers, and managers. Businesses will feel the impact
of HIV/AIDS most clearly through their workforce, with direct consequences for profitability. Some sectors are
more risky than others regarding HIV transmission. Extractive industries tend to be particularly at risk, because
they usually pay salaries that are significantly higher than those of the general population and their operations
also rely on a workforce separated from their families for long periods of time. Such conditions have contributed
systematically to high-risk behavior, in extractive industries and in related activities, such as infrastructure con-
struction and transportation. The rural settings of El operations, which—unlike more urbanized areas—often
lack government health, education, and prevention programs, further increase the risk. Thus, the communities
in which extractive industries operate have a heightened AIDS risk. The figure below also illustrates that
resource-rich countries are less likely to achieve the Millennium Development Goal of halting or reversing AIDS
by 2015.

HIV/AIDS: Worse in resource-rich countries
Likelihood of achieving the Millennium Development Goal of halting or reversing AIDS by 2015

32 resource-rich countries 52 resource-rich countries
(Excludes 17 countries without data) (Excludes 54 countries without data)
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The program IFC Against AIDS guides its clients in designing and implementing education, prevention, and care
programs in support of employees and the communities in which they work and live. Under this initiative, IFC
has to date worked with 10 clients (4 in El) on HIV/AIDS programs and is starting to engage with 4 more (2 in El).
With the help of trust funds, IFC also is working on putting together an HIV/AIDS toolkit that would help mining
companies become effective partners in the prevention and treatment of HIV/AIDS, both for the mining work-
force and the communities dependent on the mines. The assignment is to identify, evaluate, and disseminate
selected examples of public-private partnership approaches to HIV/AIDS prevention and treatment in the min-
ing sector that have proved to be workable and cost-effective. Among the clients with which IFC has worked
is Mozal, an aluminum producer in Mozambique, which has a strong HIV/AIDS program that includes educat-
ing and raising awareness, voluntary testing and counseling, and supplementing medication available at local
hospitals. For more information on the program, see Mozal’s Health, Safety, Environment and Community Report

(www.mozal.com).
Note: For more information on IFC’s initiative, see www.ifc.org/test/sustainability/docs/IFC_against_AIDS.pdf.
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Box D3

OEG staff visited 13 projects in 6 countries.? Evaluators
analyzed the overall country and sector context,
reviewed firsthand the impact of IFC’s projects (and, to
a lesser extent, other projects), and asked represen-
tatives from government, civil society, industry, and
the WBG about their perceptions. The main observa-
tions were as follows:

El projects, their relations with communities, and
their impacts are extremely complex.

For the most part, the field visits confirmed infor-
mation in IFC’s files, but they also found surprises—
good and bad—demonstrating that, even with
diligent supervision from Washington and occa-
sional field visits, IFC will always be struggling to
remain fully informed.

IFC projects usually brought direct jobs and other
opportunities; most projects improved access to
infrastructure and services for many people, often in
remote areas.

Some client companies were especially proactive
in trying to increase opportunities for local people
by providing training for potential employees and
suppliers—sometimes with IFC’s help.
Opportunities attracted people from outside the proj-
ect area; their influx sometimes caused environ-
mental and social problems for the existing
community. In particular, where the capacity of local
governments was weak, companies found it difficult
to cope.

Not everyone benefited, and negative environmen-
tal and social impacts were not always adequately
mitigated.

IFC-supported projects appeared to operate to higher
standards than others; nevertheless, NGOs focused
their criticism on projects supported by IFC, other
international financial institutions, and multinational
companies, perhaps because they felt they had more
leverage there than at the national level.

NGO criticism alerted IFC to problems on several
occasions, but some criticism was unwarranted,
and views expressed by different NGOs—for exam-

almost spotless compliance record, OEG
observed one instance of noncompliance with
respect to wastewater discharges, which was
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ple, local versus international—sometimes differed
substantially.

» The very strong contribution by IFC’s environmental
and social development specialists in several proj-
ects was acknowledged by clients and communities
with whom they interacted.

* But these interactions often came late, responding
to problems rather than preventing them proac-
tively—which would have been more effective and
cheaper; more systematic tracking of key risk fac-
tors could have prevented some problems.

* Companies that consulted early and continuously
with the local community had more effective support
programs that did not necessarily cost a lot but
established trust and support.

e Once the trust of the local community is lost—for
example, following an accident—companies find
it very costly to regain it.

« Affected communities usually saw few benefits from
the taxes and royalties companies paid to govern-
ments—either little money flowed back or it was not
effectively used.

» Companies were expected to make up for the lack
of government services, and many of them did a lot:
providing roads, water, or power, or supporting edu-
cation and health services for the community. But
companies are wary of taking on too much: not only
can it be costly and create further expectations, it
also creates an unsustainable dependency on a lim-
ited-life El project.

« Several clients asked OEG about best practices with
respect to social, environmental, health, and safety
issues. There is much potential to share best practices
among IFC’s client companies; for example, one min-
ing company gave sewing machines to village women
who, once they had developed skills making uni-
forms for the mine, began to export clothing.

a. Argentina, Brazil, Ghana, Kazakhstan, Kyrgyz Republic, Peru. In one
country (Kyrgyz Republic), the focus was mainly on the environmen-
tal and social performance of the project.

later corrected. In another case, an oil pipeline
(replacing truck traffic) in an area later designated
as a national park raised complex environmen-



tal and social issues. When IFC exited two years
after disbursement, the project was not in full
compliance with IFC’s requirements, but the
sponsor was working toward it. Other projects
raise issues beyond IFC’s requirements:

e First, several projects feature routine gas flar-

example, NGOs raised concerns about spills
from pipelines used by, but not part of, IFC
projects. In another project, OEG discovered
that environmental staff were unaware that a
project had started to transport oil using trucks
and rail rather than the originally anticipated

ing. When the projects were approved, this
was not covered by a specific guideline. Even
today, the WBG guidelines for onshore oil and
gas projects are not very specific on this
issue, particularly compared with more recent
IFC offshore guidelines.'®> In any event, it was
difficult to establish the extent of the prob-
lem, because TFC management does not sys-
tematically track gas flaring—or GHG
emissions—for all portfolio projects. IFC will
calculate GHG emissions for future projects
(see Box D4 on climate change), but it is
unclear whether they will be tracked during
supervision. Also, the WBG is leading a global
gas flaring reduction initiative, which
includes—as a first step—tracking gas flaring,
followed by a number of possible steps to
reduce the problem.'”

Second, transportation of oil could have been
addressed more thoroughly in some cases. For

Box D4

IFC recognizes the long-term risk from climate change.
While the Kyoto Protocol puts the main responsibility
for reducing GHG emissions on developed countries,
IFC believes it can have a role in reducing the GHG
intensity of economic activity in developing countries.
IFC requires that environmental assessments for each
project consider global environmental aspects, includ-
ing climate change. GHG emissions are quantified and
disclosed for projects with potentially significant emis-
sions. IFC actively promotes market-based solutions.
In particular, IFC
e Seeks to reduce methane and carbon dioxide emis-
sions in hydrocarbon extraction projects;
e Will invest in cleaner coal projects that demon-
strate best practice in addressing environmental
and social issues;

pipeline, and environmental management of
this transport mode appeared insufficient. The
environmental impact of the transportation
infrastructure for IFC’s oil and gas projects has
not always been a focus in the past, but TFC
has begun to pay more attention to this issue.
However, it can be a difficult issue to address,
as it is often “beyond the fence line” of con-
trol by the project sponsors.

Mining projects, particularly gold, bad some
environmental problems. The broad range of
environmental and social issues facing mining
projects requires a strong focus by the sponsoring
company just to achieve compliance with IFC’s
guidelines. Gold mining projects—the largest
share of IFC’s mining projects—had a higher inci-
dence of reported problems. Gold production
usually involves toxic materials (e.g., cyanide,
mercury, arsenic), and weaknesses in their han-

= Will support low-cost energy solutions for devel-
oping countries (in parallel with WB policy reform);

e Pursues projects generating GHG emission reduction
credits and establishes relationships with poten-
tial buyers;

» Uses concessional funding (Global Environment
Facility) to promote renewable energy and energy
efficiency where appropriate;

e Devotes substantial resources to find, develop, and
fund projects for renewable energy;

= Will support funds to purchase GHG emissions cred-
its when the market is ready; and

= Pursues projects that reduce losses in power trans-
mission and distribution.

Source: http://www.ifc.org/test/sustainability/docs/
Climate_Change_IFC.pdf
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dling were the most frequent problem. In
response, IFC has developed a hazardous mate-
rials management guide but has not yet urged
all its existing client companies to follow it. IFC
also participated in the steering committee devel-
oping the Cyanide Management Code.'”

For a positive rating, projects need to be,

over their lifetime, in material compliance

with IFC’s at-approval requirements, which

are a proxy for what IFC considered acceptable

environmental performance. Projects are thus not

measured against current requirements, unless

at-approval requirements were clearly out of

line with sound environmental practice in place

198 Thus, some projects rated satis-

factory would not comply with current stan-

dards. Given the rapid evolution of industry

standards, IFC may consider

e Continuously updating guidelines and poli-
cies as industry standards evolve,

e Routinely advising clients when IFC updates
guidelines,

¢ Identifying and documenting any shortfalls
against the latest guidelines during supervi-
sion and urging clients to comply voluntar-
ily, and

e Contractually requiring clients on future proj-
ects to achieve compliance with updated
guidelines; however, this may be difficult to
negotiate, as clients are unlikely to subscribe
to a “moving target.”

at the time.

Since 1994, through IFC’s Trust Fund Unit, donors have
spent $3.5 million to support technical assistance for
22 El-related projects—mostly in the past three years
(Attachment 5). Increasingly, technical assistance sup-
ports sustainable development, including a confer-
ence in China to improve the investment climate for
sustainable mining and a global initiative to dissemi-
nate examples of successful approaches to HIV/AIDS
prevention. So far, the projects appear to have been

IFC Helping to Generate Sustainable Benefits

Community Development—the shift from
“do no barm” to “doing good.” IFC’s previous
focus on mitigating negative impacts to ensure
compliance with safeguard policies is moving
increasingly toward a focus on enhancing pos-
itive socioeconomic impacts in its EI projects as
part of a broader sustainability initiative. For
example, in 2000, IFC issued guidance on com-
munity development.'” The WBG’s Small and
Medium Enterprise (SME) Department has
worked with several communities to assist in the
development of small businesses in connection
with high-profile projects, with a particular focus
on EL? IFC policy encourages community
development plans but has not made them
mandatory for EI projects.?!

IFC often goes beyond the guidelines and

policies. OEG has observed that in many cases,

IFC establishes internal procedures for appraisal

and supervision of projects that go beyond the

minimum standards of the published guidelines.

For example, even where they were not required,

IFC has

e Helped clients implement community devel-
opment plans, sometimes using trust funds
(see Box D5 and Attachment 5);

e Helped clients with HIV/AIDS initiatives (see
Box D2);

e Requested cumulative EIAs; and

broadly successful. However, because Project Com-
pletion Reports have often not been prepared, OEG
was unable to assign project ratings. Technical assis-
tance demand by the El sector—focusing on social
and environmental development—is likely to grow.
Through better tracking, IFC would be in a better posi-
tion to understand and communicate the impacts of
its technical assistance program to its donors and the
public.



e Encouraged some clients to adopt the new
hazardous materials management guidelines.

The WBG bas developed policies, guide-
lines, practices, and procedures that are set-
ting standards and belping to improve the
sector’s contribution to sustainable devel-
opment. Many observers—international organ-
izations, government, industry, and NGOs—
concur that the World Bank Group’s require-
ments and guidelines set a high standard.?? A
2001 United Nations Environment Program
(UNEP) study observed that the participation of
multilateral financial institutions significantly
raises a project’s environmental and social stan-
dards. Other multilateral (e.g., European Bank
for Reconstruction and Development, Inter-
American Development Bank) and bilateral insti-
tutions reference and some use IFC and World
Bank guidelines. Several government officials
have commented that WBG guidelines are an
important benchmark when setting local stan-
dards. Industry also sees value: 95 percent of
clients in EI saw IFC’s requirements as primarily
helpful to their long-term interest, compared
with only two-thirds of all clients.?” Some clients
and even other companies list in their annual
reports that they comply with IFC guidelines,**
and several industry representatives commented

Many businesses recognize that “addressing sustain-
able development is critical to their long-term sur-
vival, and to delivery of enhanced shareholder value.”®
But there is also much concern that similar standards
do not apply to everyone. NGOs use WBG guidelines
to point out weaknesses in other financial institutions’
requirements and are concerned about a “race to the
bottom.”® UNEP noted in 2001 that, despite some
progress since 1999, most export credit agencies were
lacking adequate environmental and social require-
ments—all the more worrisome because their invest-
ment volume in the sector is much larger than that of
the multilateral institutions. Some IFC investment staff
expressed concerns about losing business to financial

that IFC’s and the WBG’s guidance materials—
particularly on social issues—are very helpful.
For example, TFC has published good practice
manuals on public consultation, resettlement,
HIV/AIDS, child labor, and community devel-
opment.?”> By publishing guidance?® on topics
such as mine closure and community develop-
ment and by hosting workshops and partici-
pating in or leading sector initiatives, the WBG
is highly visible, taking a leadership role in
improving environmental and social impacts.
In 2003, some of the largest private project
finance banks have committed to adopting IFC
safeguard policies and guidelines, thus broad-
ening their reach.?”” Nevertheless, many other
financial institutions and export credit agencies
still lack such standards (Box D6).

Nevertheless, some guidelines are incon-
sistent, incomplete, or missing. Given the
WBG’s high visibility, it is particularly important
that its guidelines be updated regularly and con-
form to at least good practice standards in the
industry and among financial institutions. IFC did
not update its safeguard policies for several
years, and some are now inconsistent with World
Bank guidelines.?” For example, staff told OEG
that IFC projects now must comply with a draft,
nonpublic version of the 1999 policy on safety

institutions with lower standards when IFC cannot
convince potential clients that IFC’s guidelines are in
their own long-term interest. OEG found that NGOs are
often vocal critics of projects supported by international
financial institutions and multinational corporations but
do not necessarily raise similar concerns about local
or state-owned companies with worse performance.

a. Mining & Minerals Sustainability Survey 2001: A PriceWaterhouse
Coopers survey of 32 world-class mining and minerals organizations.
b. Numerous examples include ECA-Watch (www.eca-watch.org/
problems/impacts.html) demanding to “stipulate World Bank and
OECD DAC [Development Assistance Committee] standards as the
minimum acceptable” for export credit agencies.
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of dams, not with the 1996 version on IFC’s Web
site, nor with the 2001 World Bank policy. Sim-
ilarly, IFC does not use the “new” World Bank
2001 involuntary resettlement policy but the
“old” 1990 policy, combined with a resettle-
ment handbook, which is appreciated by prac-
titioners but not mandatory. While OEG was told
that what applies is clear to IFC’s specialists, to
any outsider it must appear extremely confus-
ing. There are also numerous examples of incon-
sistent or incomplete IFC guidelines. For
example, requirements for closure plan funding
differ for different types of mines (coal, open pit
mining, base metal mining). IFC promised spe-
cific guidelines for cyanide leaching in gold
mining in 1998, but they have yet to be pub-
lished. Ongoing consultations are seen as criti-
cal for enhanced community development but
are not required. Social issues are recognized as
crucial for mine closure but are not addressed
in the requirements. IFC’s 2001 guidelines for off-
shore oilfields place much more emphasis on
reducing gas flaring and other sources of green-
house gas emissions than the applicable 1998
WBG guidelines for onshore oilfields. IFC’s
requirements for identifying and controlling
impacts of downstream transportation of oil and
gas projects are generally adequate but may
need to be more specific on road and rail trans-
port of oil, oil products, and gas. Some areas,
such as human rights, are not covered by IFC’s
guidelines but are being addressed by the indus-
try or other bilateral or multilateral institutions.?”

