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Dear Chair White,

My name is Claire Woodside and | am the Director of Publish What You Pay Canada. Today, | am writing to
let you know about a set of recommendations issued jointly by the Mining Association of Canada, the
Prospectors and Developers Association of Canada, Publish What You Pay Canada and the Revenue Watch
Institute in January of 2014. In these recommendations, all four parties call on Canadian governments to
develop mandatory payment reporting standards based on the SEC’s 2012 rules implementing section 1504
of the Dodd Frank Act. the recommendations detail the substance of this standard, including a
commitment to publicize disaggregated data, project and country level Payment disclosure, and a

stipulation to disallow exemptions. Importantly, the recommendations also ask that this standard be
implemented by Canadian securities regulators, to ensure alignment with emerging standards in the U.S.
and E.U. The Canadian mining industry, alongside Canadian civil society are now working together to push
Canadian securities regulators to develop and implement these standards. This work is complimentary to
the Canadian government’s public commitment to develop mandatory reporting standards by June of
2015.

These recommendations are the result of over a year of cross-country consultations, negotiation, and
expert feedback from mining companies, lawyers, government officials and accountants and the
recommendations were only issued after receiving board approval from all four organizations, including
the industry associations. It is important to note that the members of the Mining Association of Canada
have a combined market capitalization of USS550 billion, with over half their members dual-listed on
Canadian and U.S. stock exchanges. In addition, the Prospectors and Developers Association of Canada
have 1254 corporate members, the majority of which are mining companies.

In this email | have included a signed copy of the recommendations. In addition, | have included links to the
joint press release issued by the working group, alongside several relevant media articles.

Press Release
http://www.pwyp.ca/images/documents/Working_Group/RRTWG%20Press%20Release%20Jan.%2016th.pdf

Selected Media Coverage

dlsclosure Iaws 2014-01-30-1
“Requesting Regulation” in the UK Mining Journal (attached), also here behind a paywall

| would welcome any questions you have on the work of the Resource Revenue Transparency Working
Group and the recommendations.
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It was not quite the announce-
ment the market was hoping for:
the huge Cobre Panama
copper-gold project in Panama
would cost more and come on
stream a year later than
expected.

Normally the market would be
expected to punish Vancouver-
listed First Quantum Minerals
Ltd (FQM), berating
management for its USS$5 billion
acquisition of Inmet Mining Corp
last year, aimed at capturing the
Panamanian mine.

But market sentiment was
swayed with the idea of a bigger
project, over a longer mine life,
funded by the refinancing of
existing facilities and cash flow
from the company’s own
operations.

In addition to a share-price
boost (3% higher at close after
the announcement), analysts
reacted optimistically.
“Production will be higher than
Inmet envisaged, which is a key
positive,” Investec’s Louise
Collinge said, while Numis’
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Cobre Panama in Panama

Cailey Barker said the numbers
were “slightly better on balance”
and the re-financing took “out
some overhang”.

The project would now cost
US$6.4 billion instead of the
previously envisaged US$6.2
billion, would produce first
concentrate in the December
quarter of 2017, as opposed to
2016, and would result in copper
production of 320,000t/y over a
34-year mine life, instead of
298,000t/y over 31 years.

In the 10 months since the
company acquired the project, it
had “transformed from an
out-sourced approach to a
complete in-house, self-perform
arrangement”, FQM said.
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Some of the significant
changes included moving the
process plant to a more
“practical” location that “should
be more cost effective to
construct”, while flexibility and
production was increased
through the use of in-pit
crushing and conveying, which
had led to increased capital
expenditure (capex), but lower
life-of-mine costs in the long
run, chairman Philip Pascall said.

All of which underlines the
confidence shareholders have in
the company. Under Inmet, an
increase in capex would have
been seized upon, but it is
different now. The project is
solely in the hands of a team
that transformed the
Ravensthorpe nickel project in
Australia and successfully built
mines in Zambia, Mauritania and
Finland.

“Given First Quantum’s
experience in mine building, we
can now have confidence in the
project parameters, and we
maintain our view that Cobre
Panama is a world-class asset,
which should add value for
the company long into the

future,” Investec’s Collinge said.

Even a US$6.4 billion price tag
did not seem to bother
management. Around US$1.5
billion had already been spent
by Inmet and FQM up until the
end of November, FQM said.
With contributions expected
from 20% owner Korea Panama
Mining Corp and Franco Nevada
Corp through a US$1 billion
streaming deal, it was not
panicked. A restructured US$2.5
billion facility and the exchange
of US$2 billion of bonds for two
separate US$1.14 billion notes
“ensured that the project is well
funded”, president of FQM, Clive
Newall said.

And the delayed start-up had
positives too. Group capital
expenditure requirements
would be less in 2017 as its
270,000t/y-300,000t/y Sentinel
copper mine in Zambia, due to
start-up this year, would have
fully ramped up. “Certainly one
of the effects of it is [that] it
smooths out the capital
demands,” Pascall said.

As far as cost blowout
announcements go, FQM
handled it pretty well.
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In Canada, NGOs have found an
unlikely ally in their quest for
transparency in the extractives
industry: the mining companies
themselves.

Taking the proverbial bull by
the horns, miners in the country
have joined forces and worked
with NGOs to make sure their
voices are heard ahead of new
laws.

‘ ‘ 01MJ140131.indd 1

Most notably, industry bodies
and two civil society groups
recently published
recommendations linked to the
disclosure of payments by mining
companies to governments,
before the federal government’s
own findings on the matter.

Representatives from The
Resource Revenue Transparency
Working Group — made up of the
Mining Association of Canada
(MAC), Prospectors and
Developers Association of

Canada (PDAC), Publish What
You Pay and Revenue Watch —
were the signatories to the
document.

Canada is a key mining region,
not only because of the
significant amount of
production within its borders,
but also due to the fact that
almost 60% of the world’s
mining companies are listed on
Canadian stock exchanges.

The working group was well
into its process when Canada’s

®

prime minister announced last
June that government would be
investigating a reporting regime

for extractive industry payments.

Natural Resources Canada
said: “Following the prime
minister’s announcement,
Natural Resources Canada, on
behalf of the Government of
Canada, began engaging
provincial and territorial
counterparts, First Nations and
Aboriginal groups, industry and
» Continues on page 6
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Requesting regulation

» Continues from page 1

civil society organisations

with a view to developing an
equivalent mandatory reporting
system for extractive companies
within the next two years.

This engagement will help
define the scope of any
Canadian mandatory reporting
system.”

So why would the mining
industry pre-empt government
action and request regulations
be putin place? For one,
they've been caught by surprise
before.

