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Abstract

Sierra Leone struck off-shore oil in 2009 and havestrikingly bad history of managing

extractive sectors. This thesis will address issoésinstitutional capacities: Institutional

capacities will be defined as; capacities in temhsnegotiating, strength of the legislative
framework, fiscal regime and design features sumdonwg and included in the oil contracts,

capacities in terms of monitoring international cdmpany activity, willingness to ensure
transparency in the whole process and an attemahabyse decisions made regarding how to
spend, or save, expected revenues. The main fiadirggthat, while the legislative framework is
more or less sound, political will to change pastakes is lacking.
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1.0 Presentation

Sierra Leone (SL) struck oil in 2009 and the Gowaent of Sierra Leone (GoSL) is currently
allocating offshore blocks and collecting licensed (Interview 8, 2012). All signs are indicating
that the emerging oil sector will be fully commeil@ed within a few years.

Historically governments of SL have been strikindglgd at managing natural resources in
extractive sectors. From the early 1970’es till thwtburst of the civil war in 1991, which SL is
perhaps most known for, governmental managemeextoéctives (diamonds in particular) was
kept on a very centralized level. This fosteredigh ldegree of rent-seeking behaviour which
eventually led to institutional deterioration. Frd@91 to 2002 management of diamonds was a
key factor in the civil war; Sierra Leonean diamerzkecame conflict resources by financing
various rebellious fractions. The war made SL aforanate prime example of the ominous
sounding phenomenon ‘The Resource Curse’, were geamant of a so-called unearned income
led to deterioration in regime, social and econocoicditions as well as conflict level. When the
civil war ended in SL in 2002 the West African coyrhad a multitude of extractive minerals,
which could potentially set it on the right finaacpath. Ten years later SL has again become
notorious for striking mining agreements far frorable to the local economy. Besides the well-
known deposits of diamonds in the eastern distatthe country, the extractive sectors have at
their disposal gold, iron ore, rutile, titanium abduxite. But the shifting governments of SL
have been strikingly bad at not only negotiatingitcacts but also at collecting taxes. Large
multinational mining companies are given tax breatantradictory to those tax regulations
agreed upon in the Mines and Minerals Act of 20A%A). Some foreign extractive companies
state that these terms are the primary reason Hfeir tinvestments in the country
(Economist.com). Further the ceding of revenuenideel for local development is considered to
be doubtful at best (Interview 3, 2012). Despliss tvery bad record of managing extractive
issues things are improving, at least concerningegiand mineral related issues (i.e. interview 1
& 5, 2012).

Keeping this bad record of extractive managememiimd, we find it very important to analyse
the current state of GoSL when having to managestherging oil sector. Therefore this thesis
will address issues of institutional capacitiesstiblmtional capacities will be defined as;
capacities in terms of negotiating, strength ofldggslative framework, fiscal regime and design

features surrounding and included in the oil camgacapacities in terms of monitoring

12



international oil company (IOC) activity, willinges to ensure transparency in the whole process
and an attempt to analyse decisions made regandwwgo spend, or save, expected revenues.
The above definition of institutional capacities affered to us by theory (see section 3.0);
however it is also important to keep the historicahtext in mind. This is why we add
‘institutional set-up’ to the definition, in ordéo determine the degree of centralization in the
decision-making process of the emerging oil secks.described, centralization of political
power in other extractive sectors was a key faatorthe multitude of deteriorations SL
experienced from the early 1970’es to the end efcikil war. This makes it naturally important
to investigate this issue.

Another factor underlining the importance of outeimded analysis is that the combined mining
sectors of SL, which are vital to the country’s mamy, in 2007, generated annual state revenues
of 10.5 million dollars translating to 0.6 pct. thie total GDP (Economist.com). This number
might be immense but it is much lower than condergaestimates made on the forthcoming
revenues from the oil sector. Local Civil Societpwment (CSM), Association of Journalists
on Mining and Extractives (AJME), estimate that taxenues deriving from the future oil sector
will be approximately 100 million dollars annuallAJME has arrived at this estimate by
conducting field studies in neighbouring countriio also have struck oil recently (Interview
9, 2012). GoSL has made no similar estimates, mates at all as to possible oil revenue
income.

So, earlier experiences with extractives in SL graeise for worrying but also optimism; the
guestion is whether the hard learned experienckelp the government of SL avoid familiar
pitfalls. Therefore, the aim of this thesis will e analyse current political institutions,

legislation and initiatives towards negotiating tants and collecting and managing revenues.

13



2.0 Research Question

How can the institutional capacities of the Sietr@onean State, with regards to the emerging
oil sector, best be described? And how does thétutisnal set-up compare to earlier
centralistic set-ups surrounding the country’s oldextractive sectors in general and the

diamond sector in particular?

2.1 Working questions

We are going to pursue the answering of the abesgearch question by first answering the
below listed working questions. Each question doseaty related to a linear time-dimension,

meaning the first question will address the isstieapacities in terms of negotiating with an

IOC, which ought to be the first phase when marggin oil sector — and the last question

addresses the issue of how the revenues shoulpenel,shence the last phase of governmental
management of the sector. The analysis will becgirad in coherence with these working

guestions:

1. What characterizes the Sierra Leonean governmecaplacities in terms of
negotiating contracts and which initiatives areetakn order to establish or improve
such capacities?

2. What characterizes the legislative framework inigigdfiscal regimes surrounding
the sector — and which design features are includéte contracts?

3. Which initiatives are taken to ensure transparendje whole process ranging from
the making of contracts, legislative framework gederated income?

4. Which decisions, if any, have been made on howptmg or save the forthcoming
revenues and which measures have been taken teeepsblic awareness and

inclusion on these issues?

The fifth and final working question differs a liibm the above; the above phases, which we
have translated into questions, are offered toara theory. The last question will follow a more
empirical path: As explained we wish to analyse aonthpare earlier institutional set-ups in
Sierra Leone to the set-up currently surroundirgaimerging oil sector.

14



5. How does the current institutional setup surrougdimnagement of the oil sector
compare to earlier Sierra Leonean experiences mahagement of extractives in

general and diamonds in particular, in terms otredimation?

The analysis will be structured in two parts in@dance with the above presentation of working

guestions — and thereby also follow the naturahtippon of the overall research question.

15



3.0 Methodological Considerations

In the following we are going to present our methlodical concerns. This serves a dual-
purpose; to make the reader better equipped fagingdour research and to make ourselves
better aware of implied strengths and weaknessesmfes made.

Carrying out this thesis we have chosen to confielct studies in Sierra Leone (SL); here we
have interviewed a broad selection of key stakeldrsl ranging from Civil Society Movements
(CSMs), Governmental bodies and a single consujtaagency working closely with the
Government of Sierra Leone (GoSL). In doing thishaee adapted a deductive approach using
theory-guided and semi-structured interview guidedjvidually adapted to each respondent
The deductive approach simply means that our irderguides have been made, drawing from
hypotheses and ideas inferred from theory (Bryn@i%2p. 538).

Having semi-structured interviews as one’s primapplied methodological tool obviously
means that we are working qualitatively. This is@@nt with the overall purpose of this thesis
which is not to achieve a quantitative and uniieuwsalerstanding of the relationship between
governments and oil companies. On the contraryomerall aim is trying to understand how
GoSL is equipped for managing an emerging oil sesnbd how SL utilizes previous experiences

with extractive companies.

3.1 Structural Build-up of the Thesis

Below is an illustration of our thesis. As showe @mnalysis will be divided into two parts; one
major part which is deductively guided by theorydame smaller part where we follow an
empirical and historical path in order to compamevpus and current institutional set-ups. In the
major part the interview guides and subsequen#yatialysis were structured with reference to 5
theoretical phases that Paul Collier (2007) haatete and which are very useful when wanting
to structure other theoretical inputs surrounding phenomena ‘The Resource Curse’. In the
latter and smaller part the interview guides andssguently the analysis were structured in

accordance with issues raised in the historicalecdrsection ‘Lessons Learned’ (section 5.0).

! Relevance of questions should match the resposdesgition and given knowledge

16



Introduction

Research Question

Part 1: How can the institutional capacities of the Sidreanean State, with regards to the emergi

oil sector, best be described?

Part 2: And how does the institutional set-up compare tdiezacentralistic set-ups surrounding tle

country’s older extractive sectors in general dreddiamond sector in particular?

19

Theoretical Framework

Ontological approachdlew Institutional
Economics

Interview-structuringResource Curse Theory
thematically adapted to Collier’s (2007) 5
phases

Empirical Data
‘Lessons Learned’

‘Current Situation’

Interview-results: Interview-guides were
structured mainly in coherence to Resource
Curse Theory and partly to the sub-section
‘Lessons Learned’

Analysis Part 1

Thematically the analysis will be structured acaogty to the 5
phases. The interview notes (and knowledge fronsesttion ‘Current

situation’) will be analyzed and compared to thewithin these 5

phases.

Analysis Part 2

The track followed here
will be themes raised in
sub-section 'Lessons
Learned’ which have
guided some of the
interview questions.

Conclusion

17



3.2 Applied Method — Semi-structured Interviews

When conducting qualitative research interviews, dkierall aim for the interviewer is to gather
gualitative descriptions of the respondent's sélamed world-perceptions for later
interpretation (Kvale 1997, 129). Using semi-stauet! interview-guides to achieve this, means
that one must have a series of themes and quedtiatsought to be covered during the
interview, while maintaining manoeuvrability to gue deviant stories (lbid. p. 129, 133). The
latter is important as it will provide us with knteg@lge not given to us by theory or own thought,
the former is important to keep the research thieadht stringent. It is a balance act between
thematic knowledge contributions and dynamic.

This balance act can be fairly difficult and it dépends on designing the right questions. The
right question should, as mentioned, contributenttecally to the production of knowledge but
also possess room for impulsiveness in order toussite the interview-interaction (lbid. p. 134).
Keeping a stringent thematic approach is especiallyortant in our case, as we will later

structure the analysis accordingly (Ibid.)

Analysis Part I Will be structured according to five theoreticabghs raised by Collier (2007).
This means that we have translated theoreticabssamd concerns raised under each phase to
one overall working-question, and deepened thisstiue by formulating various relating
guestions outlining the interview-guides. Finalhetanalysis will be structured and answers
categorized in accordance to these five phasess#g@ems only natural as the phases also make
out a linear time-dimension ranging from negotigtocontracts to spending the revenues. We
have also used other theoretical inputs on ‘Reso@arse Theory' besides Collier, but have
structured these according to his five phases.&hbases are:

* Negotiating Contracts

» Design of Contracts

» Transparency in Revenues

» Aggregate Savings

* Public Investments
We have translated the two last phases into orgdesimorking question and therefore this will
also only outline one independent sub-section énatalysis, so part one of the analysis consists

of four working questions

18



Under each of these phases Collier and others,lyndimmprey, Stiglitz & Sachs (eds. 2087)

have pointed out possible issues to be aware oh&Ve designed our questions accordingly.

Analysis Part 2: Will be structured according to the empirical basedtion 5.0. Meaning the
overall working question and various questionsiount) the interview-guides were formulated
with reference to issues we found problematic ia thstorical context section: We have
identified one major problem with previous dealinggh extractives in SL, which have helped
us design the last working question. The issue is

» Centralization in the decision-making process.

The analytical method is hereby connected withgmieing answers, which is why we already
during the interviews continuously sought to chkatlie meaning of any given answer in relation
to these phases.

Moreover, also having room for impulsiveness of reeucomplicates the above described
process. However in the actual process this wasarmbblem we encountered. According to
Kvale (1997) ensuring dynamic in a research-ineamis often a matter of using none-academic
phrases and an easily accessibly language. Nelesshinis was no problem for us, as the stake-
holders we interviewed are to be considered as ladgneable in their respective fields.

Finally there is the consideration of making yoaspondents feel secure enough to actually
wanting to share knowledge. A research interview special form of interaction; it is neither an
anonymous questionnaire nor an emotional therapeoterview. Therefore it is our task to
create the most optimal situation, where the redponfeels free to reply in the exact way he or
she wishes to, all the while keeping ethical question anonymity in mind (Ibid. p. 130). In the
following we are going to present our respondents later explain how we balanced the above
considerations during the actual process.

3.3 Respondents
In our case a good research design will aim atdawgihaving to examine only some of the

constituent elements. Instead we will aim at baddup a picture of the situation by taking into

2 ‘Escaping the Resource Curse’
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account information gained from various levels Wais 2001, p. 221). Instead of viewing the
emerging oil sector and its challenges as a holistity, we instead aim at gaining knowledge
from a wide range of embedded units / responddbid. (p. 220). We have achieved this
however with some exceptions. We have achievedirly fgood balance of interviews with
CSMs and governmental bodies respectively, whidfiitiathally is also a good departure for
being source critical. However we have not beem @blobtain replies from all respondents
desired:

* Local branch of the World Bank (WB) and the Inteior@al Monetary Fund (IMF);
would not talk to us as we were merely studentd,thair time was therefore better spent
elsewhere.

« Oil exploring company Somewhat same reasoning as above plus they éstimat to
gain anything from the interview.

* National Revenue Authority of Sierra Leone (NRAhI§ was supposed to be a key
respondent in our gathering of knowledge, as theyf e charged with the
responsibilities of collecting revenues and incdmees, as soon as the exploration phase
is ovef. We would have like to question them on issues aas capacity of staff etc.
They would not meet physically for the interviewt lmmomised us an e-mail interview;
however they are still to respond regardless ohtless attempts at making them do so.
We have sought to compensate by asking their govemtal colleagues, how they view

the capacities of NRA.

The table below contains a list of our respondddésignations have been changed if these were
to easily identifiable, as we have promised albof respondents full anonymityBesides the
already mentioned types of respondents we wereyleciough to interview an international
consultancy agency working with the Ministry of Mg and Mineral Resources (MMR). This
consultancy agency wished to remain totally anornysnso not even the agency’s name should

be mentioned.

% Company requested to be anonymous.
* Currently The Petroleum Directorate collects iherse-fees.
® Supervisor and examiner will, as the only twogiee a complete list of respondents with corresigteations.

20



Table 3.1 List of Respondents

Civil Society Movements

Designation of Respondent

Budget Advocacy Network (BAN)

Coordinator

Association of Journalists on Mining and Extractives
(AJME)

High ranking staff-member

National Advocacy Coalition on Extractives (NACE)

Coordinator

Network Movement for Justice and Development
(NMJD)

Staff-member

Governmental Bodies

Designation of Respondent

Ministry of Mines & Mineral Resources (MMR)

High ranking official

Cadastra Office / MMR

Staff-member

Ministry of Finance and Economic Development
(MoFED)

Economist

The Petroleum Directorate

High Ranking official

National Revenue Authority (still awaiting e-mail
correspondence)

High ranking official

Consultancy Agencies

Designation of Respondent

Anonymous Consultancy Agency /MMR

Senior Manager

3.4 Actual process
In the following we are going to present consideratand obstacles encountered during the

actual process of conducting interviews.

3.4.1 Choice of Respondents

Primarily we chose to target national stake-holdeinen searching for respondents. We did so
for several reasons. One being that a fair shareuoftheoretical framework emphasizes the
importance of involving and cooperating with thdio@al civil society. Choosing to interview
local CSMs therefore seemed natural, as these Inatistrepresent local civil competences and
possess knowledge on local conditions. The chdigeterviewing governmental bodies within
SL is even more natural, as it is primarily theipacities we are trying to investigate.

In the actual process, we started our search feporaents at the Freetown branch of the
development NGO IBIS. IBIS is a Danish NGO, whaseal branch in SL works on extractives

and tax measurements. One of us already possessattvark within this NGO due to former
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employment, and it was therefore natural to tap thieir external network, which contained
stake-holders at various levels. From IBIS we sthra snowball-effect, meaning that we
contacted the possible respondents from their né&fwalked to them, set up an interview and
asked them if they could think of anyone else weded to talk to. In this process IBIS was
indispensable, as it was nearly impossible to gaoess to these stake-holders before arriving in

SL, due to insufficient mail correspondence andteatinological infrastructure in general.

3.4.2 Designing Interview-Guides — Balancing Dynari Interaction and Thematic
Knowledge Contribution

We designed our interview-guides so regardlessowf the interview went, we would end up
covering the most essential themes from ‘The Reso@urse Theory'. In advance we had
categorized and structured this theory in accoreldodhe five phases described by Paul Collier
(2007). We adapted the interview-guides so thegdithe respondent we were going to talk to.
Sometimes we changed questions and sometimes tehgsged the structure of the questions,
so that we started by covering the themes the grespondent was most likely to possess
knowledge about. All interview-guides can be foumthe appendixes (1-10).

An example could be this; almost all theoreticapuin categorized under the first phase
‘Negotiating Contracts’ emphasizes the issue ofmamsgtrical knowledge. Therefore we

designed questions like:

» Does the Government generally seek to employ experextractive negotiations? If so,
who are these experts?
* To your knowledge, how does the Government plaaddress issues of asymmetrical

knowledge?

Adapted to different respondents; the first questivas aimed at Governmental bodies,
specifically The Petroleum Directorate. The lattas aimed at external actors.

Another example could this; theoretical inputs gatezed under phase four and five ‘Aggregate
Savings’ and ‘Public investments’ discuss rightd amongs when it comes to spending and / or

saving revenues. This led us to designing quessongar to:
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» To your knowledge, have there been any talks of tcogpend the revenue accrued from

oil?

Although most of our questions were theory-guidee, also choose to follow an empirical
founded path, namely the one of centralizationhi@ decision-making process. While writing
section 5.0 we had identified this as a major ocdntd Sierra Leonean problem, when

previously handling extractives. This led to askstions similar to:

* Who is involved in decision-making process regagdiplot-distribution, contract

negotiating etc.?

All of the above examples only clarify how we maedgto ensure that our respondents
thematically contributed to our knowledge. It dosst, however, show that we also took
precautions ensuring that our respondents couldigeais with new and important knowledge.
The first thing we did was to make the responddatd secure by first giving them an

introduction-letter explaining who we were, the gmse of the interview, contact details and a
promise for them to remain anonymous. Enclosed alas a letter from our supervising

professor ensuring the same. Both letters can bedfin the appendix 11. We then started the
interview asking whether or not we could recordntl explained that we could always turn of
the dicthaphone if they wanted us to. This wasdh we often had to use, if permission was
given to record the interview. Additionally we gs&t each interview with open questions,

similar to:

« What do you see as the main challenges when né&ggtigontracts and securing

revenues from the extractive companies?

This approach actually gave some results we otserwiould not have encountered. As an
example we learned that there has been absoluteknowledge sharing between the officials
experienced in dealing with mineral extractive camps and the officials dealing with the new

oil exploring companies.

23



Sometimes the interviews would go down a wrong patbaning that they took a turn best
described as useless to us. This was where weitteddfom being two interviewers as one
could engage himself in the actual interaction, ttkeer could take notes and categorize,
meanwhile maintaining the overview necessary fditgdg interrupting and getting the interview

back on the right path.

3.4.3 Use of Theory

By now it should be clear that we use ‘Resources€dmeory’ both for structuring interview-
guides, categorizing answers and thereby strugfi®ert One of the analysis. However we also
use ‘New Institutional Economics’ (NIE) in our theetical framework. NIE we apply as our
ontological framework. Ontology refers to our urslanding of reality We have chosen to
operate within the field of NIE as this approaah,contrary to a Neoclassical approach, for
instance recognizes that a market is not a nagiwveh thing, but a socially created phenomena
created by social actors. NIE operates with thecephof ‘market specific social capital’. This
concept takes into account individuals and theiwneks, as they simultaneously act within and
construct markets. Market specific social capita¢réfore becomes a concept that can be
analytically operationalized, and a concept of rewrket value to a firm or institution.
Additionally we will use the framework of NIE ing¢hanalysis, wherever it serves the purpose of
deepening our knowledge; NIE contributes with adbtapplicable theory when it comes to

dealing with the concept of asymmetrical knowledge.

3.4.4 Processing Interview-Data

Research interviews should be audio-recorded amsdribed whenever possible (Bryman 2004,
p. 329). The interviewer is as much interestedaw lthings are being said, as what respondents
are saying. This is why one should audio-recordneklier possible, as it makes it easier to focus
on body-language, attitude etc. if not having tketaotes (Ibid, p. 330). We have recorded
interviews whenever we received permission to. dofately, due to a limited time-frame, we
have chosen only to fully transcribe one intervjast to exemplify one of our interviews as they

typically went. Compensating we have transcribédates, after going through them together as

® A more thorough definition would be: The studybefing, addressing the question of what is theregtvane the
essentials features of an object (Ravenhill 2012386)
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note-taker and interviewer, comparing and corrgctivem according to audio-recording where
possible. In the appendixes there are; one fullgdcribed interview (13), all transcribed notes

(1-10) and digital recordings of all recorded intews.

3.5 Source Criticism

Applying a source critical approach to one’s dataficourse important in any research project,
but when working qualitatively it is essential (Brgn 2004, p. 544). Working source critically is
not as much an actual discipline as it is a skilt@ftsmanship, one has to practice and acquire
constantly. In the following we will present sorokthe issues relating to source criticism that
we were aware of while conducting the actual fitladies and / or will be aware of throughout
the thesis.

3.5.1 The Relationship between Civil Society Movemis and Governmental Bodies

When encountering conflicting statements one alwesto consider the interests involved by
the stakeholders who are being questioned. Onermajt of our theoretical framework deals
with the issues of transparency in general anditicision of civil society in particular;
therefore this was one of the issues we raisediraenisly throughout our interviews. When
doing so we nearly always encountered two comfiictstatements; the governmental bodies
coherently and consistently claimed that they wdrkea very transparent manner and always
aimed at publishing at much data as possible. Auditly the Petroleum Directorate claimed
that the lack of cooperation between civil sociatygl GoSL, which was undeniable, was due to a
lack of interest from the CSMs towards cooperafiimerview 8, 2012). Contrarthe CSMs
coherently claimed that they were often formallstdned to by GoSL but never really taken
seriously. Additionally they claimed that everythirespecially surrounding the emerging oll
sector, was sworn in secrecy (i.e. Interview 7, 908

Due to our preparations we already knew that cadjmer between the two parts was nearly
none-existing; a source critical approach mighphed determine why that is. First we need to
establish the interests of the CSMs. According tli€ (2008) most NGOs in the field of
development, ‘like things the way they are’ as anprovements would decrease their raison
d’etre (Collier 2008, p. 4); this reasoning coutnspibly explain why the CSMs say as they do.
This is because most of the CSMs we interviewedkaewith the overall aim of increasing
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transparency within SL’s extractive industries andre inclusion of the civil society by GoSL.
This means that they have an interest in keepimggshthe way they are and simultaneously
blaming GoSL, making a statement we met at theoleetm Directorate possible: ‘The lack of
cooperation is the CSMs own fault as they have masked the Government anything.
Additionally they make their own research whiclvésy questionable and does nothing good for
public revenue expectations. CSMs make the puldieve that we are the new United Arabic
Emirates, which we are clearly not’ (Interview 812)

The official at the Petroleum Directorate was sfieadiy referring to a report done by the
AJME’. We have read this specific report and agreetheatuality of the research conducted is
somewhat questionable. However on the questiorooperation and transparency we tend to
agree with the CSMs. The governmental bodies ofssohave an interest in making it seem as if
they are not to blame for the lack of cooperatespecially towards us, the interviewers, as the
interaction between interviewer and respondeneignan equal equation: There will always be
a clear defined power-asymmetry, as it is us tleéihds the situation and topics to be addressed
(Kvale 1997, p. 137). In this case the addressedeisof cooperation is one where the
governmental bodies probably are aware of the gtemademic advocacy towards inclusion and
cooperation. This means that they have no inténdstinging up a potential lack of will towards
cooperating with CSMs.

The reasons why we think the lack of will in cocgggrg mainly derives from the governmental
bodies are; i) the CSMs all coherently claim somM@ ourselves know how difficult it is to gain
access to data on contracts, income taxes, reveruliested etc. even on areas where GoSL
claims to have published these kinds of data,alnsost impossible to locate, which brings us to
the next point: Lastly we tend to believe that Ga&les have a major problem concerning
transparency. They have not managed to becomeyachumnpliant member of the Extractive
Industries Transparency Initiative (EIfIAlthough they themselves claim that this is sotiie

to administrative procedures of the EITI, the amoays consultancy agency working with
GoSL on exactly this issue claims otherwise; timat fault is GoSL’'s own. Additionally on

transparency, the emerging oil sector does indaein to be sworn in secrecy: The Petroleum

'Sierra Leone’s Oil Potential and Related Governdssees, Association of Journalists on Mining amttagtives,
AJME, 2001.

8 The EITl is an initiative announced by former BaitiPrime Minister Tony Blair, seeking to enhane@s$parency
in revenues. Includes 12 compliant countries andc&3didate countries, Sierra Leone belonging to later
category
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Directorate which manages everything from negaoigato licensing and monitoring seemed to
be so well hidden that none of CSMs or governmeotdleagues knew exactly to whom it

responded or even where it was locatebhis well hidden governmental body additionally
expressed wishes of further centralization, as thished to also collect the tax revenues when
relevant, thereby easing the NRA from this taskefiriew 8, 2012).

3.5.2 Preparations Are Essential When Wishing to Esure Source Criticism

All of the interviews we conducted in SL contribditeith useful knowledge we would otherwise

not have gained access to. The idea of applying-seuoctured interview guides worked as

intended, as we sometimes discovered new themessaunds not given to us in advance by
theory or our own knowledge. However to make sheeinterviews were somewhat stringent in

contributing thematically to our search for usefubwledge, we made sure to gain as much
knowledge before departure as possible; this is sdtyion 5.0 and major parts of the section 6.0
were written before we left for Sf. But these preparations also served a sourceatrfiiirpose,

as it made us capable of interpreting statememtegtually as we received them.