Leading EI companies bave signed on to
“Voluntary Principles on Security and
Human Rigbhts,” but IFC bas no such require-
ments. Human rights organizations have repeat-
edly noted violations of the rights of individuals
in connection with EI projects, particularly in the
oil sector.?! EI projects involve large invest-
ments, often in countries where security, includ-
ing the threat of war or terrorist attack, is a
concern. IFC has approved projects in several
such countries, where sponsors were working
with the army or private security forces to pro-
tect their property. Because IFC usually leaves
security issues up to client companies, there is
potential for problems to develop. A few IFC

clients have been accused of human rights vio-
lations, and IFC has been criticized for support-
ing projects that could lead to such violations.
Following an initiative led by several countries,
many industry leaders and NGOs have signed on
to “Voluntary Principles on Security and Human
Rights.”!! However, IFC currently has no policy

212 or

or guidance on country-internal conflicts
potential human rights abuses and does not usu-
ally specify how its client companies should
protect staff and assets. Given the potential risks
for people in the host country and for IFC’s own
reputation, this appears to be a significant gap
and an area where WBG standards and guide-

lines do not reflect corporate best practice.

Policies, guidelines, and best practice must
produce results in the field. Operational poli-
cies and guidelines provide direction to IFC
staff and clients. But the ultimate test of their use-
fulness is whether they improve results in the
field. Safeguards are useful, but identification of
potential problems by investment officers is
equally important so that these issues are not
overlooked. Therefore, additional training of
investment staff to recognize social and envi-
ronmental issues in EI projects throughout the
project cycle would be useful. Investment offi-
cers need not have the expertise to replace
environmental and social development special-
ists, but they should have sufficient skills to rec-
ognize problems and the benefits of getting
specialists involved in internal and external proj-
ect preparation as early as possible. Particu-
larly, investment staff intervention to bring
specialists into early contact with sponsors and
to encourage sponsors to retain skilled and
experienced social specialists in relevant situa-
tions is of prime importance. Strong management
support and recognition of investment officers
who proactively engage with sponsors to address
social and environmental issues are essential
for improved sustainability of IFC projects.

Problems can arise when IFC’s environ-
mental and development specialists are not
involved early enough. Scveral projects had
problems that could have been prevented or
more easily mitigated had there been early inter-



action between IFC’s social specialists and the
project sponsor. For example, in one Latin Amer-
ican project, IFC became involved in the early
1990s, but the first social development special-
ist input from TFC came many years later, because
IFC did not hire social specialists until the mid-
1990s. IFC’s specialist recommended that the
sponsor employ more social specialists to ade-
quately address community issues, including
conflict resolution. But this recommendation
was taken seriously only after the social and envi-
ronmental impacts of a subsequent spill became
apparent. The sponsor now has a very proac-
tive social department of 15 people who con-
sult with both rural and urban stakeholders
about the project.

Supervision for EI projects is better than

Jor the overall IFC porifolio, but gaps remain.

IFC’s supervision for EI projects was significantly

better overall than for other sectors, with 82 per-

cent (versus 59 percent) rated satisfactory. In
part, this reflects the necessity of closer supervi-
sion of environmental and social aspects, as many

EI projects face complex environmental and social

issues. Nevertheless, there are important gaps:

e [FC had insufficient information to assess the
environmental performance of several EI
portfolio projects, often where IFC had only
an equity investment or in older projects pre-
ceding the introduction of IFC’s 1998 proce-
dures.?!?

e [FC was caught unaware because of weak
monitoring, or less than full disclosure by
companies, of problems relating to handling
of hazardous materials, mine closure plans,
acid rock drainage, tailings impoundments,
IFC’s resettlement policy, gas flaring, and
transportation of oil.

e While project-level supervision overall was
strong, TFC’s management and information
systems do not provide adequate centralized
data on environmental and social issues for
the portfolio. For example, management is
only now starting to develop overview report-
ing templates specifying which safeguard
policies and guidelines apply to specific proj-
ects and whether projects comply with them,
which mining projects have appropriate mine

closure plans and funding in place, and which
oil and gas projects involve routine flaring.
IFC’s new management information system
will address some, but not all, of these issues.

Many of IFC’s EI projects are in countries with
inadequate environmental and social gover-
nance; this strongly challenges IFC in terms of
resource allocation, reputation risk, and respon-
sibility. Many host countries lack adequate envi-
ronmental laws, regulations, and enforcement.
Previous OEG studies?'* have found significantly
worse performance in such countries. EI proj-
ects are particularly concentrated there, and
IFC’s potential added value is thus also greatest.
But substantial resources are required for IFC to
ensure compliance. It is unclear whether IFC will
ever—or should—be in a position to replace host
country enforcement. In addition, even if IFC can
ensure compliance while it is an investor, it typ-
ically cannot influence performance after exit-
ing its investment.?!> Also, some issues (e.g.,
new settlement in areas of resource develop-
ment) are difficult for IFC and its clients to deal
with in the absence of government support. Yet
IFC does not consistently assess the institutional
capacity of national government agencies. In
some cases there was a preceding or concurrent
World Bank involvement to upgrade government
capacity, but this is not the norm.?'
the question whether IFC ought to seek World
Bank assistance more routinely to upgrade gov-
ernment’s environmental review capacity where
it is found lacking. A complementary action that
would reduce the burden on IFC would be to
require that clients subscribe to international
standards of independent monitoring.?!” In all
new Category ‘A’ projects (and for some Cate-
gory ‘B’ projects), IFC requires independent
audits or at least independent verification of
the Annual Monitoring Reports (AMRs). Such
requirements could reduce the supervision load
and reputation risk for IFC, but this has to be
balanced against the higher cost for the client—
who also benefits from improved performance.

This raises

Baseline data are important but were not
always establisbed or tracked sufficiently.
EIAs prepared for Category ‘A’ projects are
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required to include a comprehensive baseline
survey of environmental and social conditions.
Yet for several past projects either this had not
been completed or it did not provide enough
information.?!® A detailed inventory of the envi-
ronmental and social conditions before break-
ing ground for exploration is crucial to track
development results, and it is also in the self-
interest of the company. Local communities—
understandably—highlight areas where they
want improvements and do not necessarily give
credit for past improvements achieved. It is
common for the EI industry to be charged with
polluting air and water, degrading land, destroy-
ing structures, and, in general, worsening liveli-
hoods. While many claims are real, some cannot
be substantiated.?' Extensive baseline data, later
tracked in ongoing monitoring programs, would
help distinguish real from false claims and make
it possible to appropriately compensate for neg-
ative impacts. They also would help the com-
pany—and IFC—to demonstrate positive
developments.?® On the other hand, monitor-
ing and baseline surveys are costly. It is there-
fore important to establish the most important
environmental and socioeconomic indicators in
the EIA and identify how they should be tracked
later. TFC has started to track development results
more systematically in its supervision, and well-
designed EIAs and AMRs could help in this
respect.

Challenges in Meeting IFC’s Environmental and
Social Development Objectives

Funding mine closure—difficult to imple-
ment. Mine closure is a major environmental and
social issue. Abandoned mines represent an
environmental hazard to the country and poten-
tially significant cumulative cleanup costs asso-
ciated with long-term environmental and social
damage. Since 1982, the WBG has therefore
required concrete and detailed plans for recla-
mation and funding, with the goal of returning
land to conditions supporting prior land use
(or better uses). Since 1998, IFC’s guidelines
have required that money be reserved over the
life of the mine to cover closure cost.??! How-
ever, IFC’s experience has shown in several

cases that this approach can be problematic—
when commodity prices declined, the ore body
was less valuable and the mine life thus shorter
than anticipated. While IFC eventually secured
funding for mine closure in several such cases,
this clearly represented a risk, and mine closure
issues have not been resolved for all portfolio
projects.??? Another difficulty for implementing
sustainable solutions for mine closure is that
IFC generally exits from its investments when its
role is completed—often well before the mine
closes—and therefore loses any influence over
the mine operator. The WBG has developed
good practice guidance, covering different
options for securing funding that may offer solu-
tions,?* but this guidance is not mandatory.
There is clearly an urgent need to identify solu-
tions (e.g., financial instruments) to ensure that
mines will be closed properly, even if a company
becomes insolvent.

Social issues related to mine closure—not
covered and even more complex. The social
issues surrounding mine closure are not covered
in IFC’s guidelines. They revolve around com-
munities being able to deal with loss of jobs, eco-
nomic activity, revenues, and services associated
with mine closure. To address them requires the
cooperation of multiple stakeholders, including
local communities, mining companies, and dif-
ferent levels of government. The WBG has devel-
oped guidance on this issue, including the
respective roles of different stakeholders and
“checklists” on handling social and environ-
mental mine closure issues. Like all guidance
notes, they are not mandatory for IFC projects.?*

Longer mine life—more potential for sus-
tainable development? IFC has funded mines
with estimated lives exceeding 30 years where
the mining company becomes a part of the
community and can justify expenditures for
improved infrastructure to support its opera-
tions. This allows more time to contribute to sus-
tainable development and prepare for mine
closure but may increase the community’s
dependence. TFC also funds mines with relatively
short lives. The compressed life can exaggerate
some of the social and environmental issues



associated with mining, including mine closure
and reclamation risk. One African company told
OEG that it wished it had invested in local com-
munity development earlier. It did not, in part
because it had expected to close down within
a decade, but it will now continue to operate fol-
lowing the acquisition of an adjacent mine.

Tailings dams—ithe Acbhilles’ beel of mining
projects but few problems in IFC’s portfo-
lio. In 1996, Comsur, an IFC client, experienced
a tailings dam break. In the same year, IFC also
discovered through an evaluation that the client
of one of its older investments was discharging
tailings straight into a river—without a tailings
dam.?® Following this, a 1999 draft Policy on
Safety of Dams (OP4.37) was prepared that
includes tailings dams. The environmental assess-
ment must now provide information on the tail-
ings dam. IFC’s mining engineers and
environmental staff are expected to review tail-
ings dam safety at appraisal and during super-
vision. While there were no problems until
recently, IFC just discovered a problem with a
leaky tailings impoundment.??® Tailings dams
often remain following closure, posing a poten-
tial threat to the community. It is thus important
to assess the public risks from potential tailings
dam failure, starting from the EIA.

Private ownership can improve environ-
mental performance, but this often means
addressing the environmental legacy of past
practices—a challenge. Several TFC invest-
ments have been in newly privatized but exist-
ing operations. The past practices of the former
government managers had left a legacy of envi-
ronmental problems (oil pits, leaking pipelines,
contaminated waterways, leaking tailings dams),
often passed on to the new owners charged with
the cleanup. Environmental performance invari-
ably improved under the new ownership, revers-
ing most of the negative impacts, but in some
cases bringing the operation into compliance
proved difficult and prolonged.

Going beyond the fence line. Current industry
practice places an imaginary fence line around
the project, with activities outside the fence line

not considered part of the project’s impact.
While there has to be a cut-off, defining the fence
line is difficult. For example, a country’s ability
or lack thereof to clean up a spill can have
effects well beyond what may be considered the
confines of the project, particularly with respect
to transport—>by rail, road, pipelines, and sea.
Transport often is contracted to or is the full
responsibility of third parties. Two IFC projects
experienced high-profile hazardous materials
spills, Minera Yanacocha, Peru, and Kumtor
Gold, Kyrgyz Republic. Both featured road trans-
port mishaps outside what had been defined as
the fence line. On the basis of these experiences,
IFC has extended its appraisal and supervision
reach to cover some of the operations of sup-
pliers and shippers, applying environmental
guidelines to these activities. Nevertheless, the
debate will remain over the point of transfer of
responsibility.

Challenges when IFC enters late in the
process. IFC can have a major influence if
involved in the project from inception. In sev-
eral cases, however, IFC was not approached
until after the sponsors had advanced the proj-
ect, not always in accordance with IFC’s guide-
lines, particularly in to public
consultation. In such cases, IFC faces a choice
between turning down a project and losing the
opportunity to add value, or imposing what
may be costly conditions on the client for pro-
ceeding. Current guidance on what to do in
such circumstances is unclear.

relation

Ensuring sound environmental and social
performance equity investments. 1FC has
several equity-only investments, with little legal
leverage to influence the project and no legal
right to obtain Annual Monitoring Reports. IFC
could use “moral suasion” but has not always
done so. In some cases, the appropriate envi-
ronmental and social terms and conditions were
in the loan documents, but they expired upon
repayment of the loan. If the company is delin-
quent in its environmental or social responsi-
bilities, IFC will bear some reputation risk,
whether it remains an investor or exits. Even
today, IFC does not always include contractual
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environmental and social requirements for equity.
OEG pointed out this problem in its first Annual
Review in 1997. IFC management responded
that it would look into this issue, but that there
were complex commercial and other consider-
ations. But IFC’s 1998 environmental and social
review procedures do not distinguish between
investment instruments and do not address this
issue. It is difficult to negotiate appropriate
requirements for equity investments (e.g., share-
holders’ agreement, put option in case of envi-
ronmental default), but lack thereof makes it
difficult, if not impossible, for IFC to comply with
its own procedures. Also, there are no guidelines
establishing how active TFC should be as a share-
holder; for example, whether IFC should rou-
tinely ask for information about a client’s
environmental practices and raise this issue at
shareholder meetings.??

New approvals—similar difficulties. Since
2001, IFC has approved funding for five projects
to help the EI sector with services, loans, or seed
capital. These projects could create jobs, estab-
lish new ventures, and improve services. As yet,
there have been few disbursements under these
projects, but when they or similar projects are
disbursed, they could present unique challenges
for monitoring and enforcing compliance under
IFC’s safeguards policies and guidelines, because
of IFC’s indirect relation to the underlying proj-
ects and lack of contractual leverage. Similar
issues apply to EI projects approved through
financial markets operations, which were not
covered in this evaluation.

ASM can give rise to major environmental
and social problems and sometimes pose a rep-
utation risk for IFC’s clients. ASM features promi-
nently in a number of countries where IFC has
EI investments. Authorities sometimes consider
ASM a stopgap measure for poverty prevention
and leave it untouched, even if they oppose its
practices. ASM is often illegal and involves very
unhealthy and unsafe working conditions, includ-
ing child labor. ASM can cause major environ-
mental damage, degrade land beyond
rehabilitation, and pollute waterways with heavy
sediment, heavy metals, hazardous materials
(mercury), and acid rock drainage. Sometimes

ASM precedes large mines, and government reg-
ulation often requires eviction of miners; at other
times, ASM is attracted by large-scale mining
activity. In either case, large mining companies
face a dilemma—evicting ASM operators is dif-
ficult and results in poor community relations,
while letting them operate results in reputation
risk—being blamed for the poor environmental
and safety record of ASM.?*® In one case, an IFC
client wanted to help artisanal miners with bet-
ter equipment and guidance but realized that
even improved conditions would still constitute
too great a reputation risk. Dealing with ASM
often has proved beyond the capability of indus-
try. But governments also are struggling with it.
Observers suggest a twofold solution: one, cre-
ate alternative employment opportunities; two,
help “upgrade” this subsector: provide assistance
to transform artisanal miners into safer, small-scale
miners who are regulated and abide by improved
environmental standards. Experience beyond
IFC’s portfolio suggests that private companies
can engage constructively with ASM operators
(Box D7), as does other WBG work.??