In the not too distant past, the
Canadian mining industry found
itself embroiled in a difficult
debate on a proposed piece of
legislation that sought to create
an ombudsman to investigate
alleged environmental and
human rights abuses at
operations around the world,
and then have the power to
penalise these companies.

The bill was only narrowly
defeated.

“Part of the reflection of that
whole experience was that the
mining industry was caught very
much off guard, we knew this
bill was there, we didn’t think it
would get the take up it did and
we weren't organised as an
industry to effectively respond
to it,” said Pierre Gratton, the
president and chief executive of
MAC.

Part of MAC's response was to
create an international affairs
committee, while the board's
message was one of proactive
responses in future rather than a
“react and play defensive”
approach, according to Gratton.

Authorities in the US and EU
have already decided to
implement payment
transparency rules in the past
couple of years, while the
Extractive Industries
Transparency Initiative (EITI) has
been in operation for more than
a decade.

The Canadian recommend-
ations bear a remarkable
similarity to those already out
there.

Claire Woodside, of Publish
What You Pay, said: “We weren't

‘ ‘ 06MJ140131.indd 6

starting from scratch, | think that
would have been much more
difficult.

“While they [existing rules]
formed a basis for the
understanding of the issues and
provided us with guidance, part
of the process was actually
talking through each issue
ourselves.”

There are some differences,
along with the C$100,000
minimum payment reporting
threshold for TSX companies, a
C$10,000 threshold has been
proposed for the junior heavy
TSX-venture exchange.

“There was a lot of discussion
with the smaller mining
companies and there was an
agreement that they also want
to demonstrate their economic
contributions and that if the
threshold was too high they
wouldn’t have that opportunity
and from our perspective those
are important contributions
even though they are small,”
said Woodside.

An attempt to keep the costs
of such an endeavour as low as
possible as well as to prevent
any other impediments is also
evident in the recommend-
ations, with disclosure required
annually in a separate
document.

Andrew Godfrey, at law firm
Norton Rose in Canada, said: "By
requiring a separate form to
meet the suggested disclosure
requirements, companies will
not have to include payment
disclosure in a prospectus or
other offering document, thus
mitigating any risk of payment
disclosure causing delay in
public offerings.”

Another key point that has
been included is equivalency
aimed at removing undue
reporting burdens for mining
companies listed in multiple
markets where these laws
exist.

“While there is an upfront
cost to this to set up your
systems, once its setup it is
not a big deal to produce this
information,” said Gratton.
Some of Canada’s largest
companies already produce

similar information voluntarily.

Andrew Bauer, an analyst at
Revenue Watch, said that
voluntary disclosure of
payments has already proved
successful. In Nigeria, the EITI
process uncovered US$800
million worth of unpaid taxes
from oil companies, an amount
equivalent to the annual health
and education budgets in the
African country.

“We are talking billions of
dollars possibly being made
available for development via
these rules that don’t cost that
much,” said Bauer.

The next step is implement-
ation of the rules, which is also
where things get a bit com-
plicated.

The Canadian working group
is in favour of these regulations
being put in place at the
securities authority level rather
than at federal government
level.

One unique problem is that
Canada does not have a single
securities regulator, but one in
each province. Meetings with
these entities have begun.

The Ontario Securities
Commission said: “We are
considering the proposal and
how it would align with our
mandate under the Securities
Act.

“The proposal remains that
of the working group. We
appreciate the effort that the
working group has undertaken
to reach a consensus between
its members on the appropriate
approach and will give it serious
consideration.”

A consequence of establishing
a reporting regime in securities
requirements is that disclosure
will be mandatory only for
public companies.

But Nadim Kara, senior
program director, PDAC, said
there are clear benefits: “Such a
regime will take advantage of
the experience of the Canadian
securities administrators in
receiving and managing
disclosure filings, and likely
require fewer start-up costs than
a new reporting and compliance
regime.”

®

“In addition, the use of
securities regulation would
mean that the disclosure
requirements recommended
here would extend to foreign
companies who seek to raise
capital in Canadian markets.”

There is a strong precedent for
this, according to Kara, as
demonstrated by the Canadian
Securities Administrators’
adoption of national guidance
and instruments.

Another potentially
complicating factor is that the
government’s initiative also
includes oil and gas companies,
as well as payments to First
Nations groups within the
country. These were deliberately
left out of the working group’s
focus.

“The working group did not
include disclosure of payments
to Aboriginal communities in its
draft framework, or payments
made by oil and gas companies,
as these were seen to be
elements that could be better
addressed once a more narrowly
scoped framework for
mandatory reporting rules had
been putin place,” said Kara.

Regardless of the timing
uncertainty in the process,
law firms such as Norton Rose
are already recommending
clients get ready for the pending
rules.

“In the meantime, it would be
helpful for companies to prepare
internal accounting systems to
track payment disclosure by
project in the coming years to
ensure compliance with the
regulations expected to be
passed into law within the next
two years. It is not a costly or
overly burdensome process,”
said Godfrey.

The news out of Canada may
also get the ball rolling on
similar projects in other regions,
with large mining fraternities.

South Africa and Australia
could be the next targets for
civil-society groups seeking
implementation of regulations
connected to the disclosure of
payments by miners to
governments and local
communities.

30/01/2014 17:53‘ ‘
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I. Context for Framework

Every year, approximately $3 trillion in mineral, oil and gas resources are exported worldwide. Revenues
from these sectors have the potential to transform economies for the better, in Canada and every country
engaged in the extraction of natural resources. Used smartly and efficiently, they can catalyze economic
development, spur growth and reduce poverty. Yet, too often this vast potential goes unrealized. In some
cases, particularly where good governance is lacking, resource revenues may be lost to corruption, graft or
plain mismanagement. In other cases, funds owed to the government are not collected, starving
governments of a much-needed source of financing for development. In still others, secret payments and
a lack of clarity around who benefits from resource extraction breeds mistrust between communities,
governments and companies, generating unstable business environments, threatening the security of
supply, and even, in extreme cases, contributing to violent conflict.

Greater transparency surrounding the collection of resource revenues can help to address these issues,
and improve the development outcomes of resource extraction for billions of citizens in oil, gas and
mineral producing countries. In particular, improved revenue transparency can help to provide citizens
and communities with the information necessary to hold their governments accountable; deter corruption
and bribery; inform public debate on resource development; assist investors to properly analyze the
financial and political risks inherent in extractive sector development; and help companies secure a social
license to operate. As recognized by the Extractive Industries Transparency Initiative, it is helpful to
citizens and investors alike when disclosure is contextualized, informing improved analysis and decision-
making.