Another effort to ensure source critical capaleiitwas scheduling interviews, so we more or
less started by interviewing the CSMs (externalo@jt and ended the field studies by

interviewing the governmental bodies (internal egtoWe did so because we are trying to
investigate the capacity of the governmental bodied therefore needed as much contextual
knowledge about them, before actually interviewthgm. We additionally planned it so the

Petroleum Directorate would be our last intervies, this was naturally the most important

interview for us. This meant that we did not ontyolkv how the CSMs saw the directorate, we
also possessed useful knowledge from internal sicéog. about the fiscal regimes surrounding

the contracting possibilitiés

° It is based directly under the Presidency and tmyDirector in General and the President is aizbd to decide
on bidding rounds etc.

9 The latter was only partly done before departigava needed some legislative documents that caulld be
obtained in physical form in Sierra Leone

™ From the interview conducted at The Ministry ofi&ce & Economic Development
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4.0 Extractive Economic Theory

Following chapter will review the relevant econorthieories surrounding extractive industries
and resource rich countries. This theoretical mevieill, in Section 7.0, be linked with the
current situation of Sierra Leone (SL), in an afieno get an idea of the challenges facing the
country, as well as the advantages to be gainedighrthe extractives sectors in general and the
oil sector in particular. The chapter will focus dme areas of Resource Curse and New
Institutional Economics (NIE). Resource Curse wdie into contributing factors such as
capacities regarding negotiation of contracts armtyrement of revenues. The two theories
together will, to a large extend, offer explanasido the fact that resource rich countries, in
general, experience less economic growth than tleswurce poor counterparts. NIE, besides
serving as our ontological framework, stressesrtiportance of institutional equilibrium, while
allowing us to delve further into the roles of 8tate, market and firms.

4.1 New Institutional Economics

Following review of NIE sets a coherent framewaok &nalysing and understanding situations
like the one SL is currently facing. NIE will be @art of our theoretical, as well as our
ontological, point of departure.

It is important to acknowledge that within NIE, tihgtions are not physical entities like a
government body, civil society movement (CSM) ourtoof law, but rather the formal and
informal rules, laws and norms surrounding econacawitvity. These rules, laws and norms can
arise through a legislative process usually rengirenforcement by a third party acting in
accordance with said rules or laws, or throughrdorinal process by a group of people acting

out of self-interest and enforcing their rules tsefaes.

Enforcement in and of itself, however, is not aegivwhether it is the enforcement of a set of
rules or laws, or of contractual commitments, etganent can present significant transaction
costs. Within the frames of NIE, one could arguat thaving contract laws would ensure the
institutional framework of enforcing said commitnt®@nd laws. Lately, however, attention has
been paid to the efficiency of these laws, and ihaticeable that even economies with well-
functioning contract laws face challenges in terofstime and reliance in these laws.

Furthermore, laws introduced into a community loalse rooted in that community, or at least be
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somewhat familiar in it, and be structured in saclvay as to give the population incentives to
use and demand of the laws, otherwise they willbeotffective (Hadfield 2005, p. 175-7).

When talking about contractual commitments thesel@ve a number of reasons, which can
basically be categorised in; i) those not direcdiated to intentional breaks of commitment,

such as lack of information, lack of resources &etrone’s commitments, disagreements as to
the commitment and so on, and ii) commitments argaligned with one part’s incentives,

meaning that the commitments does not align with arty’s best interests (lbid. p. 178).

However, organisations and their interactions \atld within these norms and rules are not left
completely out of the picture, as especially ruleed something or someone to enforce them
(Furubotn & Richter 2008, p. 7-8). NIE defines arigations as institutions consisting of the
people operating within them, meaning that orgditiea can be anything from bureaucratic
entities such as government bodies to local comiywaoiuncils or the like (Ibid. p. 10). If it is
difficult to enforce rules, the institutional suaradings will be classified as weak (Nielsen 2005,
p. 106-7). As Furubotn & Richter (2008) statemn ‘institution will be defined as a set of formal
and informal rules, including their enforcement@amgements [...]The purpose of an institution
is, of course, to steer individual behavior in atpaular direction’ (p. 7).

It is recognised that organisations are made updwiduals and as such, cannot be considered
to behave or act as one unified entity. The actafren organisation, however, can be explained
through ‘the individual members whose actions give riseh® phenomena being studied
(Ibid.). This opens a wide discussion of corruptambribes often clash with the interest of the
organisation, or the general public if the orgatigais part of the public administration, thus

raising serious questions as to the institutioreshbwork surrounding the transaction.

NIE becomes further interesting when looking at hbweats the idea of rational choice. The
theory agrees, to some extent, with the neo-clalssiiea but discards the notion of a fully
rational choice. Instead it talks about boundetmnality, meaning that a choice will be made
before full information has been obtained: Fullormhation is next to impossible to obtain and
NIE therefore refers to a satisfactory solutionppposed to an optimal solution. Solutions and
decisions will be based not on knowledge, but uemptions (Nielsen 2005, p. 104-5). The
distinction is made by Furubotn & Richter (2008)emh it is observed that an individual will
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make a rational decision to the extent possible ftated costs of obtaining full rationality is
simply too high and While people can be seen as intendenly rationaky ttare not
‘hyperrational™ (p. 4).

In extension to the above, the theory of NIE aéda@$ into account the asymmetry of knowledge
that is coherently vital to the theoretical framekvof the ‘Resource Curse’. It is assumed that
the actors of a transaction will behave opportizafly when possessing more information than
their counterpart (Nielsen 2005, p. 104).

When performing a transaction, NIE takes into aotdhat there are costs connected with said
transactiof?. Before, during and after a transaction, costsostding information gathering,
negotiation and decision-making, control and sanatig as well as surrounding the
establishment of societal institutions will arisieid. p. 106). Put differently, a government in the
process of negotiating a resource extraction conwal incur more costs than the salary of the
negotiators. The value of the resource is a piééaformation that will put the negotiator in a
better bargaining position, and therefore the gatbeof this information becomes a cost.
Bringing us to the actual negotiation, this canab&mall or big cost depending on how long it
takes and of course on the outcome. After the m#gwt or transaction, is complete the
government will need to make sure that whateveeegent has been reached will actually be
followed. This means making sure that capacitiesimmplace for monitoring the agreement. In
the case that it is not followed, the governmerit aave to impose sanctions. All of these are
costs for the government, but costs that will netessarily show in the agreements or even be

considered when negotiating.

The three major components in NIE are state, maketfirms, all falling under the definition of

organisations, meaning that they are made up gflpeting within institutions.

4.1.1 The Market

According to a NIE framework, classic microeconontiextbooks only deal with the
determination of market prices, but the discus@ibthe market itself is almost none-existing
(Furubotn & Richter 2008, p. 313). Only during tlast thirty years or so, issues such as

12 Opposed to other economic theories where tramsectire considered to be cost-free.
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information constraints and other transaction ctstge been added to the agenda of market
imperfections, meaning that finding and organizengolution to market imperfections is now
advisable (lbid).

The framework of NIE views the market as a cons#édicocial arrangement to facilitate
repeated transactions amongst a plurality of ac@ssopposed to classical theory where the
market exists to ensure occasional exchange betiwdemduals, but as a structure uninfluenced
by the latter (Ibid. p. 314). In the constructedrkea the market actors are also the market
creators (Ibid. p. 315). The individuals that usel arganize the market interact within a
structure of incomplete information and boundedbretlity; their actions are coordinated by a
series of contracts, implicitly or explicitly agee@pon, based on written or unwritten contracts
rather than superior instructions (lbid. p. 314:ITR)e common goal of the actors is to lower
transaction costs and in this sense it can evdrelpdul that actors know each together and their
respective contacts, as it can possibly resulositive externalities if these networks commonly
agree to lower transaction cdstsThe social networks come to, not only maintaintugtomer
relations, but also legitimise order or govern $tricture that controls the transactions. This is
why the actors’ inter-social relations and goveogastructure make up their ‘market specific
social capital’ (MSSC). MSSC determines the cos$tsetting up, maintaining and changing an
organization (i.e. the market), and is thereforeeafl economic value to the actors. This comes
with a possible array of negative externalitiesn@gestments in one’s MSSC tend to lock market
actors into a status quo and may promote postepportunistic behaviour in its various forms.
This happens both in bilateral as well as multi@t@etworks (Ibid. p. 316). Imagine one actor
investing in its social capital by hiring a contraegotiator formerly employed by the dominant
counterpart. This would strengthen the already texgssituation between the two, thereby
interlocking the market situation and further magmote nepotistic behaviour due to already
existing preferences and networks. Another examopldd be a multinational cooperation using
its affiliated companies to strengthen demand &edeby heighten or maintaining prize level on

its primary product.

13 This is opposite to the classical perception ef itarket first framed by Adam Smith; that meetingl &rading
between individuals ought not to be facilitatedr(fotn & Richter 2008, p. 314)
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4.1.2 The Firm

NIE also challenges the neoclassical perceptiorthef enterprise model: The neoclassical
perception has been challenged from many diffgpergpectives the last couple of decades, and
although no consensus exists when describing thw)(enterprise model (or firm) all of these
draw from agreements raised by NIE. All criticiseem to agree that the neoclassical perception
is too lax in describing the firm and seems to eeginainly two factors; i) a time dimension and
i) organizational structure including the roleioformation as a transaction cost (Ibid. p. 361ff.)
The orthodox neoclassical perception of the capitananaged enterprise is very one-
dimensional: Its sole objective is profiting ans #ole problem is profit maximization (Ibid. p.
361). This draws from a simple equation where &atisn costs are zero and decisions are made
by unbounded rational individuals. The equationaliso static in the sense that everything
happens at once, meaning no time elapses fromirpter fulfilling a contract. Contractual
constraints therefore become irrelevant, technamadstraints still matter but these are fully
known by the owner-entrepreneur (Ibid. p. 362).dding to NIE this model is disappointing in
many ways; Furubotn & Richter (2008) rhetoricalyyse the question; how much scope exists
for entrepreneurship if transactions are costlésste exist unbounded rationality and each
decision maker is able to get all desired and rsacgsknowledge? (p. 363). Hence the role of
information has to be re-assessed.

Institutional settings are, as mentioned, also exgtl and needs to be re-assessed. Valid and
comprehensive studies have coherently managedoiw #iat institutional structure is vital for
the understanding of a firm, as it affects both itie@entives offered to input suppliers (flow of
productive services to the firm) as well as thedpiative output of the firm, hence organizational
and institutional structure is a variable of exjlemy power (lbid. p. 364).

Combining the factors of time and transaction ctistsneoclassical perception becomes further
problematic. Within this, production is not seencasmtinuous and questions of finance and
investments are therefore avoided, as the entreprenan always rent a piece of capital
equipment for the on-going market price (Ibid.)eTieoclassical perception does not recognize
the existence of uncertainty and the entreprenewoisesponding need to foresee economic
conditions. This is however recognized within théENramework and therefore the firm’s
decision-making process becomes a subject for sisgljpid. p. 365). Realising that institutional

structure cannot be ignored, one could easily imadiired managers of dispersed-ownership
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cooperation to pursue other goals than profitsrepigsent accounts to stockholders and trade of
potential profits for none-pecuniary and other igs¢hey can appropriate at the expense of the
stockholders (ibid.). One also has to realise gwtial relations matter, whether these are
external ‘formal’ contracts between its owners #melowners of the firm’s resources, or internal

‘informal’ agreements between the firm’s variousoas (Ibid. p. 367).

4.1.3 The State

For the stated major common goal in a private ownership econasrty supply a certain level

of public goods and to raise enough taxes for pligposé (Ibid. p. 296). Unlike the market and
the firm, the goal is not to optimise profits ftwetindividuals within the organisation. However
as we have touched upon earlier, it is assumedsthdtindividuals will act out of self-interest,
so the challenge becomes aligning self-interesthefindividuals of the state with that of its
constituents. Constituents, being the citizens ofeaitory, theoretically possess supreme
authority over said territory. Therefore the stagéeomes intermediaries for the constituents and
should, theoretically, act in the best interesttiogé latter. But as mentioned earlier, the
asymmetric knowledge puts the constituents atadsimntage and the general limited knowledge

of any individual of the state further gives risectedibility issues (Ibid. p. 477).

Although the state is set apart from the market @edfirm in the perspectives of trade and
profit, the state’s interaction with its constitt®ercan be classified as trade. In exchange for
revenue the state offers protection and justicelin cementing its own position. Constituents
who are unhappy with the state face the choicestbér emigrating or overturning the current
state administrators, both of which are connectald gertain transaction costs (lbid. p. 473). In
the case of developing countries, the servicesigeavby the state can be expanded to cover

development and heightened living standards in @&xgé for higher tax rates.

4.2 The Resource Curse
The rather ominous sounding phenomenon, the Resdlucse, stems from the fact that many
developing countries rich in minerals have a wdmsancial history than developing countries

without minerals and in factrésearchers have found that, as a group, resouiaeaeveloping
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countries have performed worse, economically, tresource-poor developing countries over
the past 30 yeatgLange & Wright 2002, p. 6.

Paul Collier (2007) describes five phases vitaldriractive economies and potential causes of
the Resource Curse. The five phases, which aetliselow, will also serve as our main focal

points of analysing SL’s current situation in sewt.0.

* Negotiating the resource extraction contract
» Design features of the of the contract

» Transparency in revenues

» The aggregate savings decision

* The public investment decision

All five phases deal with the political decision+ireg process regarding contracts and the issues
with revenue procured from extractives. The follogvwill cover these five points theoretically

with the purpose of developing theoretical concépt®late to SL in aforementioned analysis.

Before delving into these points, however, we neeexplain Collier's concepts of mistakes and
misaligned incentives. Both deal with the politidacision-making process and while the former
represents an unintentional harmful decision tlattd an extent self-correcting through
learning’ (Collier 2007, p. 1), the latter represents atiemtional decision, made knowingly that
it is against the best interest of the public. @t more simply; the government does not know
any better or it does know any better but chooseagrtore it. In short these terms and how a
government chooses to act on them decide whethastaesource rich countries will fall victim
to the Resource Curse. Our point of departurematifocus on the government of SL’s motives
behind its decisions but rather what institutiors ia place to circumvent the pitfalls described

below.

14 |f looking at economic growth and share of labancé employed in the primary sector, numbers f& d@untries
between 1965 and 1990 show a correlation betwestwtb. The bigger the share of labor force emplayethe
primary sector, the lower the economic growth (I¥atl 2006, p. 73). In fact, it seems that resotnich countries
are performing negatively when it comes to expoetfgrmance, foreign investment and education, while
performing ‘positively’ in the areas of externabdlecorruption and income inequality (Ibid., p. 74)
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4.2.1 Negotiating the Resource Extraction Contract

When a country discovers natural resources it ameos the financial, commercial and
political challenge of transforming locked undergnal assets into a usable liquid asset — tash
(Radon 2007, p. 90). The first challenge is to hieg® a profitable extraction contract with an
extraction company. More often than not, developoogintries are at a disadvantage when
negotiating these contracts. Even though goverrsnentnost cases, are the sole right owners of
natural resourcey they rarely possess the same knowledge of aitioing fields, the level of
experience in contract negotiation or even thenime resources as international extraction
companies (Collier 2007, p. 5 & Radon 2007, p. 90)is means that while the government,
theoretically, has total control over who gets alear extraction rights, it is rarely clear to said
government how much these rights are actually w¢@bllier 2007, p. 5). And to further
complicate matters, extraction companiéscustomed to dealing with authoritarian regimes or
in countries plagued by civil strife [...] often bgra self-protective, uncompromising, and feisty
attitude toward negotiatioh(Radon 2007, p. 90) compounded by the fact tixataetion is a
risky enterprise to undertake with risks of hittidiy holes and ever-changing market conditions
to name a few (Ibid. p. 92). This also means thigproducing nations should have the upper
hand in times of energy shortage, although this s seem to be the general case (lbid. p. 97)
Skilled negotiators also seem to cause some prablem resource rich nations. Private
companies on account of their generally betternioiel situation, can outbid development
countries in regard to salaries and work envirortm@eaning that the best negotiators will opt
out of public sector employment. Outside expeliss@rely welcome as negotiatiois ‘0ften not
viewed as a real skill, but rather something thay@ne can do [...] too often there is a refusal
or reluctance to engage the necessary expertisaldae pay for it (Radon 2007 p. 92-4).
Furthermore, as shown in table 4.1, a dispropaati@amount of effort is put into the technical
and commercial issues when negotiating contraetsyihg other important factors relatively
unattended.

15 0Or perhaps more fittingly, the by proxy ownersttasownership befalls the citizens of the respeatountry.
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Table 4.1 What Are the Key Issues During Negotiations?

Technical Conflict Zone

Commercial Company feels in control. It recruits
people qualified in this zone. 90-95% of

effort is spent here

Environmental Factors that are relatively ignored during

Social negotiations

Economic

Political

Source: Radon 2007, p. 91

The situations described above can be classifiedrastake, as the government acts on lacking
information rather than putting themselves befbrgrtconstituents. But contract negotiation can
also be harmed by misaligned incentives where tivergment, or the government officials, will
try to enrich themselves at the expense of thdirzeris. Research actually suggests that a
correlation exists between natural resources andypdeveloped democracies. However, there
is some disagreement as to whether oil and laattérgocracy is only correlating, or if there in
fact is some kind of causation at work. As RosD3@xplains it: If oil is truly at fault, this
insight could help explain — and perhaps, predithe-political problems of oil exporters around
the world, such as Nigeria, Indonesia, Venezuatd, the oil-rich states of Central Asia. If other
minerals have similar properties, this effect migktp account for the absence or weakness of
democracy in dozens of additional states in suta@ahAfricd’ (Ross 2001, p. 325).

Of course less developed democracies are lessi@dcto act in their constituents best interest,
and even if the above mentioned is only a sign afetation, it still points to misaligned
incentives as contributing factors perhaps caussmgnuch damage to contract negotiation as
lacking information. However, this situation migthhange as Llocal communities that, until
recently, were on no ones’ checklist of factortate into consideration now often demand their

part of the spoils in the form of jobs and compénsgpayments(Radon 2007, p. 91).
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Besides issues of negotiations and how much tostnivethese, governments of oil-producing

nations need to settle on a certain kind of contieldype. Generally speaking four types exist.

Table 4.2Four kinds of contracts.

Types Government Company Risks/Gains
involvement involvement

License Agreement Drafts andll activities | Government
publicises  terms concerning receives  signing
and opens bidingexploration and bonuses, royaltie

rounds. development of oi| and income tax.
fields.
Oil company incurs
all operational
risks.
Production-Sharing Drafts and All activities | Government
Agreement (PSA) | publicises  terms concerning receives bigger par
and opens bidingexploration and of profit, but no

rounds.

Collaborates with

development of oi
field.

signing bonuses @

future taxes.

)

[92)

—+

=

oil company. Oil company incurs
all operational

Negotiation not risks.

necessarily rooted

in existing

legislation.

Joint Venture Partnership with giPartnership  with As all gains and

company. government. risks are subject t
negotiation,

No existing| No existing| governments  ar

formula for | formula for| likely to incur
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division of | division of | higher risks, with

involvement. involvement. possibility of
higher gains.
Service Agreement  Outsourcing o€ontracted by Companies less

specific work tasks| governments to likely to accept this

carry out specifig type of contract, a

Ul

0]] exploration| work tasks. gains are small.
likely conducted by

national oil Governments gail

—

company. proceeds from oi
exploration ang
development, but
incur all risks as

well.

Authors’ own creation. Source: Radon 2007, p. 92-10

License agreements and Production-Sharing Agream@®8A) are by far the safest contract
types for governments of oil-producing nationshailigh they also present challenges in terms of
revenue and how to monitor oil companies’ earnifgsthermore, serious consideration has to
be given to operational costs incurred by oil conigs and whether these should be deducted
before calculating royalties, income tax, etc.slhowever, safe to say that license agreements,
while holding the risk that no one bids on oil gats, will secure governments income in the
form of signing bonuses even if potential oil fielshould turn out to be commercially unviable.
PSAs demand a lot of the government negotiatorgoasrnments involvement is not decided
before negotiations start, and demands for a highare of the profit are not easily met without
shared risks (Radon 2007, p. 99-101).

Joint ventures besides the characteristics listetable 4.2, have the advantage of possible
transfer of technology and knowledge, but certaiobyme with higher risks and uncertain
possibilities of higher financial gains (Ibid.).

Lastly, while service agreements also holds prona&ehigher financial gain for the oil-
producing nation, said nation also incur all opersl risks and this type of agreement will
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hardly find traction with the major international oompanies (IOCs), as incentives are small
(Ibid, p. 102).

4.2.2 Design Features of the Contract

Once an agreement has been reached between goweranie|OC, the contract needs to be
designed. The major issues in this regard have taith duration of contracts and tax regimes
(Collier 2007, p. 6). Negotiation of contract feas is made up of negotiables and non-
negotiables. Some issues should follow domesticslgpn and should therefore be non-
negotiable. Health, safety and environment shoaldbedded in domestic law, and if not, they
should follow international best practices. Nedua consist mainly of financial issues such as
determination of royalties, tax rates or licensesféRadon 2007, p. 102). Contracts do not
always follow tax regimes agreed upon in the hosintry, and governments face the threat of
companies leaving their country, should the taxmegbe too strict. Consequently, tax regimes
in most developing countries are fdxLow tax rates can also be explained by the faat, ths
governments have the power to change terms anditicosd I0OCs face certain risks when
entering into agreements with governments. In éffeis means that a lower initial tax rate
might make up for the potential risk of governmegising the rate later on. This risk can, to
some extent, be assessed by a government's pakirnpance regarding contracts and
agreements with extractive companies. The probkmast commonly seen when a company
enters into a contract with a favourable tax regiomy to strike lucky and have the government
renege on their terms (Collier 2007, p. 6).

The volatility of oil contracts and the governmebtcking them often prompts I0OCs to have
stability clauses inserted into the agreementss@lotauses usually last for the duration of the
contracts and ensures the companies will be compethén case of sudden changes in the fiscal
regime governing the contrattStability clauses are a safeguard against stdtesweak rule-
of-law and loosely defined finance acts, batcbntract should be flexible enough to foresee the
development of [a strong rule-of-law ] system, litany event, a contract should not hinder a
legal system’s development through a stability séaar other cast-in-stone provisign&adon
2007, p. 103).

18 Even though favorable fiscal terms are a good efagttracting investors, Radon (2007) advices thase terms
should only cover an initial face of the contrgzt$5).
" More often than not rendering changes in the eshimoot.
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Profit taxes, also known as windfall profit taxésyve some potential in circumventing lax tax
regimes in contracts. A mere income tax will noffisa in securing a nation a larger income
should oil prices rise. When the price of oil rises does the profit for the oil company while
their cost stays the same. Moreover, even thougbk the oil company who develops the
extraction of the oil, it still belongs to the mati®. This means that an income tax does not cover
the sale of the nation’s property, only the protit® companies make. Royalties cover the
transfer of resources from state to company, beisat at a firm rate and do not follow price or
profit leveld®. Signing bonuses that especially appear in licewseements pave the way for a
government to ensure a minimum of compensationothing else, to pay for the negotiation
process, should the project turn out to be un@bliet. These are usually fixed and not dependent
on the value of the resource itself (Radon 2007,08-104). But what income tax, royalties and
signing bonuses all have in common, is that th@btucing nation risks missing out on huge
profit margins in times of energy crisis and sograil prices. Windfall profit taxes means that
when prices rise, so does the tax rate for theamipany, meaning a significant bump in revenue
for the state, while still allowing the oil companylarge share of the profits. The real challenge
of windfall profit taxes lies with the governmentgho have to monitor the companies and make
sure the latter’s reporting of production levelsasrect or that they do not decrease production if

this serves their best interests financially.

A few other design features are important to carsihen negotiating contracts. Where local
legislation is less than strong it can be advisableadopt another country’s legislation on
relevant issues, although this might feel threaigno the host country’s sovereignty. However,
legislature is important as it gives governmentatiagors an important tool in emphasising their
positions on certain issues, as well as gives thefinmer grasp of dealing on behalf of the
people of the nation (Ibid. p. 109-110). Regardlesteqgislation, termination provisions are a
must in extraction contracts. Radon (2007) putikét this: “A termination provision that does

not provide for the possibility of the loss of @lploration and development rights is a contract
with no teeth [...] the lack of an effective and enpassing termination provision denies a

18 With some exceptions, most notably the UnitedeStaf America
9 This of course means, that while royalties caproditable for oil companies in times with highdf prices, they
can be directly unprofitable when oil prices ang [(Radon 2007, p. 104).
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government a valuable tool in policing and ensuroggnpliance of the oil contrac{lbid. p.
111).

Moreover, when compensation to government is decieoil prices, one need to be aware of
how these are calculated. Trading between affdiatempanies can artificially deflate prices.
Prices, or the compensation derived from them, Ishioel decided based on market prices for the
region (lbid. p. 107). Issues of affiliated compEmnishould be taken into consideration when
dealing with provisions for non-compliance or unfahactivity. Oil companies working through
tax havens are able to divert responsibility tartsebsidiaries located in tax havens, an issue

that should be clearly addressed in any extractonract (Ibid. p. 111).