5. Disclosure and Consultation

IFC’s disclosure requirements bave
increased. TFC adopted its first disclosure pol-
icy in July 1994 and revised it in 1996 and
1998.%3% Under the policy, IFC balances account-
ability as a public institution—favoring disclo-
sure—with the need to protect commercially
sensitive information. EI projects are particu-
larly sensitive, and IFC frequently signs confi-
dentiality agreements. Disclosure in IFC has
increased substantially since the early 1990s,
when almost none was required. Recognizing the
fundamental importance of accountability and
transparency in the development process, IFC
requires disclosure of the following:
e Summary of Project Information—a brief
factual summary of the evolving project.
¢ Environment-Related Documents—Cate-
gory ‘A’ projects: environmental impact
assessment, released at least 60 days before
the Board date; Category ‘B’ projects: sum-
mary of the key findings of the environmen-
tal review, released at least 30 days before.



Irrespective of the legality of their presence, the sig-
nificance of small-scale mining activity on conces-
sions (or potential incursions by small miners from
elsewhere) should not be underestimated, either by
government authorities or private companies. In par-
ticular, where small-scale mining is the main eco-
nomic activity of “established” communities, any
external threats to miners’ livelihoods will be resisted
strongly.

The “problem” of small miners can be addressed
only by looking beyond the threat they present to the
project. This involves developing an understanding of

Disclosure is only required before approval;
public information is thus often outdated,
but this aspect bas improved recently. In sev-
eral projects reviewed by OEG, project scope or
design had substantially changed, but the pub-
licly available information had not been
updated.?! Publicly available project documents
usually addressed planned measures to address
environmental effects, not whether these meas-
ures have been effectively implemented. Such
issues usually would be covered in an AMR
supplied by the client to IFC, but AMRs are not
publicly available.?? While disclosure has to be
balanced against commercial confidentiality,
lack of disclosure diminishes trust.?*> For some
recent IFC projects, updated environmental and
social information has been disclosed.?3*

IFC protects its clients by keeping project
information confidential—but is that in
their best interest? Leading industry players see
value in disclosure. IFC, at EIR workshops and
other consultations, has been criticized—some-
times based on misconceptions about specific EI
projects. More information could diminish such
misconceptions, but IFC does not disclose, even
in aggregate form, noncompliance by its
clients.?*> There are no guidelines on whether,
or under what circumstances, IFC should notify
local authorities or the public of known com-
pliance shortfalls. Many IFC clients have started

the reasons for their presence and the extent to which
mining meets their basic needs (as a primary or sup-
plemental economic activity) and identifying viable
alternative livelihoods or opportunities to continue to
mine.

The emerging policy of encouraging an intimate
association between small- and large-scale mining
projects has merits but should not be used as a sub-
stitute for a comprehensive government strategy
towards small-scale mining.

Source: Case study on the Las Cristinas Project (Venezuela)—Lessons
from the Evaluation, by Aidan Davy and Auristela Perez, May 1999.

to voluntarily disclose detailed social, environ-
mental, and financial reports, recognizing that
openness and transparency increases trust and
is in their long-term interest. Others, such as one
client who asked OEG’s advice about best prac-
tice in sustainability reporting, are considering
it,. Leading industry players publish independ-
ently verified, detailed sustainability reports,
including, for example, sites with independent
audits and mine closure plans; injury rates; land,
water, and energy use; spill incidents, gas flar-
ing, carbon dioxide, and greenhouse gas emis-
sions; and environmental and noncompliance
incidents. IFC has begun to insist on disclosure
of ongoing environmental and social informa-
tion in a few high-profile projects, but this is not
the norm.

In several cases, IFC clients bave gone
beyond the disclosure requirements.”° One
client is now the only company in the country
that audits and discloses environmental per-
formance reports. In a few recent cases, IFC has
agreed with the client on independent moni-
toring and disclosure of the AMR. In several
cases, IFC has gone beyond the minimum
requirements; one example being the Chad-
Cameroon Pipeline project, with a 19-volume
environmental management plan and ongoing
independent review. Some other IFC clients also
disclose substantial amounts of information
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about their environmental and social activities.?3”
Such information often can be found on IFC’s
or the clients’ Web sites.

Build community trust through open, bon-
est, respectful, and ongoing consultation.
But IFC’s requirements fall short of its own good
practice guidance on public consultation and dis-
closure plans.?® The guidance defines consul-
tation as “a wider continuous process of
participation of all stakeholders in the decisions
throughout the formulation and execution of a
project.” IFC’s preapproval disclosure and con-
sultation requirements may not be enough to
achieve trust in the community. In particular,
ongoing consultations are not required (unless
a project involves resettlement or indigenous
peoples),? nor is disclosure.

Good communication can improve the effec-
tiveness of assistance programs and reduce
anxiety if problems occur. Unilateral com-
pany decisions on what is best for the com-
munity are likely to be misguided and expensive
and cause discontent. For example, when a
mining company used tanks to temporarily
restore water supply to villagers without con-
sulting them, they accused it of treating them
“like refugees.” But another mining company
consulted extensively with the community and,
for a few hundred dollars, developed a project
that recycles engine oil for coastal fishermen,
reduces coastal pollution, and has strong com-
munity support. Companies that communicate
poorly can face the high costs of project inter-
ruptions and community relations turned sour.**
From field visits, desk reviews, and the litera-
ture, it is clear that IFC clients that consult, dis-
close, and communicate well are better off than
those that do it poorly.

Public consultation can be complex, con-
Susing, and difficult for botb the company
and the stakebolders. Some multinationals
have geared up for this important part of doing
business, but others are struggling and even
with the best of intentions are finding them-
selves running into difficulties. Some have
requested assistance from IFC.>*! To consult

with the companies on an equal footing, the
communities and other stakeholders may need
assistance and training to understand the busi-
ness and technology. Independent experts can
help, but who pays for them? If the sponsor pro-
vides the funding, the expert may be perceived
as compromised, but alternative funding sources
are scarce. IFC has worked with a number of
clients and communities to facilitate the con-
sultative process, sometimes using trust funds
(Attachment 5), sometimes with the help of
the CAO—and OEG has witnessed positive
effects in several projects.

6. Governance and Challenges of
Managing Revenues from Extractive
Industries

Extractive industries—large revenues for
countries with poor governance. The eco-
nomic sustainability section of this report indi-
cated that most of IFC’s EI investments created
large revenues for host countries, particularly in
oil and gas, sometimes even when investors
did not achieve satisfactory returns.?* There is
abundant evidence that such large revenues,
which, tend to be volatile and finite, create par-
ticular challenges for resource-rich countries.
While TFC usually analyzed the financial, social,
and environmental aspects of a project thor-
oughly, it has, in the past, not approached rev-
enue management and distribution with the
same rigor. Because IFC’s EI projects are highly
concentrated in risky countries that tend to suf-
fer from weak governance, the issue becomes
particularly important. Since fiscal year 1993,
half of IFC’s EI approvals were in countries in
the worst governance quartile, compared with
only one-quarter of all non-EI approvals.?* To
recommend not investing in countries with poor
governance sounds tempting, but the WBG’s
mission is to reduce poverty and improve peo-
ple’s lives—and hundreds of millions of people
live in resource-rich countries with poor gover-
nance. While the WBG alone may not be able
to improve governance, by using its unique
position as global player with the convening
power to engage both public and private stake-
holders, it can effect change.



Challenges of investing in countries with
the poorest governance. Countries with poor
governance often lack transparency, adequate
laws, financial capacity, and regulations to allow
regulators and judiciary systems to cope ade-
quately with large EI projects. If corruption is an
issue, customs agents, transport companies, reg-
ulators, and government officials could exert
significant pressure on projects, causing delays
and additional costs. From a development per-
spective, corruption is bad for growth and tends
to reduce economic growth and private sector
investment.?** Resource-rich developing coun-
tries that are often cited among the best exam-
ples for the positive contribution of the EI
sector—such as Botswana and Chile—are all
considered to have relatively little corruption.?*

Results—for development, IFC’s bottom line
and the environment were closely corre-
lated with governance quality. OEG ana-
lyzed the results of the 45 studied projects using
different governance indicators.?* Develop-
ment results were significantly better in coun-
tries with good government effectiveness,
political stability, and regulatory quality (Figure

Figure D3

D3). It is also worth noting that investing in
countries with poor governance is not neces-
sarily financially attractive for IFC. In fact, none
of IFC’s 10 most successful EI investments were
in a country with the highest corruption.?*
IFC’s equity returns were worst in countries
with the poorest control of corruption and the
best in countries with the highest control (Fig-
ure D4).>* Environmental results were signifi-
cantly better with better political stability.

Bribes are common in EI, particularly in oil
and gas. According to Transparency Interna-
tional,>® the oil and gas sector is perceived as
third most likely to involve bribes, following only
public works contracts and arms deals. Mining
ranks seventh. The Organisation for Economic
Co-operation and Development (OECD) Con-
vention on Combating Bribery of Foreign Pub-
lic Officials in International Business
Transactions® entered into force in February
1999. Thirty-five countries have ratified the con-
vention, and most have already enacted legis-
lation to make it a crime for businesses to bribe
foreign public officials. Quite a few countries
already had laws outlawing corruption abroad.?!

100%

I Poor governance
I Good governance
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Development outcome success
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Source: WBI Grics-II

ANNEX D

99



EXTRACTIVE INDUSTRIES AND SUSTAINABLE DEVELOPMENT

100

Figure D4
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Nevertheless, paying bribes still appears to be
common.

IFC takes precautions against corruption,
but it is clearly a risk. IFC projects provide a
demonstration effect for others, and it is there-
fore imperative that the projects are implemented
transparently and honestly. IFC usually explicitly
requires sponsors to abide by host country laws
and regulations, which often outlaw corruption.
During appraisal, IFC typically checks the back-
ground and reputation of its sponsors and how
licenses were awarded. To that end, IFC has, on
several occasions, hired private investigators.
IFC also typically requires that its clients’ finan-
cial statements be audited, which may reduce but
not eliminate the scope for irregularities. OEG
reviewed project files and had informal discus-
sions with IFC staff, project sponsors, and third
parties knowledgeable about the sector. OEG
found no evidence that TFC clients were paying
bribes but did not conduct an audit. However,
particularly because IFC projects are taking place
in countries with high perceived levels of cor-

ruption, there is clearly a risk. OEG’s field visits
and other research showed substantial differ-
ences with respect to the transparency and han-
dling of EI sector revenues among different
countries with IFC EI investments.

Corruption is linked to revenue manage-
ment but is difficult to prove. International
Monetary Fund (IMF) research has found that
corruption distorts allocation of resources by
governments. It is associated with higher pub-
lic spending but poorer quality infrastructure.
In countries with poor governance, it is there-
fore particularly important to address how
governments manage fiscal revenues from EI.
OEG visited several countries where little of the
government revenues was flowing back to
benefit communities next to EI projects. In
some countries, there was a strong suspicion
that government officials at different levels
were corrupt. Without transparency about the
resource flows, such allegations are difficult to
prove or disprove. About 70 percent of gov-
ernment officials surveyed (Attachment 6B)



saw a need for the IFC to help improve gov-
ernance and transparency (the corresponding
figure for the World Bank is 83 percent). One
mining minister advocated disclosure of mon-
eys provided to local authorities to better
ensure local communities benefit from it.

IFC’s recent efforts to manage revenue. The
Chad-Cameroon pipeline is the first IFC project
to proactively tackle revenue management.?>
This effort followed IFC’s recognition that proj-
ects that devolve little or no benefit to local
communities present both development and
commercial risks. A recent IFC position paper on
revenue distribution and management®? (Box
D8) states that, in high-impact projects in coun-
tries with poor governance and weak institutions,
IFC will systematically assess the risks that gov-
ernments would misuse payments or that
intended benefits may not reach local commu-
nities. IFC would also, together with the Bank,
IMF, and sponsors, consider mitigating measures.
At this point, the position paper applies only to
“high-impact” projects (substantial in relation
to the nation’s income), and none of the miti-
gating measures are mandatory.

Key issues in revenue management. A joint
working group consisting of industry, civil soci-
ety, and WBG staff considered the following
policies critical with respect to revenue manage-

Revenue distribution and management in extractive
industry projects are important development issues
and have emerged as major risk factors for both the
operation and the reputation of investors. Large rev-
enues generated by these projects and accruing to
government may be misused. Benefits from these rev-
enues may not reach local communities. While revenue
distribution and management are not issues in every IFC
project, they can become problematic in high-impact
projects; that is, where revenues are substantial in
relation to the nation’s fiscal income.

ment and utilization:>* (i) the establishment of
transparency and accountability with respect to
revenues earned and their disposition, (ii) con-
sultation with principal stakeholders in develop-
ing plans for the use of resource revenues,
(iii) credible oversight and audit of the imple-
mentation of these plans, and (iv) serious atten-
tion to building local institutional capacity.

Disclosure of government revenues—a
step toward better management? To date,
neither the IMF nor the World Bank necessar-
ily require that resource-rich countries dis-
close the revenues generated by EI, even
though they sometimes recommend it. IFC’s EI
clients are also not required to disclose the rev-
enues they generate for governments. However,
several public campaigns have started to advo-
cate disclosure of EI revenues.?> But disclosure
of government revenues can raise difficult
issues. Governments in some countries even
illegal, through confidentiality
covenants in production-sharing agreements,
for example. Industry is concerned that uni-
lateral disclosure could create a competitive dis-
advantage. However, almost all industry
representatives whom OEG interviewed in the
course of this study would support industry-
wide disclosure of government revenues. Most
of them, however, emphasized that these were
their personal, not necessarily corporate, views.

make it

To deal with the problem, IFC proposes a number of
steps that it may undertake for high-impact projects that
will generate substantial revenues for host governments:
e Engage with the World Bank or IMF to coordinate

issues beyond IFC’s mandate.

» Consider other mitigation measures, such as spon-
sor’s community development programs, when coor-
dination may not achieve the necessary level of
management.

e Seek funds or partners to assist a sponsor with
capacity-building.
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Some companies operating in the EI sector
have started disclosing government revenues
even against host government concerns.

