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Executive Summary and Recommendations.

The Prospectors and Developers Association of Canada (PDAC) bdieves that he World
Bank mugt remain involved in resource development projects including mining as a force
for good. The Bank should, however, use its influence to work with governments to
devdop and implement policies and mechaniams for the redigribution of revenues from
resources for the benefit of locd populations and, in paticular, to effect poverty
reduction.

Our recommendations to the Extractive Industries Review are threefold:

. That the World Bank reman involved in mining, ol and gas deveopment,
induding direct investments through the Internationa Finance Corporation, b,

[1. That the World Bank should prioritize investment in countries where governments
are willing to work with the Bank to develop governance gructures that lead to
effective redigtribution of resource revenues for the benefit of loca populations in
generd and for poverty reduction in particular, and

[1l. That the World Bank target the governance of wedth and revenues in developing
countries as priority for change and/or strengthening for the next ten years.

I ntroduction

The Prospectors and Developers Association of Canada (PDAC) is a nationa association
representing the interests of the minera exploration and development industry both in
Canada and abroad. The association was established in March 1932 and is headquartered
in Toronto, Canada. Its members encompass the whole range of the exploraion
community including magor producing companies, junior exploration companies the
financdd community, consulting firms geoscientidts, prospectors, regulators and the
service sector.

Thework of the association is guided by the following misson statement:



The PDAC exists to protect and promote the interests of the Canadian mineral
exploration sector and ensure a robust mining industry in Canada. The PDAC
will encourage the highest standards of technical, environmental, social and
safety practices in Canada and internationally.

The asociation’'s activities can be classfied broadly under the headings of advocacy,
information and networking and ae summarized in the anud publicaion PDAC
Activities.

Mineral Exploration and the Canadian Mining Industry

The decison to devdop a mine and the socid, socio-economic and environmentd
consequences of that decison come midway through a process that begins with minerd
exploration and continues through closure, decommissioning and reclamation. For the
mining indudry and the investors who support it, exploraion is an expendve, high risk,
yet potentidly very high reward, activity. It requires the opportunity to conduct surveys
over vagd tracts of land and to vigt, examine and evduae innumerable minerd
occurrences in the search for the rare economicdly viable depodts. Exploration is a
dispersed and trangtory activity characterized by uncertanty and ambiguity; industry
experience suggests that less than one in a hundred minera showings are consdered
worth evauaing, while bardly one in ten advanced exploraion programs go on to
become producing mines. Furthermore, exploration projects typicadly proceed
episodicaly, with more than one proponent involved and with periods of intense activity
(drilling, etc.) separated by periods when there is little o no activity on the property. The
process is often protracted and it is not uncommon for several years to elapse between
fird identifying the economic potentid of a minerd depost and the decison to mine All
this is in maked contrast to mining, which tekes place a fixed locations and over
extended periods of time.

During the process of exploration, there is a net flow of wedth into the district where the
work takes place in the form of employment (predominantly labourers who are trained
with new kills) and the purchase of goods and services. Properly conducted, exploration
has a low impact on the environment. Socid impacts are more varidble and less well
understood; nevertheless, these too can be pogtive and beneficid to the locd community
if appropriatdly managed. The PDAC is committed to encouraging the highest standards
of environmental and socid practice and has crested the E3 Initiative (Environmenta
Excdlence in Exploration), a web based communications and education tool for use by
dl patiesinvolved in exploration.

The Canadian minegds indudry is a dominant force in minerd exploraion both
domedticdly and internationdly. Some 1,600 publicdy traded mining companies ae
domiciled in Canada Almogt dl of these ae involved directly or indirectly in
exploration. However, fewer than 100 of these companies have producing mines the
remainder, which are often refered to as “junior” mining companies, are dedicated
exclusvely to the exploration for and evauaion of new minerd resources. Normdly,
successful exploration projects are sold on to the “senior” and “mgor” companies that
have the capacity to congtruct and operate mines.



Over the lag 10 years Canadian companies have become increasngly internationa in
their activities with projects on dl of the continents except Antarctica The PDAC has
expanded its interests in accordance with this globa range of Canadian exploration
activity and monitors matters that may affect Canadian companies throughout the world.