When determining fiscal systems to govern contrawte fiscal families are dominant. The
concessionary, also known as the royalty/tax systeciudes the company taking control of the
entire process from exploration to marketing. Tlwegnment in turn makes money off of
royalties, taxes and signing bonuses. The secaadl ffamily is the contractual based system,
which is usually comprised of PSAs and service ements, and the distinguishing
characteristic of each family of contract is whewdyen and if ownership of the hydrocarbons
transfers to the international oil companiyohnston 2007, p. 56). This in turn means, tiaite
revenue may not differ substantially between the systems, risks certainly do. Royalty/tax
systems ensure a minimum of revenue for statesighreigning bonuses and the biggest risk for
the state is not getting additional revenues aploik can turn out not to be commercially viable.
There is no mentionable cost for the state, and wbst there is might be covered by the signing
bonus. If the state becomes an active partner mhoeation, development and extraction costs
might not be recovered. Table 4.3 shows, in moteildéhe degree of government involvement,

status of transfer of the oil and so on.
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Table 4.3 — Comparison of Fiscal Systems

Royalty/Tax
Systems

Production-

Sharing Contracts

Service

Agreements

Global Frequency 44% 48% 8%

(% of systems)

Type of Projects | All types: | All types: | All types but often
exploration, exploration, non-exploration

development, EOR

development, EOR

7

Ownership of | I0C Government NOC| Government NOC
facilities

Facilities title | No transfer “When landed” qr“When landed” or
transfer upon upon

commissioning

commissioning

IOC ownership of | Gross  production Cost oil + profit oil | None
hydrocarbons less royalty oil

(lifting

entitlement)

Hydrocarbon title | At the wellhead Delivery point,None

transfer fiscalization point
or export point
Financial Contractor 100% Contractor 100% Contractor 100%
obligation
Government Yes but not Yes, common Yes, very common
participation common
Cost recovery| No Usually Sometimes
limit
Government Low typically High High
control
I0C lifting | Typically around| Usually 50-60% None (By
entitlement 90% definition)
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IOC control High Low to moderate Low

Source: Johnston 2007, p. 67 (Frequency numbers 2@i1)

The major difference between service agreements@aldty/tax systems and PSAs is that with
the latter, IOCs has no entitlement to oil andoigly contracted to perform a specific task. They
do, however, get to sell oil to recover cost. Thesfthey receive from governments are often
taxable (Ibid, p. 62).

How an 10C calculates costs and whether or notakenprovisions for cost recovery limits can
give cause for some consideration when negotiatorgracts, especially in cases where larger
blocks are being negotiated for. In this case 1Q@ght want to include their costs in
unsuccessful explorations in the costs for sucuokssf wells. While sometimes acting as a
deterrent for 10Cs, ring fencing can ensure govemis) a bigger take preventing that 10Cs
gather costs from different exploration sites. Riegcing simply means that once a discovery
has been made, costs and deductions can only eendiee¢d from that one discovery, i.e.
exploration costs elsewhere cannot be connected esaist recovery in the area of discovery
(Ibid., p. 82).

4.2.3 Transparency in Revenues

Transparency is, of course, an issue throughouwtisde process of dealing with extractives and
in the initial phase of negotiating contracts ihcgtrengthen the government negotiator if he
knows the public has had a say in the governmefffical position. Generally, transparency can
diminish future public outrage if contracts turnt ¢ be unfavourable financially (Radon 2007,
p. 97-8).

Once contracts have been negotiated and IOCs hegenbtheir operations transparency in
revenues becomes relevant. Government officialslved in the extractives sector often handle
rather large amounts of money and it is far fronuswal that revenues disappear from the
budgets. This problem becomes further serious wtasing into account the level of
transparency in many developing countries avidst revenue-receiving governments have little
capacity to scrutinize whether payments by compgaare fully compliant with tax reginies
(Collier 2007, p. 8). Especially where governmergf/ on self-reporting from companies,

transparency becomes blurry if the public has ralstto scrutinise payments to governments
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versus amounts received by government, further Goatpd if the aforementioned reporting

stands alone without scrutiny. As a result hereoisioften advisable for states to engage
accounting services instead of relying on self-repg by IOCs. This could potentially increase

revenues and overcome issues of trading betwediataficompanies with the same ownership
(Radon 2007, p. 107).

Further, transparency can be reached by cauti@ssijmating oil incomes and publicising these,

while of course still taking costs, shifting oiliges, etc. into account (Sachs 2007, p. 190).

4.2.4 The Aggregate Savings Decision

Assuming that contracts are entered and revenags fkiwing three questions arise: i) how
much revenue to save, ii) how much to spend ahtoiv to spend it. The question of how much
to save becomes complicated when taking most dewvegjaountries’ volatile political situation
into account. A decision to save revenues for timmesigher commodity costs may seem
reasonable, but with the uncertainty of politicacidion-makers’ future, it may be tempting to
spend savings on short term, highly visible prgedthis increases likelihood of re-election,
while preventing future decision-makers from spagdiavings for other projects than originally
intended. Besides, savings for harder times afeulif to secure as future politicians have sole
decision-making powers over revenues and fundswal immediate spending of savings
earmarked for future projects (Collier 2007, p. B)t immediate spending has its downsides as
well: “If public investment projects are scaled up toockly, inefficiencies are bound to
multiply because of limited absorptive capacityhie domestic economySachs 2007, p. 176).
Moreover, revenues from extractives have the inttegeality of being finite. Diamond deposits,
oil pockets, gold mines and so on will eventually dry, thereby depriving the local economy of
that particular income generation (Collier 20079)p.

Sachs (2007) argues that oil income should be speridng term investments benefiting future
generations rather than be directly distributedh® population as an attempt to strengthen
consumption (p. 176-8). Moreover, the accrued fustusuld be part of a development strategy,
preferably modelled after the Millennium DevelopmeBoals and with a timeframe of
approximately a decade. This strategy should ata&e“into account the time paths of oll
production and depletion, so that the time pathseéstment and consumption will be smoothed
over timé (Sachs 2007, p. 180).
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Two other options exist for the use of oil incorii@e first option is to accumulate income in a
fund, which works better for high-income countriés. developing countries it seems more
prudent to invest in human capital and physicaktssather than trying to live on earnings
through a fund (Ibid., p. 189). Setting up a furah qotentially also worsen the issue of
transparency; Whether modelled after Norway’s State petroleumdFon the very different
Alaska Permanent fund, such funds are viewed asmortant fiscal tool that can aid in
planning. However, these funds as they have beestitded to date, have major drawbacks.
Because they are generally not transparent [...]dgidlatures, the press or nongovernmental
organization$ (Karl 2007, p. 272)Introducing a fund that constitutes a type of datddudget
without control is therefore not a good idea in @oyntry where lack of transparency already
exists. Additionally it would be politically diffult to explain an acute poor population the need
to tax them while saving oil money (ibid.)

The second option is for oil producing nations daarl money internationally with their oil as
collateral. This has the potential risk of courdgrigpending more than 100 pct. of their olil
earnings while leaving them hopelessly indebted{S2007, p. 181).

4.2.5 The Public Investment Decision

Once a decision has been made as to how much eversave, the question becomes how to
spend the rest. Discovery of oil should, in pritejmffer oil-producing nations the opportunity
to finance higher levels of public and private agngtion, higher levels of investment from the
oil income itself and loans made possible by odoime and to generate resources to finance
“core public goods, including infrastructiréSachs 2007, p. 174-5). Public investments should
be spend on the rule of law, environmental provectinfectious disease control and basic
infrastructure networks as well as basic healthe,cdnasic education, social insurance for
unemployment and disability, safe drinking wated aanitation, adequate basic nutrition and
safe shelter. These are the so-called public g@das merit goods, which should ensure
“enhanced political and social stabifitylbid., p. 175). As they are nonrival or nonexadble,

the private sector cannot be expected to invetstase goods (Ibid.).

Public investments seem desirable, but face soralledges, especially in resource rich, low-

income countries. These challenges revolve arowmksty and efficiency. Structures put in
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place to facilitate the selection process of pisjeare often poorly regulated, and corruption
seems to be pervading the process. Without progsdikseauctions or such, the investments have
problems living up to standards surrounding cosi#ieand general quality of outputs, and even
though “The evaluation of public investment projects im@dtad in developed countrigsvhen
implemented in developing countries it runs th& o being ‘a process that is readilly gamed.
Because returns are inevitably hypothetical, itnigariably feasible to manipulate estimates to
suit political demands(Collier 2007, p. 11).

Sachs (2007) argues that most public investmentsilldhbe geared towards a hospitable
environment for private sector investmentpublic investment spending should be seen as a
complement rather than a substitute for privateestment spendifigp. 176). Areas such as
agriculture, mining, manufacturing and non-stat@ises such as insurance and pensions should
be financed through private sector investmentsleanfiblic investments should go to the public
goods mentioned above (lbid.). The advantage sfdhproach lies in the realisation that oil is a
finite resource and once depleted a strong prisettor should, in theory, be able to compensate
(Ibid. p. 177). Especially in the poorest countrigsere basic needs like food, water, electricity
and telecoms have yet to be met, investments setheeas will not only benefit the population
in question, but will also ensure the infrastruetneeded for private-sector-led economic growth
(Ibid, p. 178).
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4.3 Summarizing table of theories

Theory

Core Concepts

Purpose of including

New
Institutional

Economics

Bounded rationality (no possible for a

stake-holder to obtain complete informationtological

before making a decision)

Cultural norms and networks as well

institutional laws and rules constitute theoncepts

framework in which stake-holders act.
While acting within this framework, stak
holders affect it as well.

Market Specific Social Capital is the val

of individuals’ networks within an incomg€venue spending.

generating activity.

nfProvides us with an
framework
and a theoretical conte
der analyzing broader
such 3
bounded

hSituations

rationality in
regarding
negotiations and

yeonsiderations on

Resource
Curse Theory
(Phases
defined by Pau
Collier,

elaborated with

Stiglitz, Sachg
and
Humphreys

(Eds 2007))

From the fact that resource rich develop

countries underperform economically, socially awdll be used to structur

institutionally compared to their resource poaverall

counterparts:

* Asymmetrical knowledge in contra

negotiations.

of monitoring within governments.

from 10C to government to civil society and

vice versa, ensuring public awareness.

Realizing development  stage

prioritizing public investments accordingly.

Unfavourable fiscal terms and low capag

Distribution of information and knowledd

and

rdere theoretical input

[2)

D

working
guestions, them
ctnterview-guides and
subsequently act
istructuring  in  the

analysis.

e
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5.0 Lessons Learned

In the following chapter we will try to establishreferential framework for comparing then and
now of the Sierra Leonean institutional capaciti@sing to do with administration of natural
resources. The administration of Sierra Leone’s) (@amond industry has, throughout history,
proved to be unsuccessful, contributing to detation of regime, economy, social conditions
and conflict level. As we wish to discuss if thereat institutional capacity of SL can enable an
avoidance of previous mistakes we need to undefstlye mistakes of the previous
administrations. In coherence with contextual theprimary attention will be given to

governmental ministries and other administrativdieé® directly linked to the diamond industry.

5.1 Administration of the Mining Industry

Hopes for the new state of SL were flourishing raftee country gained independence in 1961
(World Bank 2005, p. 4). However hopes of buildanggid democratic state vanished already in
the early 1970’es. Shaka Probyn Stevens, thirdgrrmister (1967-1971) and first president of
SL (1971-1985), quickly turned the country intoreegparty state, creating a monopoly of power
for himself and his allies. Throughout Stevens’ ggovnental era he and his administration used
the country’s wealth of natural resources, esplgoimonds, to maintain this position; making
SL an unfortunate prime example of the resourceecuMot only did the central mining industry
in Kono District serve as a measure to maintain \@ntsen an already corrupt regime, it also
helped escalate conflict level, eventually beines factor in the civil war from 1991 to 2002.
Now once again SL faces challenges of the resauns®, as the country struck oil in 2009. This

is why we now take a closer look at what went wrbtmogn the 1970’es onward.

5.2 Maintaining Power — Rule through Subcontractors

In 1961 SL faced initial annual growth rates of fquct. and beyond. This was however
followed by acute deterioration of economic andiaoconditions from the 1970’es (World
Bank 2005, p. 4). This is partly explained by tlitry’s inability to create an environment
suitable for attracting foreign investors. Espdgighe mining sector proved ineffective in its
attempts to raise foreign exchange and fiscal neeefrom diamond activities, in turn impeding

the development of the sector (lbid.). However a&swill attempt to show in the following,
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attracting foreign investors and developing thaaemight have been counteracting towards the
real goal of the 1970’es administration, namelyntaning power.

Distribution of diamonds, especially dealer andt filkenses were a central part of the political
life in the 1970’es SL: Unruly elites caused Stess@nlot of concerns. Oppositional political
networks sprang around popular dissatisfactionveer@ financed by wealth from illicit diamond
dealing (Reno 2009, p. 104). In order to face thmisis of rule and rebuild a stable political
domination, Stevens had to launch a strategy wiaVe him absolute control over Kono’s
resources. Concerns were that due to the reversis, Gtate institutions or even movements
from within the state-party All People’s Congresd®C) would eventually pose as a threat to
Stevens’ leadership (lbid.).

These concerns lead Stevens to launch the Cooper@bntract Mining initiative (CCM) in
December 1973. The initiative would allow privaténimg operations within the National
Diamond Mining Corporation (NDMC) lease area (Igid.105). The political act was received
differently. The locals of Kono saw it as a longagte@d acceptance of private mining activities
and therefore hoped it was a de facto invitationntude their small-scale informal mining
activities in the formal economy. Further they hihpgue to nationalist rhetoric, that favoritism
of Lebanese dealers in the issuance of mining a&adird) licenses would come to a halt. Other
foreign investors and creditors, however, receittegl message of CCM as a response to the
decline of foreign investment in NDMC lease areat Beither the locals of Kono nor the foreign
investors had it right: Instead the new way of iisguicenses mainly created one group of
beneficiaries; political allies of Stevens. Thstfitwo sub-groups of beneficiaries were the Kono
chiefs already holding NDMC sinecures and goverrtnodiicials from outside of Kono. The
former already occupied positions within the NDM@&ldherefore had no difficulty in using, but
not paying for or reinvesting in, state-owned hemachinery. Plot assignments came to follow
merely political criteria; and in 1974 and 75 tist bf beneficiaries expanded, as new areas of
NDMC became subjects for privatization schemess Time both the Vice President and the
Minister of Mines were licensed as plot holdersidlbp. 106-7). It appeared Freetown
administration continued a political line of dibwiting state-property in return for loyalty, now
expanding to the mining sector. Through person&riaerence via the Ministry of Mines,
Stevens could exercise direct personal control dkeraward of economic favors. Besides

blurring the lines between state and private aawiby licensing state officials (allies), the new
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measures also had an immediate and radical effettteooutput of the formal mining economy:
Production shifted away from the NDMC (the sourtenore than 50 pct. of state revenues for
the past three decades) as output fell from 856sdwads carats in 1973 to merely 168 thousands
in 1985 (lbid.). This of course meant lesser mdan®verall developing goals, as SL's wealth
now flowed through private elitist hands. Stevefesir of local Konos harassing his political
allies, additionally lead the administration to dant suppressing behavior via paramilitary
efforts and political violence. Combined with thétrarselective and exclusivity of plot
distribution, hopes dashed for a wider distributafnthe benefits of Kono’s resources. It was
undeniable that political means meant more to thaimistration than long-term development
issues, as the CCM eroded the role of the statermides and created a so-called private

diamond economy organized around the ruler’s gjyaté political control (lbid. p. 107).

5.2.1 Maintaining Power — Export

Additionally to the so-called privatization via ti@&CM, the Stevens administration also ended
Dutch based diamond company DeBeers monopoly orseas marketing of Sierra Leonean
diamonds in March 1974 (Reno 2009, p. 108). DeBeerdanternational and leading diamond
group active in both extracting for and sellingrdands and currently present in countries such
as Namibia, Botswana, South Africa and Canada @tsheoup.conif, had previously in 1956
established the Diamond Corporation (DICOR) marggl private diamond sales from SL
through its Central Selling Organization (CSO). BeB had remained interested in SL in order
to regulate world supply and therefore, through OR; they offered high prices. At first glance
the remaining interest of DeBeers was very berafjcto the Stevens administration; due to
DeBeers demand for diamonds they were able toes&rikery good deal: DICOR should pay the
government a levy of 7.5 pct. on every private pase and were obliged to buy every stone
offered. Not only was this a beneficial economiceggnent it also helped the administration with
its new overall goal of maintaining power. DeBealsorbed some of the costs of turning
independent mining activities into formal channdlkis gave Freetown higher revenues from
formal channels while still being able to toleratauggling from its own licensed officials and

favoured dealers (lbid. p. 109). The former mongpdl DeBeers had given Freetown capacity

% DeBeers was by 2009 the far most leading diamandpgworldwide, almost solely controlling world rkat
price (Smillie et al. 2000, p. 2)
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for producing and selling diamonds, but it lefiditmanoeuvre to distribute, and this was exactly
what Freetown needed in order to gain more conitater in 1974, five individuals were given
licenses to export 20 pct. of SL's diamonds. These exporters had to go through the newly
created Government Diamond Office (GDO) when wighia export. GDO valued privately
marketed diamonds and collected the official leNoyd(p. 110). Stevens was personally a board
member of the GDO and tactically used this new adstrative body to gain more personal
control over foreign exchange and diamond salescidated an interdependent relationship
between himself and the newly export-licensed dsaleho had formerly operated in the
informal market and therefore already possessadhisld business networks in the Middle East
and Europe. They could obtain foreign capital forghases in SL but relied on Stevens’ favor if
wanting to protect their access to diamonds.

Besides creating a system with blurred boundaitwden state and private sector where almost
every client depended on Stevens’ personal faveneds also benefitted from the fact that the
five new major exporters were foreigners e.g. thener militia leader of Amat in Lebanon
Nabih Berrf?. Stevens did so because he found a political Egdnrbeing able to downplay his
political network’s extension into Kono (LebaneseAdro-Lebanese were commonly viewed as
outsiders), thereby appearing less corrupt. Ingmgihg the establishing of the GDO, Stevens
also succeeded in monopolizing diamond extracteorg thereby controlled the whole value-
chain from digging to exporting, making all actogdiant on his personal will. Dilemmas of
political challenge and declining revenues werdawg by a competitive struggle for his favor
(Ibid. p. 111). However political challenges weesvér than before, since the Lebanese dealers
did not have any political network within SL anceteby posed no domestic threat to Stevens.
Further having gained full control over Kono’s resmes, Stevens saw no reason to strengthen
state institutions, as this could create politcdzllenge from within his own government.

All of the above combined weakened bureaucratie stapacity in what most people understood
as development, and limited greater popular adceksno’s resources.

In short, all economic opportunity within Kono areaw depended on Steven’'s goodwill.

Favored chiefs and dealers were depriving a coraitle number of local residents any form of

2L Shiite militant movement formed in 1975. Natiomabvement fighting in the civil war, primarily againSunni
organizations and Palestinian PLO, predominantlgr@&Syrian movement. Currently it is a disarmeditjuall
movement occupying 14 seats in the Lebanese patiirtDenStoreDanske.dk)

22 Current chairman of the Lebanese parliament.
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economic opportunity. This tendency becomes visibleen looking at the concentration of
licenses given to operate within Kono. The MinistfyMines led by Stevens himself was in
charge of the licensing and by 1979, although aplbroximately the same official number of
operators, 46 pct. of the licensed operators shdredame address (the five biggest operators
were not even listed). Additionally the fee to gegistered rose continuously from Le 1000 in
1974 to Le 5000 in 1990. This increase of red tayele the remaining African operators in
Kono reliant on foreign dealers to sponsor therd(lp. 112).

Foreign operators, especially Lebanese, becamendotdf Kono operations. They did so partly
because Stevens could both license them througMihistry of Mines and provide them with
export accessibility through the GDO which he ajsersonally controlled, partly because
Stevens via Lebanon were given greater accessemfoexchange. But the foreign domination
of Kono did not only have adverse effects on thecAh operators; it also had some political
consequence for the Steven’s administration: Theida operators were well aware of the
nature of the selective political system in SL,siag them to setup foreign bank accounts should
they fall into disfavour (Ibid. p. 114-15). ThereByevens had to accept a substantial amount of
capital leaving the country.

Stevens sought to stay in power and by his effrtdo so he managed to weaken both the
overall economy and capacity of state institutiof&even’s rational pursuit of political control
and regime survival did not cause him to strengthereaucratic indicative of a “strong state”,
even though diamond wealth and a potentially dyoaemtrepreneur class made this option
possible in a purely fiscal contéXRkReno 2009, p. 127).

But the deterioration of SL did not stop at therenay; as popular dissatisfaction continued to
grow, noticeable riots within Kono began to appeathe mid 1980’es. In both 1984 and 1985
riots arose causing severe damage to politiciadsstate property. In 1989 major riots occurred,
but they were ignored in Freetown. One leading peysr, edited partly by the current speaker
of parliament, lied about the incident and toldt tihavas Gambian traders coming to take away
Sierra Leonean resources (lbid. p. 124-26).

However Freetown’s paramilitary forces were able ctintrol the somewhat spontaneous
outbursts of violence and riots. The diamond indulsbwever, came to play a highly significant

role in the flare-up of civil war in 1991, six ysaafter the resignation of Shaka Stevens.
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5.3 Impact on the Civil War

“[...] diamonds - small pieces of carbon with no gredrinsic value - have been the cause of
widespread death, destruction and misery for almaktcade in the small West African country
of SL. Through the 1990s, SL'’s rebel war becammgetdy of major humanitarian, political and
historic proportions, but the story goes back farth almost 60 years, to the discovery of the
diamonds. The diamonds are, to use the title oh&raGreene’s classic 1948 novel about

diamond smuggling in SO he Heart of the Matter”(Smillie et al 2000, p. 2)

In 1985 Stevens resigned from office and left potediormer army Chief, Joseph Momoh (lbid.
p. 3). Popular pressure on Freetown did not vahmshever, causing Momoh to relax press
restrictions and re-introduce multiparty democratyl990. However, domestic tensions were
already so high that the outburst of civil war ebulot be avoided: In 1991 former army
Corporal Foday Sankoh led the Revolutionary Unifgdnt's (RUF) attacks on SL, from
Liberian border. This was the beginning of an 1arigng conflict. In 1992 and 1993 the conflict
escalated; first, president Momoh had to flee tentry, leaving the National Provincial Ruling
Council and army Captain Valentine in power. Afi@s the state military forces began striking
back at RUF. RUF suffered some significant lossassing the fraction to rethink and rebuild.
This led to an attack on Kono diamond areas in 1989dm here on RUF financed their fight
against Freetown with diamond wealth (lbid. p. 4+Baking Sierra Leonean diamonds Conflict
Resources. Conflict Resources are defined as hatsaurces whose control, exploitation etc.
contribute to, or benefit from armed conflict (Getl& Bannon 2003, p. 216).

In 1999 RUF launched a final and quit successfialcaton Freetown, killing cabinet members,
journalists and a significant number of civil serte 6000 civilians were killed and 2000
children were reported missing. After the attackage negotiations were conducted, resulting in
Sankoh and several other RUF leaders getting capasitions. The attack also made the United
Nation’s Security Council (UNSC) deploy 6000 pe&eeping forces within Freetown (Smillie
2000, p. 5). In the following years conflict leveéécreased and the war officially ended in
January 2002. By May 2002 elections, assisted byXNSC resolution 1389, were held: Sierra

Leone People’s Party was victorious and Ahmed TEobah was chosen as president.

53



The rebellion lead by RUF was characterized byadhitytand often aimed at civilians. The
conflict claimed more than 75 thousand lives anddenanore than half a million civilians
refugees. Additionally the war, which were fuellegldiamonds, placed SL at the very bottom of
the UNDP Human Development Index (HDI) for nearlgezade (lbid. p. 6-7)

5.4 Recent Experiences from the Mining Industry

Despite institutional improvements and more trarspey in government (see section 5.5),
several factors still points towards the fact thabherated incomes from the important mining
industry are not transferred into development iomader terms. SL currently ranks as a
disappointing number 158 on HDI (UNDP.org). Additatly, 70 pct. of the population currently
lives below 1.25 dollars a day (Ibid.)

If the country’s natural resources are to bendfé Sierra Leonean population socially and
economically, changes are obviously still needete uld be tempted to think that it is still the
issue of corruption that prevents progress; andlguhis is part of an explanation keeping in
mind that SL currently rank as number 134 on the@xion Perceptions Index (CPI) (CPl.org).
However according to DanWatch and its respectivenpa NGO$® corruption and lack of
transparency is only part of a three-legged expiana ii) tax planning / avoidance by foreign
investors and iii) lucrative contracts, not in cadree with national legislation, offered in order
to attract foreign investors (Dieckmann 2011, p. 3)

These are assumedly the three main reasons whyueseollected from the government are
limited when compared to the importance of the gtdu(lbid.): Currently the industry makes up
for 60 pct. of SL's exports, which translates topmyximately nine pct. of total GDP. In
comparison collected revenues from the industry ondkes up for approximately one pct. of
the total GDP and are only equivalent to eight pttotal government revenues collected overall
(Ibid. p. 3,6,8).

% |BIS (Danish Development Organization), Associatiof Journalists on Mining and Extractives & Netwo
Movement for Justice and Development
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Table 5.1

Mining Exports 2010 Government
Revenue from
Mining 2010
Mineral exports 199,5 million US$Total mines revenidé | 23,6  million  US
dollars dollars
- Percentage 0of60 - Percentage of7,9
exports domestic
revenue
- Percentage 0f8,88 - Percentage of1,1
GDP GDP

Source: Dickmann 2011.