7. Issues Beyond the Control of IFC and
Its Clients Require Effective
Cooperation and Action Inside and
Outside the World Bank Group

Issues beyond IFC’s control require better
cooperation among financiers and devel-
opment partners. IFC has been more effective
in EI projects than in other sectors in address-
ing most issues within its own control. More
needs to be done to ensure that the sector and
the projects IFC supports contribute to sustain-
able development. IFC can address some issues
with its clients; for example, helping them to
improve their environmental performance, com-
munity development activities, and consultation
and disclosure—to serve as role models for sus-
tainable development. IFC has done much?°
and can probably do even more to convince its
clients that better environmental and social per-
formance, while potentially entailing short-term
costs, will ultimately be in their long-term inter-
est. But to have even greater impact, IFC also
needs to work on further improving its own envi-
ronmental and social policies and guidelines
and their implementation and—together with its
member countries—help improve those of other
international financial institutions. Little would
be gained if IFC alone adds requirements and
its potential clients seek financing elsewhere. But
many of the issues discussed in this evaluation
are beyond even the control of IFC’s client com-
panies. To resolve them will require close coop-
eration within the World Bank Group and with
other stakeholders and partners—the IMF, IFC’s
member governments, and other international
financial institutions. The recent adoption of
IFC’s policies and guidelines on environmental
and social issues by several internationally active
banks is an important step in that direction.
Merging World Bank and IFC units has
improved sectoral cooperation, but cooperation
with country departments and attention to rev-
enue distribution and utilization, governance, and
transparency are still inadequate. To validate

the findings of this evaluation, we surveyed all
of IFC’s sectoral investment staff and regional
economists.””” Almost 90 percent responded
that merging IFC’s and the World Bank’s sector
departments into one Global Product Group
had improved coordination of sectoral issues. At
the same time, less than half said that overall
cooperation within the WBG was adequate; in
their view, lack of support by the World Bank’s
country departments was the biggest internal
constraint.®® One likely explanation for the
insufficient coordination is that the country direc-
tors lack the incentive to address EI issues: in
the countries where IFC operates, the WBG’s EI
lending volume tends to be small, EI projects are
considered environmentally risky,?? and gov-
ernments may not be receptive to WBG activ-
ity in this area. Of 24 IFC staff who responded,
63 percent considered host country govern-
ments’ lack of support to be the biggest constraint
to enhancing the contribution of the EI sector
to sustainable development. Only about half of
the TFC respondents said that revenue distribu-
tion and utilization, governance, and trans-
parency were adequately addressed in EI
operations. This response confirmed an analy-
sis of CASs showing that weak country gover-
nance and revenue management in resource-rich
countries often were not adequately addressed
in CASs and subsequent WBG interventions;
IFC’s EI activities often were not even men-
tioned in CASs (see Annex C). This points to a
need to address EI issues in country strategies
more thoroughly, ideally in a Comprehensive
Development Framework mode, also engaging
other stakeholders beyond the WBG.

Perceptions of environmental and social
performance differ. Well over 90 percent of
IFC staff responded that environmental and
social issues were adequately addressed in IFC'’s
EI projects. This perception is better than our
evaluation results suggest, but staff may have
considered IFC’s performance on current proj-
ects, whereas we evaluated past results. Certainly
the perception of TIFC staff is different from that
of outside observers. Among the participants at
the EIR workshops, only 44 percent (of 52)
responded that IFC successfully addressed envi-



ronmental impacts; 33 percent (of 48) responded
positively for social impacts. Views among NGOs
were the worst—15 percent and 7 percent pos-
itive, respectively. Responses from government
and industry were around 50 percent positive,
slightly better for environmental issues. This
points to a need for improved performance
compared with past results and also for much
greater disclosure and engagement of stake-
holders to address the poor perceptions where
they are not warranted.

Even a concerted WBG effort is probably not
enough. About two-thirds of IFC staff responded
that the biggest factor keeping EI from con-
tributing to sustainable development is the lack
of support from the host country government.
One respondent explained, “[The] main problem
is governments in client countries don’t want the
Bank or IFC messing with their only independ-
ent source of revenues. Even when the Bank
does intervene, it often does not have the lever-
age to engineer change.” Some respondents
commented that the IMF also needs to be
involved and that continued engagement in the
sector was important to maintain the country dia-
logue. An OED study also found that governance
was key to successful management of fiscal rev-
enues from EI but that government commit-
ment or political will to address it was lacking
in four out of five country cases (Annex C,
Chapter 5).

The results confirm that closer coopera-
tion is needed—within the WBG and
beyond. The survey results confirm the eval-
uation findings—that important issues, such as
revenue distribution, utilization, governance,
and transparency, need to be better addressed.
This will require closer cooperation within the
WBG. But the WBG will also need to use its
convening power and the help from its mem-
ber governments, the IMF, industry, financiers,
and civil society to break the resource curse
and ensure that extractive industries contribute
to sustainable development. Greater trans-
parency about the resources generated for
governments is likely to increase pressure on
governments to account for the flow and effec-
tive use of those resources. Our evaluation

results suggest that better country governance
is not only likely to improve the development
results of IFC’s operations but also IFC’s finan-
cial results.

IFC needs to better tackle transparency,
government revenue distribution, and, more
generally, sustainable development. Other
stakeholders echoed the perceptions of IFC staff.
NGOs, industry, and governments expressed a
need for IFC to address these issues (Attachment
6B). But no group responded that there was
enough IFC effort or success. NGOs were most
critical (less than 10 percent said IFC success-
fully addressed these areas), but the percep-
tions of industry (about 20 percent) and
government (about 40 percent) also indicate
substantial room for improvement.

8. Conclusions and Recommendations
Overall, TFC has effectively supported EI oper-
ations, but it needs to further improve their
implementation, better address broader sus-
tainability issues, and, with its clients, better
track and report on results achieved. Projects usu-
ally generated large revenues for governments
and opportunities for people. IFC has generally
added value, particularly in improving the envi-
ronmental and social aspects of projects, but
given the sector’s high impact potential, IFC
needs to help client companies prevent or mit-
igate negative impacts more effectively and sys-
tematically. IFC also needs to ensure that its
environmental and social guidelines and pro-
cedures continue to set standards and adapt to
rapidly improving industry standards and that its
projects adapt with them. In pursuit of its sus-
tainability agenda, IFC needs to do more to
address the risks that government revenues may
not be effectively used for development, that
benefits may not be distributed transparently, and
that local communities may not tangibly bene-
fit from EI projects. To enhance the contribution
of IFC’s projects and the sector to sustainable
development requires further improvements in
project implementation, effective cooperation
within the World Bank Group, and the full
engagement of all stakeholders.

This evaluation found gaps in three areas:
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strategic gaps, resulting from inadequately
addressing issues such as country governance
and revenue management through effective
action, both within the WBG and with other part-
ners, and clearer project selection criteria; imple-
mentation gaps, which, if addressed, could
enhance the performance of IFC’s EI projects
and, through the demonstration effects of IFC’s
projects and requirements, that of EI more gen-
erally; and gaps in engaging stakeholders, which,
if addressed, would allow IFC and its clients to
improve performance and better demonstrate
contribution to sustainable development.

Recommendation 1: Formulate an integrated
strategy

Address extractive industries in CASs. IFC
should work closely with other parts of the
WBG to ensure that CASs for resource-rich coun-
tries?® explicitly discuss the EI sector’s contri-
bution to sustainable development (e.g., the
importance of fiscal revenues and their man-
agement, distribution, and use for development
priorities) and obstacles for enhancing its con-
tribution. The CAS should provide an agreed
framework for WBG-wide cooperation, with a
particular focus on close interaction between IFC
and the World Bank’s country departments. IFC
and the World Bank should routinely work
together to enhance the development impacts
of EI projects; for example, in the form of pub-
lic-private partnerships with respect to commu-
nity development programs.?! IFC and the WBG
should build on existing initiatives, such as Busi-
ness Partners for Development and the Com-
prehensive Development Framework, to enlist
the help of other stakeholders, such as the IMF,
other bilateral and multilateral institutions, indus-
try, and civil society.

Where country governance is weak, increase
transparency and address the weaknesses.
Together with the World Bank and other stake-
holders, IFC should analyze all aspects of coun-
try governance quality and the risks that poor
governance may detract from sustainable devel-
opment. In particular, IFC should encourage
enhanced transparency and disclosure con-

cerning contractual agreements between
investors and governments, the amount of fis-
cal revenues generated, and their distribution,?¢?
I[FC—together with the World Bank and other
stakeholders—should encourage such trans-
parency sectorwide in the country. When financ-
ing projects whose major expected development
contribution is the generation of revenues to gov-
ernments, IFC should carefully review and dis-
cuss the governance risk that these revenues will
not be used productively. Where such gover-
nance risk is high and the project’s revenues are
significant,? IFC should work with the gov-
ernment (in partnership with the World Bank and
IMF) to put in place mechanisms to reduce this
risk, including possibly ring-fencing of project
revenue management. For all proposed EI invest-
ments, IFC should address these issues in Board
Reports.

Support environmental and social sus-
tainability. IFC should focus on projects that
can serve as models for environmental and
social performance, transparency, and disclo-
sure. Where laws and regulations—or their
enforcement—are weak, IFC should insist on
special measures to ensure a project’s sound
environmental and social performance. Such
measures could include building local moni-
toring capacity and disclosing independently
audited and publicly disclosed monitoring
reports. They could also include an explicit
assessment of the risk of conflicts and measures
to deal with them.

Recommendation 2: Focus on implementation

Improve project appraisal’® and supervi-
sion.”® TFC should continue to require high-qual-
ity environmental impact assessments that
establish baseline data for relevant environ-
mental and socioeconomic impact indicators.
These indicators—compared with the baseline—
should be consistently tracked*® and aggre-
gated for IFC’s management. Appropriate
requirements allowing TFC to adequately mitigate
risks and monitor all its projects should be
included for all investments, particularly equity.?”
Where IFC finds poor environmental and social



systems or performance, it should address them
proactively and vigorously.?*® IFC’s investment
officers and nominees to company boards should
be co-responsible with technical specialists for
the environmental and social performance of
their projects. Where possible, IFC should also
develop and use local monitoring capacity.

Adequately involve specialists throughout.
IFC needs to ensure that its environmental and
social specialists are consulted as early as pos-
sible and throughout the project life and that
investment officers fully share relevant infor-
mation. To that end, investment officers need to
be better trained to identify risks and opportu-
nities. Making the investment officer and depart-
ment explicitly accountable for environmental
performance would likely provide a strong
incentive for calling in the experts as early as pos-
sible, not after a problem has materialized.

Enbance reporting of results. IFC should
develop a reporting template that specifies for
each portfolio project which safeguard policies
and guidelines apply, whether the company is
in compliance with them, and how it performs
with respect to key sustainability indicators for
the industry. Where relevant, IFC should also
include “beyond the fenceline” issues, such as
transportation and project-related security issues.

Evaluate distribution of benefits. IFC should
develop?® global comparators for the distribu-
tion of benefits from El-——among investors, gov-
different levels, and
communities. For its projects, IFC should ana-
lyze the distribution and compare it with other
EI projects. At appraisal, IFC should include the
distribution effects in its sensitivity and risk
analysis (e.g., distribution of benefits at differ-
ent levels of output and prices), track actual dis-
tribution during the project life, and aggregate
the data at the country and sector level.

ernments at local

Recommendation 3: Engage the stakeholders

Update policies and guidelines. In consulta-
tion with stakeholders, IFC should continuously
update its environmental and social safeguard

policies, guidelines, and processes in line with
evolving good practice in the industry.?”? The
WBG should use its convening power and the
help of its member governments to promote
their use by governments, industry, and other fin-
anciers. IFC should develop, update, or clarify
policies and guidelines on indigenous peoples
(or “vulnerable people”), safety of dams, natu-
ral habitats (or biodiversity), security and human
rights, HIV/AIDS prevention, mining (closure—
funding and social issues, acid rock drainage,
precious metal mining), and oil and gas (gas flar-
ing, downstream transportation of oil).

Promote disclosure of fiscal revenues from
EI TFC should encourage—and consider requir-
ing—its clients to publish such information.
Where client confidentiality undertakings ini-
tially restrict disclosure, IFC could report results
on an aggregate country, regional, or sectoral
level and participate in initiatives advocating
such disclosure. IFC needs to balance client
confidentiality with its own accountability as a
public institution and the public’s desire to know
more. On balance, increased communication
and transparency are likely to help IFC and its
clients and reduce misconceptions, distrust, and
criticism.

Develop, monitor, and report on sustain-
ability indicators. In consultation with other
stakeholders, IFC should develop and track key
sustainability indicators and consider disclosing
them to demonstrate the economic, social, and
environmental impacts of its EI projects.?’!
Reporting on credible sustainable development
indicators will help overcome the current inabil-
ity to systematically demonstrate results
achieved.

Increase local community participation. This
evaluation found strong evidence that improved
community consultation is in the best long-term
interest of our clients. IFC should make com-
munity development programs with ongoing
consultations the norm for EI projects. Such pro-
grams should start with a participatory assessment
of the community’s situation’’? and long-term
development needs. They should include ongo-
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ing consultations, focus on sustainable solutions
to meet these needs, and prepare communities
for the time after the extractive operations cease.
Good communication is also likely to improve
results, as will listening to people and being
exposed to public scrutiny and challenge.

Improve communications with clients. 1FC
should routinely share best practice among
clients and encourage them to apply it. IFC

should communicate its information needs bet-
ter to its clients; for example, by tailoring report-
ing to their own requirements. Clients very much
appreciated assistance they had received from
IFC staff but were eager for more. IFC should
build on its various initiatives to add value and
further facilitate exchange of ideas among its
clients, by organizing conferences and further
developing toolkits on how to best address envi-
ronmental and social issues, for example.?’?



IFC Net Approvals (US$M, bar)

Calendar

Attachment 1

Following a peak in 1991 ($400 million), IFC
approved investments of about $250 annually
in EIL

The share of EI has declined from over 20 per-
cent in 1991 to around 5 percent in the last
three years.

Approvals were concentrated in oil and gas
(54 percent), gold (14 percent), and copper
(10 percent).

Approvals were concentrated in Latin Amer-
ica (34 percent) and Sub-Saharan Africa (30
percent).

Declining share since 1992
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Approvals were concentrated in countries
with high country risk, much more so than
IFC’s overall approvals; these countries also
predominantly feature poor governance.
IFC’s portfolio in EI (as of June 2002) was $628
million, or 6 percent of IFC’s total portfolio.
Just over 60 percent of the EI portfolio was
in mining, and just under 40 percent was in
oil and gas.

Just over half was loans, just under half was
equity.

Concentrated in oil and gas,
gold and copper

IFC approvals since inception ($4.3 billion)
Oil and
gas
54%

Gold
14%

(auny) sjenoadde s,04] jo abeiusdlad

Copper
10%

8% 3%
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Concentrated in Latin America

Concentrated in countries with and Sub-Saharan Africa
poor investment climates IFC approvals since inception ($4.3 billion)
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Attachment 2

For this study, OEG analyzed a random sample
of IFC projects approved between 1991 and
1996 and evaluated at early operating maturity
between 1996 and 2001. The performance of
these 22 evaluated EI projects was compared
with others evaluated in the same time period,
using IFC’s established evaluation framework
(see www.ifc.org/oeg/xpsrs/xpsrs.html) under
three performance dimensions: development
outcome, IFC’s investment outcome, and IFC’s
effectiveness (Attachment 4B). To validate the
findings, OEG also conducted a desk review of
all EI projects approved since fiscal year 1993
and older projects still in IFC’s portfolio. The
results of these 45 studied EI projects are sum-
marized in Attachments 4C and 4D. OEG also
reviewed IFC’s strategy in the sector, technical
assistance trust fund activities (Attachment 5),
internal documents, and relevant literature.
OEG presented an analysis of IFC’s invest-
ments in the sector in its approach paper for this
study. More information can also be found in the

WBG’s background paper to the EIR. Both are
available online. A brief summary of the analy-
sis is in Attachment 3, and highlights are in
Attachment 1.