Canadian actors have a critical role to play in achieving these outcomes, by working to improve
transparency, as almost 60% of the world’s mining companies are listed on Canadian stock exchanges. In
recent years, the Toronto Stock Exchange alone has handled over 75% of global public mine financings.
With Canadian mining companies operating in more than 100 countries worldwide, Canada’s ability to
impact international natural resource governance standards through domestic action is significant.

In recognition of Canada’s impact on global resource governance, the Mining Association of Canada, the
Prospectors & Developers Association of Canada, Publish What You Pay Canada, and the Revenue Watch
Institute jointly formed the Resource Revenue Transparency Working Group (the “Working Group”) in
September of 2012. The objective of the Working Group is to develop a reporting framework for Canadian
extractive companies — with the overarching goal of establishing greater transparency in the mining sector
in Canada and overseas. The access to information resulting from the implementation of the Working
Group’s recommended framework is meant to provide citizens around the world with the tools they need
to achieve accountable, responsible and transparent management of natural resource development.
Specifically, the Working Group seeks to develop a framework that, implemented by a regulatory body,
would require Canadian mining companies to publicly disclose the payments they make to governments in
every country in which they operate, disaggregated by project.

More than 100 of the largest Canadian companies listed on U.S. stock exchanges are already required to
disclose this information under securities rules established under Section 1504 of the U.S. Dodd-Frank
Wall Street Reform and Consumer Protection Act (“Dodd-Frank”) and additional companies will be
covered by amendments to the Transparency and Accounting Directives in the EU which includes new
mandatory payment reporting requirements passed into law in June and currently being transposed into
national law/regulations. In addition, more companies will be covered by rules currently being considered
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in Norway and by the EITI, which is now being implemented in 41 countries, with the U.S. and the U.K. also
seeking candidacy.

Acknowledging the emergence of mandatory disclosure requirements in a variety of jurisdictions around
the world, the Working Group supports incorporating appropriate equivalency mechanisms into its
framework, in part to help move towards a globally consistent reporting standard and not create undue
reporting burdens for mining companies listed in multiple markets. The Working Group believes that this
principle of “equivalency” in reporting is essential, and that the selected venue must include an
equivalency mechanism for the implementation of this framework.

II. Venue for Implementation

The Working Group recommends disclosure requirements for Canadian mining companies be mandatory,
not voluntary, to ensure that all relevant information is available and accessible to stakeholders, and that
companies cannot opt out of compliance. After consideration of the most appropriate venue, or “home,”
for Canadian disclosure requirements, the Working Group recommends the implementation of a
mandatory disclosure framework through securities regulation with a strong equivalency provision to align
with other jurisdictions such as the U.S. and the EU. This recommendation aligns with the U.S. model
(where such disclosure is regulated by the U.S. Securities and Exchange Commission (“SEC”) and
recognizes the existing powers of Canadian securities administrators to regulate the disclosures of public
entities in Canada.

A consequence of establishing a reporting regime in securities requirements is that disclosure will be
mandatory only for public companies. However, the benefits of this approach are clear. Such a regime will
take advantage of the experience of the Canadian securities administrators in receiving and managing
disclosure filings, and likely require fewer start-up costs than a new reporting and compliance regime. In
addition, the use of securities regulation would mean that the disclosure requirements recommended
here would extend to foreign companies who seek to raise capital in Canadian markets.

Implementation of mandatory disclosure requirements through provincial securities regulations will
require harmonization between provincial securities regulators in order to ensure consistency.
Fortunately, strong precedent exists for this, as evidenced by the Canadian Securities Administrators’
adoption of national guidance and instruments. While the fragmented nature of the Canadian system may
prove more challenging than in countries with a national regulator, the feasibility of implementing
mandatory disclosure requirements into provincial securities requirements across Canada is significantly
aided by the support observed by the Working Group for this type of disclosure among industry, investors
and civil society.

For more information, please see the following summaries of the Working Group’s open consultation and workshops, including
one dedicated specifically to addressing venue, here: www.pwyp.ca/en/issues/transparency-working-group
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IV.

Equivalency

As noted above, Canadian disclosure requirements need to include explicit recognition and acceptance of
equivalent reporting regimes. Any Canadian legislation implementing this framework needs to mandate
that a company may comply with Canadian transparency requirements by submitting a report that it has
prepared and filed in another jurisdiction to a standard equivalent to Canadian reporting requirements.
Such a report will fully satisfy any and all Canadian transparency reporting requirements. The Working
Group recommends that equivalent regimes include the current requirements of Section 1504 of the U.S.
Dodd-Frank Act and those established by the EU Transparency and Accounting Directives.

In the event that jurisdictions develop and adopt additional similar transparency disclosure requirements,
or amend reporting requirements currently deemed equivalent, each would have to be evaluated on a
case-by-case basis to determine whether they are sufficiently equivalent to the Canadian standard.

The Working Group suggests that equivalence be determined based on objective criteria, including:

e Scope of reporting;

e Definition of control;

e Payment categories;

e  Minimum payment threshold;
e Project definition;

e Exemptions;

e Format of disclosure;

e Regularity of reporting; and

e Standard of verification.

Scope of Reporting

The Working Group recommends a reporting framework that requires all mining companies that are
reporting issuers under Canadian securities legislation to publicly disclose certain types of payments
related to the commercial development of mineral deposits made to Canadian and foreign governments,
including payments made to national and sub-national authorities’ (i.e. states, provinces, counties,
districts, municipalities or territories under a national government, including state-owned enterprises’)
that meet or exceed a minimum reporting threshold, in each country of operation and for each project, as
described in greater detail below.

% For the purposes of this framework, the working group did not address payments made to Aboriginal governments. The working
group is aware that payments to Aboriginal governments are being considered for inclusion in the process currently being led by
NRCan.

? State-owned enterprises are defined as companies that are at least majority owned by a foreign government.
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V. Definition of “Mining Company”

The Working Group recommends the following definition of “mining company”: a company that engages
in the commercial development of minerals [i.e. makes any of the payments required], and is a reporting
issuer under Canadian securities legislation.

[t]This definition is appropriate for meeting the intent behind new disclosure requirements, and is in line
with the requirements outlined in the EU Transparency and Accounting Directives and those in Section
1504 of the U.S. Dodd-Frank Act.

VI. Control / Subsidiaries

To create a level playing field, the Working Group recommends that companies required to comply with
the recommended reporting framework include not only parent companies, but their subsidiaries and any
other entities over which the parent company exerts control, directly and indirectly, joint control or
significant influence. The Working Group recommends that reporting requirements apply to all
companies, their subsidiaries, controlled, and jointly controlled and/or associated entities that fit one or
more of the following criteria:

1. The company controls the entity according to the definition of control included in International
Financial Reporting Standard (IFRS) 10. Companies will report 100% of the payments made by
controlled entities.