Per spectives on the World Bank’s I nvolvement in Mineral Development
and Mining

The vaious dements of the World Bank Group (the International Bank for
Recondruction and Development, the International Development Association, the
Internationd Finance Corporation and the Multilateral Insurance Guarantee Agency) are
not normdly involved directly a the exploration stage of the mining cyde. Nevertheess,
the World Bank has a drong influence on the practice and conduct of minerd
exploration. Moreover, it is the opinion of the PDAC tha this influence is
ovewhdmingly postive. In more detal, the World Bank influences the activities of the
exploration sector in the following ways.

Raising Standards of Practice

The World Bank exerts a profound and pervasve influence on the environmentad and
socid practice of the internationd mining industry that extends far beyond the individud
projects in which the IFC and MIGA have direct involvement. The World Bank
Safeguard Policies have become the industry reference point for dl internationa projects.
The driver for this comes from the financd inditutions and insurance companies that
condder compliance with these environmental and socid directives as key to minimizing
rik in new mining ventures  There is a trickle down effect from this economic imperative
that reaches into the exploration sector and is paticularly evident in late Sage exploration
projects where the need to comply with World Bank standards is built into project
planning and management in anticpation of future mining. The overall effect has been to
drive up dsandards of environmentad and (particularly) socid practice, one consequence
of which has been the development of the PDAC led E3 program. It is far to say tha
without the guidance and leadership provided by the Safeguard Policies it is likely that
industry practice would be more disparate and possibly of alower standard overdl.

Creating a Favorable Environment for I nvestment

The more traditiond World Bank programs of assgtance to governments have aso
cregted a podtive impact on the way in which mining takes place in developing countries.
Here we wish to draw attention to two aspects.

(i) Baseline Studies and Capacity Building. The World Bank has provided financid
assdance to governments for basdine geologicd and environmental sudies, typicaly
with a concomitant program of training and capecity building for locd scientists and
technicians. Such programs as the World Bank funded projects in Boalivia in the lae
1980s and early 1990s have asssted in the orderly development of nations and created a
core group of <killed technicd personnd. Specific outcomes of consequence to
exploraion include:



» ldettification of aeas of high minerd potentid where exploration can be
focussed, achieving ggnificant  improvements in - exploration  efficiency,
accderding the rate a which new mines can be brought on stream and revenues
generated for the host country.

»  ldentification of priority needs for environmenta management.

» Credtion of a group of professonds and technica specidigts that can interface
effectivdly with the internationd mining exploration companies on legd,
regulatory and technicd matters and articulate the priorities, concerns and
interests of the host country.

(ii) Legidlative Reform. Through the 1980s and 1990s, the World Bank provided loans
and technica assgance for legidative reform in a large number of developing countries.
This was paticularly evident in Latin America, where reforms came as a consequence of
earlier economic collapse, and the case of Bolivia can again be used as a reference point.
More specificdly, changes in lawvs governing foreign investment, foreign ownership of
minerd resources and the repatriation of capital created a new, level playing fdd for the
mining companies. In padld with legd and fiscd reform, the Mining Codes were
revised, procedures for acquiring and holding minerd title were dreamlined and darified,
and comprehensve environmental regulations enacted. The consequences of this phase of
reform have included:
» A massve wave of invesment in mingd exploration and mine development
through the 1990s, much of it by Canadian companies.
» A subgantia reduction in corruption around minerd projects, particularly in
Latin America
» A trander of momentum for minerd exploration into the developing countries,
notably Latin America and the former soviet republics, and the opening of a
sgnificant number of large new mines.
» The cregtion of new revenue dreams for governments and economic growth at
the macro levd.
»  Workable environmentd regulations that offer rea protection.

Commentson the World Bank’s Rolein Mining and Poverty Reduction

As recently as 10 years ago, World Bank policy was focussed on economic development
with a subsdiay imperdive for environmenta protection. The socid component of
development was assumed to flow from economic growth and, by extension, to be
assured of success. The socid imperative and the importance of effective poverty
reduction have emerged rapidly to become the lead issue not only for the World Bank but
aso for the resources indudtries operating internationdly.

The World Bank has a history of deveoping and implementing effective policies for the
management of development, and is currently providing leadership in both the debate
over socid issues and the practice of managing the socid component of development.
Inevitably there is a lag between recognition of a need, developing a response and
implementing a new policy to address the need. This is paticulaly true for mining
projects, which are rdatively infrequent, have long development times and are rdatively
difficdt to redirect once on stream. Neverthdess, the World Bank has moved to address
the concerns of locad populations and worked hard to make recent mine development
projects more socidly responsve. For example, the Antamina mine in Peu, where



MIGA was involved in project financing, has a comprehensive program of assstance to
locd communities in education, hedth, agriculture and economic deveopment tha is
widely regarded as defining current best practice for the industry.