The mining companies are often attracted by vergebeial contracts, usually negotiated
individually and in secrecy with Government of &erleone (GoSL) (lbid. p. 12). These
contracts all seems to neglect and put a sidedlreaisting national legislation. The report
referred to by DanWatch compares contracts fronfiteemajor mining companies operating in
SL with a legislative framework consisting of: Mgand Minerals Act, the Income Tax Act —
and the Goods and Services Tax Act by SL. The osiah of these comparisons is that the
companies are very reluctant in sharing their paofiith GoSL, which is not all surprising. The
surprising element is that the government willinglsems to put binding legislation aside in
order to please their foreign investors: Accordinghe Income Tax Act of Sierra Leone the
corporate income tax rate for mining companiesierr& Leone is 37.5 pct. However London
Mining only recently had their tax rate revisednfrgix to 25 pct. (Ibid. p.5). Sierra Rutile which
is the biggest mineral exporter (and only pays absa pct. income-tax of its exports) is another
example of this; because if chargeable income admpany is below seven pct. of turnover the
mining company should pay a minimum of 3.5 pct.twhover. However Sierra Rutile has
negotiated that they should only pay 0.5 pct. Aaptbf the five biggest companies is totally
exempt from this law (Ibid. p. 7-8).

% Excluding PAYE —taxes from salaries to employees.
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Additionally to the problems relating to corporateome tax is the issue of collecting royalties.
Royalties are the percentages charged of each atmoeding to world market value (lbid. p. 8
& Mines and Minerals Act, 2009, Part XVII, secti@ff). These royalties only make up for 13
pct. of total revenues collected from the industvigich by estimate should be much higher: The
problem seems to be that SL simply does not poskessapacities to efficiently monitor the
mining activities (Ibid. p. 7-8).

If wanting to ensure a larger share of profits friva mining industry, DanWatch recommends
GoSL several things: First it should ensure fidhsparency by joining the Extractive Industries
Transparency Initiative (EITI). Second it shouldilthuand strengthen institutional capacities
within mining economics, engineering areas, calblecand reallocation of revenues, monitoring,
and finally ensure sustainable fiscal policiesdllp. 4). Lastly the report acknowledges that this
is not only a domestic problem within SL, but algem that probably requires international
regulation: Profits are not being taxed in SL siatleof the mining companies seem to use tax

strategies which includes moving profits to safeemes (Ibid. p. 17f.

5.5 Current Opportunities and Challenges.

How vulnerable a state is when facing significaatunal resource findings often depends on the
initial institutional capacities. In resource cuteeminology deviant cases like Norway, Australia
and even Botswana should underline this (Gbenda,30115 & Leith 2005). This is why there
is reason to believe that there exists much hop&kowhen having to manage the recent oil
findings. Much has changed since the civil war end&he last deployed international
peacekeeping forces withdrew from the country i®32@nd in 2007 the latest democratic
election was held. UN reported that the electiors wald in a transparent and satisfactory
manner (IBIS.dk). In fact the retiring Governmenthdrew from power without complaints, a
quite rare scenario in a post-conflict state. Quiry@esident Ernest Bai Koromand his party
APC came to power. Despite of these positive char8le according to the World Bank, still
suffers from weak institutional quality and facesny, both opportunities and challenges
regarding the current and forthcoming managemeatraw oil sector (Gbenda 2011, p. 13).

% For complete list of percentages charged.
% source-critically the DanWatch report does notimigiish between legal and illegal tax planning dothowever
use the commonly agreed definition of a safe-hadtined by the OECD.
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There is no doubt that the anticipated revenue$ineutr significant opportunity to finance
development. The extent of this opportunity of seudepends on various factors; like oil prices
and capital costs — but also domestic capabiliflegl. p. 12). Proper management of the
revenues could relieve pressure in key sectors ihkestructure and healthcare and even
minimize the donor reliance. SL's economy is almadely based on foreign aid and mineral
export (ibis.dk). Currently the lack of electricitg a major impediment to development;
ironically most electricity is fuelled by importquetroleum. If wishing to collect and transfer
revenues into development SL face the well-knowtfalpi of corruption. Historically oil
revenues increase incentives for rent-seeking bebiavl herefore prominent concerns amongst
stakeholders are that SL once again becomes anvidtihe resource curse due to the possible
deterioration of institutional quality, once agaesulting in low growth rates etc. (Ibid. p. 20).
Therefore issues like the establishment of a fadt tiansparent licensing mechanism and fiscal
policies to avoid deindustrialization becomes adnffhe task of establishing this might prove
very difficult since SL has much weaker institusathan other countries with recent oil findings
and rank very low on almost all government indicsitdike effectiveness and public sector
management. Additionally according to the World Bdne parliament and the anti-corruption
commission severely lack both financial and hunesources. This is why one could fear that
revenues would once again not be put to use onaj@wental issues.

Wishing to transfer revenues into development, Gfig&itly has to collect them. As we have
seen from the mining industry GoSL tends to offeeign investors very lucrative contracts in
order to attract them. This means that the GoShoiscollecting revenues from the industry
equivalent to the relative size of the industrye@ould fear this could also happen within the oll
sector. Therefore it is necessary to ask whetherio§ such lucrative contracts is a necessity.
GoSL seems to think it is necessary to offer allwel of corporate income tax; the Minister of
Finance expresses it like thig=dreign private investment capital has differenstifeations —
alternative destinations. If they are not happyhwyou, they go away. | don’t want that to
happeri (Dieckmann 2011, p. 12). However the oppositiamd anternationally conducted
research by both the IMF and the OECD suggest wiber OECD states thatlt‘is [...] clear
that a low tax burden cannot compensate for geheratak or unattractive FDI environments.
Tax is but one element and cannot compensate faripfyastructure, limited access to markets,

or other weak investment conditidribid.).
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The IMF stresses the need for consistengyie’ cost-effectiveness of providing tax incentiges
promote investment is generally questionable. Thset Istrategy for sustained investment
promotion is to provide a stable and transparemgaleand regulatory framework and to put in
place a tax system in line with international notrfibid.)

Lastly concerns of possible destructive populise @so raised; as awareness of oil revenues
rises within the population, demands for public engliture will rise accordingly. Politicians

therefore might be tempted to act unsustainablg tmmg-term basis (lbid.).

5.6 Summing Up

Summing up SL’s former handling of especially thantond industry left the country in a
situation where the maintaining of power outweighedg term economic and democratic
measurements, eventually creating a failed stabte dountry now faces some of the same
challenges as then, although this time institutignrsomewhat better equipped. This time the
challenges seems to be i) getting the foreign itovesto pay royalties and income taxes in
accordance with existing law, imaking licensing mechanism transparent therebyaiaguent-
seeking behavior; corruption is still, accordingdimmestic commentators, the biggest economic

and political challenge facing SL (ibis.dk).

As we have seen in the above historical reviewyng transparency and legality in payments
is much dependent on the political decision-makiragess and its structural setup. The political
decision-making process, during the Stevens-era wleaacterized by a high level of
centralization. Centralization can be defined &sdbncentration of Government authority at the
national level (Heywood 2002, p. 420). Previoushe tcentral administration controlled
everything from licensing to export via the Ministof Mines and the GDO. This centralistic
structure both led to and was a mean for increasngseeking behavior. This is why we also

choose to pursue this path in the thesis at hand.
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6.0 Current Situation
Following chapter will review the current situatioh Sierra Leone (SL) in terms of legislation
governing the petroleum area, covering the twogbeim acts of 2001 and 2011, finance acts

etc., plot allocation and civil society actors.

6.1 Legislation

Legislation surrounding the Sierra Leonean oil aeds primarily covered throughout the
Petroleum Exploration and Production Act of 200ERR) and the Petroleum (Exploration and
Production) Act of 2011 (PA). But besides these tets the Finance Act of 2011 (FA) covers
tax and fiscal regimes more extensively while thgpwpriation Act of 2012 (AA) gives a

general picture of allocation of funds from the Golidated Fund.

6.1.1 The Petroleum Resources Unit/Petroleum Direatate

The Petroleum Resources Unit (PRU) was establishddr the PEPA of 2001. Under the PA of
2011 the PRU became the Petroleum Directorateaiihdugh no major changes were made in
the make-up of the Petroleum Directorate, it waasvitg elaborated on. The unit is under the
Office of the President and acts on behalf of tlagesin all matters regarding negotiation of oil
agreements, while the 2011 PA diverts the respditgibo an, as of yet, unnamed minister
while the Petroleum Directorate will function astmain advisory and monitoring body on
matters regarding oil (PA 2011, p. 9-10). Furthemmndhe Directorate is responsible for the
overall supervision of oil agreements, auditing cohtractors and supervision of contractor
behaviour. The Director-General, head of the Doete, is appointed by the President subject
to the approval of Parliamehtand, besides general management tasks, is changgd
producing an annual reporbri the activities of the Directorate for the appmbof the Minister
who shall lay it before Parliamen(PA 2011, pp. 6-7). While the act makes provisionhiring
additional senior management as warranted, it #¥dg prevents sanctions against
unintentional mismanagementld action shall lie against the Director-General ather staff of
the Directorate in respect of anything done or oeditto be done in good faith in the
performance of any function under this 'A@PA 2011, p. 14). The 2011 act allows for the

27 Until a ministry has been established and a meniappointed, the act will be overseen by a peasmointed by
the president, in this case the Director-GenerghefPetroleum Directorate.
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Directorate to make use of experts, consultantspaofiéssionals as it sees fit and is to a certain
degree autonomous although still under the futeteopeum ministry (Ibid. p. 13-14).
Reconnaissance permit holders, or exploration pgehuiders, are required to provide the
Directorate with all data obtained during explavati but interpretation of such data is the

responsibility of the Directorate (Ibid. p. 21).

6.1.2 Petroleum Rights

As per the PEPA of 2011, all rights to petroleurarfd on SL territory belong to the people of
SL and is to be managed by the state on their befak also means that petroleum found on
privately owned land falls to the state who is aste right bearers when exploring, producing
and so on, unless an agreement has been made wathitractor, meaning that private persons
are not allowed to engage in petroleum activitytioair land, unless an agreement has been
negotiated with GoSL. However, the Act does malavigions for compensation to be paid to

anyone Who suffers any loss or damage as a result of gtejeum operatioh

Applications for petroleum agreements are to berstied to the Director-General and contain,

among others;évidence of technical and financial capabiliti¢BA 2011, p. 16).

All major decision-making goes through THE Direet@eneral’s office. Block division and
definition is solely the responsibility of the Dater-General, and the PEPA makes no demands
regarding the assistance of inside or outside éxpé&specially in light of above mentioned
provision for the de facto "get-out-of-jail-free rd& provided for staff incompetence (PEPA
2001, p. 9-12). The case of environment is an di@ethough. Here the Director-Generahall
consult the Director of Environment on all petraleunatters relating to the environmént
(PEPA 2001, p. 13). The 2011 PA does address sértieege worries. As mentioned below in
section 6.1.5 transparency has been prioritisedenpially ensuring a higher degree of
accountability. Furthermore, the provision for anisiry and a minister of petroleum will be
given responsibility of the petroleum rights, witie Petroleum Directorate acting as an advisory

body as mentioned above in section 6.1.1.
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6.1.3 Reporting and Monitoring

While the PEPA of 2001 does require somewhat ektengporting from the contractors, no
provisions are made in terms of monitoring thisorépg, except for the fact that the PRU is to
"appoint auditors and other inspectors to inspeesttor audit, as appropriate, the works,
equipment, operations and financial books of actg®umecords and registers relating to

petroleum operations carried out by contractorssabcontractors under this AtPEPA 2001,
p. 8).

However, the contractor is responsible for decidivtgether a discovery merits appraisal and
subsequently conducting the appraisal, and it tssteded whether or not GoSL will be in any
way involved with such an appraisal. Furthermorecase a discovery proves commercially
viable, the contractor is obliged to submit long¥teproduction programmes, which are to be
aligned with petroleum agreements, not the exideggslation (PEPA 2001, p. 13-14).

This is elaborated on in the 2011 PA. Here it iscied that a licensee shall keep records of
guantity of petroleum extracted, crude oil and radtgas etc. The records are to be stored at an
address in SL, known to the future minister (PARQ1 74). Furthermore, licensees are required
to submit annual reports on their utilisation ofdbgoods and services (lbid, p. 58). The act
makes provisions for monitoring allowing the mieisto “authorise any qualified public officer
to enter any facility where petroleum is being proeld or stored and inspect or take samples for
testing of any petroleum products found in thatlitgcand the cost of the test shall be borne by
the licensek (Ibid, p. 48). While the 2011 PA is more elaberain the reporting duties of
licensees and allows for more monitoring rights ®ySL, it is still the responsibility of the
IOCl/licensee to determine commercialisation, and provisions are made for financial
monitoring or the reporting of income and costsptihg at this being an area covered
individually in each contract negotiation. Howewguestions of doubt will be decided by the act
if possible: This Act shall take precedence over all existingcements relating to petroleum
operations in Sierra Leone and where there is aflmirbetween the provisions of this Act and
any other enactment or any other agreement maderuhd Act, the provisions of this Act shall
prevail’ (Ibid, p. 87).
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6.1.4 Petroleum Agreements

According to PEPA, agreements between GoSL andaaots are valid for 30 years. However,
if no oil has been found within the first seven ngetihe agreement can be terminated. Although
the legislation opens up for varieties in this tifreame the seven-year exploration period and 30-
year total period is stated as the maximum (PEP&12@. 14). The time-frame set out in the
2011 PA is exactly the same (PA 2011, p. 31-2).

A somewhat vague paragraph provides for changes iagreement should conditions change:
"A petroleum agreement shall provide for a reviewitefterms at any time any significant
change occurs in the circumstances prevailing atttme of entry into the agreement or at the
last review of the agreement, if &()PEPA 2001, p. 14). Theoretically speaking, thésagraph

is an important tool for the government in conr@ctivith windfall taxes, changing perceptions
of environmental friendly production and so on. Thet makes no specifications as to what
constitutes aignificant changeThe same section, although worded differentlpwshup in the
2011 PA. It is still rather vague, but is, if nafpported by, then strengthened by the following
section: The Minister may instruct the licensee to takenatessary and practicable steps to
recover the petroleum in accordance with this Actas the case may be to increase the rate at
which the petroleum is being recovered to a raté exceeding such capacity as may be
specified (PA 2011, p. 46). The section is supported byssghion (a) of section 60 stating that
a licensee shalléhsure maximum recovery of petroleum in each iddalior several combined
petroleum accumulatiois(lbid, p. 44). These paragraphs make sure, thatrmational oil
companies (I0OC) can’t reduce production, which lsardesirable if provisions for windfall taxes
have been made in the agreements. What this paligtineans, is that if oil prices rise sharply,
GoSL has the legal basis to change the agreemerdsdangly and demand of the IOC that they

produce at capacity.

Interestingly, only one section covers income taxhe 2001 PEPA, and seems redunda#t: ”
contractor shall pay income tax in accordance wilte laws of Sierra Leone unless otherwise
provided in the petroleum agreeme(PEPA 2001, p. 15). It is desirable that a coctwa pays
income tax in the country he is operating withiat the wording in this paragraph means that the

rate of this income tax within an oil agreement Imige totally detached from existing national
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legislation. The same goes for royalties, whichtarbe paid Unless otherwise provided in the
petroleum agreemeh(PEPA 2001, p. 15) and annual rental charge®géhe Director-General

or the agreement itself (PEPA 2001, p.15). As madétes, royalty amounts or rental charges are
explicitly determined in the Act, there are no glides for negotiators and no provision for
determining appropriate rates. Furthermore, itpscdied later on that regulations on royalty
rates are at the discretion of the Director-Genaglre the general terms and conditions of
agreements (PEPA 2001, p. 22).

The 2011 PA somewhat makes up for this by refertinthe Income Tax Act of 2000. Without
limitation, the taxes, fees and customs dutiestar®llow exciting legislation, meaning that
individual tax regimes in each contract are limi(B& 2011, p. 64-5).

6.1.5 Transparency

Section 46 is the only section of the 2001 PEPAinigavith transparency. It simply states that a
"contractor or sub-contractor shall keep all datagaged and any existing data released to it by
the State confidential and shall not disclose std&ta to a third party without the permission of
the Director-General, unless otherwise providedhie petroleum agreeménPEPA 2001, p.
16). Publishing of revenues, incomes, tax rategltp amounts, etc. is not touched upon in the
act. This is, however, corrected to some exteth@??011 PA. While still suffering some lack of
definitions and clarifications, the act makes pstmms for the establishment o# “central
database of persons involved in petroleum operatigRA 2011, p. 11). Furthermore, the
Petroleum Directorate is charged with not only ngamg petroleum data, but also providing
“periodic updates and publication of the status etfr@eum operatioris(lbid.). While it is not
specified who these updates and publications abe farovided to, the act continues to state that
the Directorate shallgrepare an annual report on the status of petroleactivities in Sierra
Leone, for submission to the Minister for furthebmiission to the parliament and publication in
the Gazette and in such other manners as the Mnisay determirie(lbid, p. 12¥%. Further
publications are required of the results of tendersluding the content of winning and losing
bids’ (PA 2011, p. 24) and a competitive bidding praciesrequired to be transparent and fair as

should each getroleum licence, and any accompanying agreemetwden the State and the

% The Minister being referred to is the minister of a future Bleism Ministry. No such thing has been established
at the time of writing. Th&azetterefers to the Sierra Leone Gazette, publishedhbySierra Leonean Government
and is only available from the Government Booksimopreetown.
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licensee providing details on the licence condsi@ttached to the licence [...] be published in
its entirety in the Gazette and in such other mamsemay be prescribédlbid, p. 29).

Regarding the Director-General of the Petroleune®aorate, provisions are made forcing him or
her to divulge stakes or interests in petroleunerpmises if these are active andy become
involved in the petroleum industry in Sierra Leb(ibid, p. 14).

Furthermore, registrations of persons who have lismmed qualified to apply for petroleum

rights are accessible to everyone upon paymennohadefined prescribed fee.

6.1.6 Fiscal Provisions

The FA of 2011 allows persons to import machinerther inputs forany business purpose
duty free for a self-elected period of five yeafhese sections, however, do not include
petroleum products intended for construction (FALR2Op. 9, 13). The act does not define
petroleum products further. Oil marketing comparseling petroleum in, but not from, SL are
required to not only pay excise duties levied om thetroleum, but also provide a bond
equivalent to the value of the excise duty whending in the petroleum (lbid, p. 6).

Investors in SL enjoy tax deductions on researchdmvelopment as well as on training of local
staff and social projects, such as schools or naéticilities, provided these are accessible to the
general public (Ibid, p. 10).

The rules regarding expatriate staff somewhat Iooipanies in their use of non-Sierra Leone
staff. However, they are not particularly specificy stating that The owner of a business or
an establishment may employ limited competent gapaistaff having skills and expertise not
available in Sierra Leorig(lbid, p. 11) and expatriate staff are requiredoay the same income
tax rate as Sierra Leonean staff members. Compdam&gver, can enjoy tax deductions if an
expense, whatever it may be, can be argued to geoexports and the supply of goods overseas
(Ibid).

The issue of tax breaks are not lost in the FAQE12 Income derived from any undertaking
under the Public-Private Partnership Infrastructupeojects in excess of twenty million dollars
shall enjoy a corporate tax relief for fifteen ygafibid, p. 12).
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6.1.7 The Consolidated Fund

SL’s Consolidated Fund consists of income recelwed>oSL. The income, in turn, consists of
tax revenues, mining revenues, licenses etc. (G8I0, p. 7). Figure 6.1 below shows the ten
areas who received the largest amounts from theéifu@012 of a total of Le 2,150,077,790,000.

Figure 6.1: Top ten expenditure posts from the Comdidated Fund 2012
Source: AA 2012
Authors’ own creation
No. Post Amount
1 Salaries & Wagés Le 798.306.000.000
2 Development Activities — Other Roads Le 112.50@.000
3 Development Activities — Others Le 92.074.000.000
4 National Electoral Commision Le 80.406.000.000
5 Development Activities — Electrification Le 60.703.000.000
of District and Provincial Headquarter Towns
Ministry of Defence Le 57.020.000.000
7 Grants to Tertiary Institutions Le 52.038.000.000
8 Development Activities — Rehabilitation of City.e 44.849.000.000
and District Headquarter Towns Streets
9 Road Maintenance Fund Le 44.307.000.000
10 Domestic Suppliers’ Arrears Le 40.037.000.000

6.2 Stakeholders

In the following we will present relevant stake-theis who all, in one way or the other, have
something to do with the emerging oil sector. Ttakeholders might be directly involved in oil
activities or indirectly possess a great deal afidedge on relating issues. We have limited this

presentation to only involve stakeholders we haterviewed®. We could additionally have

29 “The amount provided for Salaries and Wages is togigion for the Financial Year 2012 for all Mini&s,
Departments and Agencies including Government'sritmrtion to Social Security as Employer to the i8bc
Security SchemdéAA 2012, p. 6)

30 And the National Revenue Authority who we intendieéhterview
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presented the local branch of the World Bank aed i, but as described, these were reluctant
to talk with us, which made it difficult to genesaknowledge of their operating mandates.
Moreover we got the impression that the IMF and M/&ank only had been involved to a

limited extend (i.e. Interview 8, 2012). Lastly weuld also have presented the oil companies
currently holding exploration plots in detail, hbhiese were also reluctant to talk with us and it
has proofed to be very difficult to obtain knowledgn the companies’ structural set-ups etc.

from written sources.

6.2.1 Anonymous International Consultancy Agency

The consultancy agency we interviewed works inelogllaboration with the Sierra Leonean
Ministry of Mineral Resources (MMR) and has a |lstgnhding relation to Sierra Leone. Some of
the agency’s main tasks in SL have been to assisiei crucial process of developing the Mines
and Mineral Act (MMA) of 2009 and setting up a hildaased technocratic service-body which
ought to manage the mineral sectors, thereby lgati@a MMR to handle politics and legislative
frame working. Besides its tasks in SL the agescglso present in other developing countries
where the staff offers advice to governments onmernsial economic issues (Interview 1,
2012).

6.2.2 Budget Advocacy Network

This civil society movement consists of seven oiziions all working on budgetary issues
with a pro-poor approach, meaning they aim to ereavareness and ensure that all citizens
benefit from taxations, revenues etc. ConcreteBu@lget Advocacy Network (BAN) works
with; budget analysis, revision of the national detd taxation, oil, mining and other public
financial issues. When completing these tasks BARNrk# in close collaboration with
Transparency International and IBtSWhen it comes to the emerging oil sector, BANiegw
and educates other civil society movements, manlyaxation issues, before they are heard by
the parliament and governmental administrative édinterview 2, 2012) for instance they
support the National Advocacy Coalition on Extreei (NACE) (see 3.2.7).

311BIS is an International development organizatidth a local branch in Freetown, Sierra Leone.
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6.2.3 Cadastra Office

Cadastra Office is an administrative office witthMiMR. The office operates under the mandate
of the MMA of 2009 and is in charge of an interi@l based system, created to ensure
accountability, transparency and the easing ofssct® information. Concretely the office is in
charge of everything surrounding licensing; manggapplications, validating applications,
renewing licences etc. Additionally the office tkadown payments from companies and collect
none-tax revenues, both measured by land-size whaltes monitoring less of an issue to the
office. Cadastra office reports on a monthly andrtgrly basis to MMR. When it comes to the
emerging oil the office handles or assists on revemt tasks and possesses very limited
knowledge on the governmental bodies that do (leer 3, 2012).

6.2.4 National Revenue Authority

The National Revenue Authority (NRA) is pretty muetuivalent to any revenue authority in
any country. NRA collects and account for all dsitievenues and penalties in accordance with
existing legislative framework in SL. NRA’s mandagincreasingly important to SL as the
country depend more and more on domestic revehu&00 SL had a 65 pct. dependency on
donors compared to 40 pct. in 2012 (NRA.sl). NRAvertheless does not collect rent-revenues
from the exploring oil companies, as this task ently lies under the Petroleum Directorate. It is
however decided within the legislation that theyl wollect revenues when the sector becomes
commercialized, but there also exists a politicahwirom the Petroleum Directorate to ease the
NRA of this task (Interview 8, 2012).

6.2.5 Ministry of Mineral Resources

The Ministry’s key tasks can be narrowed down to tere areas; legal and regulatory reform
and review of mining agreements. On the first daheaministry is reviewing proposals from the
Law Reform Commission for reforming legislative frawork for the various mineral sectors,
which amongst others consists of taxation and tdkeation systems.The second core area,
review of mining agreements, basically consistsrenfiewing all existing industrial mining
agreements and leases, ensuring the country betiedimost from the exploitation of its mineral
resources (slminerals.org). Further, the ministrks on institutional reform issues trying to

professionalize the management of the extractiv@oss within this line there has been
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established a taskforce between the Ministry ohkgte and Economic Development, NRA and
MMR that discusses challenges regarding revenw&itrg and collection and further currently
works on setting up a broad based technocraticiceebody consisting of economists,
geologists, lawyers etc. (see also section 6.M1@ryyiew 5, 2012). The ministry as a whole has

only been involved on oil relating issues to a M@nyted extent

6.2.6 Ministry of Finance and Economic Development

The Ministry of Finance and Economic DevelopmenbB#D) manages tasks equivalent to any
other ministry of finance, however the sub-offieserant to us and, which we therefore
interviewed, is the Revenue and Tax Division. Tdiigsion or office cooperates with the NRA,
reviewing policies and previous tax legislationsetiasure these are in line with the current
situation. The division is not directly involved ail related issues, but has assisted the Petroleum
Directorate in the formation of fiscal regimes foetroleum which ought to be used in the

contract negotiations (Interview 6, 2012).

6.2.7 National Advocacy Coalition on Extractives

This civil society movement is an umbrella orgatia for other like-minded civil society
movements working on extractive issues. The coalitfor instance consists of Network
Movement for Justice and Development (see sectidri® and ActionAid Sierra Leone. The
National Advocacy Coalition on Extractives (NACB)enall aims at monitoring and ensuring an
effective administration of the funds from extraetsectors. NACE, in particular, does advocacy
work ensuring public awareness and works in colatian with the government in conducting
assessment papers and capacity builds memberglaihpent. NACE have had the chance of

capacity building members of parliament on oil tethissues. (nacesl.org & Interview 7, 2012).