Evaluators visited more than a dozen project
sites in six countries to assess development
results and to talk to representatives from indus-
try, government, and civil society (see Box D3).
We surveyed participants at the EIR workshops
about their perceptions: initially, about the most
important sectoral issues, to help guide the eval-
uation (Attachment 6A); then, at the regional
workshops, about the need for, and effort and
success of, IFC and the WBG in the sector
(Attachment 6B). OEG also asked IFC staff to
what extent the WBG was appropriately address-
ing key issues in the sector (Attachment 6C) and
whether coordination in the WBG was ade-
quate. OEG also sought feedback from numer-
ous stakeholders knowledgeable about the
sector, inside and outside the WBG.
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Attachment 3

Approvals. In the 1960s and 1970s, few devel-
oping countries considered private sector devel-
opment of their EI resources. IFC funded its
tirst EI project, a Chilean copper mine, in 1958
and only five EI projects in the subsequent 12
years, three of them in the Chilean copper sec-
tor. As countries loosened control of their nat-
ural resources and permitted private sector
investment, IFC became more active in the sec-
tor. Growth was initially slow. Prior to FY1980,
IFC had approved only 17 projects for US$137
million. Growth then accelerated through 1991,
when IFC’s net approvals reached almost US$400
million. Approvals have, since 1991, fluctuated
at around US$250 million annually, with a sim-
ilar amount funded through the IFC B-loan syn-
dication program. Compared with IFC’s total
approvals, the importance of EI projects declined
substantially from around 15 percent in the
1980s to about 6 percent today. Since 1990, IFC
has approved more than 140 extractive indus-
tries projects, predominantly in Latin American
and Sub-Saharan African countries (about 30
percent each).

Products and funding instruments. IFC’s EI
approvals—about US$3.1 billion from 1990 to the
end of 2002—were particularly concentrated in
oil and gas production and development (61 per-
cent).?* Gold (16 percent) and copper (6 per-
cent) were also important. IFC has provided
loans, equity, quasi-equity, and syndicated invest-
ments (mostly loans) to EI projects. IFC approved
relatively fewer equity investments in EI (12
percent) than in other projects (16 percent)
since 1990. In IFC’s outstanding portfolio, how-
ever, EI had a larger share of equity (34 percent)

Extractive Industries: Declining Importance in IFC since 1991

=
it
5

(au1y) srenoudde s,04] Jo abeyuaaiad

IFC Net Approvals (US$M, bar)
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than other projects (26 percent). IFC has been
successful in attracting participant funding to EI—
participants approved funding for about as much
as IFC approved for its own account.

Fromtier countries. IFC’s overall strategy does
not emphasize EI as a sector. However, it does
emphasize investments in “frontier countries,”
defined as countries with poor country credit rat-
ings.?”> Investments in EI depend on the loca-

Concentrated in oil and gas and gold
IFC approvals 1990-2002 ($3.1 billion)

Oil and gas
61%

Other Mining
4%
Coal Gold
% 16%
Other Metal Copper
5%
° Nickel Iron 6%

3% 3%
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Extractive Industries - Outstanding Portfolio
June 30, 2002
Us$
millions %
Mining Loan o 214 56%
Equity/Quasi-Equity 170 44%
sub-total 384 4%
Change from previous year -6%
Oil and Gas L"af‘ Lo 143 59%
Equity/Quasi-Equity 101 41%
sub-total 245 2%
Change from previous year 5%
N Loan o 357 57%
Equity/Quasi-Equity 271 43%
sub-total 628 6%
Change from previous year -2%
Non-El Loan o 6,511 65%
Equity/Quasi-Equity 3,581 35%
sub-total 10,092 94%
Change from previous year -1%
Grand Total 10,720 100%

tion of the natural resources. IFC’s investments
also depend on where TFC has a role to play.
IFC’s role and contribution in EI projects was sig-
nificantly better (95 percent satisfactory or bet-
ter) than in other projects (79 percent). On
average, IFC’s approvals in EI have been in
countries 10 points riskier (on a scale of 0 to 100)
than IFC'’s average approvals. Thus, operating in
EI allows IFC to invest in risky countries, where
it is often difficult to find other opportunities. For
example, in at least a dozen countries, IFC’s first
approval was in EI,?° and during the past
decade, Sub-Saharan Africa received the largest

Concentrated in Latin America
and Sub-Saharan Africa

IFC approvals 1990 - 2002 (US$3.1 billion)

Southern Europe and

Central Asia
18% Sub-Saharan Africa
31%
South Asia Central and Eastern
3% Europe

6%
East Asia and Pacific
. 5%
Middle East
and North
Africa Latin America &
Caribbean
30%

share of TFC’s EI approvals. In Sub-Saharan
Africa, where foreign direct investment is scarce,
IFC’s extractive industries approvals have
accounted for more than 40 percent of IFC’s total
approvals since 1956. IFC’s outstanding EI port-
folio on June 30, 2002, was concentrated in
Latin America and Sub-Saharan Africa.

More analysis of IFC’s approvals can be found
in the WBG background paper for the EIR
(www.eireview.org) and in OEG’s approach
paper (www.ifc.org/oeg). Further details on
IFC’s EI portfolio performance are included in
the main report and in Attachment 4.



Attachment 4A

This attachment combines all EI projects that
OEG reviewed: evaluated projects (Attachment
4B) using IFC’s established evaluation framework
(www.ifc.org/oeg/xpsrs) and studied projects
(Attachments 4C and 4D) using desk reviews and
the simplified binary evaluation framework

Note that the comparator—IFC average and
non-oil, gas, and mining projects—refers to
projects approved 1991-1996 and evaluated
1996-2001, whereas studied extractive indus-
tries projects include both older and newer
projects.

ANNEX D

(Attachment 4H). Ratings in some cases refer to
multiple investments in the same company.

Development Outcome IFC’s Investment IFC's Effectiveness
Outcome
2 — =
o s =
> £ 2 2c 5
o = @ =3 © .2 =2
5 E3 = = g€ s: %
& g£ 5 3 ER- €2 23 ¢
o 3 g £ = o = 25 == .
8z = 5 22 &
] = @ > © @
= =2 %) =2
Z S o
w (%} (=4
Studied projects
(Various approval years)
Oil and Gas Number rated 23 23 23 17 23 23 16 19 23 23 23 23
Success Rate 0% 61% 78% 94% 65% 65% 50% 58% 8% 57% 83% 87%
Mining Number rated 22 22 22 21 22 22 13 22 22 22 22 22
Success Rate 59% 59% 59% 62% % 68% 46% 3% 3% 64% 86% 91%
AllEl Number rated 45 45 45 38 45 45 29 41 45 45 45 45
Success Rate 64% 60% 69% 6% 1% 67% 48% 66% 76% 60% 84% 89%
Evaluated projects
(Approved 1991-96, Evaluated 1996-2001)
Oil and Gas (12) 67% 50% 83% 100% 58% 58% 25% 80% 92% 50% 92% 100%
Mining (10) 50% 60% 60% 40% 90% 70% 60% 8% 70% 0% 70% 90%
AllEl (22) 59% 55% 3% 1% 3% 64% 44% 9% 82% 59% 82% 95%
IFC Average
(Approved 1991-96, Evaluated 1996-2001)
1996-2001 evaluations (308) Success Rate 60% 44% 58% 65% 2% 54% 28% 3% 62% 55% 60% 80%
..of which: non-El (286) Success Rate 60% 44% 57% 65% 2% 53% 28% 3% 60% 54% 59% 9%
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Attachment 4B

The 22 EI projects were part of a random rep-
resentative sample of 308 IFC projects approved
1991-1996 and evaluated 1996-2001. An evalu-
ated project’s development outcome was rated
as one of the following: highly successful, suc-
cessful, mostly successful, mostly unsuccessful,
unsuccessful, or highly unsuccessful; indicators
were rated excellent, satisfactory, partly satis-
factory, or unsatisfactory. For a simplified pres-
entation, the top half of the rating scale appears
in the table as ‘S’ (satisfactory or better, also
referred to as “positive” in the main text); the bot-
tom half as ‘LS’ (less than satisfactory).

In 2002, OEG updated the evaluation frame-
work to better align it with other IFC initiatives
(e.g., corporate and departmental scorecards, sus-
tainability initiative). The major change was to

reduce the development outcome indicators

from six to four:

e “Economic growth” and “Living standards”
were merged into one indicator—“economic
sustainability”

e “Enabling environment” was merged into
“Private sector development”

OEG’s current evaluation framework is available
at: http://www.ifc.org/oeg/xpsrs/NonfinMarkets/
nonfinmktsinsts.html.

Type: Min = Mining; OG = Oil and gas
Outcomes/indicators: S = Satisfactory or better;
LS = Less than satisfactory NOP = No opinion
possible; N/A = Not applicable, as this opera-
tion featured none
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Country

Bolivia

Brazil

Brazil

Brazil
Brazil

Chile

Chile

Kyrgyz Republic

Meali

Mozambique

Peru

Peru

Tajikistan

Turkey

Venezuela

Zambia

Zimbabwe
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Attachment 4E

Project Name
Comsur

COMSUR (1)

COMSUR I

COMSLRV
Codemin

CODEMINSAII

CODEMINII
MBR

MBR ()

MERLTDP
Para Pigmentos

PARAPIGMENTOS
Samarco

Samarco
Escondida

ESCONDDA COFPRR

Escondida RI
Refimet

REFIMET SMELTER

Refimet (Rev)
QOMILOG Il

COMILOG Il
Bogosu

BOGOSU GALD

BOGOSU (VHRESTR
GAGL

IDUAPREMGOLD

IDUAPREMII

GAGLII

[cieRY

GAGL VRestr
Kumtor

KUMTORGOLD
SOMISY

SOMISY

Somisy Capex

Randgold RI
Sadiola Gold

SADIOLA GOLD
Mozal

MIZAL

Mozal Il
Buenaventura

BUENAVENTURA 1

BUENAVENTLRA Il

BUENAVENTLRAV
Minera Regina

MNERALAREGINA-

Regina Restr I
Yanacocha

YANACOCHA

MAQUI MAQUI

Yanacochalll
Zeravshan

Zeravshan Gold

Nelson Gold

Zeravshan-Jilau

ZeravshanNGC
CayeliBakir

CAYELIBAKIR
Kasese

Kasese Cobalt
Minera Loma

Lomade Niguel

MineraLoma Rl
KM

Kem
Wankie

WANKECOLLERY2

Evaluated (in bold italics) and studied projects

INDUSTRIES AND SUSTAINABLE DEVELOPMENT

Approved amounts may differ from disbursed amounts (US$ millions)
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Jan-97
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Jul-87
Jun93
Jun9l
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Jun97
Dec-94

ang7
ApFOL

Dec-78
Mar-90
May-93

Jun-92

Jun96

AT
20

sneis

Active

g8

Closed
Closed

Closed

Active

Active

Closed

8715 109(01d

555
220
227

98.4
4.0

266.1
3420

1830

448

11432
250

912
6.0

354

6.0
0.0

135
55.4
115
135
135

3350
1226
638
348

2462

13650
10240

100
6.0
1058
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0.0
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538
1210
1270
0.0
147
9.0
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1100

4300
984

3348
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60.0
1400

74.0
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85.0
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79.0
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9.0
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0.0

3.0
480
101
45
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40.0
232
350
23
64.8

1200
250

35

0.6

0.7

52

247

159

1100

75
21

3.0

75.0

246

1245
03

30.0

100

8.9
0.4

350
250

34.0

230

85.0
250

20.0
50

9.0
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0.0

3.0
180
101
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0.5
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232
100

23
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52
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0.3
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8.4
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0.0

30.0

0.0

100

0.0

350

55.0
250

20

0.0

0.0

5.0

120

100

30.0

0.0
0.0

0.0

30.0

16.0

65.0
0.0

0.0

100

JSTILE

0.0
0.0
0.0
3.9
0.4

0.0
0.0

0.0
0.0

150
0.0

0.0
0.0

0.0

0.0
15
0.0
23
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0.0
15
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0.3
0.0

0.0
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0.0
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0.0
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Investment
Investment
Investment

Investment
Rights Issue

Investment
Investment

Investment

Investment

Investment
Rights Issue

Investment
Investment

Investment

Investment
Rescheduling

Investment
Investment
Investment
Investment
Restructuring

Investment
Investment
Investment

Rights Issue

Investment

Investment
Investment

Investment
Rightsssue
Rights Issue

Investment
Restructuring
Investment
Investment
Investment
Investment
Investment
Investment
Investment
Investment
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Nickel
Nickel

Copper
Copper

Copper
Copper

Other Metals

Gold
Gold

Gold
Gold
Gold
Gold
Gold

Gold
Gold
Gold
Gold

Gold

Aluminum
Aluminum
Sier
Siher
Siver
Other Metals
Other Metals

Gold
Gold
Gold

Gold
Gold
Gold
Gold
Copper
Other Metals

Nickel
Nickel

Copper

Coal Mining



Country
Africa Region

Burkina Faso
China

India
Indonesia

Mexico

Peru

Russian Federation

Sierra Leone

Tunisia

Uzbekistan

Unrated projects, reviewed for issues and lessons
Approved amounts may differ from disbursed amounts (US$ millions)

Project Name
MACS

MACS
AEF FasoMine

AEF FasoMine
Daning Coal

Daning Coal
Sarshatali Coal

Sarshatali Coal
Dianlia

Dianlia
Mexcobre

MEXCOBRE SX/EW
Pan American

Pan American

La Colorada

PanAme - La Colora
Quellaveco

QUELLAVECO

QUELLAVECO - RI

Minera QRI
Julietta

Julietta
Bema Gold

Bema Gold
Sierra Rutile

SIERRA RUTILE 1

SIEROMCO

Sierra Restr
Miniere Bougrine

MINIERE BGRN - RI
Amantytau Gold

AMANTAYTAU
GOLD

al

9345
9024
10015
7984
9987
4313
9800
10326
10856
3823
7447
10170
10020
10655
2609
3999
9148

4677

4323

areq [eroiddy

Apr -01
Sep-98
May -01
Feb-99
Feb -01
May -94
Jul-99
Feb-01
Feb-01
Apr -93
Mar -96
Jan-00
Sep-00
Sep-00
Apr -92
Jun-93
May -98

May -94

Mar-94

Active
Active
Active
Active
Closed
Active
Active
Active
Active
Active
Active
Active
Active
Closed
Closed
Closed

Closed

Closed
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Investment
Investment
Investment
Investment
Investment
Investment
Investment
Investment
Investment
Rights Issue
Rights Issue
Investment
Investment
Investment
Investment
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Rights Issue
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Mining Services
Iron
Coal Mining
Coal Mining
Coal Mining
Copper
Silver
Silver
Silver
Copper
Copper
Copper
Gold
Gold
Nickel
Other

Misc. Ores

Zinc

Gold
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Attachment 4F

Country
Albania

Argentina

Azerbaijan

Cameroon

Congo

Coted'Ivoire

Ecuador

Egypt

Guatemala

India
Kazakhstan

Pakistan

Poland

Russian Federation

120

INDUSTRIES AND SUSTAINABLE DEVELOPMENT

Evaluated (in bold italics) and studied projects

Approved amounts may differ from disbursed amounts (US$ millions)