In many respects the World Bank has been in a continud <tate of change since its
formation a the end of World War Il. An initid and sustained focus on economic
development and growth was complimented in the 1970s by a concern for the
environment, and in the 1980 by an awareness of the importance of protecting culturd
and socid dements. The current focus on socid equity and poverty reduction is perhaps
the most recent chalenge that the Bank has faced. Hidtoricdly the Bank has not only
responded to the needs and concerns of its members, clients, civil society and changes in
socid vaues, it has dso moved on to provide leadership and practicd example. The Bank
is well postioned to engage the question of poverty reduction in the context of resource
development, having in hand the exising Safeguard Policies as a darting point. There is
every reason to believe that the Bank can and will develop policies and programs that
mest this chalenge.

In a amilar way, the internationd mining indudtry is dso in a process of rgpid change.
Following the leadership provided by the Globd Mining Initigive and the Mining
Minerds and Sudanable Development project, the industry is working to embrace and
operationdize the principles of sustainable development. At the extractive phase of the
mine cycle, policies and procedures are being crested to address the economic,
environmental and socid agpects of sudanability. In the socid area the key question
being aked is “will the long-term consequences of any given mine be podtive or
negative for the locd populaion”. Within this context, poverty reduction is emerging as a
key issue. Companies in many parts of the world are implementing programs in which a
portion of the wedth created by the mine is invesed in the locd communities in a way
that is intended to creste an economy that benefits as many individuds as possble, and
that is sustainable beyond the life of the mine. What is evident in many gtuations is that
the companies are doing thisdmaost alone; government is conspicuous by its absence.

There is no doubt that resource extraction such as mining can generate ggnificant
revenues to nationd governments in the form of taxes and/or roydties. The argument
presented to the Extractive Indudtries Review is that these revenues do not benefit the
loca people. Indeed, a body of opinion exigs that, paradoxicdly, in mos developing
countries mining leads to greater poverty. The question has to be how could this be so
when mining projects not only generate revenues to governments, but aso develop
infrastructure, creste employment, create a demand for locd goods and services, and
offer opportunities for training and education?

A collective experience is emerging from mining projects in the developing world, where
the pressure to ensure that locd communities benefit from resource extraction is most
intense, which goes a long way to explaining the paradox of wedth. In many cases,
governments lack the mechaniams for effective wedth redistribution from resource
revenue streams (taxes or roydties) to the loca level. Policies and procedures may be
lacking, capacity a the operationd level is often deficient or absent, or politica
interference and corruption may disrupt the process. Furthermore, in many countries
there is an absence of politica will to consder any such wedth digribution. Thus the root
cause of the wealth paradox lies not in mining itsdf but in a paucity of governance.



Recommendations to the Extractive I ndustries Review

The World Bank has aunique body of experience in economic development and aso in
creating policies and procedures to improve the effectiveness of environmental and socid
safeguards. Thisincludes a portfolio of minera resource related projects and direct
investments in mining projects where the leadership provided by the Bank has elevated
standards across the private sector in al parts of the world.

Mining is one mechaniam for generating economic activity and growth in the developing
world. A current paradox isthat in many places the weslth creasted by mining is not
trandated into poverty reduction for loca and national populations. Thiswe seeasa
falure of governance and as such apractica problem that could be addressed by the
World Bank.

We believe that the World Bank must remain involved in resource development projects
including mining as aforce for good. The Bank should, however, use its influence to
work with governments to develop and implement policies and mechanisms for the
redigtribution of revenues from resources for the benefit of local populations and, in
particular, to effect poverty reduction.

In summary, our recommendations to the Extractive Industries Review are thregfold.

l. That the World Bank remain involved in mining, oil and gas development,
including direct investments through the Internationa Finance Corporation, but,

. That the World Bank should prioritize investment in countries where governments
are willing to work with the Bank to develop governance structures thet lead to
effective redigtribution of resource revenues for the benefit of loca populationsin
generd and for poverty reduction in particular, and;

[1l.  That the World Bank target the governance of wedth and revenuesin developing
countries as priority for change and/or strengthening for the next ten years.
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