6.2.8 Petroleum Directorate

The Directorate, formerly known as the Petroleursdrieces Unit is based under the state-house
and answers primarily to its Director-General dmel President of Sierra Leone. The Directorate
is charged with the responsibility of representthg state in oil negotiations and further
regulates all upstream activity from the emergiinigsector. Currently the directorate collects
basic licence fees (Interview 8, 2012) a task tloamally lies with the NRA (NRA.3I
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6.2.9 Association of Journalists on Mining and Extactives

The Association of Journalists on Mining and Exirees (AJME) uses a broad range of media
opportunities to ensure public awareness on exmotlated issues; ranging from printed
articles and electronic newsletters to radio. AJMEher works closely with the other civil
society movements presented in this sub-sectioa.oMerall aim of AJME is to ensure that SL
avoids familiar pitfalls of rent-seeking behavi@mnd that revenues are spent on useful necessary
assets for the public. In trying to achieve thisvJhas for instance conducted field studies in
neighbouring country Ghana, which has recently cencralised their own oil sector. The field
work has provided AJME with analytical tools toiestte possible revenue outcome in SL if
current legislation is obeyed. AJME feels their @achcy work has been successful, as they were
a major part of the movement advocating that MMBusth begin reviewing all existing mining

agreements (Interview 9, 2012)

6.2.10 Network Movement for Justice and Development

This civil society movement is a member of the NAC®&alition (see section 6.2.7). The
Network Movement for Justice and Development (NMuDyks with advocacy with a pro-poor
approach on economy and justice related issues Wgards to mining and extractives they
work to ensure transparency, lobbies on miningemgents and focuses on land rights. NMJD
has not been focusing much on oil issues, but hasgever, together with many other civil
society movements, raised concerns about the dgawprof the 2011 PA and made suggestions
on how to spend future revenue; especially they ltawn attention to the speedy procedure in
which it was passed in parliament (Interview, 2012)
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6.3 Current Plot Allocation
Table 6.2 List of Companies Currently Holding Exploation Plots

Young Energy Prize (Luxemburg)

European Hydrocarbons (UK)

Prontinal (UK)

Oranto (Nigeria)

Anadarko (USA)

Repsol (Spain)

Woodside (Australia)

Tullow (UK)

(Source: Gbenda, 2011)

There are relatively many companies holding expionaplots and amongst them there are some
major actors with great seniority. The companieghihhave been given favourable conditions
for exploring, but we, however, interpret this majaterest from the 10Cs as a significant sign

that the emerging sector will become commercialple in the near future.
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7.0 Analysis Part 1 — Capacities from Negotiatingot Usage of Revenues

In the following we are going to draw from our eatreferential framework in order to answer
the first four working questions. These working sfiens are theory-guided and follow a linear
time-dimension ranging from negotiating extractbamtracts to usage of revenues. Summing up

the working questions are:

1) What characterizes the Sierra Leonean governmerapacities in terms of
negotiating contracts and which initiatives areetakin order to establish or
improve such capacities?

1)) What characterizes the legislative frameworkcluding fiscal regimes
surrounding the sector — and which design feataresncluded in the contracts?

[l)  Which initiatives are taken to ensure trangpaay in the whole process ranging
from the making of contracts, legislative framewarld generated income?

IV)  Which decisions, if any, have been made on bowpend or save the forthcoming
revenues and which measures have been taken toeemsblic awareness and

inclusion on these issues?

7.1 Capacities for Negotiating

Drawing ontologically from the framework of NIE wacknowledge any actors in a given
transaction will act opportunistically when posseganore information than their counterpart.
In order to enter a negotiable situation relativelgre favourable than one’s counterpart, one
must try to lower one’s knowledge boundaries.

For Sierra Leone (SL) the challenge is to negosaime profitable contracts with international
oil companies (IOC). This can however proof to e emormously difficult task as most
developing countries enter such negotiations iafeto their counterparts. This is not only
pointed out by every theoretical input categorimeder phase one ‘Negotiating Contracts’, it is
also recognized in SL, by nearly all stakeholderghiw the civil society and public
administration (i.e. Interview 5, 7, 8 & 9, 2012jat the asymmetrical level of knowledge
between the 10C’s and government of Sierra Leor&S(G is themain challenge for SL when

having to negotiate with IOCs.
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The asymmetrical knowledge level occurs as it iglyaclear to governments of developing
countries how much the rights they are negotiatisgctually worth. Chosen theory offers us
this explanation: Even though governments and thddjects, in most cases, are the sole right
owners of natural resources, they do not possessaime knowledge, experience and finance as
the extractive companies and the latter can thexefoter the negotiations with relatively better
assumptions.

For SL we see a four-legged solution on how to lotleir knowledge boundaries and thereby
enter negotiations relatively better than otherwise

i) Setting up a strong and rigid legislative framewbuid on technocratic assumptions.

Such a framework could, if obeyed, decrease ndgetigsues thereby also decreasing issues
where the 10’s will have a relative advantage.

i) Drawing from already existing governmental knowledgn how to negotiate
extractive contracts
iii) Upgrading personnel via investment in education

iv) Hiring of outside expertise to handle the negatiati

The last three solutions are to be seen as gigetiey will all help accumulate more knowledge

making it easier to build better assumptions fdeeng a negotiable situation.

7.1.2 Legislative Framework

The oil sector has not yet passed the explorat@se. This means that GoSL has yet only been
negotiating license agreements. As we know fronthikery section this means that they will be
receiving negotiated signing bonuses, royaltiesiandme taxes. As we will see in section 7.2,
GoSL has actually managed to set up a legislataradwork that, if followed, will provide them
with the opportunity of earning money even if tleeter proofs to be economically unviable. The
license fees agreements are, however, not pulyliaaiessible (Interview 5, 8 & 10. 2012) and
we can therefore not check whether or not the letgi® is followed. Additionally, the

legislation leaves a lot of issues open for negjotia issues such as environmental agreements,

72



working conditions and local content money. Thisvigy it becomes important to see whether or
not precedent exists in SL when having to obeyaextre related legislation and whether or not
The Petroleum (Exploration and Production) Act (RA)2011 is built on real technocratic
knowledge. If not it has the potential of being mdeneficiary towards the IOCs than GoSL,
when having to negotiate.

Starting with the issue of whether or not precederists when having to follow extractive
related legislation; we know from section 5 thatthas unfortunately rarely been the case:
Dieckmann (2011) was given the opportunity to seé eompare mining contracts to existing
law. The contracts had often been negotiated iddally and in total secrecy with the GoSL,
exactly as one could fear the oil license agreesnan¢ as they are not publicly accessible.
According to respondents oil negotiations are @&aorn in secrecy (i.e. Interview 1, 7 & 9,
2012). The mining agreements revised in 2011 a&isa to put aside already existing national
legislation. For an example the Income Tax Act @0@ states that mining companies ought to
pay 37.5 pct. in income tax, but only recently haadon Mining revised their paid income tax
from 6 to 25 pct. Additionally the biggest minerakporter, Sierra Rutile, only pays
approximately 2 pct. in income taxes. Accordinghe consultancy agency interviewed, within
the Ministry of Mines and Mineral Resources (MMRtte seems to exist an awareness of
previous mistakes, as they are currently revisimgl aenewing old mining agreements.
Respondent of MMR explains the renewals by statuag after the Civil War, SL simply wanted
to signal to the outside world that they were retdgo business and therefore gave companies
very lucrative contracts ignoring existing law, biat this acute need has now changed
(Interview 5, 2012). However, same respondent esipbd the renewing of the contract with
London Mining as the clearest success, but witmoemtioning the fact that despite of revising
the contract it still puts aside existing law (IDidMaybe this is why the civil society almost
coherently claims that GoSL almost never followgidkation and that rent seeking and to far
going clauses are an ever-present issue in SbLrylate2 & 10, 2012). A reason why legislation
is rarely obeyed could be the weakness of proceploirged out by Budget Advocacy Network
(BAN): It is apparently standard amongst membergasfiament that if both sides agree one can
simply overturn existing law in specific cases ¢inview 2, 2012).
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Turning to The PA 2011, and whether or not thiduslt on technocratic knowledge; BAN
actually presents some rather ambivalent pointsexf. Due to the speedy procedure of passing
the act through parliament several civil societyerents (CSM), including BAN, states that
no-one really knew what it contained and that iswary questionable whether or not it was
built on technocratic knowledge. On the other hd@W®N stresses development of legal
frameworks to be one of GoSL's main strengthsh# tatter is true then there should be no
concerns on the statement made by our respondehe a#linistry of Finance and Economic
Development (MoFED); ‘Legislation should be basis fegotiating’ (Interview 6, 2012). The
only problem is that there exists no precedentféiowing the legislation. Which combined
with the fact that the oil contracts will not belgished (Interview 5, 2012), the petroleum act
does not address issues on how to prevent renirgebkhaviour (Interview 2 & 10) and the
standard procedure in parliament for overturningstedg law in specific cases — gives real
reason for concerns. This is because these factonbined make a legislative framework, no
matter how strong and rigid, almost irrelevant viahigould deprive GoSL the opportunity of
decreasing negotiable issues, thereby still fathey aspect of asymmetrical knowledge on

various levels.

7.1.3 Hiring Outside Expertise, Upgrading Own Personel and Drawing from Existing
Knowledge

These issues will be elaborated and analysed ewxédnduring the answering of working
guestion five (see section 8.0). This is becausd switiatives both possess the potential of
lowering GoSL'’s knowledge boundaries in a nego@iafituation and decreases the degree of
centralization as more stakeholders will becomelved. However, without revealing too much
we can easily conclude that GoSL has done insafftcon all three parameters. Below we will

give a few examples, before moving on.

With regards to upgrading own personnel, the venalsentity of The Petroleum Directorate
claims to be building a critical mass of experti€ancretely, the directorate emphasizes that
they have sent two officials to the U.K. in orderdo a masters-degree in oil and petroleum
management, and further stresses that when these loack they will be ‘comparable or even

better than the negotiators of the I0Cs’ (Interviéw2012). This is of course very questionable
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or even untrue, as studying two years will not ehe same level of knowledge and experience
as accumulated within the IOCs. Additionally it seel to be a common concern that GoSL saw
upgrading as an expense rather than an investmdnivare reluctant to educate own personnel
unless others like the IMF or World bankB were payfor it (i.e. Interview 9, 2012)

Also, there were not hired any outside expertiseassist in the negotiations, which was
confirmed by the Directorate itself (Interview 8012). Additionally, the Directorate when
fulfilling its mandate and negotiating on the béhak state is not drawing from expertise of
their governmental colleagues with experience draetive issues. This is very surprising when
looking at the degree of accumulated knowledge eobperation on the mining related
administration. MMR has for an example set up ahriecratic task-force consisting of
legislatures, geologists and economists that nwets weekly basis to discuss challenges ahead
(Interview 1, 2012). The Petroleum Directorate ha#t at all been drawing from any
governmental internal knowledge.

Again, these issues will be elaborated and analggtshsively in section 8.0 to 8.4

7.1.4 Conclusion

A strong and rigid legislative framework built oeat technocratic knowledge possess the
opportunity to decrease the number of negotiabdeieis thereby eliminating the issue of
asymmetrical knowledge on various levels. As wd sék in the answering of the forthcoming
working question such a framework might alreadyrbplace. The only problem is that there do
not exist precedent for following such legislationSL and parliamentary procedure actually
enables overthrowing existing legislation in anga@fic cases. Additionally, the oil contracts
will not become publicly accessible which is a hygeblem, as no one will be able to see if
enclosed clauses ignores or overthrows bindingliagon.

When it comes to lowering ones knowledge boundani@snegotiable situation by upgrading or
hiring, GoSL has with regards to oil acted insuéitly to say the least, but this is something we
will come back to in section 8.0.
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7.2 Design Features of the Contracts

Lacking skills of negotiators can, to some extdr®,compensated for by a strong legislation.
Issues covered by legislation become non-negotiabled are thereby independent of
competencies of government negotiators. Theorétjahh tax rate is set at a certain percentage,
IOCs would have a difficult time negotiating a méagourable tax rate. Following chapter will
analyse Sierra Leone’s possibilities regarding @mtdesign, such as fiscal regimes, working
conditions, environment and so forth. Further, il wnalyse GoSL'’s potential in terms of
income possibilities as well as capacities necgdsamonitoring IOC compliance with contract
design features.

7.2.1 Negotiables and Non-Negotiables

Sierra Leone’s first act covering the emerging s@ttor was The Petroleum Exploration and
Production Act (PEPA) of 2001. The act was veryrglamvering only 23 pages and left close to
everything regarding contract design features upnfegotiation (Interview 8, 2012). Even
income tax was a negotiable issue, in spite thetfet a rather comprehensive act, The Income
Tax Act (ITA), had been enacted the previous yé&2080. In 2011 new legislation was ratified
and The Petroleum (Exploration and Production) @&#&) became the governing document in
the area of oil and petroleum. The 2011 PA is moare comprehensive in dealing with
contract design features, and especially the filshacea is covered to an extent not previously
seen in Sierra Leonean oil legislation or in thento/'s other extractives legislation for that
matter. Tax rates are no longer negotiable, butdtes set out in the ITA, while royalties and
signing bonuses are mentioned, however, withoutiBpemounts or percentages attached to
their mentioning. Furthermore, the PA addressesltnays present issue of previous agreements
not in compliance with new legislation: Section 1d48tablishes that the PAslall take
precedence over all existing enactments relatingdtroleum operations in Sierra Leone and
where there is a conflict between the provisionshed Act and any other enactment or any
agreement made under this Act, the provisions isfAlt shall prevail (PA 2011, p. 87). This
has the effect of, theoretically, ruling out isswésnon-compliant contracts, an issue currently
being addressed in the mining sector (Interview In&rview 3, 2012). At the moment, the
Strategic Policy Unit within GoSL is renegotiatingning contracts to make them coherent with

current legislation in the area (Interview 3, 20I®)ese renegotiations are completely voluntary
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from the mining companies’ side, i.e. they can sefuf they want to. With a provision like
section 148 of the PA, any contract found to cehilith prevailing legislation is to be changed.
However the IOC involved may feel about it.

Budget Advocacy Network (BAN), an NGO who, accoglito themselves, assist GoSL in
macro-economic issues, acknowledges the developroerd legal framework, but raises
concerns, based on previous experiences in thengiisector, of whether or not GoSL will
actually follow the legislation. Furthermore, thayticise the lack of input given to civil society
(Interview 2, 2012).

Where the fiscal provisions of the acts covering dil sector are specific, issues surrounding
areas such as working conditions, environment andl Icontent money are not. Interestingly,
this is the exact opposite of the recommendatioeshave outlined in section 4.1.2 where
royalties, tax rates and licence f&should be negotiables and health, safety and @mvient
should be non-negotiables embedded in local lagislgRadon 2007, p. 102). While the act
tries to encourage the use of local labour and ddsmahe governmental authorities on
environment be heard, no specifics are mentionegianing that these areas are the sole
responsibility of government negotiators. This reges somewhat with the civil society, who
claims to have heard nothing regarding contractufea in the public debate (Interview 2 &
Interview 10, 2012). The same concerns are rais@dmnection with the fiscal regimes used in
the PA as a public debate issue. While BAN expléias some parliamentarians have launched
campaigns focused on tax exemptions, Network Mowenfer Justice and Development
(NMJD) and the Association of Journalists on Miniagd Extractives (AJME) both claim that
taxation has not been a public debate issue (liet®r2, 9 & 10). This is not to say that the fiscal
policies surrounding the oil sector cannot be sowrttout input from civil society, however,
legislation rooted in public debate will undoubtethe easier to enforce and stand firm on in
negotiations, as well as it will stand up betteptdlic scrutiny. One mitigating circumstance,
especially when considering the degree to whichptioeess of legislating this area seems to be
centralised (see section 8.0), is that while thaistiy of Finance and Economic Development

(MoFED) are not part of negotiating contracts W{IICs, they have been involved in setting up

32 Actually, licence fees and royalties are not sjpetiin legislation, but are covered as an integgtgiart of any oil
contract. This will be touched upon in the nextisgcXX!!!
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the fiscal regimes, to be used by the Petroleunediorate in the negotiations (Interview 6.
2012). Furthermore, our respondent at MOFED, bssstigting the fact that negotiations should
follow legislation rather than being individuallycided in each contract negotiation, explained
that IMF has suggested one piece of legislatioreguxg the whole extractives sector of SL.
While this theoretically is a good idea, as theatigion process to a much lesser extent will be
dependent on the notions of individual negotiatting, process should be as transparent and
inclusive as possible. An issue overshadowing tlectnent of the PA as it happened under a
certificate of emergency, meaning that stakeholdmth within GoSL, Parliament and civil
society hardly had a chance to scrutinise and geoiiput into the design of the act (Interviews
6 &9, 2012).

7.2.2 Fiscal Regimes and Design Features

The fiscal regimes governing the oil sector in 3is been developed in cooperation between the
Petroleum Directorate, MoFED, the IMF and the WoBdnk (Interview 8, 2012). The
Petroleum Directorate has not, however, lookedhéoMinistry of Mineral Resources (MMR) or
the Strategic Policy Unit (SPU) and their work @ftiering fiscal regimes in the mining sector
(Interview 1, 2012). Whether or not this would hdeen advantageous remains to be seen. Of
course the trouble in the mining sector has as nmicio with adherence to legislation, as it has

to do with lacking legislation.

The prevailing fiscal regime in SL is rather compland does not completely align with any of
the fixed models presented in section 4.1.2. Howewnes very similar to the Royalty/Tax
System described in the section, with some simi#grito a Production-Sharing Agreement
(PSA). While the PA section 67, subsection (1)estdhat thetftle to petroleum produced shall
pass to the licensee at the well hedelA 2011, p. 48), typical of a Royalty/Tax Systetime act
also states that title to facilities transfer te gjpovernment, typical of a PSA (PA 2011, p. 48).
The act also makes provisions for setting up addati Oil Company. These plans, however, are
yet to be acted out. In terms of risks, this meidwas GoSL so far stands to gain without any
immediate risks, other than failing to attract 10@s operate in the counfty The

aforementioned gains comes in the form of signinguses, as specified in section PA 110,

3 As we know, Sierra Leone already has a numbe® sl exploring the oil fields (See table 6.2).
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subsection (1): A petroleum licence may provide for the paymenora or more lump sum
bonuses from the licence, which may be conditiomgon the award of a licence or the
achievement of specific production targé¢BA 2011, p. 66). Further, these bonuses can been
bid upon, potentially securing GoSL a lager signioomnus than if a certain rate had been set
beforehand (Ibid.). While signing bonuses secunreeganents revenue even if an oil field does
not, the idea of letting IOCs bid on them has itfalts. The temptation of large initial revenue
might overshadow the issues of future earnings,imgakimportant that signing bonuses are not
the most important factor.

Another factor making the venture into the oil istty even more profitable for GoSL, again in
spite the risk of commercially unviable oil fields, the area fees introduced in the PA. These
area fees shall be payable on the grant of a petroleum li@aad thereafter annually on the
anniversary of the grant until the termination dfetlicencé (PA 2011, p. 33), andmay
increase at given intervals during the productiomagé (Ibid.). In practice this means that,
besides signing bonuses, GoSL is not only secuiddi@nal earnings, but earnings that can be
raised should an oil field turn out to be commdigigiable. In terms of risk, this system is
extremely secure, not only eliminating the obvioisks of unrecoverable costs for GoSL, but
also securing income as soon as a contract has risggtiated, assuming that legislation has
been adhered to. However, as these area fees taspauified in the Petroleum Act, the Finance
Act or the Income Tax A&t making it likely that it will be the responsililiof government
negotiators to set a rate. Even though this couddinrma mere symbolic area fee, it will still

secure revenue for GoSL regardless of the comniengieome of oil fields.

Income tax is imposed on I0Cs operating within$ierra Leonean oil sector. The tax rate is set
to 35 pct., as I0OCs are considered residents ofeéSieone, according to the legislation, whereas
it would have been 37.5 pct., had IOCs been defaswechining companies (ITA 2000, p. 61 &
67). As the latter rate is rarely adhered to, thestjon is whether this definition has any bearing
on the negotiations at all. However, our responffemt MoFED, a ministry heavily involved in
drawing up the fiscal regimes of the sector, infednus of a draft bill being drawn up called the

Extractive Industries Revenue Act. In this actelkplained, the Petroleum Income Tax would be

3 However, it is specified that the fee will be dksd by square kilometre of licence area (PA 20166p
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30 pct®® and only to be paid after deductibles and cost been deducted from the 10C's
income (Interview 6, 2012). Deductibles and costs reot mentioned in any current piece of
legislation relating to the oil sector of Sierraobe. As this draft legislation will lower the
income tax for 10Cs, it will also introduce the RP&um Resources Rent Tax (PRRT), a tax
already introduced in the 2011 PA (Interview 6 & P@11, p. 65). The PRRT is set at 14.2 pct.
A bit confusingly though, the 2011 PA mentions PRRT and refers to the 2000 ITA for an
explanation of rates. However, the PRRT is nowheree found in the latter. According to our
respondent at MOFED, this PRRT will also capturaediall taxes, as these are completely left
out of both the PA and the FA. One subsection ef R addresses issues of I0Cs trying to
evade windfall taxes, even if mentioning of theadais absent. The Minister may instruct the
licensee to take all necessary and practicablessteprecover the petroleum in accordance with
this act, or as the case may be, to increase tteatwhich the petroleum is being recovered to
a rate not exceeding such capacity as may be $p&cfPA 2011, p. 46). In practise this means
that if windfall taxes are introduced, IOCs canawebid these by producing less. A situation that
might occur, should windfall taxes cut into IOC @mee to an extent making lowered production

desirable.

In order to attract I0Cs, it has been suggestecedoice corporate income tax, or petroleum
income tax, to 25 pct. and import duty has alrelaglgn reduced from 30 pct. to five pct. as it is
believed that 30 pct. will eat too much into cakiwk (Interview 6, 2012). Furthermore, the
2011 Finance Act states thaArly person importing plant, machinery or equipmfnt any
business purpose, excluding resale, shall be edtits import the duty-free for any period of five
years chosen by that persofiFA 2011, p. 9). While these measures certaingkenSL more
attractive to foreign investments, they also regmés significant cut into the country’s earnings.
The question is whether or not the oil fields aaigble enough, as to attract IOCs, regardless of
duty-free import of components. This question beesmifficult to answer, as GoSL has made
no appraisals as to possible quantity and valukeobffshore oil. A point further elaborated on it
section 7.4 and 8.0.

Research and development (R&D), training of lodaffsand social services benefitting the
general public is deductible by 100 pct. (Ibid1p). While the latter might make sense, as it, if

% According to the Petroleum Directorate, the incdeeis already fixed at a minimum of 30 percentdiview 8).
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not creates incentives, at least removes finamdatacles in terms of generating local content,
the two former might create a growth in local knetlde and education. The question is whether

or not especially R&D would occur regardless of daxluctions.

Royalties are mentioned in the PA but rates afgetéound in the ITA. Here they are set at 25
pct. (ITA 2000, p. 68). However, the proposed Ectixee Industries Revenue Act will set royalty
rates at 10 pct. on crude oil and five pct. or’yaEhese royalties are to be paid on export value
at “Free On Board” (FOB) price (Interview 6, 201F0B price is the price of the oil after all
expenses, excluding shipping has been taken imtmuat. Even with talks of raising the rates on
crude oil to 12.5 pct., this is still substantidibyver than the initial 25 pct. mentioned in theIT

As the legislation governing the oil sector is lfacomprehensive and specific as to what to pay
and when, one section is worrying. Section 112hef PA allows licensees taeteive, remit,
keep and utilise outside Sierra Leone, all the itprecurrency obtained from the of petroleum
assigned to it by the licence or purchased in onfrtransfers as well as its own capital, receipts
from loans and in general all assets thereby aapimbroad (PA 2011, p. 66). Tax planning is

a common problem in extractive industries worldwialed allowing IOCs to keep their earnings

elsewhere, makes it unnecessarily difficult to nmmiaxable income.

Duration is covered in the PA and as a rule nakieecan last longer than 30 years. Of these 30
years, the first seven are the maximum to be spemxploration. If no commercial discoveries
have been made within the exploration phase, ttendie area is to be relinquished. If a
commercial discovery has been made, the remaingaysyof the licence will cover the
production phase (PA 2011, p. 30). Furthermorea itommercial discovery is made, the
remaining exploration area is still to be relindngid at the end of the exploration phase (Ibid. p.
34). This section shows the first steps in makinavisions for ring fencing. However, the act
fails to follow through and there are no provisiomssuring that an IOC does not include
exploration costs in the total costs covering comum#y viable areas as well. The proposed

Extractive Industries Revenue Act should, howerever ring fencing (Interview 6, 2012). It is

% Gas is often a valuable byproduct of gas extractio
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still interesting though, that this has been lefinpletely out of the existing legislation as it can

translate into a significant loss for GoSL.

Despite these shortages one very important issusddsessed, namely the one of stability
clauses. As these can promote investments, thetheunisk of making contracts unprofitable to
host economies. GoSL however, addresses this &silieag that terms and conditions of a
petroleum licence or a permit for the laying andceding of a pipeline may be reviewed at any
time that a significant change occurs under thewmstances prevailing at the time of the issue
of the licence or the permi(PA 2011, p. 72). While rendering stability classuseless, as these
cannot trump legislation, the section also opentoupvindfall taxes, as these can be introduced
upon changes in circumstances, meaning that iepraf oil rises suddenly, GoSL can impose
higher tax rates in coherence with changes in ataircumstances.