Project Name
Patos Marinza
Patos Marinza
Patos Marinza In
Bridas/PAE
BRIDAS 2
BRIDAS Il
Cadipsa
(SOP) CADIPSA
Capsa Diadema
Diadema Field
Cia.Combustible
CIA. COMBUSTIBLE
Huantraico / Neuquen
Huantraico
HUANTRAICO (Il)
Neuguen
Neuguen BasinRI
Early Oil
Early Oil:Amoco
Early Oil: Exxon
Early Oil:LUKOIl
Early Oil.TPAO
Early Oil:Unocal
Pecten
PECTEN(1)
Pecten Itindi
Pecten - Mokoko
Engen
ENGEN/ENGEN CONG
Cl-11
BLOCKCI-11
BLOCKCI-110IL
BLOCK CI-11-UMIC
Block CI-I-GNR
CHI-Pluspetrol
BlockCI-11/12RI
Block CI-11RI 2
Tripetrol
TRIPETROL EXPLOR
Apache Qarun Concession
MELEIHA OIL EXPL
MELEIHA I
MELEIHA & AGHAR
Meleiha
Phoenix Resource
Apache Qarun
PRC Qarun
Basic
BASIC
BASICII
Triveni
TRIVENI
Akshabulak/Kazgermunai
Akshabulak
MariGas
MARIGASII
PPL
PRL
PPL-SUI LIME
PPL-SUI LIME INC
Amoco Poland
COALBED METHANE
Aminex (Russia/Tunisia)
Aminex: Tunisia
Aminex: Kirtayel
AminexRI
Bitech
Bitech-Silur
Polar
POLAR LIGHTS
Vasyugan
VASYUGAN

al

7429
10885

3078
5093

2979
7418
4067
2764
3262

7182
9537

3815
7621
8498

4981

3251
873
995

2975

5127
7211

1422

3888
7407

2202

7416

655
3911
4907
U7
7610
7624
9623

8902

35632

areq [eroiddy

Mar-98
Jun-01

Jun-92
Jun-95

Oct-92
Jun-96
Dec-93

Oct-91

Jun-92
Mar-96
Jan-99

Jul-98
Jul-98
Jul-98
Jul-98
Jul-98

Feb-94
Feb-97
Mar-98

May-95

Mar-93
Nov-94
May-95
May-95
May-95
Mar-97
May-98

Jul-92
Jun-86
Sep-87
Jun-92
Oct-95
Oct-95
Oct-95

Jun-94
Jul-96

Dec-90
Mar-96
Dec-91
Nov-82
Jun-94
Oct-94
Mar-94
Oct-96
Oct-96
Oct-96
Mar-99
Mar-99
Jun-93

Jun-93

Closed

Active

Closed

Active
Active
Active
Active

Active
Active
Active
Active
Active

Active
Active
Active

Closed
Active
Active
Closed
Closed
Closed

Active
Active

Closed
Active
Active
Active
Closed
Closed
Closed

Closed
Closed

Closed
Active
Closed
Active
Active
Active
Closed
Closed
Active
Active
Closed

Closed

Closed

2215 109(01d

2752
1975

2380
221.3

83.0

70.0

2516

60.0

180.4

186.0
5.0

650.0
305.4
382.7
259.8
384.7

135.0
115.0
265.0

99.8
45.5
66.0
45.0
25.0
25.0
5.0
5.0
32.0
180.0
36.0
36.4
10.0
51.6
93.3

33.0
73.0

20.6
266.9
47.9
176.6
72.5
20
86.5
72
85.2
11
65.0

340.0

37.1

§S019 DI

108.5
130.0
70.0
40.0
60.0
80.0
17.0
60.0
26.4
50
65.7
30.9
38.6
26.1
38.8
105.0
95.0
265.0
91.4
11.4
27.3
35.0
175
5.0
5.0
10.0
79.5
13.0
10.0
27.5
55.0

20.0
25.8

65.7
195
163.4

521
2.0

31
20.1
0.1
25.0
60.0

11.5

19N 04l

58.5
10.0

50.0
30.0

20.0
20.0
400
17.0
25.0
26.4
50
328
15.4
193
130
194
40.0
200
75.0
464
114
27.3
15.0
75
50
50
100
495
130
100
125
25.0

140
138

0.6
65.7
195
17.0

311
0.0

31
20.1
0.1
25.0
60.0

11.5

ueoq

30.0

35.0

20.0

10.0

15.0

25.0

32.8
154
19.3
13.0
19.4

40.0
20.0
75.0

15.0

6.0

30.0
0.0
0.0

0.0
125
25.0

10.0
12.0

195
155

311
0.0

0.0
17.0
0.0
175

60.0

Aunb3

28.5
0.0
10.0
5.0
0.0
15.0
17.0
10.0

26.4
5.0

0.0
195
13.0
10.0
0.0
0.0

4.0
18

0.0
16

0.0
0.0

0.0

0.0

Anba-1sen)

0.0
0.0

15.0
0.0

5.0

5.0

0.0

0.0
0.0
0.0
0.0

0.0
0.0
0.0
0.0
0.0

4.0
0.0
0.0
0.0
0.0
0.0
0.0

0.0
0.0

65.6
0.0
0.0

0.0
0.0

0.0
0.0
0.0
0.0

0.0

13y10

0.0
0.0

0.0
0.0

0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0

0.0
0.0

0.0
0.0
0.0
0.0
0.0
0.0
0.0

0.0
0.0

0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0

0.0

syuedioned

80.0
40.0

20.0
40.0
40.0
0.0
35.0
0.0
0.0
32.8
154
19.3
13.0
19.4

65.0

0.0
30.0
0.0
0.0
0.0
15.0
30.0

6.0
12.0

0.0
0.0
0.0
146.4
21.0
20
0.0
0.0
0.0
0.0
0.0
0.0

0.0

adA 108l01d

Investment
Investment

Investment
Investment

Restructuring
Investment
Restructuring

Restructuring
Investment
Investment

Rights Issue

Investment
Investment
Investment
Investment
Investment

Investment
Investment
Investment

Investment
Investment
Investment
Investment
Investment
Investment
Rights Issue
Rights Issue
Investment
Investment
Investment
Investment
Investment
Investment
Investment

Investment
Investment

Investment
Investment
Investment
Investment
Investment
Investment
Investment
Investment
Investment
Rights Issue
Investment

Investment

Investment
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0 & G Production
0 & G Production

0 & G Production
0 & G Production

0 & G Production

0 & G Production

0 & G Production

0 & G Production
0 & G Production
0 & G Production
0 & G Production

0 & G Production
0 & G Production
0 & G Production
0 & G Production
0 & G Production

0 & G Production
0 & G Production
0 & G Production

0 & G Production
0 & G Production
0 & G Production
0 & G Production
0 & G Production
0 & G Production
0 & G Production
0 & G Production
0 & G Production
0 & G Production
0 & G Production
0 & G Production
0 & G Production
0 & G Production
0 & G Production

0 & G Production
0 & G Production

Qilfield Services
0 & G Production
0 & G Production
0 & G Production
0 & G Production
0 & G Production
0 & G Production
0 & G Production
0 & G Production
0 & G Production
0 & G Production

0 & G Production

0 & G Production



ANNEX D

Unrated projects, reviewed for issues and lessons
Approved amounts may differ from disbursed amounts (US$ millions)

g
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) _ g g e g =z 5 € € 3 3 = g S
Country Project Name [S] T & @ a =1 ] Z Z el @ @ < g
Africa Region SAPTFF
SAPT FF 10145 Jun-00  Active 200 80 800 - 80.0 Investment A -2 Trade Finance
Bangladesh Jalalabad Il
Jalalabad Il 9354 Mar-00  Active 163 70 400 300 - 100 - 30.0 Investment A 0&G Production
Cameroon Chad0il -COTCO
Chad0il-COTCO 11124 Jun-00  Active - - - - - - - - Investment A 0&G Production
Chad Chadoil
Chad0il 4338 Jun-00  Active 3274 400 10 100.0 - - - 30 Investment A 0&G Production
ChadQil -TOTCO 11125 Jun-00  Active - - - - - - - Investment A 0&G Production
Colombia Harken
Harken 9484 Jun-99  Closed 158 55 300 200 - 10.0 - 250 Investment B 0&G Production
Kazakhstan Sazankurak
Sazankurak 10056 Jun-00  Active 45 20 200 150 - 5.0 - - Investment B 0&G Production
Kazakhstan FlOC
FloC 10411 Jun-00  Active - 0 0.0 - 0.0 - - - Investment B 0&G Production
Nigeria Delta Contractor
Delta Contractor 10683  Jun-01  Active 30 15 150 150 - - - - Investment  F -2 Finance Companies
Pakistan Lasmo Paki stan
Lasmo Pakistan 10408 Jun-01  Active 120 40 40.0 400 - - - - Investment B 0&G Production
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Attachment 4G

Country Project Name Reason
Mining Africa Region MACS No disbursement yet.

Burkina Faso AEF FasoMine No disbursement yet.

China Daning Coal No disbursement yet.

India Sarshatali Coal No disbursement yet.

Indonesia Dianlia No disbursement yet.

Mexico Mexcobre Exited, loan prepaid in 1996.

Mexico La Colorada Too early to evaluate. The Russian project did not
proceed; Mexican project in early start-up.

Peru Quellaveco No commercial activity.

Russian Federation Julietta Gold / OMGC ~ Too early to evaluate; commenced operations in
late 2000.

Russian Federation Bema Gold Too early to evaluate; disbursed in late 2001.

Sierra Leone Sierra Rutile Original project ceased operations due to civil war.
Expansion not yet disbursed.

Tunisia Miniere Bougrine Project closed; no information available.

Uzbekistan Amantaytau Exited original project,—a feasibility study—was
closed. Follow-on project was dropped.

Oil and Gas Africa Region SAPTFF No disbursement yet.

Bangladesh Jalalabad No disbursement yet.

Chad/Cameroon Chadoil Too early to evaluate; no first oil yet

Colombia Harken Exited; no current information available.

Kazakhstan FIOC Sazankurak Too early to evaluate; dishursed in late 2001.

Nigeria Niger Delta No dishursement yet.

Pakistan Lasmo No disbursement yet.

The companies and projects above were reviewed by OEG. They were considered inappropriate for rating purposes (i.e., too early, cancelled, insufficient informa-

tion, etc.). They did provide valuable issues and lessons that have been used in this report.



Attachment 4H

|. Development Outcome Rating

The development outcome rating is a bottom-

line, synthesis assessment of the operation’s

results, based on the following four development
indicators:

* Project Business Success considers the
narrow objectives supported by IFC’s financ-
ing. The best measure of a project’s business
success is its FRR. Lacking the data to calcu-
late an FRR, we based this rating on assess-
ments of the inputs to an FRR—capital
expenditures, cost overruns, capacity utiliza-
tion, sales volumes, pricing, revenues, mar-
gins, profits, taxes, subsidies, and so forth.
— Rates satisfactory when the inputs to an
FRR suggest a satisfactory FRR.

* Economic Sustainability considers the pro-
ject’s net economic benefits to all members of
society, which is best measured by an ERR.
Lacking the data to calculate an ERR, we based
this rating on assessments of the inputs to an
ERR—the social benefits and costs, including
taxes paid, benefits to suppliers, effects on com-
petitors, consumer surplus, effects on input and
output markets, and how competitive prices
and quantities are determined in relevant mar-
kets. It also should capture non-quantified ben-
efits. In particular, whether the project had a
direct impact—positive or negative—on the
poor or on living standards in the local com-
munity.
— Rates satisfactory when the net eco-
nomic benefits are positive and near expec-
tations and, in marginal cases, where a project
also has a demonstrably positive effect on
society in the host country.

e Project’s Environmental Effects are based
on the project’s compliance with WBG envi-
ronmental requirements.

—  Rates satisfactory if the project is—and

was over its lifetime—in material compliance
with either IFC’s current or at-approval
requirements.

e Private Sector Development considers, as
relevant, the upstream and downstream linkages
to private firms, new technology, management
skills and training, degree of local entrepre-
neurship and competition, demonstration effects,
enhanced private ownership, capital markets
development, and business practices as positive
corporate role models. Tt also includes regula-
tory improvements, such as changes in govern-
ment policy and legal, tax, and accounting
frameworks and possibly project-related technical
assistance or project activities that have changed
the enabling environment to create conditions
conducive to the flow of private capital, domes-
tic and foreign, into productive investment.

— Rates satisfactory when the project pro-

vides distinctly positive net contributions.

Il. IFC Investment Outcome

—  Rates satisfactory when no loss reserves
exist, loans are not in arrears, equity invest-
ments achieve a 5 percent real return, any
loan rescheduling still provides the full mar-
gin originally expected, and any loan pre-
payment provides greater than 65 percent of
the originally expected loan income.

[1l. IFC’s Effectiveness

* Screening, Appraisal, and Structuring
— Rates satisfactory if it met IFC’s proce-
dures and good practice standards.

* Supervision and Administration
—  Rates satisfactory if IFC was sufficiently
informed to react in a timely manner to any
material change in the project’s and com-
pany’s performance.

ANNEX D
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* Role and Contribution e IFC’s Effectiveness (Synthesis) Rating
— Rates satisfactory if IFC’s role and con- — Rates satisfactory if IFC’s performance
tribution were in line with its operating prin- was up to a high professional standard.
ciples.
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Attachment 5

Trust Funds: IFC Donor-Supported TA Pro-
grams, through IFC’s Trust Fund Unit, has
approved TA of US$3.5 million for 22 EI proj-
ects since 1994. The majority (84 percent) of the
funding was approved in the last three years and
has increasingly supported sustainable devel-
opment initiatives. Examples include funding for
a conference to improve the investment cli-
mate for sustainable mining (China), support to
bring a coal company into environmental and
social compliance (Russia), dissemination of
examples of successful approaches to HIV/AIDS
prevention (global), and a range of programs
for a gold and copper mining investment (Laos).
In 2002, oil- and gas-related projects were
approved to support an investment forum in

Mongolia and privatization assistance in Mozam-
bique. EI project approvals reached 12 percent
of total approvals in 2002 but have accounted
for only 3 percent of total approvals since 1994.
It is likely, as EI projects include more social and
environmental development, that demand for
the Technical Assistance Trust Fund to support
EI projects will grow. Because Project Com-
pletion Reports were generally not completed
on the above projects, OEG did a desk review
and some one-on-one consultations to better
understand project results. Overall, the proj-
ects have been broadly successful, but based on
the information received, OEG was unable to
assign project ratings.

Amount Average
Year US$ % Projects % US$ Country Region
1994 100,000 3 1 5 100,000 Brazil
1995 225,000 7 1 5 225,000 Kazakhstan
1996 115,000 3 T2 9 57,500  Albania, Tajikistan
1997 43,460 1 1 5 43,460 Mongolia (2)
1998 — 0 0 0 —
1999 60,000 2 1 5 60,000  Africa Region
2000 318,000 9 3 14 106,000 Tajikistan, Albania, Kyrgyz Republic
2001 800,000 23 5 23 160,000 China (2), Kazakhstan, World Region/Global, Zambia, Lao
People’s Democratic Republic
2002 1,795,400 52 8 36 224,425 Mongolia, Mozambique (2), Lao People’s Demacratic
Republic (2), World Region/Global, China (2) Russia
3,456,860 100 22 100 157,130
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Attachment 6 A

More than 50 stakeholders participated in the EIR

Planning Workshop in Brussels (28-30 Octo-

ber, 2001): government entities (9), the private

sector (15), nongovernmental organizations (21),

and the World Bank Group (8). Over the course

of the workshop, OED/OEG asked participants
to rank the evaluative questions suggested in the
approach paper by importance.