2. The company jointly controls the entity through a joint arrangement as defined in IFRS 11.
Companies with joint control over an entity will report payments on a proportionate basis, listing
the proportionate interest.

3. The company exerts significance influence over the entity according to IAS 28. Companies with
significant influence over another entity will report payments on a proportionate basis, listing the
proportionate interest.

a. To avoid duplication, in those cases where a company exerts significant influence over an
entity controlled by another publicly-listed company that files mandatory payment
disclosure in Canada or another equivalent reporting regime (see: Il Equivalency), the
company with significant influence will not be required to report.

b. Where a company exerts significant influence over an entity and cannot reasonably access
and verify the information needed to fulfill the disclosure obligation, the company will
include the following statement in its filing: “Recognizing the reporting obligation, the
issuer has made efforts to obtain the information. However, the issuer has been unable to
fulfill the obligation due to an inability to access and verify the required data.”






VII. Defining “Commercial Development”

The Working Group recommends that covered companies disclose all payments that fall into the
designated categories (described in Section VIl below) and meet the minimum reporting threshold
(described in Section IX below) at every stage of the project life-cycle and extractive sector value chain
outlined here:

Project Life Cycle:

Relmqg:'zment/

Value Chain:

Exploration Development Transportation “

Companies would not be required to disclose by project life cycle or value chain stage (e.g., a company
does not have to disaggregate payments by value chain stage such as production or transportation). The
comprehensive approach of these models simply ensures that the trigger for disclosure of payments is
based on the simple act of a covered company making a payment to government, and that the reporting
obligation ends at the cessation of payments to government, for instance in the event of the
relinquishment or sale of a property. The inclusion of all stages of the value chain complements the
Working Group’s recommendation to include payments made related to initial exploration phases
(including signature bonuses and license fees), to transportation and export phases (including
transportation payments, terminal operations fees and export duties) as well as after mine closure
(including payments related to remediation) (see Section V).

VIII. Required Payment Categories

The Working Group recommends that disclosure be required for the following types of payments, on a
disaggregated and cash basis:

e  Profit Taxes (including profit, income and production taxes)

e Royalties (including royalties-in-kind)

e Fees (including license fees, rental fees and concession fees)

e Production entitlements (by value and volume)

e Bonuses (including signature, discovery and production bonuses)

e Dividends (i.e. withholding tax)

e Infrastructure payments as required by law or contract (e.g., building a road or railway)
e Transportation and terminal operations fees






The fees and bonuses identified are not an exclusive list, and there may be other fees and bonuses a
Canadian mining company would be required to disclose; each reporting company will need to consider
whether payments it makes fall within the payment types covered by the rules.

These payments are commonly recognized as important components of extractive sector transactions,
and are consistent with the payments required to be disclosed under Section 1504 of the Dodd-Frank Act
and the minimum reporting requirements of the Extractive Industries Transparency Initiative (EITI). The
Working Group also recommends the inclusion of an additional payment disclosure category that
represents common payments made by extractive sector companies, which are relevant to citizens and
communities in resource-rich countries.

IX. Payment Reporting Threshold

The Working Group recognizes that given the unique nature of the Canadian mining sector, which is
comprised of many junior and exploration companies, that a lower reporting threshold than that
established in Section 1504 of the U.S. Dodd-Frank Act may be useful in order to ensure reporting by a
broad scope of companies. As such, the Working Group recommends proposing two separate thresholds,
for large and small issuers in particular — for example, one threshold for issuers listed on the TSX set at
$100,000, to be aligned with the U.S. and EU rules, and a second threshold for venture issuers set at
$10,000. The threshold for small issuers is seen to be important as, without a lower threshold, a large part
of the Canadian mining sector would effectively report no revenue paid. This would not be consistent
with one of the objectives of this initiative, which is to communicate the flow of revenues more clearly
and credibly.

These thresholds should not limit a company from disclosing at a lower payment threshold, including at
the $10,000 level, since these payments may be relevant to citizens and there may be value in reporting at
a lower threshold in order to paint a more comprehensive picture of company contributions to local and
national economies. Companies may want to work with local communities and other stakeholders to
identify whether disclosing at a lower threshold has meaningful benefits.

X. ‘Project’ Definition

The Working Group recommends that companies disclose information disaggregated by project, but
where payment liabilities arise at the entity level they should be reported accordingly. The Working Group
recommends, for the purposes of project-level payment disclosure by Canadian companies, that “project”
be defined in a manner consistent with the August 2012 rules implementing section 1504 of the U.S.
Dodd-Frank Act. The Working Group understands that the term project is routinely employed by mining
companies in their disclosure documents and seeks to provide additional guidance that, in the vast
majority of cases, should not substantially affect current practice. In the August 2012 rules implementing
Dodd-Frank Section 1504, U.S. regulators provided clear guidance to companies on project-level reporting,
to make explicit that extractive companies “routinely enter into contractual arrangements with
governments for the purpose of commercial development” such that “the contract [...] generally provides
a basis for determining the payments, and required payment disclosure” established by Section 1504 of






XI.

the U.S. Dodd-Frank Act. Consistent with these rules, the Working Group recommends that a project, for
the purposes of this reporting, not be defined:

e on basis of its materiality to the company;

e as equivalent to a reporting unit;

e as an aggregation of all activities within a country;
e or as a geologic basin.

While the SEC stated that, in general, legal agreements (e.g. contracts, licenses, leases, concessions, etc.)
issued by a government which give rise to payment liabilities should serve as the basis for determining a
“project”, U.S. regulators also declined to strictly define this term in order to allow some flexibility to
issuers “in applying the term to different business contexts.”

The EU Parliament and Member States provided further guidance for “project” definition in the legal
changes to the EU Transparency and Accounting Directives that are consistent with the intent of the
limitations placed on project definition under Section 1504 of the U.S. Dodd-Frank Act. Specifically, the EU
has defined a “project” for the purposes of extractive sector payment reporting as:

“..the operational activities that are governed by a single contract, license, lease,
concession or similar legal agreements and form the basis for payment liabilities with a
government. Nonetheless, if multiple such agreements are substantially interconnected,
this shall be considered a project. ‘Substantially interconnected’ legal agreements
should be understood as a set of operationally and geographically integrated contracts,
licenses, leases or concessions or related agreements with substantially similar terms
that are signed with the Government, which gives rise to payment liabilities. Such
agreements can be governed by a single contract, joint venture, production sharing
agreement, or other overarching legal agreement.”

Exemptions

The Working Group recommends that there be no exemptions from the reporting recommended by this
framework made for any mining company as defined here.