7.2.3 Monitoring and Revenue Collection

Whether or not the fiscal regimes analysed abovkehave any beneficial effect on the Sierra
Leonean economy depends, to a large extent, omtivgtoring and collecting capacities of
GoSL.

Currently all tax collection activities are undéeta by the National Revenue Authority (NRA).
However, according to the Petroleum Directorateytdo not have the capacities needed for
collecting petroleum taxes even though they areadly collecting taxes in the mining industry
(Interview 8, 2012). MoFED agrees with this obséorg stating that NRA is only equipped to
collect taxes such as income, corporate and soitinvwthe mining industry. Furthermore, they
do not comprehend concepts of deductibles and ,comtslering them unequipped to collect
taxes from I0Cs (Interview 6, 2012).

In terms of monitoring there seems to be probleswal. While a consulting agency working
with GoSL states monitoring of royalties are ndeetive in spite of recent improvements, CSM
AJME adds that GoSL has no strengths in terms ofitmong and relies solely on self-reporting
by IOCs (Interview 1 & 9, 2012). This is corrobaatby MMR, where our respondent further
stated that he felt that the NRA should changer tpeactice of relying on self-reporting
(Interview 5, 2012).
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Self-reporting does open up for a wide variety sduies. Especially if the reporting is not
followed up by monitoring, GoSL could lose a sigraht amount of revenue on this account.

An issue stated by NMJD, is the fact that governneemployees responsible for monitoring are
not paid sufficiently making them susceptible tdswle influence, while BAN emphasises the
difficulty in monitoring the structures of I0Cs, fag it difficult to track profits (Interview 2 &
10, 2012). Furthermore, there seem to be the issuessmatches between reporting by GoSL
and the companies involved in the mining sectdBiefra Leone, further diminishing the faith in
monitoring capacities of GoSL.

At the moment, only royalties and area fees aragheollected and this is the responsibility of
the Petroleum Directorate. These royalties and &esdribute to an unspecified development
fund, while licence payments end up in the consddéid fund. In this regard, it is interesting to
note that the Cadastra System, already employ#tkeimining sector, is not planned to include
non-tax petroleum income. However, our respondetiteaCadastra Office feels that this would
be a natural choice as they already have experienoellecting royalties, fees and licence

payments. However, no such plans currently exige(view 3, 2012).

The legislation covers this area very superficidlCs are to submit reports containing, among
others, ‘& detailed forecast of capital investments and medrom sales and a financing plan
for the development(PA 2011, p. 39), and Petroleum Directorate isuimegl to ‘provide
information relevant to the National Revenue Aditigdior the collection of taxes, royalties and
fees from petroleum operatidn@bid. p. 12). References as to how to monitovereue and
income are completely lacking from the legislatiaving the relevant authorities without any
tools in this area.

7.2.4 Conclusion

Institutionally, Sierra Leone has a somewhat spbat of departure. The legislation is, for the
most part, in place and the country stands to game revenues, even if the oil fields turn out to
be commercially unviable. The question is whethrenat GoSL has the capacities to turn the
legislative framework into actual profit. As taxes are specified in the national legislation these

should be non-negotiable. However, different raies mentioned by respondents than the ones
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found in the legislation, and there are alreadkstabf changing the current legislation,

substantially lowering both tax and royalty rates.

Further cause for worrying is warranted, as sonseredpancies exist between Sierra Leone’s
legislature and responses given to us by a PetrolBuectorate official. According to said
respondent, different licenses exist, dependingwdrether the licence is for exploration,
extraction, production, etc. (Interview 8, 2012)owviever, the PA provides for one licence,
covering exploration and production (PA 2011, p).3his might not be the most essential
element of the process, however, the two possidarations for such discrepancies paints a
rather unflattering picture of GoSL’s dealings wiabntract design features: Either the current
legislation is not adhered to, or the people resida simply choose to ignore it.

This is compounded by the fact, that even the llggice is blurred and IOCs are referred to as
both resident companies and mining companies,tanction having crucial implications on tax
and royalty rates.

The Income Tax Act was enacted in 2000, long beddreras a matter of debate in Sierra Leone.
This means that when the PA refers to the ITA réiggrtax and royalty rates, these rates are set
with parameters not including petroleum operatioitss means that while these rates may be

reasonable, they have no relation to an oil ingustr

While legislation seems progressive and has sotherr&igh rates, it looks as though these are
already being lowered, continuing Sierra Leone’bithaf conforming to corporate pressure.
Ideally GoSL will follow its own legislation, whichvould mean progress in Sierra Leone’s

relationship to international corporations andits laws and rules.

7.3 Transparency

It is difficult to track actual transparency in temerging oil sector of SL. We can however, look
into initiatives initiated with the purpose (or thede effect) of ensuring transparency.
Furthermore, our respondents from civil movemendsspss valuable knowledge of GoSL'’s
attitude towards transparency, as they experienstehiand what can and cannot be accessed in
terms of information regarding the sector.
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7.3.1 Legislation and Governmental Bodies

The Petroleum (Exploration and Production) Act (PAR011 deals with transparency to some
extent. However, most sections concerning transggrénave to do with reporting and
provisions for disseminating information are lackinThe perhaps most important section,
section 5, subsection (2), paragraph (s) statdsthieaPetroleum Directorate shafirépare an
annual report on the status of petroleum activitreSierra Leone, for submission to the Minister
for further submission to Parliament and publicatio the Gazette and in such other manner as
the Minister may determifi¢PA 2011, p. 12). The Gazette is GoSL’s main newtet, and its
group of readers are limited, especially by Siéeane’s soaring illiteracy rates. It is therefore
uplifting that the paragraph, if not urges otheamof publication, then at least leaves room for
it.

We will touch upon the fact that the Director-Gealef the Petroleum Directorate is politically
appointed and the inherent risks associated withpitactice in section 8.0. The PA (2011) does
address this issue and states that theettor General shall be required to disclose any
beneficial interest he holds in a petroleum entsg@ior company that may become involved in
the petroleum industry in Sierra Ledn@. 14). This section is crucial, if adhered &g this
allows the public of SL to know who the person Hangdtheir oil is. The act does not, however,
require the Director General to abandon any pasterisever any bonds to enterprises or
companies, making it even more criticisable thatgbst is politically appointed.

Databases and registers are established as tlwelRatrDirectorate is responsible for setting up
one containing persons involved in petroleum opamatand for publishing reports on the status
of petroleum operations (PA 2011, p. 11). Furtheemohe proposed minister shall keep “
register of permits and licences granted under #u8 (Ibid. p. 70). This register is accessible
against an unspecified fee, meaning that while tagster seems to be transparent, it could

potentially exclude persons, journalists and CSMh limited financial ressources.

The process of biding rounds has some fairly spepifovisions attached. Provisions that, if
followed, have the potential to improve transpayermnsiderably, compared to earlier
experiences in the mining sectoithe result of tenders, including the content ofnivig and

losing bids shall be published in the Gazette anduch other manner as may be determined by
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the Ministet (PA 2011, p. 24). This section secures considertdansparency in and of itself,
but is followed by a section, specifically mentiogitransparency:The Minister may, following

a transparent, fair and competitive process andtbe advice of the Directorate, grant a
petroleum licence to two or more applicants wheoereifl the most favourable terms and
conditions to the statélbid. p. 29). The possible issues of the Direcg@neral of the Petroleum
Directorate having stakes in oil operations playoke as the PD will act as advisor to the
minister. However, the wording is important ashbws that the act recognises the need for a
transparent process. Furthermore, publication df lstrengthens the likelihood, of the most
beneficial bid to the general public of Sierra Lepactually wins the biding round. However,
these sections do not necessarily mean that treegslays out this way in practice. The PA
establishes that terms and conditions of a licemegublished with the call for bids. This is not
the case: A call for bids was published in a Sidremnean newspaper; however terms and
conditions were nowhere to be found (Standard TjrBesra Leone, Feb. 2012). Furthermore,
as will be discussed below, the civil society of Bas not seen any publications of bids or
already signed exploration contracts. The lattesubjected to publication, under section 40,
subsection (2): Each petroleum licence, and any accompanying ageeérnetween the state
and the licensee providing details on the licenoaditions attached to the licence, shall be
published in its entirety in the Gazette and inbsather manner as may be prescribédPA
2011, p. 29). It would seem that no such publicahias taken place, painting a picture of GoSL
not following its own legislation. Our respondertitthe Cadastra Office remarked that while
information was not being disseminated to the mukdil information is accessible to people
requesting it (Interview 3, 2012). The Ministry Mineral Resources (MMR) confirms that oil
exploration contracts are not public, but states fiture contracts will be upon ratified, offering
no explanation as to why previous contracts aret kepfidential (Interview 5, 2012). Our
respondent at the MoFED informs of a website pubig payments and revenues, however,
neither he, nor anyone from both governmental tsdrecivil society movements could tell us
the address of the website, although they hadeatdchof it (Interview 6, 2012). This shows a
conspicuous lack of regard for transparency, assistancy is non-existing, leaving some
elements of the oil negotiation process transpasiiie others are not, and offering no clues as
to which are and which are not. This is further poomded by the fact that the Petroleum

Directorate states that exploration contracts #eady public, a statement countered by both
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representatives of its own government and civiletgc Data on oil amounts, perhaps the most
crucial piece of information in securing transpaseand public participation in the process is

not, and will not be, publicised (Interview 8, 2012

7.3.2 Inclusion of Civil Society

GoSL has not, in spite of a somewhat clear legidaframework, been able to ensure
transparency in the Sierra Leonean oil sector s@$adescribed above. However, this picture
becomes even murkier when including CSM’s expegendth this issue. The consultancy
agency we interviewed in SL states that internfdrmation sharing within GoSL has improved.
However, it is not possible to get a proper impmes®f the processes within the oil sector, as
the sector is sworn in secrecy around the presidémterview 1, 2012). National Advocacy
Coalition on Extractives (NACE) doubts that the coom citizen of SL even knows that the
country possesses off shore oil as GoSL sharesfaonation on oil related issues (Interview 7,
2012). The Association of Journalists on Mining dxdractives (AJME) claims that articles
critical of the extractives industry are conseqlyeturned down by newspapers and in general
mining companies have taken over the Freetown m8dene. Furthermore, non-disclosure
clauses make it increasingly difficult for jourrsté to investigate the extractives industry
(Interview 9, 2012). Network Movement for JusticeldDevelopment (NMJD) cannot mention
the players involved in the contract negotiatioaghey are centred around the presidency and

sworn in secrecy (Interview 10, 2012).

Both NMJD and AJME agrees that while GoSL pretetadisten to civil society this is only a

formality (Interview 9 & 10, 2012). Especially tipeocess of ratifying the 2011 PA has received
criticism as it happened under a certificate of @ecy, meaning that civil society had no
chance of commenting on it, nor did Parliament hawe to get acquainted with the legislation
before it was ratified (Interview 2 & 9, 2012). Fuermore Budget Advocacy Network (BAN)

expresses concern that the development of the BMbiabeen very technocratic and without
any civil society involvement what so ever. BANdspecially worried that the PA does not

attempt to identify issues leading to corruptiantérview 2, 2012).
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7.3.3 Conclusion

In spite of the fact, that national legislation,simme extent, addresses transparency and sets up
an institutional framework in which GoSL could adil society paints a rather ominous picture
of how this works in practise. Simple measures lifed in section 4.1.3) like cautiously
estimating oil income and publicising the estimatese not been taken. Instead AJME has
publicised estimates, much to the dismay of theolRetm Directorate (Interview 8, 2012). The
Petroleum Directorate claims that AJME has overesied the potential income, creating
unrealistically high expectations within the popida, while making no attempts to correct this
situation by making and publicising own estimafElis situation could be explained by civil
society claims that the sector is far from profesalised; however as information regarding
government officials involved in the sector is maiasly hard to come by, this is mere

speculation.

The setting up of a website publishing paymenta 8elcomed initiative, and with reports of
mismatches between government and 10C reportingaginents, this could be a useful tool in
ensuring transparency (Interview 2, 2012). HowewdtiJe existence of the website is common
knowledge, none of our respondents, both within IGa& civil society were able to give us the

address, creating serious doubt about the existdrtbe site or, at the very least, its usability.

In section 4.1.3 we mention the use of outside attiog services as a tool for ensuring
transparency. BAN, however, were the only orgaiosawe talked to who claimed that any such
services were employed (Interview 2, 2012). No othspondent claimed to have knowledge of
such practise, not even the MMR or the Petroleureddrate, raising serious doubts to BAN'’s

claim.

In conclusion, it seems apparent that while thevisions and the institutional framework for
creating transparency are in place, the politigllisvlacking. And with a government that seem
far from qualified to deal with an emerging oil s&¢ transparency and inclusion of civil society
are even more important components in creating sasable and income generating oll

industry.
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7.4 Aggregate Savings or Spending Decisions

When trying to answer our fourth working questiaich decisions, if any, have been made on
how to spend or save the forthcoming revenues andnmeasures have been taken to ensure
public awareness and inclusion on these issues, willeof course, where possible, try to
measure these decisions comparing them to our dtealr framework. Additionally we will

supplement the analysis by looking at how formeragtive revenues have been spent in SL.

7.4.1 The Problem of Consolidated Funds

Drawing from our ontological point of departure aeknowledge that all economic activity is
surrounded by rules and norms. The former are eafbby laws the latter through an informal
process by a group of people acting out of seffrgdt and enforcing their rules themselves.
Further we acknowledge that decisions are basedssunmptions not knowledge. Combining
these two acknowledgements it might be a fair engdlan that establishing consolidated funds
has become the norm and thereby the assumptionngtekecisions towards putting extractive
revenues into such funds. However, this assumptigght not be the best way to handle
extractive revenues in a developing country like SL

That setting up consolidated funds has become dhe s supported by the fact that the IMF
pushes SL for setting up a fund similar to the mnorway (Interview 1, 2012), additionally the
National Revenue Authority (NRA) of SL has alreadiended a workshop in Ghana hosted by
the Norwegian Government (Interview 6, 2012). Bsin@entioned such funds might not be the
best way to handle extractive revenues in the dpusy world. According to Karl (2007) it has
become an accepted norm that these funds areviewed as important fiscal tools that can aid
in planning, but in fact they have some major drasWs, especially when established in
countries already lacking transparency. Sierra keouarrently ranks at the very bottom of
Transparency International’s CPI index, so lackahsparency is a given in our case.

The reason is that introducing a fund will creatgpee of parallel budget (to the national budget)
that, as constituted to date, is generally notsparent and this goes for the Norway's State
Petroleum Fund as well. A consolidated fund williaiyy not be transparent and controllable to
legislatures, the press or NGOs. This is a conedmeady present in SL; Budget Advocacy

Network (BAN) criticizes the existing consolidatéehd by saying that it creates problems of
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tracking amounts and utilization (Interview 2, 2DTPhis might be because the fund for instance
consists of every mining related income receive@byL, meaning revenues, license fees etc.
Even though saving money in a consolidate fund tmgit be the answer for SL, there are also
some clear drawbacks or certainly issues to beeawasoSL chose immediate spending. For
one, politicians might be tempted to spend on atdlkeom basis on highly visible projects, but
then again saving the revenues might cause futlregcfans to do the exact same, which makes
the reasoning speculative and a bit useless. Wieatshould really be aware of when spending
revenues is; i) the speed of the process ii) whaeally needed in the specific country. If one
makes immediate spending on public investment ptgjehis risks being scaled up to fast to be
absorbed by the local economy, also one should kesynd that any natural resource is a finite
resource. This is why Sachs (2007) argues thatnume ought to be spent on long-term
investments following the Millennium Development & while keeping in mind the scarce
nature of resources. For a developing country 8kethis means that the revenues ought not to
ensure insurance or pensions but rather be speridctors where there exists an acute need;
food, water, electricity and basic infrastructurais will not only benefit the population but also
be beneficiary towards a private-sector-led ecoosognowth. Local voice and journalist Theo
Gbenda also argues in his report ‘Sierra LeonelsPOiential and Related Governance Issues’
that oil revenues ought to relief pressure in kegtars like healthcare and infrastructure.

So, Sachs agrees that funds work better in higbamgccountries as the developing countries
have more acute needs at hand. SL can definitelipencategorized as a high-income country as
it currently ranks as 158 on the UNDP’s Human Depeient Index and has more than 70 pct.
of its population currently living for less thar2hb.dollars a day. Karl adds to the reasoning that
saving money in funds undermines the fact that‘Resource Curse’ derives from politics,
meaning having an unearned income often resulpsiting aside the fact that any state needs to
tax their own subjects. Taxing own subjects migidop politically difficult to legitimize, if
simultaneously saving revenues in a consolidatad.fu

So, having established that, despite of internatioorms, SL might be better of spending
revenues on infrastructure than living of the eagsifrom a fund, we now need to see what
previous extractive revenues have been spend omwhatplans there exist for the forthcoming

oil revenues.
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7.4.2 The Consolidated Fund of Sierra Leone

Currently there exists two options for usage offtlréhcoming oil revenues; i) they will be put
in the already and aforementioned consolidated ,fuvitere the mining related incomes also
goes, ii) there will be set-up a wealth fund foraatments and / or a stabilization fund to handle
budget deficits, however this is still in the plamnstages (Interview 6, 2012). Despite of the
obvious transparency concern raised by BAN; theyrat able to track payment when every
extractive related income are put in the same g&iting up a stabilization fund to cut budget
deficits might not a bad idea in a highly indebtedintry like Sierra Leone, which economy is
almost solely based on loans and aid. Surely itlv@lbetter than using the oil for collateral as
this will only increase the debt-risk. The Wealtmd for investments might also proof to be a
good idea if the investments are being used ormastriucture and other things that can ease a
private-sector-led-economic growth. Investmentsinfiastructure is essential, not only after
receiving the revenues, but also before even @mgterontract negotiations: As our respondent
from CSM NACE puts it, there will be no or littlevenue finance to spend if GoSL does not
invest in infrastructure like consistent power dypmr decent roads, as a lack of these always
gives the IOCs the upper when negotiating (Intevvie 2012).

So, we do not know which investments will be ptiaed if the potential wealth fund is
established and the possibility of putting the raes into the already standing consolidated fund
still figures as an opportunity. Additionally thegislative framework offers no reasoning on
what such wealth fund should invest in. Thereforeill only be natural to have a look at the
current fund, trying to establish a picture of whiovestments that are and will be prioritized.
Looking at the top ten expenditures in 2012 (sédet®.1), 19 pct. actually goes directly to
investments in infrastructute So there seems to be reason for optimism. Buieeel to be very
cautious before concluding anything: The 2012 budgée consolidated fund is the only public
accessible one we have been able to locate andi2@t2election year in SL. Drawing from our
own stay in Freetown the infrastructure investments course extremely visible and one could
therefore fear that investments herein would deereafter the election thereby questioning
whether or not the improvements will be consisténtning again to the top ten expenditures the
remaining 81 pct. is spend on salaries, the elactmmmission, the national defence and not

clearly specified development projects. This isoutfnately coherent with a statement made by

37 Authors’ own calculations
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our respondent at the Cadastra Offfic®espondent stated that if current revenues wetr@ut
in the diamond development fund as savings, theyldvbe used for development projects with
no real substance, invented by internal key staklen® to keep their own offices going, or even

more sadly be used in the pursuit of pure persotalest (Interview 3, 2012).

7.4.3 Ensuring of Public Awareness and Inclusion

According to our respondents, talks on how to cbleEnd spend the revenues have so far only
derived from the CSMs, and GoSL has done nothingdlude the civil society on these issues
(i.e. Interview 2, 8 & 10). As we have seen locaices have suggested using the revenues to
relieve pressure in key sectors like healthcareiamdstructure, additionally CSMs NACE and
BAN has suggested using revenues for educatiomestments (Interview 2, 2012).

A third CSM, Network Movement for Justice and Dewwhent (NMJD) suggests setting up
several independent funds on issues such as digvatisin, infrastructure and healthcare
(Interview 10, 2012). NMJD respondent further adolst taxation in general is not a public
debate issue emphasized by GoSL (Ibid.). Thisig wafortunate if we go back to the reasoning
that in order to, not only, rely on so-called umeal incomes, any state must tax their own
subjects and therefore also emphasize the imp@&tfae@of to said subjects.

The Petroleum Directorate defends not talking @enele spending in public by stating that it
will do nothing good for public expectations, armittthe CSMs are currently misleading the
public. Respondent from the directorate stateptheic must not get the impression that SL will
be the next United Arab Emirates, because theyalalirly not (Interview 8, 2012). This might
be true; however not at all addressing the issuewénue usage in public seems at best, not
completely thought through. The CSMs and therely ¢ivil society as a whole possess
knowledge regarding the emerging oil sector andefbee not addressing the issue will increase
already existing suspicions on issues such asse®king behaviour. Even if the Directorate
thinks the estimates made by the CSMs is too optimmregarding the amount of possible
revenues, they should address this in public on state that estimates on forthcoming revenues
cannot be made, as the sector is not even comrieediayet. Instead GoSL has chosen not

address the issue in public at all.

% The statement was made 'off record’ and can tbessdnly be located in appendix 3, not in the ddramscribed
interview.
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7.4.4 Conclusion

The Consolidated Fund of SL is not transparenttaedcivil society complains that it makes it

impossible for them to track amounts and utilizasioThe transparency issue is exactly the
reason why the norm of establishing funds workdebein high-income countries than in

developing countries like SL, where there alreaxigte a lack of transparency. Additionally SL

has some acute needs if wanting to ease privaterded growth. Therefore it seems more
reasonable to invest in infrastructure than livetlod earnings from a fund. Looking at the
existing fund’s budget from 2012 infrastructureraseto be a highly prioritized investment by

GoSL. But again with regards to transparency wetmersember that 2012 is an election year
and that this budget was the only public accessibte The budget unfortunately still contained
a great amount of not-specified development prsjeédditionally it is a shame that the

legislative framework does not offer any explanation which investments that should be
prioritized in the future, as this would have pdmd the civil society with a check-up

mechanism.

There have been no attempts from GoSL to ensurécpalwareness or inclusion on neither
revenue collection nor spending. This is a shametd®m reasons; i) it will increase both

opportunities for and suspicions on rent-seekirfgglmur ii) if the Directorate really does think

the estimates on forthcoming revenue amounts, shixdi by the CSMs, are too optimistic, they

should prevent future public dissatisfaction byagigg into the debate.
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8.0 Analysis Part 2 - The Issue of Centralization

We will now continue with the less theory-guidedtpaf our analysis. In this part we will

compare current and previous dealings with natesdurces in SL.

8.1 Centralization Then and Now

As outlined earlier we have identified centralipatin the decision-making process as a former
major problem when it comes to governmental managénof natural resources in SL.
Centralization both led to and was used for repkisgy behaviour. This behaviour led to
deterioration of regime and eventually also fostexe escalation of conflict level, making SL an
unfortunate prime example of the ‘Resource CuiSk’is perhaps, besides the very much linked
civil war, mostly known for its diamonds, and it svarecisely these diamonds that were central
for financing and worsening various corrupt regirfegsdecades. This is why we now pursue an
answering of the following and last working-questitiow do the current institutional setup
surrounding management of the oil sector compareattier Sierra Leonean experiences with
management of extractives in general and diamangatriicular, in term of centralization?

During the Steven’s era everything surrounding dadimanagement was controlled by a small
elitist group, central within this setup was Stevdnimself. The degree of centralization was
extreme as Stevens personally was able exercigmtower dealer and plot licenses through the
Ministry of Mines and additionally controlled exp®through the Government Diamond Office
(GDO).

Centralizing governmental management occurredrastdt of rent-seeking behaviour, e.g. when
the Stevens administration had to create the GDMeypthemselves were in charge of exports
and thereby foreign exchange. But this centratizasilso led to a further increase in rent-seeking
behaviour as it fostered one, very small elite olitigal allies where everyone depended on
personal favours from the regime.

As management of the diamond sector came to falte@rely political criteria and centralization
increased, the institutional and bureaucratic sdetpriorated. This happened partly because as
Stevens control over the sector grew, he saw ngore#o strengthen state institutions, as this
could create a political threat from within; parthecause foreign stakeholders realized that
everything depended on personal favours and therstetup foreign bank-accounts should they

fall in disfavour. The regime therefore had to gtdais flight of capital would they keep access
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to foreign capital. Summed up a centralistic sé#gpto an institutional deterioration and thereby
decrease in capacity building. As we wish to ingegé capacities of the current administration
with regard to the oil sector, it becomes relevardetermine the current degree of centralization

within management hereof.

8.2 Structure of the Petroleum Directorate.

According to the anonymous international consulfaragency there only exists one
governmental entity handling oil related tasks linod SL, namely the Petroleum Directorate
(Interview 1, 2012%. This is confirmed by the directorate itself (iview 8, 2012).

This one-entity setup has raised some concernemiatism and mechanisms hereof, much
similar to those occurring during the Stevens-em (nterview 7 & 9, 2012). Concerns are on
lack of transparency, political appointments anat-s=eking behaviour. Starting with the issue
of political appointment unfortunately these comseseems to be very real. According to the
Association of Journalists on Mining & Extractiv@8IME) negotiations are centralized around
the presidency and one must be politically appdinteparticipate herein, as appointment is not
grounded on a merit-based system; the respondetitefuadded that this resulted in many
appointments where the chosen candidates werefrtare qualified and that there existed no
independent check-up mechanism to control theseiagppents (Interview 9, 2012). CSM
NMJD shared this point of view (Interview 10, 2013pndly their concerns seem to be true; the
Directorate claims that appointments are primaribrit-based (Interview 8, 2012). However we
do not fully agree with this interpretation as th&ectorate also admits that the president is
solely in charge of appointing officials to the &torate. Although the PA of 2011 does contain
requirements on criminal records and technical egpee of the candidate, there is no
independent mechanism established to check whethewt this appointment was solely a
political favour or a bureaucratic accurate actignen if the candidate should prove to be
unqualified, the candidate cannot be fired or ig ather way be held responsible as long as the
candidate’s actions were carried out in good fallearly there has been taken very small steps
or none at all, to establish a mechanism that aavent familiar pitfalls of a centralized

bureaucracy solely based on political favours.