About half of the participants responded. The
questions, and the final rankings based on the
votes cast, are shown below:

1. Distribution of costs and benefits was
ranked first overall and first or second by each
group.

2. Environmental and social effects, includ-
ing effects on local communities, indigenous

peoples, biodiversity, and potential human
rights abuses, were ranked second overall and
among the top six questions by each group
of respondents.

. Appropriate mitigation mechanisms for

environmental and social effects through-
out the project cycle was ranked third, with
some differences of opinion by the respon-
dents.

. The WBG’s role in improving develop-

ment impacts and minimizing risks was
ranked fourth overall, with roughly equal
importance across all groups.

. Compliance with the WBG’s safeguard

policies was ranked fifth, with wider varia-
tion among the respondents.

EVALUATIVE QUESTIONS
Rank
(pecmntage
of votes)
1. Project Context and Economic Effects
1.1 What was the share of El of export earnings, GDP, and government revenues in the respective country of WBG
operation? 22
1.2 To what extent has there been an association between EI's share of GDP and the country’s economic growth
and income distribution? 12 (3%)
1.3 To what extent were the project’s objectives consistent with the country’s current development priorities? 6 (6%)
1.4 What were the net benefits generated by a specific WBG investment operation? 11 (3%)
15  How are benefits and costs distributed among central government, local government, local communities, and
private shareholders? Is the distribution perceived to be fair by different stakeholder groups? Are there
conflict resolution mechanisms in place, and, if so, have they worked? Are there lessons to be learned about
the consequences of different types of distributions? 1 (13%)

1.6  Did the operation have impacts on private sector development in the host country beyond the operation itself
(e.g., demonstration effects, linkages, infrastructure development, etc.)? 17
1.7 Areroyalties effectively channeled for developmental purposes? Are independent arrangements for auditing,

monitoring, and evaluation in place?

2. Environmental and Social Effects

9 (5%)

2.1 What have been the environmental and social effects — positive and negative — of WBG activities in the

sector? In particular, what were the effects on biodiversity, local communities (including indigenous peoples)?

Have there been human rights abuses associated with WBG projects? 2 (11%)
2.2 Have WBG operations complied with relevant safeguard policies and adequate labor safety standards? How

adequate are the measures taken to mitigate the most important negative environmental and social aspects,

such as involuntary resettlement? How do WBG safeguard policies compare with local requirements? 5 (7%)
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2.3 Have expected environmental and social effects at each stage of the project cycle (construction, operation,

closure and restoration) been adequately assessed and addressed at appraisal (e.g., through environmental

assessments, public consultations, and project design and implementation arrangements)? 17
2.4 Have actual effects been adequately monitored during supervision? 20
2.5  Have appropriate mechanisms been put in place to handle environmental and social effects throughout the

life cycle of oil, gas and mining operations (e.g., for compensation to adversely affected communities and

for mine or field closure even beyond WBG involvement)? 3(9%)
2.6  Was the operation affected by — or did it even contribute to — civil war? 26
3. Governance and Transparency
3.1  Did the operation contribute to capacity-building at the government (central or local), corporate, or voluntary

agency level? 7 (6%)
3.2 Did corruption increase or decrease over the life of the project? Is this change attributable to the project? 17
3.3 Did the operation improve the framework for property rights in El (e.g., is it clear who owns the resource

and is it possible to transfer the rights)? 21
3.4 Were exploration and development rights awarded in a fair and transparent manner? 15
3.5  Disclosure: Were the benefits from development of the resource, and their distribution, disclosed? Was the

use of the generated benefits transparently disclosed? What are the issues related to public disclosure? 8 (5%)
4. Role of the World Bank Group
4.1  Was WBG financing necessary for a particular project or activity to proceed? 12 (3%)
4.2 Did the WBG help improve the development impacts and minimize the risk associated with oil, gas, and

mining activities? How and to what extent did the WBG affect the impacts from the point of view of

government (central and local), civil society, and the companies? In particular, has the WBG helped improve

positive environmental and social aspects and reduced potential negative aspects in the operations it

supported? Has the WBG helped the country address macroeconomic consequences resulting from the

volatility of commodities markets? 4 (1%)
4.3a  Did the WBG help improve the efficiency of the oil, gas, and mining sector and the investment climate

in the sector, ... 15
4.3b ... and has this resulted in subsequent private investment without WBG support? 24
4.4 Did the WBG contribute to improved governance and increased transparency in the sector? 10 (4%)
45  Did the WBG assess whether the economic benefits from El, which are retained in the host economy,

are adequate compared with the value of the resources and, if so, how? 12 (3%)
4.6  Did the WBG address and influence the distribution of benefits and costs? Can one establish what impact

this had on poverty reduction? 24
4.7 Has there been a trade-off between IFC profitability and development outcomes achieved in these sectors? 23
CONTACTS:

Andres Liebenthal, Operations Evaluation Department

World Bank International Finance Corporation

Phone/Fax: 1 (202) 458-2507 / 1 (202) 522-3123

Phone/Fax: 1 (202) 458-0768 / 1 (202) 974-4302

e-mail: aliebenthal@worldbank.org e-mail: rmichelitsch@ifc.org

Roland Michelitsch, Operations Evaluation Group



Attachment 6B

The survey was conducted at the various EIR
Regional Workshops. To date, the Latin Amer-
ica and the Caribbean, Eastern Europe and Cen-
tral Asia, and Africa Workshops have been held
in Rio de Janeiro, Brazil (April 15-19, 2002);
Budapest, Hungary (June 18-22, 2002); and
Maputo, Mozambique (January 13-17, 2003),
respectively. Feedback from the Asia Workshop
(March 2003) was not received in time to be

included in this report. The purpose of the
regional workshops is to engage the various
regional stakeholders in the EIR. OED/OEG
asked the participants to provide their impres-
sions on the need, effort, and success of World
Bank and IFC involvement in the EI in the
region. The response rate for the survey was
about 26 percent, as indicated in the table below.

ANNEX D

TABLE 1. STAKEHOLDER SURVEY: RESPONDENT PROFILE

Venue
% of all
Respondent Category Rio Budapest Maputo Total Respondents
Local NGO 3 5 3 11 14
Global NGO 6 8 11
Industry 3 8 5 16 21
Government 11 1 19 31 41
World Bank Group 2 0 1 3 4
Other 4 2 9
No. of Respondents 21 24 31 76 100
No. of Workshop Participants 85 80 127 292
% of Respondents
to Participants 25 30 24 26

Responses pertaining to IFC Perception Survey Results - All Workshops by Participant Type
QUESTIONS AIINGO Industry Government WBG Other Total
Responses primarily based on:
(1) General knowledge of WBG activities 12 13 22 1 5 58
(2) Specific knowledge of one or more IFC projects 6 2 0 2 16
(3) Specific knowledge of one or more IDA or IBRD projects 12 1 12 2 4 35
9%+ # Y%t ) %+ 4 9%+ Yt 9%+ #
1. EXTRACTIVE INDUSTRIES DEVELOPMENT
Need 67% 15 87% 15 76% 21 100% 50% 75% 59
Effort 21% 14 64% 14 56% 18 100% 33% 48% 54
Success 14% 14 4% 15 2% 19 50% 0% 3% 55
2. DISTRIBUTION OF PUBLIC REVENUES
Need 80% 15 67% 15 82% 17 100% 60% 6% 55
Effort 1% 12 33% 12 41% 17 67% 25% 33% 48
Success 0% 10 21% 11 38% 13 33% 0% 21% 42
3. SUSTAINABLE DEVELOPMENT
Need 86% 14 1% 14 74% 19 100% 80% 8% 55
Effort 8% 12 36% 1 50% 18 67% 60% 39% 49
Success 0% 12 13% 8 4% 16 33% 25% 23% 3
4. ENVIRONMENTAL IMPACTS
88% 17 93% 14 90% 21 100% 80% 90% 60
Effort 38% 13 83% 7 50% 20 67% 80% 58% 53
Success 15% 13 58% 7] 53% 19 67% 40% 44% 52
5. SOCIAL IMPACTS
Need 88% 17 86% 14 86% 21 100% 60% 85% 60
Effort 14% 14 60% 10 55% 20 33% 60% 44% 52
Success 9% 15 44% 9 50% 16 33% 40% 3% 48
6. GOVERNANCE AND TRANSPARENCY
94% 17 86% 14 68% 19 100% 80% 83% 58
Effort 21% 14 64% 1 44% 18 33% 33% 1% 49
Success 8% 13 229 9 4% 18 33% 0% 2% ]
7. INVESTMENT CLIMATE AND ECONOMIC LINKAGES
1% 14 100% 12 83% 18 100% 80% 85% 52
Effort 30% 10 82% 1 61% 18 100% 67% 62% 45
Success 2% 9 33% 9 40% 15 100% 33% 38% 39

Response s greater than 60%
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Perception Survey Results - By Workshop

QUESTIONS Rio de Janeiro Budapest Mozambique Total
Responses primarily based on:
(1) General knowledge of WBG activities 13 20 25 58
(2) Specific knowledge of one or more IFC projects 2 13 1 16
(3) Specific knowledge of one or more IDA or IBRD projects 12 13 10 35
%+ # %+ # %+ # %+
1. EXTRACTIVE INDUSTRIES DEVELOPMENT
Need 4% 19 68% 19 81% 21 5% 59
Effort 60% 15 53% 19 35% 20 48% 54
Success 69% 16 32% 19 5% 20 33% 55
2. DISTRIBUTION OF PUBLIC REVENUES
Need 87% 15 67% 21 79% 19 76% 55
Effort 33% 12 24% 17 42% 19 33% 48
Success 33% 9 13% 16 24% 17 21% 42
3. SUSTAINABLE DEVELOPMENT
Need 88% 16 79% 19 70% 20 78% 55
Effort 67% 12 29% 17 30% 20 39% 49
Success 45% 11 13% 15 18% 17 23% 43
4, ENVIRONMENTAL IMPACTS
Need 94% 18 80% 20 95% 22 90% 60
Effort 62% 13 67% 18 50% 22 58% 53
Success 57% 14 53% 17 29% 21 44% 52
5. SOCIAL IMPACTS
Need 95% 19 75% 20 86% 21 85% 60
Effort 46% 13 31% 16 52% 23 44% 52
Success 46% 13 25% 16 32% 19 33% 48
6. GOVERNANCE AND TRANSPARENCY
Need 78% 18 80% 20 90% 20 83% 58
Effort 47% 15 44% 16 33% 18 41% 49
Success 46% 13 19% 16 17% 18 26% 47
7. INVESTMENT CLIMATE AND ECONOMIC LINKAGES
Need 100% 16 71% 17 84% 19 85% 52
Effort 73% 15 64% 14 50% 16 62% 45
Success 62% 13 38% 13 15% 13 38% 39

Response is greater than 60%




Attachment 6C

The survey of WBG staff included 66 questions
and room for comments. The questions were
designed to get the views of staff on the rela-
tive importance of issues for EI-dependent coun-
tries and to determine if they feel that the WBG
addresses them adequately.

e Revenue Generation—generating higher
fiscal revenues from EI production activities

e Revenue Distribution—fair allocation of
fiscal revenues among central/federal gov-
ernments, subnational (provincial/district/
municipal) governments, and local commu-
nities (villages, indigenous)

e Revenue Utilization—allocation of fiscal
revenues from EI for developmental priori-
ties

e Mitigating Negative Environmental
Impacts—ftrom past EI activities or new
ones

e Mitigating Negative Social Impacts—{rom
past EI activities or new ones

e Capacity-Building for EI Sector Man-
agement—including policy/legal/techni-
cal/business issues

e Improving the Investment Climate—
legal/regulatory framework, property rights

o Improving Transparency and Gover-
nance—more public disclosure, less rent-
seeking

The survey also asked staff to provide views
on the level of coordination among IFC, MIGA,
and the World Bank; on risk aversion toward
EI; and on the constraints on the WBG’s
involvement in EI. Questionnaires were sent
out by e-mail, and respondents were given
about a month, until February 24, 2003, to
respond. The 66 persons (69 percent) who
responded have, on average, worked for WBG
for about eight years (10 years for World Bank
respondents and about 6 years for IFC and
MIGA) and indicated familiarity with 48 EI-
dependent countries.

JOINT OPERATIONS EVALUATION DEPARTMENT/GROUP/UNIT
STAFF SURVEY RESULTS

IFC Staff

IBRD Staff MIGA Staff Total

Questions Positive High Total

Positive High  Total Positive High  Total Positive High  Total

1. Importance

Revenue Generation 86% 62% 29
Revenue Distribution 86% 54% 28
Revenue Utilization 83% 59% 29
Mitigating Negative Environmental

Impacts 86% 41% 29

Mitigating Negative Social Impacts 86% 45% 29
Capacity-Building for El Sector

Management 83% 38% 29
Improving the Investment Climate 93% 54% 28
Improving Transparency

and Governance 93% 57% 28

87% 83% 23 90% 70% 10 8% 71% 62
7% 55% 22 88% 50% 8 83% 53% 58
83% 57% 23 89% 67% 9 84% 59% 61

7% 32% 22 100% 67% 9 85% 42% 60
78% 39% 23 89% 56% 9 84% 44% 61

87% 39% 23 89% 56% 9 85% 41% 61
88% 63% 24 90% 30% 10 90% 53% 62

88% 71% 24 90% 30% 10 90% 58% 62
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2. CAS—adequately addresses El issues

Revenue Generation 86%
Revenue Distribution 60%
Revenue Utilization 65%

Mitigating Negative Environmental

Impacts 7%
Mitigating Negative Social Impacts 76%
Capacity-Building for

El Sector Management 68%
Improving the Investment Climate 86%
Improving Transparency

and Governance 80%

14%
20%
20%

27%
24%

11%
32%

25%

21
20
20

22
21

19
22

20

78% 35%
50% 20%
71% 38%

80% 20%
76% 29%

76% 0%
91% 27%

70% 35%

3. El projects/operations—adequately addresses El issues

Revenue Generation 92%
Revenue Distribution 46%
Revenue Utilization 54%
Mitigating Negative Environmental

Impacts 100%

Mitigating Negative Social Impacts 96%
Capacity-Building for

El Sector Management 83%
Improving the Investment Climate 67%
Improving Transparency

and Governance 54%

4. Interventions outside the El sector—adequately addresses El issues

Revenue Generation 69%
Revenue Distribution 63%
Revenue Utilization 47%

Mitigating Negative

Environmental Impacts 89%
Mitigating Negative Social Impacts 88%
Capacity-Building for

El Sector Management 67%
Improving the Investment Climate 65%
Improving Transparency

and Governance 76%

36%
8%
13%

62%
54%

26%
21%

8%

25%

0%

0%

33%
29%

0%
12%

6%

25
26
24

29
28

23
24

26

16

16

15

18
17

15
17

17

88% 35%
56% 19%
67% 28%

89% 50%
78% 44%

88% 44%
82% 35%

80% 35%

74% 32%

39% 17%

42% 16%

63% 26%
41% 12%

50% 6%
89% 39%

60% 20%

5. Non-lending interventions—adequately addresses El issues

Revenue Generation 75%
Revenue Distribution 60%
Revenue Utilization 60%

Mitigating Negative Environmental

Impacts 84%
Mitigating Negative Social Impacts 84%
Capacity-Building for

El Sector Management 95%
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6%
13%
20%