Reporting exemptions run counter to the spirit of improving transparency with enhanced company
disclosures, and would result in uneven reporting and differential treatment of companies. Additionally,
reporting requirements established for extractive companies by the EU Transparency and Accounting
Directives explicitly do not allow for any exemptions from reporting.






XII. Form of Disclosure

The Working Group recommends that payment disclosure be filed on SEDAR in a separate form on an
annual basis. Filing mandatory payment reporting in a separate form is aligned with the approach adopted
in the U.K. and the U.S. and allows information to be accessed easily by end users. In addition, the use of a
separate form will create clear, consistent standards across companies, and by not including it in offering
documents such as the prospectus, it will prevent payment disclosure from delaying other filings. The use
of a separate form has additional benefits for governments, communities, and civil society organizations
as it will make disclosure documents easy to locate, access, and download. Additionally, a separate form
could have utility in other applications, creating a level playing field and a consistent regime for reporting
regardless of the venue. The Working Group also recommends that the form include a secure prescribed
format that is standard across all companies and allows the user to easily compile, search and sort the
data.

XIII. Format of Disclosure

The Working Group recommends that company disclosure of information on payments to governments be
reported on a disaggregated basis in an annual securities filing made available to the public in full.
Payment reporting information should be disclosed in an electronic format that is broadly accessible to
stakeholders and accompanied by clear guidance on how information should be uniformly disclosed by
reporting companies.

The Working Group recommends that information be clearly identified and organized for clarity and ease
of access. Specifically, consistent with information required for the reporting of payments under Section
1504 of the U.S. Dodd-Frank Act, mining companies subject to such disclosure should be required to
clearly indicate the following information:

o the total amounts of payments made, by category;

e the currency used to make the payments;

e the financial period in which the payments were made;

e the business segment (reportable segments for the purposes of financial reporting) of the
resource extraction issuer that made the payments;

e the government that received the payments, and the country in which the government is located;
and

e the project of the resource extraction issuer to which the payments relate.

The Working Group recommends that disclosure of payments be required in either Canadian currency or
in the mining company’s reporting currency, and that any currency conversions be clearly identified.

10





XIV. Regularity of Reporting

The Working Group recommends that the disclosure of payments to governments by Canadian mining
companies be required on an annual basis, in line with the fiscal year of reporting companies. Where a
company acquires new projects, a reasonable amount of time should be granted to allow for the
alignment or implementation of accounting systems necessary to access the required payment data. This
amount of time may vary, depending on whether the newly acquired project(s) are already reporting to
another jurisdiction or not. In these cases, the starting date for disclosure should be consistent with
reporting dates for other filings (e.g., AIF, MD&A).

XV. Verification / Audit Requirements

The Working Group recommends that the verification standard be determined in line with existing
securities safeguards and requirements and be consistent with the format of disclosure to provide
reasonable assurance.

XVI. Penalties

The Working Group recommends that mining companies that fail to report, or report inaccurate
information, be given a penalty that is consistent with the current enforcement regime of provincial
securities disclosure requirements, and that such penalties are proportionate to the violation and its
impact.

XVII. Schedule of Implementation / Effective Date

The Working Group recommends that mandatory disclosure requirements be implemented in an
expeditious manner, while providing reporting companies with the appropriate time to adjust their
accounting and reporting systems to comply with new disclosure regulations.
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I. Context for Framework

Every year, approximately $3 trillion in mineral, oil and gas resources are exported worldwide. Revenues
from these sectors have the potential to transform economies for the better, in Canada and every country
engaged in the extraction of natural resources. Used smartly and efficiently, they can catalyze economic
development, spur growth and reduce poverty. Yet, too often this vast potential goes unrealized. In some
cases, particularly where good governance is lacking, resource revenues may be lost to corruption, graft or
plain mismanagement. In other cases, funds owed to the government are not collected, starving
governments of a much-needed source of financing for development. In still others, secret payments and
a lack of clarity around who benefits from resource extraction breeds mistrust between communities,
governments and companies, generating unstable business environments, threatening the security of
supply, and even, in extreme cases, contributing to violent conflict.

Greater transparency surrounding the collection of resource revenues can help to address these issues,
and improve the development outcomes of resource extraction for billions of citizens in oil, gas and
mineral producing countries. In particular, improved revenue transparency can help to provide citizens
and communities with the information necessary to hold their governments accountable; deter corruption
and bribery; inform public debate on resource development; assist investors to properly analyze the
financial and political risks inherent in extractive sector development; and help companies secure a social
license to operate. As recognized by the Extractive Industries Transparency Initiative, it is helpful to
citizens and investors alike when disclosure is contextualized, informing improved analysis and decision-
making.

Canadian actors have a critical role to play in achieving these outcomes, by working to improve
transparency, as almost 60% of the world’s mining companies are listed on Canadian stock exchanges. In
recent years, the Toronto Stock Exchange alone has handled over 75% of global public mine financings.
With Canadian mining companies operating in more than 100 countries worldwide, Canada’s ability to
impact international natural resource governance standards through domestic action is significant.

In recognition of Canada’s impact on global resource governance, the Mining Association of Canada, the
Prospectors & Developers Association of Canada, Publish What You Pay Canada, and the Revenue Watch
Institute jointly formed the Resource Revenue Transparency Working Group (the “Working Group”) in
September of 2012. The objective of the Working Group is to develop a reporting framework for Canadian
extractive companies — with the overarching goal of establishing greater transparency in the mining sector
in Canada and overseas. The access to information resulting from the implementation of the Working
Group’s recommended framework is meant to provide citizens around the world with the tools they need
to achieve accountable, responsible and transparent management of natural resource development.
Specifically, the Working Group seeks to develop a framework that, implemented by a regulatory body,
would require Canadian mining companies to publicly disclose the payments they make to governments in
every country in which they operate, disaggregated by project.

More than 100 of the largest Canadian companies listed on U.S. stock exchanges are already required to
disclose this information under securities rules established under Section 1504 of the U.S. Dodd-Frank
Wall Street Reform and Consumer Protection Act (“Dodd-Frank”) and additional companies will be
covered by amendments to the Transparency and Accounting Directives in the EU which includes new
mandatory payment reporting requirements passed into law in June and currently being transposed into
national law/regulations. In addition, more companies will be covered by rules currently being considered
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in Norway and by the EITI, which is now being implemented in 41 countries, with the U.S. and the U.K. also
seeking candidacy.

Acknowledging the emergence of mandatory disclosure requirements in a variety of jurisdictions around
the world, the Working Group supports incorporating appropriate equivalency mechanisms into its
framework, in part to help move towards a globally consistent reporting standard and not create undue
reporting burdens for mining companies listed in multiple markets. The Working Group believes that this
principle of “equivalency” in reporting is essential, and that the selected venue must include an
equivalency mechanism for the implementation of this framework.