% Interview-notes are structured in the appendigessppendix 1 corresponds to interview 1 and sb.for
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The second concern raised by the CSMs, the onaabnolf transparency in negotiations, might
not be so suspicious; after all oil is a crucisdawrce to any country and information should
therefore not fall into the wrong hands. Howeveeg thgislative framework surrounding the
contract negotiations should not be sworn in sgcréafortunately the genesis of the PA was
sworn in secrecy, an issue raised by several C8NErygiew 2, 7, 9 & 10, 2012). The reasoning
is that the PA was rushed through parliament asnagrgency issue, resulting in no-one besides
the Directorate really knew what it contained wipassed. Unfortunately this seems to be yet
another mean of keeping all oil related managemen& centralized level, as it deprives the
public of the opportunity to judge the quality bktact. Further there is no reason for the full act
to be rushed through parliament, as the emergihgsetitor is not yet commercialized.
Additionally it might have been a good idea tothe public discuss the act before passed, as for
instance the Budget Advocacy Network (BAN) raiseshaerns about the act not being very
technocratic (Interview 2, 2012).

To be fair it is not even sure that the civil sogiwithin SL possess the know-how enabling them
to judge the quality of an Oil & Petroleum Act, hewer there still seems to be no legit reason
for rushing such an act through parliament; thespias mentioned, not yet commercialized and
it also deprives the public of increasing their Wiexlge on issues relating to this very crucial
resource. Actually the Development Assistance Cdtemi(DACY° recommends inclusion of
the civil society on issues like this (Kragelundl2 Therefore it should be taken seriously
when the civil society in SL coherently complaihattthe whole process of the creation the PA
have been sworn in secrecy and also none-incltiswards them.

Extremely centralized political appointments condoirwith a excluding law-making process of
course create an environment very suitable forseaking behaviour, the last concern raised by
civil society. Not surprisingly there already esisinecdotal evidence on such measures, as
AJME respondent told us, that officials from theedtorate had admitted to him as a journalist,
to having received bribes from oil companies inh&me for more favourable conditions
(Interview 9, 2012). But even though other CSMscdbs corruption as an ever-present issue in
SL’s extractive sectors, we must be careful to kadeanything from this. All we can say is that
the structure and current law-making procedurethefDirectorate is more likely to create an
environment suitable to foster corruption, thandpposite.

% Forum for selected OECD member states to dissss®s surrounding aid.
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Despite the centralized one entity structure, wtieranstance only the President and Director
General can decide on plot distribution, the doeste could possibly take other measures to
make their operating mandate more inclusive: ltid¢alraw from already existing expertise in

other governmental bodies. Combined with hiringsé expertise and investing in upgrading
of own personnel this would also serve to lowetimg boundaries on rationality thereby making

GoSL better equipped for negotiating. This is whg/mow look at such measures.

8.3 Internal Knowledge Sharing on Extractive Issues

In phase one of the analysis, Negotiating Contradtgheoretical input seemed to address the
issue of asymmetrical knowledge as being an issuxetaware of. Drawing ontologically from
New Institutional Economics (NIE) we acknowledgettithoices are made with bounded
rationality, meaning choices will be made beforeirglormation is gathered, as it is not even
possible to gather all information. This means tiegotiations will be based on assumptions.
Clearly a government not used to managing an diistry will enter such negotiations inferior
to an IOC, who is able to draw from earlier expecks.

The consultancy agency, stressed a very imporsaneiin this context; GoSL is struggling for
cash (Interview 1, 2012). As we draw from NIE aedagnize that institutions are made up of
individuals who will, regardless of positioning,t &t coherence with own interests, we will have
to acknowledge salary as an important issue. Singgtpr cash GoSL will not be able to recruit
the same level of negotiating expertise as the I®{osvever the government could take other
measures to lower the boundaries preventing the@m fentering the negotiations with real
qualified assumptions on what to expect: One ttimgy could do is to draw from already
existing expertise from within its own governmerttadies. In SL it would be obvious to draw
on knowledge from bodies already experienced froamaging the extractive sectors of mines
and minerals. Such an initiative would also helprdase centralization; a factor identified by us
as hugely problematic.

Such an inclusion of internal actors will of coursat solve everything as the two extractive
sectors are somewhat different. But if the experbe setting up fiscal regimes, monitoring
payments and activities, negotiating contracts ecalready present within governmental
administration why would one not draw from it? Amet complication on the subject of

inclusion is, as we know from section 5.0 that ¢hasanaging the mineral negotiations have
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been known for striking none-beneficiary agreemdotsSL. This could raise concerns on
whether or not they actually possess the necesg&dly and knowledge for passing on. However
during our interviews a broad range of respondemtslified this picture a bit. Most of them
stating that qualifications were getting much bettgthin the mining administration (i.e.
Interview 1 & 5, 2012): The consultancy agency ghat the mining administration was rather
well equipped in collecting revenues and additipnadere aware of previous contract mistakes
(Interview 1, 2012). A high ranking official withithe Ministry of Mineral Resources (MMR)
gave this explanation: When the Civil War ended, &most notoriously only struck bad
agreements, but this was only to signal the outsioidd that the war was over and SL was ready
to do business (Interview 5, 2012). Now ten yeatsrlthey have learned from these experiences
and are redoing most contracts. The latter we loafirmed from both the consultancy agency
and some CSMs (i.e. Interview 1 & 7, 2012). Thenagealso added that a younger and better
internationally trained administration, with notabfewer tendencies towards rent-seeking
behaviour was slowly taking over management ofsietor. The respondent listed this as the

sole biggest strength of GoSL when having to mareg@actives (Interview 1, 2012).

8.3.1 Drawing from Mining Experiences?

The above reasoning on institutions being madefupdoviduals and the 10Cs relative strength
in terms of paying salaries in order to attractlieet negotiators was a concern raised by nearly
all CSMs. Among others a high ranking member of AIME went as far as calling it the
biggest obstacle GoSL had to face (Interview 9,220The consultancy agency seemed to agree
and our respondent stated that it was thereforg serprising how little co-operation there
existed between the MMR and ‘the oil guys’. Therageitself had a long standing relationship
with GoSL and assisted it in making the Mines anddvhls Act of 2009, but had not been asked
to assist on the PA of 2011, nor on any otheraddted issues for that matter (Interview 1, 2012).
It really does seem surprising that the Petroleuradborate stands reluctant to draw from these
capacities. Especially when the consultancy agemtych due to a very critical standpoint
towards the MMR wished to appear anonymous, amtmgy® state that capacities hereof indeed
are improving; e.g. sharing information and disttibg data internally, which makes monitoring

easier (lbid.).
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Within the MMR there exists the Cadastra Officesies collecting none-tax revenues this
office is in charge of the above mentioned areasrevimprovements have been made. Actually
the office itself is a tool implemented to improwdernal data distributing, according to the
consultancy agency (Ibid.). Our respondent from @udastra Office confirmed that they
currently do not assist the Petroleum Directorataryy other oil related governmental bodies.
The respondent however claimed that their expedisering from contributing to the Mines and
Mineral Act of 2009 was included when altering bétPA of 2011 (Interview 3, 2012). The
latter however seems very doubtful or even untagpoth the consultancy agency and the
Petroleum Directorate told us otherwise (Intervigw& 8, 2012). What makes it even more
unlikely is that our respondent from the Cadastifec® possessed no knowledge on the structure
of — or to whom the directorate, he was claimingawe assisted, responded (Interview 3, 2012).
Another indicator that there had been very littielusion of already existing capacities on the
creation of the PA of 2011 came from a concerrethisy our respondent at Budget Advocacy
Network (BAN); he stated that the act had not beewxle by technocrats nor had there been any
involvement of the civil society, as the whole pss, according to him, had been sworn in
secrecy (Interview 2, 2012). One could argue thatusion of capacities on mining related
legislation should not necessarily be included drredated legislation: But as our respondent
from the Ministry of Finance and Economic Developth@oFED) drew attention to, the IMF
actually recommends setting up a consolidated dexitre Industry Revenue Act’ as opposed to
having individual contracts for the different extige industries with individual fiscal regimes
(Interview 6, 2012).

MoFED is yet another governmental body, whose kedgg could have been drawn from in the
negotiations with the 10Cs. But this inclusion halso been avoided by the Petroleum
Directorate, even though MoFED is involved in tleenfer mentioned renegotiations of the
mining contracts. This is confirmed by respondeintsn both MoFED and the Directorate
(Interview 6 & 8, 2012). To be fair, the exclusiohMoFED’s expertise could be due to the as of
yet very early stage of the emerging sector. Cofigcbasic license fees, which is currently a
task for the Directorate may not be so complicaked the expertise of a ministry of finance is
needed. However this is no excuse for MOFED’s eigeemot being included in the contract
negotiations or in creating a legislative framewak these also determine the state of the sector

on a long-term basis.
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8.3.2 Inclusion of Already Existing Internal Expertise in the Future?

The mines and mineral sector in SL is of coursemldigger and currently contributes more to
the national budget than the emerging oil sectemdtheless, comparing the degree of internal
cooperation between the two sectors, the manageofig¢he oil sector seems to be far behind.
According to responses from the Petroleum Direttoitaelf there exists no plans of changing
this, actually quite the opposite (Interview 8, 21

According to the high ranking official from the MMRIMR MoFED and the NRA have formed

a collective taskforce meeting on a weekly basidisouss challenges on tracking and collecting
revenues. Same respondent also stated that theld@etr Directorate, in his opinion, possessed
all the expertise necessary to deal with any dochallenge, as they were based under the state-
house and that the Directorate actually had beemvidg from expertise inside the MMR
(Interview 5, 2012). The latter is untrue. We haenfirmation from inside the Directorate
stating that they have not been drawing from any RiBkpertise and this is a concern also
raised by both the consultancy agency and sevétaleoCSMs (i.e Interview 1, 7 & 8, 2012).
Our respondent could have said otherwise to prdsenministry in a more important manner
than reality allows. His reasoning on the capazitéthe Directorate also seems questionable.
Being under the state-house does not automatigaleyone the capabilities needed to negotiate
contracts and otherwise manage olil related issues.

So the picture should be very clear. The Petrol®iractorate is not keen on including other
governmental bodies on its operating mandate. But Wwill this picture evolve in the future
when actual revenues will be collected? As itghtinow, centralisation will unfortunately only
increase: When asked about the issue of securitfgcoming revenues the respondent from the
Directorate recognizes that this ought to be eamytd fixed contract measures; it will simply
require strict monitoring. This task currently liaader the authority of the NRA, but as our
respondent put it, the Directorate would very miige to ease the NRA of this task. The
reasoning is that the NRA does not possess thecitiégato monitor both mining and oil
activities (Interview 8, 2012). Actually this reasog is backed up by our respondent from
MoFED, who we interviewed prior to the Directoraméerview (Interview 6, 2012). However
this reasoning seems very weak; as outlined, thecRirate as it is now consists of a very small
task force, somewhat politically appointed. Theogld to be no reason that this governmental

body should possess any better qualifications initoong and collecting revenues, than those
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already experienced in a similar field i.e. thewgrnmental colleagues from within the NRA or

the Cadastra Office.

This above scenario is worrying. The degree of redimaition on oil related management is

currently very high, and there exists a wish taease this over time. One could worry that it
will become or already is a matter of centralizicantrol of finance. This could once again

deteriorate institutional capacities and create@vironment where rent-seeking behaviour and
political goodwill is crucial, just like things werin the Stevens-era. An event like striking oil

should objectively lead to more capacity buildinighin the public administration. However, one

thing is certain, the event will not lead to in@ed capacity building in any other public

institution other than the Petroleum Directorate, @ other actors are or will be involved.

Institutions outside the Petroleum Directorate &gl a result of the oil findings, at best stay at
status quo, at worse deteriorate.

The Petroleum Directorate itself does plan to maéme internal capacity building, but this

seems only to be strictly symbolic. Concrete itikies are that two officials are currently

studying a two years Masters-degree in Oil andoRatm Management in the UK (Interview 8,

2012). The Directorate does pay for this, but tineestment seems to be, at best insufficient.
According to our respondent when these two officiedme back, they will be comparable or
even better than the negotiators of the 10Cs (lbilgain this statement is very weak; one
cannot in one’s right mind imagine that two offisiawith no oil related experiences, would

come back to SL as better negotiators than negadidtom various I0Cs, who have a greater
seniority. Maybe this is why a broad range of resjgmts told us that GoSL does not see
upgrading as an investment (i.e Interview 2, 7 @12).

The high degree of centralization and the lackuffigent upgrading take us back to where we
started; SL will unfortunately enter negotiationghathe oil companies with higher knowledge

boundaries than their counterparts; which makeis #ssumptions more uncertain than those of
the 10Cs. And should they still be able to strilenéficiary agreements, the lack of inclusion of
inside expertise and high degree of centralizatudh at the very least, make it easier for the
IOCs to circumvent these agreements on a long+asis (see section 7.1).

However there do exist other options when wantmdptver ones knowledge boundaries in a

negotiable situation, this is why we now will loakthe possible inclusion of outside expertise.
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8.3.3 Inclusion of Outside Expertise

Once again recognizing that institutions are magefuindividuals, we must also realize that
these individuals, regardless of position, will attcoherence with their own interests. This
means that as it might be a very good idea for GtSlnvest in their market specific social
capital (MSSC), it might not be a good idea, dasoagby hiring former IOC negotiators as they
will be likely to have set interests qua their indual networks.

But MSSC is still of real economic value to an itugion and investments herein should
therefore not be neglected. One could do so by @yimg outside help to train own personnel or
simply hire negotiators not formerly employed by af the companies, one are doing business
with. Of the latter there are no examples in Sk.0Air respondent from BAN expressed it, there
had been absolutely no employment of outside eiggeaind it was only the ministers who were
able to negotiate and sign the contracts (Inten2e\®012). There might be some truth to this
statement, as the Directorate admitted that it sadsly the Director General together with the
country’s President who handled the decision-makingplot distribution (Interview 8, 2012).
This latter point could become problematic, asioidimg rounds, the Government reserves the
right to withdraw the bid round and is not bouncchmose the highest bidder (Standard Times,
Sierra Leone Feb. 3. 2012)

Employing outside expertise to train own persoraieb seems to be limited. We have already
discussed the example of two officials being sera tiniversity in the UK. But there also exist a
few other examples. NRA has, according to MoFEDRenbattending a three-day work-shop in
Ghana on oil negotiations. This workshop was paicbf ‘Oil for Development? (Interview 6,
2012). Again the upgrading is insufficient and lmmstcase unnecessary and incoherent with the
intended policy of GoSL, as we know that the NRA wiobably be eased of their forthcoming
oil related tasks. The attendance at the workshapast likely to become absolutely worthless.
Another concern raised here is that GoSL only seiemesested in upgrading when others, like
the Norwegian government, IMF or the World Banle paying for it, a point of view we came
across various times (i.e Interview 9, 2012).

In this context the IOCs will, according to MoFE&xtually pay provisions for funds established

for upgrading government personnel (Interview 6120 At best, such initiatives completely

*1 The article from The Standard Times was a calbfds made by GoSL.
2 Program launched and hosted by the Norwegian Gavent.
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ignores the obvious conflict of interests, at w@stSL once again seems very reluctant to pay
for upgrading themselves.

The Directorate does not directly employ outsidpegtise, this is confirmed both by CSMs
NACE and BAN - and the Directorate itself (Intewi@, 7 & 8, 2012). Additionally, as we have
seen above, the Directorate is also unwilling tdirectly draw from outside expertise by
investing in upgrading of own personnel. Once aggigrading is viewed upon as an expense

rather than an investment and the oil manageméwsin a small exclusive circle of officials.

8.4 Conclusion

During the Stevens-era diamonds financed and wedséine various corrupt administrations.
Everything was controlled through the Ministry oirids and the GDO. As every appointment
followed mere political criteria and central controf finances grew, overall institutional
capacities deteriorated, as there no longer exatddcentive to strengthen other institutions.
Currently it looks like the oil strike will not lelato any capacity building in any other
governmental bodies than the Petroleum Directoi@eno one else is likely to be included.
Additionally, the centralistic setup with politicappointments and closed procedures on
legislative work create an environment more suédbl fostering rent-seeking behaviour than
the opposite. Control of political power on oilatdd issues is extremely centralized and this is
exactly why it becomes hugely important to publishrevenues within the National Budget: It
does so, because if it becomes not only a matteceatralizing political power, but also
centralizing control of finances, chances are tharall institutional capacities will once again
deteriorate. The Stevens-administration(s) ceatdlicontrol of power and finances and with
this centralization disappeared the incentivesttengthen other institutional capacities. Such a
scenario should be avoided at almost any cost.

Unfortunately, there does not seem to be any wlless towards upgrading capacities in related
bodies throughout — or within the Directorate its8L might be struggling for cash, but GoSL
also seems very reluctant to prioritizing their meaowards strengthening state-bureaucracy.
This is very strange as an event like strikingsbibuld objectively lead to more capacity building

within the public administration.
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Future prospects of a ministry devoted to the @tter raise the same concerns about
centralisation as this will also be a one-entityge where the minister will be given as much, if

not more, power as the current Director-General.
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9.0 Conclusion

The aim of the thesis at hand was to answer fofigvguestion:

How can the institutional capacities of the Sieb@onean State, with regards to the
emerging oil sector, best be described? And hows tleeinstitutional set-up compare
to earlier centralistic set-ups surrounding the obty’s older extractive sectors in

general and the diamond sector in particular?

The first part of the question can be divided ititeee parts: i) Human capacities, ii) legislative
framework and iii) government adherence to saidslative framework. The second part of
above question is best answered by looking attintigthal setup managing the oil sector and

looking at human capacities involved.

9.1 Institutional Capacities — Human and Legislatie

Strictly speaking, Sierra Leone’s legislative framoek surrounding the oil sector is sound. The
Petroleum (Exploration and Production) Act of 2Qitvides the Government of Sierra Leone
(GoSL) with a range of measures ensuring reverara the sector regardless of the outcome of
the current explorations, namely signing bonused area fees. A provision allowing
International Oil Companies to keep earnings abrisad major loophole for companies, and
presents GoSL with unnecessary risks and challemge=n monitoring and collecting tax
revenues. We do not consider GoSL to be equipp@dbtator tax planning on this level, as the
technocracy of the Petroleum Directorate can nglytfbe questioned. Further, governmental
colleagues question the human capacities of thehdtRevenue Authority.

While the legislation, to some extent provides 1@idreone with a good point of departure in
terms of negotiations, the process suffers underfdht that legislation can be overthrown in
specific cases, via a simple standard procedurg@anliament. This puts a spin on fiscal

provisions being non-negotiable, as everything bexosuddenly negotiable.
This further creates problems for negotiatorspassiased negotiable issues will, in turn, increase

levels of asymmetrical knowledge. This is unfortenahen GoSL has performed insufficiently

in all parameters regarding up grading, hiring lmowledge sharing.
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Recent talks of including oil revenue in the Coidated Fund raise increased concerns
regarding transparency. Civil Society in Sierra heohas experienced problems with
transparency in the other extractive sectors, hedotl sector seems to be no exception. GoSL
has not yet publically addressed the issue of neversage, but according to MOoFED all current
solutions point toward incorporating the revenue viarious consolidated funds. This is
unfortunate, as it will only underpin current comeeregarding tracking amounts and utilisation.
Further, we have concerns about prioritising of lpuinvestments derived from these funds.
Investments in infrastructure has only accounted ¥® pct. of the top ten posts of the
Appropriation Act of 2012, which is especially wgirrg as this is an election year, meaning that
highly visible development projects are like to @deen prioritised higher than previous years.

Regarding the issue of transparency this is thg publicly available budget.

9.2 Institutional Setups

With Sierra Leone’s history of centralised resouncanagement, current trends in this area is
hugely important. The Petroleum Directorate, whishthe governmental body in charge of
dealing with all oil related matters, outlines anssvhat well hidden one-entity structure based
under the presidency. Well hidden because it datsengage itself in dialogue with neither
governmental colleagues nor civil society. A paimtderpinned by the fact that many of our
respondents did not know to whom the Directoragpoaded. Additionally, it is comprised of
very staff members and their capacities can betmumesl. These can be questioned as political
appointment is practiced rather than merit bas@aoiapments. Furthermore, the Directorate does

not seek to accumulate or recruit sufficient techatc expertise.

Looking back at earlier centralistic setups in ng@ment of extractives in Sierra Leone and the
consequences hereof, it is surprising that thexgoably exists a lack of political will to learn
from previous mistakes. Overall, lack of politicaill seems to be the major issue of Sierra

Leones emerging oil sector.
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with IBIS, AJME, NMJD.

Gbenda (ed.) (2011): Sierra Leone’s Oil Potentiatl &kelated Governance Issues,
Association of Journalists on Mining and ExtracsivAJME.

GoSL — Government of Sierra Leone (2010): Repod Annual Statement Of Public
Accounts for the Financial Year Ended®3December 2009 (Unaudited), Accountant
General’'s Department, The Treasury, Ministeriall@ing, Freetown, Sierra Leone

UNDP (2011): Human Development Report, United N&i®evelopment Programme
Lange & Wright (2002), Sustainable Development imé&al Economies: The Example
of Botswana, CEEPA Discussion Paper Series.

Ross (April, 2001): Does Oil Hinder Democracy?, Wdrolitics, vol. 53.

Smillie et al. (2000): The Heart of the Matter -e/$a Leone Diamonds and Human

Security, Partnership Africa Canada, Insight Series
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» Statistics Sierra Leone (2011): Foreign Trade §tes Bulletin — 2010, Economic
Statistics Division, Foreign Trade Statistics SattiStatistisc [sic] Sierra Leone.

» World Bank (2005): Sierra Leone Tapping the Minéf&alth for Human Progress. A
Break With The Past, Report No. 26141-SL.

10.3 Legislative Documents

* AA - Sierra Leonean Government (2012): The Appietprn Act

* ACA - Sierra Leonean Government (2008): The Antr¥Gption Act

* FA - Sierra Leonean Government (2011): The Findwute

* |IT — Sierra Leonean Government (2000): The Incore Act

* MMA - Sierra Leonean Government (2009): The Mined ®inerals Act

* PA - Sierra Leonean Government (2011): The Petnol@txploration and Production)
Act

* PEPA - Sierra Leonean Government (2001): The RetmolExploration and Production
Act

10.4 Web-pages
» DeBeersGroups.com (Located January, 2012): htiwwWwlebeersgroup.com/en/Inside-
De-Beers/What-is-De-Beers/
» DenStoreDanske.dk (Located December, 2011):
http://www.denstoredanske.dk/Rejser, geografi_agohie/Mellem%C3%B8sten/Melle
m%C3%B8sten_efter 1947/Amal

» Enomist.com (Located November, 2011): http://wwwreamist.com/node/17581551

» Eurostat (Located April, 2012)
http://epp.eurostat.ec.europa.eu/portal/page/geuastat/home/

« IBIS.dk (Located December, 2011):
http://lwww.ibis.dk/index.php?menuld=152&upld=73

* MMR.org (Located May, 2012):
http://www.sIminerals.org/content/index.php?optioam_content&view=article&id=19
&ltemid=23
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* NACE.org (Located May, 2012): http://www.nra.go¥nsh/aboutus.html

* NRA.sl| (located May, 2012): http://www.nra.gov.sdfaboutus.html

» Transparency.org (Located January, 2012): http:ffapsparency.org/cpi2011/results/

« UNDP.org (Located January, 2012):
http://hdr.undp.org/en/media/HDR_2010_EN_Tablesringpdf

» Worldbank.org (Located April, 2012) http://data.\atyank.org/country/sierra-leone

10.5 Interviews
(All interviews are conducted by the authors; gaidetes and one transcribed interview can be
found in the appendixes)

* Interview 1, 2012. (Anonymous Consultancy Agency)

* Interview 2, 2012. (Budget Advocacy Network)k

* Interview 3, 2012. (Cadastra Office)

* Interview 5, 2012. (Ministry of Mineral Resources)

* Interview 6, 2012. (Ministry of Finance and Econorbievelopment)

* Interview 7, 2012. (The National Advocacy Coalitiom Extractives)

* Interview 8, 2012. (The Petroleum Directorate)

* Interview 9, 2012. (Association of Journalists omivig and Extractives)

* Interview 10, 2012. (Network Movement for Justicel ®evelopment)

10.6 Others
* Public Lecture: Kragelund (2012): Fremtidens AfrikaHvordan sikres fremgangen
bedst? at The Centre of Health and Society, Coggmhaviarch 2012.
o Standard Times, Sierra Leone (Feb. 2012): The &ikaone Petroleum Directorate
announces the Third Bid Round for Open OffshorecBddn Sierra Leone.
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Interview 1.0 2012

Appendix 1.0 Anonymous Consultancy Agency, intervig-guide and notes.

Name: Designation: Date/place:

Interview Guide

Intro:

We’'re interested in the capacities of the goverrnnirenerms of negotiating contracts, securing
revenues and investment policies. You will remaiorgymus throughout our thesis and if there

are any questions you don’'t want to answer, plgesgdet us know.

To make sure we’ve got everything right, we woulke to ask you in what way you/your firm

has assisted the government?
What is the nature of your cooperation with theegoment?

First off, we would like to ask if you/your orgaaiton has been involved in the political

framework surrounding oil and petroleum? If so, Row

What do you see as the main challenges when né&ggtieontracts and securing revenues with
the IOCs?