32%
32%

15%

16
15
15

19
19

20

67% 29%
50% 30%
65% 25%

43% 22%
50% 21%

55% 18%

23
20
21

20
21

21
22

23

17

16

18

18
18

16
17

20

19

18

19

19
17

18
18

20

21

20

20

23
24

22

100%
80%
80%

80%
60%

80%
80%

100%

100%

78%

78%

100%
88%

89%
90%

56%

86%

100%

86%

100%
75%

75%
100%

89%

75%

100%

75%

100%
100%

83%

40%
40%
20%

60%
60%

0%
20%

60%

78%

22%

0%

67%
13%

33%
30%

11%

57%

14%

29%

44%
38%

13%
0%

0%

0%

0%

0%

0%
25%

33%

10

84%
58%
70%

79%
74%

73%
88%

7%

92%

55%

63%

96%
89%

85%
76%

64%

74%

59%

51%

80%
67%

61%
82%

72%

71%

59%

64%

65%
68%

75%

21%
22%
28%

28%
30%

4%
29%

33%

43%

14%

16%

59%
44%

33%
21%

18%

33%

10%

12%

33%
24%

5%
20%

11%

17%

21%

21%

24%
26%

19%

49
45
46

47
47

45
49

48

51

51

51

56
54

48
51

55

42

41

41

46
42

41
44

46

41

39

39

46
47

48



Improving the Investment Climate 94%
Improving Transparency

and Governance 68%

6. Coordination across WBG is adequate

48%

7. The Global Product Group for Oil, Gas, and Mining has helped to improve the following:

Coordination between IFC and

6%

16%

46%

18

19

25

7%

68%

52%

36%

41%

13%

22

22

23

83%

80%

100%

33%

0%

50%

0%

0%

0%

0%
0%
0%

50%
40%
0%
25%

WB on sectoral issues 88% 46% 24 T71% 29% 14 88%
Strategic integration of sectoral

and macro interventions 58% 11% 19 58% 8% 12 100%
Quality of sectoral ESW and

non-lending interventions 55% 0% 11 67% 8% 12 100%
Sectoral knowledge-sharing

across regions 90% 40% 20 67% 25% 12 83%
Overall quality of service to clients 76% 19% 21 67% 0% 12 80%
Other 100% 100% 1 67% 0% 3 100%
8. WBG avoided good projects in El due to safeguards concerns from the following:
WBG management 86% 14% 14 86% 21% 14 100%
WBG task managers 70% 0% 10 38% 23% 13 60%
Client country government 30% 20% 10 29% 14% 14 0%
El public agencies/enterprises 56% 11% 9 21% 7% 14 7%
Private investors 54% 15% 13 29% 7% 14 40%

9. Factors that constrain WBG’s ability to assist client countries in enhancing El’s contribution to sustainable

development:
Inadequate linkage between

El sector activities and

sustainable development 42%
Inadequate availability of staff

with appropriate skills 32%
Pressure for rapid processing of

credits/funding/guarantees 38%
Inadequate level of support from

the Bank’s Country Department/

Country Management Unit 52%
Inadequate level of support from

the Global Product Group

for Oil, Gas, and Mining 8%
Inadequate level of support from
the client government 63%

Inadequate level of support from

project implementor (sectoral

agency or private sponsor) 24%
Other 100%

4%

0%

5%

10%

4%

17%

0%
0%

24

25

21

21

24

24

21

50%

59%

38%

55%

33%

38%

25%
100%

23%

27%

24%

20%

20%

19%

6%
100%

22

22

21

20

15

21

16

56%

22%

44%

29%

0%

17%

50%
100%

20%

0%

0%

22%

0%

0%

0%

13%
100%

o

6
5
5
4

5

85%

70%

57%

83%

66%

67%

82%

74%

80%

88%

54%

24%

41%
41%

47%

41%

39%

50%

16%

47%

29%
100%

24%

26%

18%

33%

8%

4%

29%

11%

20%

24%

18%

14%

11%
13%

11%

11%

16%

13%

9%

16%

4%
50%

46

46

56

46

38

27

38

38

34
28
29
27
32

55

56

51

48

45

51

45

ANNEX D

133



EXTRACTIVE INDUSTRIES AND SUSTAINABLE DEVELOPMENT

134

Rating Scale—Question 1:
1= Not at all Important

2 = Moderately Important

3 = Important

4 = Highly Important

High = % responding 4. Positive = % responding 3 or 4

Rating Scale—Questions 2-9:
1 = Strongly disagree

2 = Disagree

3=Agree

4 = Strongly agree

High = % responding 4. Positive = % responding 3 or 4

TABLE 2. STAFF SURVEY: RESPONDENT PROFILE

Italics = Response is less than 40%

Bold = Response is less than 60% and 40% or more

Organization

% of all
World Bank IFC MIGA Total Respondents
Task Managers 12 12 18
Investment Officers 24 24 36
Regional Economists 14 6 20 30
Underwriters 1 5 8
Other 4 5 89
Number of Respondents 26 30 10 66 100
Number of surveys
distributed 51 33 12 96
Response rate (%) 51% 91% 83% 69%




Attachment 7

Source: http://www.ifc.org/enviro

The following social and environmental safe-
guards policies apply to extractive industries
projects, as appropriate:

Environmental Safeguards Policies:

e OP 4.01 Environmental Assessment—October
1998

e OP 4.04 Natural Habitats—November 1998

e OP 4.36 Forestry—November 1998

e OP 4.37 Dam Safety—September 1996 (IFC
now reportedly uses a 1999 draft policy, but
it is not in the public domain)

e OP 7.50 International Waterways—November
1998

e OP 7.60 Disputed Territories—]June 2001

Social Safeguards Policies:

e OD 4.20 Indigenous Peoples—September
1991

e OD 4.30 Involuntary Resettlement—June 1990

e OPN 11.03 Cultural Property—September
1986

e [FC’s Statement on Child and Forced Labor—
March 1998

OP 7.60, OD 4.20, OD 4.30, and OPN 11.03
remain as World Bank policies, while the oth-
ers have been modified and updated to better
correspond with the IFC business model.

Guidelines contained in the PPAH or updated

http://www.ifc.org/enviro/enviro/pollution/

guidelines.htm:

e General Environmental Guidelines (1993 and
1998)

e General Health and Safety Guidelines (1998)

e Base Metal and Iron Ore Mining (1998)

e Coal Mining and Production (1998)

e Oil and Gas Development—Onshore (1998)

e Oil and Gas Development—Offshore (2000)

e Mining and Milling—Underground (1995)

e Mining and Milling—Open Pit (1995)

e Hazardous Materials Management Guidelines
(200D

The PPAH also includes other guidelines on
environmental management, fire safety, waste
minimization, pollution prevention, air pollution
control and wastewater management, cleaner
production, risk assessment, trans-boundary
issues (GHG), and pollution management of
various chemicals—all of which may also be rel-
evant in a specific project. A “precious metals”
guideline is still pending.

IFC has specific requirements for Public Dis-
closure and Public Consultation, depending
upon the categorization of the project.?””
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Attachment 8

Consultation could be defined as a wider con-
tinuous process of participation of all stake-
holders in the decisions throughout the
formulation and execution of a project leading
to a sustainable development for the population
in the area. Consultation, formally, is part of the
environmental impact assessment of the project.
In practice, it is a tool for managing two-way
communication between the developer and the
public, in general, and the local community, in
particular.

Consultation should be understood as a means
to achieve certain goals and not as a goal in itself.
Its basic purpose is to improve decisionmaking
and build understanding by actively involving
individuals and organizations with a stake in the
project. This involvement will increase the pro-
ject’s long-term viability and will enhance its ben-
efits to 10 ally-impacted people and other
stakeholders.

The process of consultation and participation
should include precise agreements that could be
adapted and monitored throughout the life of the
project. Consultation should have an impact on
the project design and implementation. It should
be started by the appropriate government agency
prior to licensing or contracting of the area and
should be continued by an oil company that
assumes the operation from the early seismic
works through drilling operations, development
and exploitation, and formal abandonment.
When possible, the consultation process should
be witnessed by a third party (i.e., the ombuds-
man office and/or an association of environ-
mental NGOs).

Emerging Best Practices on Consultation
A list of best practices comprises the following
points: Consultation requires exchange of infor-
mation, collaboration, and mutual understand-
ing of the parties involved. Tt often proceeds
through cultural barriers, drops bad past lega-
cies, and ends up creating confidence and trust.

It is essential to identify the representatives

of key stakeholders and local authorities, includ-
ing existing alliances, social structures, and pos-
sibly prevailing conflicts among local groups
and/or external groups and NGOs. Where
indigenous peoples have their own representa-
tive organizations, such organizations should
be the channels for communicating their pref-
erences.

Governments have an important role in estab-
lishing first contact with the indigenous popu-
lation, gathering adequate social and cultural
information, and introducing the new contrac-
tor. This kind of information is usually in the
hands of academia and NGOs rather than the
government’s alone. Governments and the con-
cerned private companies should make an effort
to gather and review this information as early as
possible.

Consultation should include the provision of
information on the project in a timely, com-
plete, and culturally appropriate fashion. It
should lead to a meaningful dialogue and pro-
vide recorded results, including the views and
recommendations of the indigenous peoples
for the protection of the environment and the
mechanisms put in place for their participation.

Mechanisms should be devised for direct par-
ticipation by indigenous peoples in decision-
making on aspects of the project that affect
them. Such participation shall take place through-
out project design, implementation, monitor-
ing, and evaluation.

Proper consultation requires developing local
capacity to interpret the technicalities of envi-
ronmental studies, understanding the impact of
international markets, developing long-term
solutions, and being able to effectively com-
municate complex issues across cultural barri-
ers. It requires time to obtain consensus on an
adequate community relations program. Result-
ing delays could create conflicts if contract terms
are not properly established.

Consultation—by the government prior to
the contract or by the company as part of the
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environmental impact assessment of any impor-
tant operation—requires the preparation of typ-
ical business plans, including identification of
objectives, responsibilities, and inputs to be
accomplished by each stakeholder.

Some Practical Recommendations

To organize a consultation: Designing mean-
ingful consultations with indigenous peoples
depends upon several factors, including the
national, legal, and political context; the lin-
guistic and cultural characteristics of the indige-
nous groups; and the degree of interaction and
relationships with the regional and national soci-
eties and external social actors (that is, mis-
sionaries, school systems, local traders, and
loggers). It also depends on the nature of their
traditional social organizations and leadership
patterns and the groups organized to represent
the interests of indigenous peoples. Despite
these differences, there are some general prin-
ciples for organizing and conducting meaning-
ful consultations with indigenous peoples. These
include the following:

1. Using facilitators who know the indigenous
languages and the indigenous cultures;

2. Creating appropriate settings and locations
for the consultations, preferably in the ter-
ritories and settlements where indigenous
peoples live;

3. Providing background information on the
proposed project in a language and format
that the population understands (e.g., sim-
ple diagrams and charts in the native lan-
guages, maps, videos, 3D models);

4. Recognizing the time frames of indigenous
peoples, especially in terms of decision-
making, that are often different from those
of outsiders;

5. Respecting indigenous leadership patterns
and religious beliefs and ensuring that eld-
ers and other traditional authorities have
the opportunity to express their points of
view;

6. Recognizing that in some cases there may
be different factions within a community
with contrasting views on national devel-
opment projects and establishment of

methodologies for the peaceful resolution of
conflicts and differences;

7. Providing resources (e.g., food, shelter, travel
funds) so persons can attend the consulta-
tions from distant villages or their repre-
sentatives can attend consultations in district,
provincial, or national capitals;

8. Ensuring that interpreters are provided for
indigenous participants when consultations
are held in district, provincial, and national
capitals;

9. Supporting the local and regional indigenous
leadership to improve communications with
their communities and to be able to follow
up the consultation process; and

10. Dealing with gender issues.

To manage a consultation process: At any
point of the project life, the project developer
should take into consideration the following
steps:

1. Plan ahead—to identify the project risks, the
parties to be involved, and the stakehold-
ers’ interests and institutional goals; to under-
stand past experiences, if any; and to
effectively fulfill regulations.

2. Test your proposals—to ensure that the key
stakeholders understand the project impacts
and benefits and would be able to voice their
concerns and input alternative approaches.
Prepare good responses to obvious ques-
tions.

3. Invest time and money—the schedule and
budget of the project should properly
include the consultation effort. Involve con-
sultants and permanent staff with appro-
priate qualifications.

4. Involve senior and local managers—their
direct participation will make the entire
company understand the importance of inte-
grating the stakeholders concerns.

5. Hire and train the right personnel—a com-
munity liaison advisor with direct access to
management and certain negotiation capac-
ity should be appointed and would be
responsible for hearing the local concerns.
The advisor could also work with commu-
nity liaison officers, depending on the size
of the project.



10.

11.

Maintain overall responsibility—manage
consultants and subcontractors carefully to
avoid bad feelings from affected people
who will not differentiate contracted per-
sonnel from the company itself.
Coordinate all related activities—to provide
consistency in the information conveyed
by all company staff to all outside stake-
holders.

Build dialogue and trust—develop two
channels of communication, preferably in
the local language. Particular attention
should be given to women and less pow-
erful groups, and actively include them in
a culturally appropriate way into the dia-
logue. Tt is important to maintain the per-
sonnel who interact with the stakeholders.
As in personal relationships, continuity and
familiarity build trust.

Manage expectations—avoid unrealistic
expectations. Be clear in describing the proj-
ect impact and what it could deliver, trying
not to overstate the benefits.

Work with governments—inform and consult
with relevant government departments
regarding the activities, risks, and opportu-
nities of the project and the required per-
mits. Work closely with local authorities
who often have long-established relations
with the local communities and who could
delineate responsibilities between the local
municipalities, the community leaders, and
the project sponsor.

Work with NGOs and community-based
organizations—identify and liaise, particu-
larly with those who represent the affected
people. NGOs have vital expertise and local

12.

knowledge and could be sounding boards
for project design and mitigation efforts.
Initial research is important to understand
local power dynamics and to ensure that
NGOs truly represent and convey the com-
munity interests.

Prepare an action plan—consolidate in an
action plan the agreed projects, including
timing and indicators for monitoring.

Government responsibilities: Within the
process of consultation, government responsi-
bilities could be grouped in the following list:

1.
2.
3.

To set adequate regulations

To provide land tenure rights

To keep a database with sociocultural infor-
mation available to interested companies

4. To carry out the first consultation

To contract areas allowing enough time for
preparing adequate environmental impact
assessments involving effective public con-
sultations

To facilitate the process of consultation
between industry and indigenous peoples,
ensuring due representation of the parties
and providing validity to the agreements
reached

To establish proper links between the com-
panies’ community relations program, the
communities’ Planes de Vidal, and the
regional development plans with respect to
education, health, infrastructure, defense,
and the activities of other productive sectors
in the region

To supervise the execution of agreed plans
and audit accounts

To mediate in case of conflicts
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