II. Venue for Implementation

The Working Group recommends disclosure requirements for Canadian mining companies be mandatory,
not voluntary, to ensure that all relevant information is available and accessible to stakeholders, and that
companies cannot opt out of compliance. After consideration of the most appropriate venue, or “home,”
for Canadian disclosure requirements, the Working Group recommends the implementation of a
mandatory disclosure framework through securities regulation with a strong equivalency provision to align
with other jurisdictions such as the U.S. and the EU. This recommendation aligns with the U.S. model
(where such disclosure is regulated by the U.S. Securities and Exchange Commission (“SEC”) and
recognizes the existing powers of Canadian securities administrators to regulate the disclosures of public
entities in Canada.

A consequence of establishing a reporting regime in securities requirements is that disclosure will be
mandatory only for public companies. However, the benefits of this approach are clear. Such a regime will
take advantage of the experience of the Canadian securities administrators in receiving and managing
disclosure filings, and likely require fewer start-up costs than a new reporting and compliance regime. In
addition, the use of securities regulation would mean that the disclosure requirements recommended
here would extend to foreign companies who seek to raise capital in Canadian markets.

Implementation of mandatory disclosure requirements through provincial securities regulations will
require harmonization between provincial securities regulators in order to ensure consistency.
Fortunately, strong precedent exists for this, as evidenced by the Canadian Securities Administrators’
adoption of national guidance and instruments. While the fragmented nature of the Canadian system may
prove more challenging than in countries with a national regulator, the feasibility of implementing
mandatory disclosure requirements into provincial securities requirements across Canada is significantly
aided by the support observed by the Working Group for this type of disclosure among industry, investors
and civil society.

For more information, please see the following summaries of the Working Group’s open consultation and workshops, including
one dedicated specifically to addressing venue, here: www.pwyp.ca/en/issues/transparency-working-group

4



I11.

IV.

Equivalency

As noted above, Canadian disclosure requirements need to include explicit recognition and acceptance of
equivalent reporting regimes. Any Canadian legislation implementing this framework needs to mandate
that a company may comply with Canadian transparency requirements by submitting a report that it has
prepared and filed in another jurisdiction to a standard equivalent to Canadian reporting requirements.
Such a report will fully satisfy any and all Canadian transparency reporting requirements. The Working
Group recommends that equivalent regimes include the current requirements of Section 1504 of the U.S.
Dodd-Frank Act and those established by the EU Transparency and Accounting Directives.

In the event that jurisdictions develop and adopt additional similar transparency disclosure requirements,
or amend reporting requirements currently deemed equivalent, each would have to be evaluated on a
case-by-case basis to determine whether they are sufficiently equivalent to the Canadian standard.

The Working Group suggests that equivalence be determined based on objective criteria, including:

e Scope of reporting;

e Definition of control;

e Payment categories;

e  Minimum payment threshold;
e Project definition;

e Exemptions;

e Format of disclosure;

e Regularity of reporting; and

e Standard of verification.

Scope of Reporting

The Working Group recommends a reporting framework that requires all mining companies that are
reporting issuers under Canadian securities legislation to publicly disclose certain types of payments
related to the commercial development of mineral deposits made to Canadian and foreign governments,
including payments made to national and sub-national authorities’ (i.e. states, provinces, counties,
districts, municipalities or territories under a national government, including state-owned enterprises’)
that meet or exceed a minimum reporting threshold, in each country of operation and for each project, as
described in greater detail below.

% For the purposes of this framework, the working group did not address payments made to Aboriginal governments. The working
group is aware that payments to Aboriginal governments are being considered for inclusion in the process currently being led by
NRCan.

? State-owned enterprises are defined as companies that are at least majority owned by a foreign government.
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V. Definition of “Mining Company”

The Working Group recommends the following definition of “mining company”: a company that engages
in the commercial development of minerals [i.e. makes any of the payments required], and is a reporting
issuer under Canadian securities legislation.

[t]This definition is appropriate for meeting the intent behind new disclosure requirements, and is in line
with the requirements outlined in the EU Transparency and Accounting Directives and those in Section
1504 of the U.S. Dodd-Frank Act.

VI. Control / Subsidiaries

To create a level playing field, the Working Group recommends that companies required to comply with
the recommended reporting framework include not only parent companies, but their subsidiaries and any
other entities over which the parent company exerts control, directly and indirectly, joint control or
significant influence. The Working Group recommends that reporting requirements apply to all
companies, their subsidiaries, controlled, and jointly controlled and/or associated entities that fit one or
more of the following criteria:

1. The company controls the entity according to the definition of control included in International
Financial Reporting Standard (IFRS) 10. Companies will report 100% of the payments made by
controlled entities.

2. The company jointly controls the entity through a joint arrangement as defined in IFRS 11.
Companies with joint control over an entity will report payments on a proportionate basis, listing
the proportionate interest.

3. The company exerts significance influence over the entity according to IAS 28. Companies with
significant influence over another entity will report payments on a proportionate basis, listing the
proportionate interest.

a. To avoid duplication, in those cases where a company exerts significant influence over an
entity controlled by another publicly-listed company that files mandatory payment
disclosure in Canada or another equivalent reporting regime (see: Il Equivalency), the
company with significant influence will not be required to report.

b. Where a company exerts significant influence over an entity and cannot reasonably access
and verify the information needed to fulfill the disclosure obligation, the company will
include the following statement in its filing: “Recognizing the reporting obligation, the
issuer has made efforts to obtain the information. However, the issuer has been unable to
fulfill the obligation due to an inability to access and verify the required data.”




VII. Defining “Commercial Development”

The Working Group recommends that covered companies disclose all payments that fall into the
designated categories (described in Section VIl below) and meet the minimum reporting threshold
(described in Section IX below) at every stage of the project life-cycle and extractive sector value chain
outlined here:

Project Life Cycle:

Relmqg:'zment/

Value Chain:

Exploration Development Transportation “

Companies would not be required to disclose by project life cycle or value chain stage (e.g., a company
does not have to disaggregate payments by value chain stage such as production or transportation). The
comprehensive approach of these models simply ensures that the trigger for disclosure of payments is
based on the simple act of a covered company making a payment to government, and that the reporting
obligation ends at the cessation of payments to government, for instance in the event of the
relinquishment or sale of a property. The inclusion of all stages of the value chain complements the
Working Group’s recommendation to include payments made related to initial exploration phases
(including signature bonuses and license fees), to transportation and export phases (including
transportation payments, terminal operations fees and export duties) as well as after mine closure
(including payments related to remediation) (see Section V).

VIII. Required Payment Categories

The Working Group recommends that disclosure be required for the following types of payments, on a
disaggregated and cash basis:

e  Profit Taxes (including profit, income and production taxes)

e Royalties (including royalties-in-kind)

e Fees (including license fees, rental fees and concession fees)

e Production entitlements (by value and volume)

e Bonuses (including signature, discovery and production bonuses)

e Dividends (i.e. withholding tax)

e Infrastructure payments as required by law or contract (e.g., building a road or railway)
e Transportation and terminal operations fees




The fees and bonuses identified are not an exclusive list, and there may be other fees and bonuses a
Canadian mining company would be required to disclose; each reporting company will need to consider
whether payments it makes fall within the payment types covered by the rules.

These payments are commonly recognized as important components of extractive sector transactions,
and are consistent with the payments required to be disclosed under Section 1504 of the Dodd-Frank Act
and the minimum reporting requirements of the Extractive Industries Transparency Initiative (EITI). The
Working Group also recommends the inclusion of an additional payment disclosure category that
represents common payments made by extractive sector companies, which are relevant to citizens and
communities in resource-rich countries.

IX. Payment Reporting Threshold

The Working Group recognizes that given the unique nature of the Canadian mining sector, which is
comprised of many junior and exploration companies, that a lower reporting threshold than that
established in Section 1504 of the U.S. Dodd-Frank Act may be useful in order to ensure reporting by a
broad scope of companies. As such, the Working Group recommends proposing two separate thresholds,
for large and small issuers in particular — for example, one threshold for issuers listed on the TSX set at
$100,000, to be aligned with the U.S. and EU rules, and a second threshold for venture issuers set at
$10,000. The threshold for small issuers is seen to be important as, without a lower threshold, a large part
of the Canadian mining sector would effectively report no revenue paid. This would not be consistent
with one of the objectives of this initiative, which is to communicate the flow of revenues more clearly
and credibly.

These thresholds should not limit a company from disclosing at a lower payment threshold, including at
the $10,000 level, since these payments may be relevant to citizens and there may be value in reporting at
a lower threshold in order to paint a more comprehensive picture of company contributions to local and
national economies. Companies may want to work with local communities and other stakeholders to
identify whether disclosing at a lower threshold has meaningful benefits.

X. ‘Project’ Definition

The Working Group recommends that companies disclose information disaggregated by project, but
where payment liabilities arise at the entity level they should be reported accordingly. The Working Group
recommends, for the purposes of project-level payment disclosure by Canadian companies, that “project”
be defined in a manner consistent with the August 2012 rules implementing section 1504 of the U.S.
Dodd-Frank Act. The Working Group understands that the term project is routinely employed by mining
companies in their disclosure documents and seeks to provide additional guidance that, in the vast
majority of cases, should not substantially affect current practice. In the August 2012 rules implementing
Dodd-Frank Section 1504, U.S. regulators provided clear guidance to companies on project-level reporting,
to make explicit that extractive companies “routinely enter into contractual arrangements with
governments for the purpose of commercial development” such that “the contract [...] generally provides
a basis for determining the payments, and required payment disclosure” established by Section 1504 of




XI.

the U.S. Dodd-Frank Act. Consistent with these rules, the Working Group recommends that a project, for
the purposes of this reporting, not be defined:

e on basis of its materiality to the company;

e as equivalent to a reporting unit;

e as an aggregation of all activities within a country;
e or as a geologic basin.

While the SEC stated that, in general, legal agreements (e.g. contracts, licenses, leases, concessions, etc.)
issued by a government which give rise to payment liabilities should serve as the basis for determining a
“project”, U.S. regulators also declined to strictly define this term in order to allow some flexibility to
issuers “in applying the term to different business contexts.”

The EU Parliament and Member States provided further guidance for “project” definition in the legal
changes to the EU Transparency and Accounting Directives that are consistent with the intent of the
limitations placed on project definition under Section 1504 of the U.S. Dodd-Frank Act. Specifically, the EU
has defined a “project” for the purposes of extractive sector payment reporting as:

“..the operational activities that are governed by a single contract, license, lease,
concession or similar legal agreements and form the basis for payment liabilities with a
government. Nonetheless, if multiple such agreements are substantially interconnected,
this shall be considered a project. ‘Substantially interconnected’ legal agreements
should be understood as a set of operationally and geographically integrated contracts,
licenses, leases or concessions or related agreements with substantially similar terms
that are signed with the Government, which gives rise to payment liabilities. Such
agreements can be governed by a single contract, joint venture, production sharing
agreement, or other overarching legal agreement.”

Exemptions

The Working Group recommends that there be no exemptions from the reporting recommended by this
framework made for any mining company as defined here.

Reporting exemptions run counter to the spirit of improving transparency with enhanced company
disclosures, and would result in uneven reporting and differential treatment of companies. Additionally,
reporting requirements established for extractive companies by the EU Transparency and Accounting
Directives explicitly do not allow for any exemptions from reporting.




XII. Form of Disclosure

The Working Group recommends that payment disclosure be filed on SEDAR in a separate form on an
annual basis. Filing mandatory payment reporting in a separate form is aligned with the approach adopted
in the U.K. and the U.S. and allows information to be accessed easily by end users. In addition, the use of a
separate form will create clear, consistent standards across companies, and by not including it in offering
documents such as the prospectus, it will prevent payment disclosure from delaying other filings. The use
of a separate form has additional benefits for governments, communities, and civil society organizations
as it will make disclosure documents easy to locate, access, and download. Additionally, a separate form
could have utility in other applications, creating a level playing field and a consistent regime for reporting
regardless of the venue. The Working Group also recommends that the form include a secure prescribed
format that is standard across all companies and allows the user to easily compile, search and sort the
data.

XIII. Format of Disclosure

The Working Group recommends that company disclosure of information on payments to governments be
reported on a disaggregated basis in an annual securities filing made available to the public in full.
Payment reporting information should be disclosed in an electronic format that is broadly accessible to
stakeholders and accompanied by clear guidance on how information should be uniformly disclosed by
reporting companies.

The Working Group recommends that information be clearly identified and organized for clarity and ease
of access. Specifically, consistent with information required for the reporting of payments under Section
1504 of the U.S. Dodd-Frank Act, mining companies subject to such disclosure should be required to
clearly indicate the following information:

o the total amounts of payments made, by category;

e the currency used to make the payments;

e the financial period in which the payments were made;

e the business segment (reportable segments for the purposes of financial reporting) of the
resource extraction issuer that made the payments;

e the government that received the payments, and the country in which the government is located;
and

e the project of the resource extraction issuer to which the payments relate.

The Working Group recommends that disclosure of payments be required in either Canadian currency or
in the mining company’s reporting currency, and that any currency conversions be clearly identified.
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XIV. Regularity of Reporting

The Working Group recommends that the disclosure of payments to governments by Canadian mining
companies be required on an annual basis, in line with the fiscal year of reporting companies. Where a
company acquires new projects, a reasonable amount of time should be granted to allow for the
alignment or implementation of accounting systems necessary to access the required payment data. This
amount of time may vary, depending on whether the newly acquired project(s) are already reporting to
another jurisdiction or not. In these cases, the starting date for disclosure should be consistent with
reporting dates for other filings (e.g., AIF, MD&A).

XV. Verification / Audit Requirements

The Working Group recommends that the verification standard be determined in line with existing
securities safeguards and requirements and be consistent with the format of disclosure to provide
reasonable assurance.

XVI. Penalties

The Working Group recommends that mining companies that fail to report, or report inaccurate
information, be given a penalty that is consistent with the current enforcement regime of provincial
securities disclosure requirements, and that such penalties are proportionate to the violation and its
impact.

XVII. Schedule of Implementation / Effective Date

The Working Group recommends that mandatory disclosure requirements be implemented in an
expeditious manner, while providing reporting companies with the appropriate time to adjust their
accounting and reporting systems to comply with new disclosure regulations.
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civil society organisations

with a view to developing an
equivalent mandatory reporting
system for extractive companies
within the next two years.

This engagement will help
define the scope of any
Canadian mandatory reporting
system.”

So why would the mining
industry pre-empt government
action and request regulations
be putin place? For one,
they've been caught by surprise
before.

In the not too distant past, the
Canadian mining industry found
itself embroiled in a difficult
debate on a proposed piece of
legislation that sought to create
an ombudsman to investigate
alleged environmental and
human rights abuses at
operations around the world,
and then have the power to
penalise these companies.

The bill was only narrowly
defeated.

“Part of the reflection of that
whole experience was that the
mining industry was caught very
much off guard, we knew this
bill was there, we didn’t think it
would get the take up it did and
we weren't organised as an
industry to effectively respond
to it,” said Pierre Gratton, the
president and chief executive of
MAC.

Part of MAC's response was to
create an international affairs
committee, while the board's
message was one of proactive
responses in future rather than a
“react and play defensive”
approach, according to Gratton.

Authorities in the US and EU
have already decided to
implement payment
transparency rules in the past
couple of years, while the
Extractive Industries
Transparency Initiative (EITI) has
been in operation for more than
a decade.

The Canadian recommend-
ations bear a remarkable
similarity to those already out
there.

Claire Woodside, of Publish
What You Pay, said: “We weren't

‘ ‘ 06MJ140131.indd 6

starting from scratch, | think that
would have been much more
difficult.

“While they [existing rules]
formed a basis for the
understanding of the issues and
provided us with guidance, part
of the process was actually
talking through each issue
ourselves.”

There are some differences,
along with the C$100,000
minimum payment reporting
threshold for TSX companies, a
C$10,000 threshold has been
proposed for the junior heavy
TSX-venture exchange.

“There was a lot of discussion
with the smaller mining
companies and there was an
agreement that they also want
to demonstrate their economic
contributions and that if the
threshold was too high they
wouldn’t have that opportunity
and from our perspective those
are important contributions
even though they are small,”
said Woodside.

An attempt to keep the costs
of such an endeavour as low as
possible as well as to prevent
any other impediments is also
evident in the recommend-
ations, with disclosure required
annually in a separate
document.

Andrew Godfrey, at law firm
Norton Rose in Canada, said: "By
requiring a separate form to
meet the suggested disclosure
requirements, companies will
not have to include payment
disclosure in a prospectus or
other offering document, thus
mitigating any risk of payment
disclosure causing delay in
public offerings.”

Another key point that has
been included is equivalency
aimed at removing undue
reporting burdens for mining
companies listed in multiple
markets where these laws
exist.

“While there is an upfront
cost to this to set up your
systems, once its setup it is
not a big deal to produce this
information,” said Gratton.
Some of Canada’s largest
companies already produce

similar information voluntarily.

Andrew Bauer, an analyst at
Revenue Watch, said that
voluntary disclosure of
payments has already proved
successful. In Nigeria, the EITI
process uncovered US$800
million worth of unpaid taxes
from oil companies, an amount
equivalent to the annual health
and education budgets in the
African country.

“We are talking billions of
dollars possibly being made
available for development via
these rules that don’t cost that
much,” said Bauer.

The next step is implement-
ation of the rules, which is also
where things get a bit com-
plicated.

The Canadian working group
is in favour of these regulations
being put in place at the
securities authority level rather
than at federal government
level.

One unique problem is that
Canada does not have a single
securities regulator, but one in
each province. Meetings with
these entities have begun.

The Ontario Securities
Commission said: “We are
considering the proposal and
how it would align with our
mandate under the Securities
Act.

“The proposal remains that
of the working group. We
appreciate the effort that the
working group has undertaken
to reach a consensus between
its members on the appropriate
approach and will give it serious
consideration.”

A consequence of establishing
a reporting regime in securities
requirements is that disclosure
will be mandatory only for
public companies.

But Nadim Kara, senior
program director, PDAC, said
there are clear benefits: “Such a
regime will take advantage of
the experience of the Canadian
securities administrators in
receiving and managing
disclosure filings, and likely
require fewer start-up costs than
a new reporting and compliance
regime.”
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“In addition, the use of
securities regulation would
mean that the disclosure
requirements recommended
here would extend to foreign
companies who seek to raise
capital in Canadian markets.”

There is a strong precedent for
this, according to Kara, as
demonstrated by the Canadian
Securities Administrators’
adoption of national guidance
and instruments.

Another potentially
complicating factor is that the
government’s initiative also
includes oil and gas companies,
as well as payments to First
Nations groups within the
country. These were deliberately
left out of the working group’s
focus.

“The working group did not
include disclosure of payments
to Aboriginal communities in its
draft framework, or payments
made by oil and gas companies,
as these were seen to be
elements that could be better
addressed once a more narrowly
scoped framework for
mandatory reporting rules had
been putin place,” said Kara.

Regardless of the timing
uncertainty in the process,
law firms such as Norton Rose
are already recommending
clients get ready for the pending
rules.

“In the meantime, it would be
helpful for companies to prepare
internal accounting systems to
track payment disclosure by
project in the coming years to
ensure compliance with the
regulations expected to be
passed into law within the next
two years. It is not a costly or
overly burdensome process,”
said Godfrey.

The news out of Canada may
also get the ball rolling on
similar projects in other regions,
with large mining fraternities.

South Africa and Australia
could be the next targets for
civil-society groups seeking
implementation of regulations
connected to the disclosure of
payments by miners to
governments and local
communities.
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