To your knowledge, how does the government planadllress issues of asymmetrical

knowledge?
Which are the government’s strengths in terms gbtiating with an I0C?
Would describe the process regarding oil (and raisgas being centralised or decentralised?

Who is involved in the decision-making process rema contract negotiation, plot distribution,

etc?

Do you have any knowledge of the design featuréBeopossible oil contracts?
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Do you have any opinion about these design fedures
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Anonymous Consultancy Service,
Interview notes. (Fully recorded)

No mentioning of the respondents name or the cognpans employed by!

Tasks of consultancy service: Works mostly in tlevedoping world offering assistance to
Governments in areas such as justice and infragtmicAt first only advised on commercial
economic issues within Eastern Europe, currentyp giresent in fragile states as Iraq and
Afghanistan. Has a long-standing relationship whke SL Government, i.e. assisting in the
crucial developing process of the Mines and Min@ialof 2009.

Currently assists on the establishing of the NMAr@ad based mineral service, semi state body,
almost free of politics.

NMA should govern the sector of mining; Licensesllecting revenues, thereby leaving the
Ministry to legislation and politics. The board Wik politically appointed (ideally not all board
members). Appointment of operating technocrats wélimerit-based. The board will appoint the
executives and technocrats.

NMA will not, at first, include the oil sector. But to be a success (minus corruption) they
probably will be included.

The consultancy service have not been asked tstasgithin the oil sector, surprisingly there is
very little co-operation between the Ministry of s and Mineral Resources and ‘the oil guys’.
The Ministry of Mines and Mineral Resources is dpisomething to address the issue of
asymmetrical knowledge, but the oil is sworn inreeg around the presidency,

Challenges of the Government in negotiating: Theyy reot really equipped to negotiate (plus
corruption). They try to employ outside help (Mireesd Mineral) but have asked the WB to fund
it. The Government sees upgrading as an expenkerrtan an investment — and they are
struggling for cash!

Equipped to collect revenues (MMR): quit well! Oofethe Consultancy Service’s main tasks is
to assists in this (be source critical!). Improvetsehave been made in closing gaps and sharing
information, distributing data internally making mtwring easier (Royalties)

Income tax monitoring: respondent had no knowledfgthis issue, but says that even though

improvements have been made in monitoring of thalties these are not even monitored

properly.
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Strengths of the Government: Yes, the younger gdioer is better educated and possesses
international experience (respondent struggledtoecup with an answer). There also seems to
be a political will to change things (could be plgm, it is an election year). Administrators are
aware of previous contract mistakes (remember rahefacontract with London Mining).
» However the Oil Guys do not draw from this experenoil issues are centralized, no
activities takes place away from the State-Housspandent finds this worrying. (mining

less centralized)

EITI: SL is not compliant due to total disorganieatand former lack of political will to ratify.
They failed the process big time, but publicallgtes that they nearly made it.

The Petroleum Directorate is the only entity ucit@ding the respondent’s knowledge.
Design Features: IMF pushes for setting up a fumidas to the one in Norway.
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Interview 2.0 2012
Appendix 2.0 Budget Advocacy Network, interview-gude and notes

Name: Designation: Date/place:

Interview Guide — Budget Advocay Network

Intro:

We’'re interested in the capacitites of the goveminme terms of negotiating contracts, securing
revenues and investment policies. You will remaiorgymus throughout our thesis and if there

are any questions you don’'t want to answer, plgesgdet us know.

To make sure we’'ve got everything right, we woulke fto ask you exactly what the main tasks

of your organisation are?

First off, we would like to ask if you/your orgaaiton has been involved in the political

framework surrounding oil and petroleum? If so, Row

Do you see any obstacles to public disclosuresmae amounts?

How does the government publicise revenue amounts?

Do you know how Anardako and other companies haenlcompensated for risks incurred

during exploration? Is it something they publish?

Has the government made any estimates as to p@ssiznue amount? If so, have these been

publicised?

How does the government emphasize taxation asle pattical debate issue?

How is taxation being monitored?

To your knowledge, has the government employedderitscounting services?
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To your knowledge, has there been any talks of twospend the revenue accrued from oil?

If yes, have you/your organisation been involvethese?

What do you see as the main challenges when né&ggtieontracts and securing revenues with
the IOCs?

We know that you made a report regarding the adls khis led to any corporation between you

and the government? Have you been consulted imagerd? If so, how?

Is it your experience that the government listengowu?

To your knowledge, how does the government planadlress issues of asymmetrical
knowledge?

To your knowledge, has the government started amtyatives to prevent rent seeking
behaviour? If so, which?

To what extent do you feel such initiatives woukdrtecessary?

Which are the government’s strengths in terms gbtiating with an I0C?

Do you recognize any signs of the process beingalesed? If so, how?

Who is involved in the decision-making process remay contract negotiation, plot distribution,

etc?

Do you have any knowledge of the design featureéeepossible oil contracts?

Do you have any opinion about these design fedures
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Budget Advocacy Network, Interview Notes (fully reorded)

Tasks of NGO: Network of 7 organizations working badgetary issues with a pro-poor
approach; budget analysis, national budget, taxatd and mining and public financial issues.
Aims to make sure citizens benefit and providestHén BAN gives advice to the Government
on macroeconomic issues. Works in close collabmmatvith Transparency International and
IBIS is its strategic partner.

Involvement on oil by the Government: Assists othEsOs before hearing, but themselves
mainly occupied on taxation issues.

Public disclosure: BAN supports EITI and thinks t@d ought to part of this framework.
Currently there is a mismatch between reportinghey Government and the companies (same
reasoning as met before).

Key thing is transparency. No one really knew wthat Petroleum Act actually contained when
passed in parliament (same reasoning of the sg@edgdure as NACE and others).

It is BAN'’s impression that the developing of thet®leum Act has not been very technocratic;
there has further been no involvement of the CBatiety as the whole process has been sworn
in secrecy.

BAN do not know anything about what the companiagehpaid for exploration rights, nor do
they know anything about possible compensatiomiasias not been published.

Employment of experts: No! It is exclusively thenisiers whom sign the contracts and they
have no technocratic knowledge, although some atemt upgrading own personnel are
currently ongoing (Se notes from the Petroleum @mete interview).

Public debate issue / taxation of companies: Yesotne degree, the parliamentary members
have launched a campaign on tax exemptions, to keaetly who has the right to get such.
Exemptions are not factored in the national budget.

Monitoring: Very hard to monitor structure of conmges, makes it difficult to track profits.
(Same reasoning on tax avoidance as ‘Not Sharmd dlot’)

Outside accounting service: Yes the Government dogdoy such, The Audit Service.

EITI: SL is a part of this, but not fully compliadtie to mismatch in reporting.

Talks of how to spend oil revenues: Only from th&ilCSociety Movements; i.e. NACE

suggests education investments. The Oil and Patrol&ct tries to specify where some of the
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revenues ought to go, but it is aimed at the caodeat@d fund, which creates the problem of
tracking amounts and utilization.

Main challenges of the Government: Besides the amtmcal knowledge, BAN thinks it is a
problem that contracts are not public.

The Government formally listens to BAN but do redte action.

Initiatives to prevent corruption in oil: No the tRdeum Act do not attempt to identify issues
that will lead to corruption.

Strengths of the Government when negotiating: Dmwekent of the legal framework, but
following it is another case (drawing from miningperience) neither is the civil society
involved in this developing.

Weakness in procedure: Standard amongst membeel@ment is that if both parts agree one
can look away from the legal framework.

Negotiations and plot distributions are centralizzdund the presidency but they are obligated
to include the Parliament and legal officers.

Respondent did not know to whom the Petroleum Borate responded, one of his colleagues
assured us that it belonged to the ministry ofer@ubt true).

Design features of contracts have not publicallyaded.
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Interview 3.0 2012

Appendix 3.0 Cadastra Office, interview-guide and ates.

Name: Designation: Date/place:

Interview Guide — Cadastra Office

Intro:

We’'re interested in the capacities of the goverrnnirenerms of negotiating contracts, securing
revenues and investment policies. You will remaioreymous throughout our thesis and if there

are any questions you don’'t want to answer, plgesgdet us know.

To make sure we’'ve got everything right, we woulke fto ask you exactly what the main tasks
of your office are.

What do you see as the main challenges when néggtieontracts and securing revenues with
the extractives companies?

We know that you've been involved in the legislatiframework surrounding the Mines and

Minerals Act. Have you been involved in anythingnigar regarding oil and petroleum?

Given your experience with extractive companiesyehgiou been consulted regarding
negotiation of oil contracts? If so, how?

To your knowledge, has the government employed réxper in any other way sought

knowledge of oil contract negotiation or value dfio general?

Does the government generally seek to employ exretxtractive negotiations? If so, who are
these experts?

How do you respond to the petroleum unit, and wiesdhe petroleum unit respond to?

How does your office view upon disclosure clauses?
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Are revenues and company incomes a matter of prdsmrd?

How does your office distribute data on revenues?

To your knowledge, are these revenues includedemational budget?

Do you rely on self-reporting by the mining compmor is there an external accounting service
involved?

Have you had anything to do with the money accfu@a mining?

If yes, what?
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Cadastra office interview notes. (Recorded but ndully)

Tasks of office: Managing online (internal) IT bdssystem established to secure
accountability and transparency, easing accessnfoffmation for internal control.
Mineral rights administration: Everything from licging (renewals, drawbacks etc.) to
tracking down payment details from the companiesy teport monthly and quarterly.

1. Application 2. Validation 3. Payments, follows thenes and mineral act of 2009
and payments are easily checked via the digitatesys They collect none-tax
revenues and the companies pay them pr. land Sizeglying on self-reporting by
the company is no big issue here.

Oil related tasks: Not currently assisting the &letrm Directorate or any other related

governmental bodies, but their expertise derivirognf the making of the M&M act was

included when altering the Oil and Petroleum ac01l. Had no knowledge on the
structure of the Petroleum Directorate or who treponded to.

Others: The body from the MMR which negotiates witle companies is called the

strategic policy unit, they have neither been imedl in anything oil related, the unit

negotiates by involving key (internal) stakeholdeym other ministries etc. When
negotiating our respondent had no knowledge ofalsce clauses.

Sharing information: Intended to share and diatelbudget and other information to

key G bodies, not through the press or any otheaer stakeholder. Information is

accessible though if one wants to see it.

Use of revenues: (OFF RECORD) if not to the diamdedelopment fund, then used for

other developmental projects invented by interregi $takeholders who makes their own

projects to keep their offices going, or they migpet used in the pursuit of personal
interest.
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Interview 4.0 2012

Appendix 4.0 National Revenue Authority, interviewguide.

Notes are missing as the NRA has not yet answerediroe-mails; cf. ‘Methodological
Considerations’

Name: Designation: Date/place:

Interview Guide — National Revenue Authority

Intro:

We’'re interested in the capacities of the goverrnnirenerms of negotiating contracts, securing
revenues and investment policies. You will remaioreymous throughout our thesis and if there

are any questions you don’'t want to answer, plgesgdet us know.

To make sure we've got everything right, we wouike ito ask you exactly what the main tasks

of your office are?

What taxes does the law require of the oil compatagay?

Is it your impression that the companies pay whay tshould?

Do you rely on self-reporting by the companies ae aoutside accounting services

employed/consulted?

Do you publicize amount of collected taxes?

If yes, how are these publicized/distributed?

We noticed the anti-corruption awareness campalgave your office done anything to

emphasize revenue collection from extractive congsaas being a public issue?
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Notes
The NRA promised to respond to an email-interviewrever did, despite many attempts on our

behalf for making them answer.
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Interview 5.0 2012

Appendix 5.0 Ministry of Mineral Resources, intervew-guide and notes

Name: Designation: Date/place:

Interview Guide — MMR/EITI responsible

Intro:

We’'re interested in the capacities of the goverrnnirenerms of negotiating contracts, securing
revenues and investment policies. You will remaioreymous throughout our thesis and if there

are any questions you don’'t want to answer, plgesgdet us know.

To make sure we’'ve got everything right, we woulke fto ask you exactly what the main tasks

of your office are.
What are your tasks as responsible for EITI?
What is the reason for Sierra Leone not havingistaf a compliant country of EITI?

What do you see as the main challenges when né&ggtieontracts and securing revenues with

the extractives companies?
Has the Petroleum Directorate drawn from your etigeein the area of extractives?

To your knowledge, has the government employed réxper in any other way sought

knowledge of oil contract negotiation or value dfio general?

Does the government generally seek to employ expretxtractive negotiations? If so, who are

these experts?
What is the relation between Petroleum Directoaaie your ministry?

To whom does the Petroleum Directorate respond?
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Are revenues and company incomes a matter of prdsmrd?

How does your office distribute data on revenues?

To your knowledge, are these revenues includedemational budget?

Do you rely on self-reporting by the mining compmor is there an external accounting service
involved?

Do you know what revenue accrued from mining isigeipent on?
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Ministry of Mineral Resources notes.

Government realizes problem of asymmetrical knoggedhen dealing with I0Cs and
has approached Revenue Watch as well as the degnt at the World Bank.

ITAP gives funds enabling GoSL to afford consultimgns and capacity building of
staff. WB consultancy projects.

Several reasons for SL not being a fully complisn@mber of EITI. There are certain
benchmarks. GoSL has produced first conciliatiggore meaning there is progress. By
November they should have reached all benchmarks.

Further, cooperation between MMR, MoFED and NRAsKfarce meet every week to
discuss challenges regarding revenue tracking asitbcton. Cadastra System is
recognized as a tool for this.

Main Challenges: GoSL lacks capacity to negotiaith WDCs. GoSL realized this long
ago.

40 percent of budget from donors. GoSL has probléimding qualified staff (in
connection with negotiation).

The Petroleum Directorate should have the neceseapertise to deal with any
challenge. As it is placed under the state house,tey do draw on experience from
MMR according to respondent.

Institutions have been set up at MOFED to look atlefs regarding estimates in terms of
revenue. Spending opportunities as well. Lookindh@tv revenue from the combined
extractives sector can be used.

National Mineral Agency (NMA) to be set up. Wouldnsist of mining economists,
geologists, lawyers, etc. GoSL realized need fofgssionals in the sector.

Revenue tracking is relying on self-reporting bympanies. Respondent feels NRA
should change this. Overall, the sector shouldrb&epsionalized.

Respondent attended a meeting earlier on how tadsewenue.

Mining sector responsible for 51 percent of GDP.

Newly negotiated contract with London Mining for rkament to approve under
‘certificate of emergency/urgency(?).

Contracts will be public once ratified, though clzhtracts are not public.

Oil exploration contracts not public
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Interview 6.0 2012
Appendix 6.0 Ministry of Finance and Economic Develpment, interview-

guide and notes.

Name: Designation: Date/place:

Interview Guide — Ministry of Finance and EconomicDevelopment

Intro:

We're interested in the capacities of the goverrtinreterms of negotiating contracts, securing
revenues and investment policies. You will remainoreymous throughout our thesis and if there

are any questions you don’'t want to answer, plgesgdet us know.

To make sure we've got everything right, we wouilke to ask you exactly what the main tasks

of your office are.

Is your office involved in the negotiation of obmtracts? If so, how?

Is the ministry involved in the decision-making gess regarding fiscal and tax regimes to be

put in the contracts?

If so, what are these regimes?

To what extent is your ministry involved in the seng/collecting of revenues?

Is the government of Sierra Leone equipped to ptpgecure and collect revenue?

How are the companies being monitored?

Is data concerning taxes and revenues being pebitsh

Is there any plan for the accrued revenue fronothgector?

Which measures do you take to attract oil comp&nies
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What fiscal regimes have been implemented so faommection with oil exploration?

We have heard some concerns, that the amountyeddey the government from the companies

do not always match the amounts given by the compahemselves. How does the ministry
look upon these concerns?
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Ministry of Finance and Economic Development, notes

* Revenue and Tax Davison. Dealing with policies amhage cooperation with NRA.
Review of policies based on feedback from NRA. Bevof previous tax legislation to
see if it's in line with current situation.

* Not involved in oil negotiations. No one from theWED is involved in the negotiation.
They are, however, involved in renegotiations wité mining companies.

» The Revenue and Tax Division has worked with thedRaum Directorate to come up
with fiscal regimes for petroleum. This is regirsdo be used in negotiations.

» Legislation should be the basis for negotiatiombR¥ms arise when legislation becomes
negotiable (which it sometimes does).

* IMF has suggested a consolidated "Extractive IntestRevenue Act”, as opposed to
having individual for contracts for the differentteactive industries with individual fiscal
regimes.

* IMF has held stake-holder consultations all overdbuntry.

* The draft bill "Extractive Industries Revenue Actintains different components:

o Royalty rate of 10 percent on crude oil and fivecpat on gas. Initially per water
debt but changed to these numbers. Royalties fmaltkon export value at FOB
price. There has been talk about rising ratesrades oil to 12.5 percent.

o Petroleum Income Tax: 30 percent of taxable incomes is after deductibles
and cost.

0 Suggestion for Petroleum Resource Rent Tax (PRRfAix will be 14.2 percent
based on the equation on paper.

* The internationally accepted percentage for PRRoeis/een 14 and 20 percent.

 The number 40 in PRRT is to help get a proper rahgereal reasoning behind this
number.

» Windfall tax will be captured in PRRT.

* PRRT also provides ring-fencing.

« NRA is to collect all taxes in Sierra Leone.
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Problems of NRA only being equipped to collect itiadal taxes like income, corporate
and so on within the mining industry. Not trainedpetroleum. Need training to even
understand books of 10Cs.

NRA needs to understand deductibles and costs.t Riglv, they don’'t possess the
capacity to collect taxes from IOCs.

NRA and others have attended a three-day worksho@hana on oil negotiations.
Provided by Oil for Development (NORAD).

Also training provided by Minexco Petroleum NRA de&udit training.

Proposal for a Petroleum Ministry. Currently theavé the Petroleum Directorate who
has capacity to actually monitor oil companies.

Provision for fund to which the IOCs pay. This futtdbe used for training of GoSL
staff.

Generally there is willingness from GoSL to pay dapacity building.

EITI unit established under the office of the pdesit.

Respondent knows about the website publishing paisrend revenues.

One option for use of revenues is a Wealth Funbef3tare a stabilization fund geared to
handle budget deficits. Wealth Fund is for investtae This is still in the planning
stages.

It has been suggested to reduce corporate tax 3mercent to 25 percent in order to
attract investments.

Import duty has been 30 percent to 5 percent tacittompanies. 30 percent will eat too
much into cash flows. Some companies can negatidheGoSL and get it duty free.

No expectation of revenue derived from explorati@empanies pay area/surface rent

and contribute to a development fund. License paysgo to the consolidated fund.
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Interview 7.0 2012
Appendix 7.0 The National Advocacy Coalition on Extactives, interview-

guide and notes.

Name: Designation: Date/place:

Interview Guide — NACE

Intro:

We're interested in the capacities of the goverrtinireterms of negotiating contracts, securing
revenues and investment policies. You will remainreymous throughout our thesis and if there

are any questions you don’'t want to answer, plgesgdet us know.

To make sure we’ve got everything right, we woulke lto ask you, exactly what the main tasks

of your organization are.

First off, we would like to ask if you/your orgaairmn have been involved in the political

framework surrounding oil and petroleum. If so, Row

What do you see as the main challenges when néggtieontracts and securing revenues with
the IOCs?

We know that you made a report regarding the adls khis led to any corporation between you

and the government? Have you been consulted imagerd? If so, how?
Is it your experience that the government listengowu?

To your knowledge, how does the government planadliress issues of asymmetrical

knowledge?

To your knowledge, has the government started mitigtives to prevent rent seeking behavior?

If so, which?

To what extent do you feel such initiatives woukdrtecessary?
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Which are the government’s strengths in terms gbtiating with an I0C?

Do you recognize any signs of the process beingalezed? If so, how?

Who is involved in the decision-making process rdiygy contract negotiation, plot distribution,

etc.?

Do you have any knowledge of the design featurébeopossible oil contracts?

Do you have any opinion about these design fedures

Do you see any obstacles to public disclosuredmae amounts?

How does the government publicize revenue amounts?

Do you know how Anardako and other companies haenlcompensated for risks incurred

during exploration? Is it something they publish?

Has the government made any estimates as to p@ssiznue amount? If so, have these been

publicized?

How does the government emphasize taxation asle pattical debate issue?

How is taxation being monitored?

To your knowledge, has the government employedaritsccounting services?

To your knowledge, have there been any talks of toospend the revenue accrued from oil?
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If yes, have you/your organization been involvethiese?

NACE Interview notes. / OFF RECORD

Negotiation capacities: The Government has no ¢égs@ negotiations nor do they try
to build them. They employ expads (note, differérmm mining according to the
Cadastra Office), but these are fare from beindifgpexperts and are besides this rarely
listened to. The companies have the strength ® thie real experts and have a clear
advantage. Further the Government does not seertexgcruitment as a valuable
investment. NACE amongst others advocate for makiiregpoliticians understand the
need for capacity building and employment of expewhen asked of governmental

strengths, respondent replied ‘none’

Use of revenues: According to NACE (drawing fromliea experiences with mining
companies) there will be no or very little reverfumance to spend if the Government
does not invest in infrastructure immediately. Lagk essential infrastructure like
consistent power supply and decent roads will abagiye the companies the upper hand

when negotiating. Invest prior to negotiating.

Tasks of NGO: Advocacy and capacity building of MRACE have had the opportunity
to educate MPs on oil related issues once andhfaitthey did listen to them. However,
when forming the legislative framework, the goveemindo not listen to civil society
movements and uses the excuse that they alreadpyeexpads, but whom they do not
really listen to (source criticism; the NGO may Ww#mappear more competent than the
expads). NACE was involved in the ongoing renewahe mining contracts, but this is

confidential.

Transparency: The Government (on oil) does not ipbanything about expected
revenues, contracts or what they have been paatiwance by the companies. NACE
advocates for them to do so. Revenues are includ#dte national budget but the exact
amounts are difficult to track as they are put icwosolidated funds. Further negotiations

are gathered around the presidency and the Patmolzitectorateis also based under
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this. Mining revenues have however (see aboveccdtid notes from AJME) been

published so hope exists that the same will happién oil revenues. The government
tells the public nothing when it comes to oil relhissues and it is doubtful whether the
common citizen even realizes that the country poffeshore oil (own note: recent event,
lack of education?). The Government has made nticpestimates, so the civil society

has no idea what to expect in terms of revenuesatiam of the companies is also not
been made a public issue (neither mining nor ailizéhs are left with no chance of

assuming what to expect).

» Corruption: Rent seeking is a general and veryelasgue when dealing with extractives

in Sierra Leone.

Others: get the report ‘Building a fair, transpdré&ninclusive tax system in Sierra Leone. SL
Reports.
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Interview 8.0

Appendix 8.0 The Petroleum Directorate, interview-gide and notes.

Name: Designation: Date/place:

Interview Guide — The Petroleum Directorate

Intro:

We’'re interested in the capacities of the goverrnnireerms of negotiating contracts, securing
revenues and investment policies. You will remaioreymous throughout our thesis and if there

are any questions you don’'t want to answer, plgesgdet us know.

To make sure we’'ve got everything right, we woulke fto ask you exactly what the main tasks
of your office are.

What do you see as the main challenges when néggtieontracts and securing revenues with
the extractives companies?

Has the Petroleum Directorate drawn from the eigedf the MMR, Cadastra Office, MOFED

and such?

What is the appointment procedure for the PetrolBimactorate? Political or merit based?

(What are the qualifications of the members ofRe&oleum Directorate?)

Does the Petroleum Directorate consult with outémlenside) experts?

Is the Petroleum Directorate involved in the finah@areas of the contract negotiation? Is the
MoFED involved? Why / Why not?

How does the Petroleum Directorate approach issu@symmetrical knowledge?

Is it possible to gain public access to data raggrdontracts with the oil companies?

Regarding the current and past bidding rounds, t@these work?
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On what are the companies bidding on?
There seems to be some confusion as to who thel®eatr Directorate reports. So to clarify,
who do you respond to? And keeping transparenayiimd, how do look upon the fact that

neither civil society nor key government officialiee certain of your place in the system?

What is the nature of the cooperation between #dteRum Directorate and civil society?
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The Petroleum Directorate, Interview Notes (Not reorded).

Tasks of Governmental body: Established as theoleetn Resource Unit (PRU) in 2001 under
the office of the president: Charged with the resality of representing the state in oil
negotiations. Now named the Petroleum Directdpatestill has the same mandate, regulates all
upstream activity.

Main challenges when negotiating: Now there is n@x@loration contracts is modeled through
the Oil and Petroleum Act of 2011, the 2001 act wasifficient left to much to negotiating —
even income tax. Now it is none-negotiable fora@mpanies. Something are still negotiable
though; signing bonuses, work-program and locatex@mmoney.

Income tax is now fixed at a minimum of 30 pct.r(foore explanatory notes, see interview
notes from the Ministry of Finance).

Securing revenues: Should be easy due to fixedrawnimeasures, just requires strict
monitoring. This task currently lies under the awity of the National Revenue Authority
(NRA) But the Petroleum Directorate would very muikle to ease the NRA of their monitoring
and collecting tasks when exploration is over. NRécording to the directorate, does not have
the capacities to solve tasks both within mining ail (wish of centralization). Currently there
is only being collected basic royalties and thithestask of the Directorate.

The Directorate has not drawn from experience apertise from within the Ministry of Mines
and Mineral Resources, the Cadastra Office etdedwnlsthe Directorate is based under the
presidency and they are currently building theinas@pacities. According to the Directorate the
subjects are very different.

Appointment to the directorate is primarily merdaded; however the president is solely in
charge of doing so. The O&P act does however seegyirements concerning criminal records
and technical experience.

Consulting outside experts: No! Instead the Diresttoprefers to capacity build its own staff. —
However the IMF and WB worked with MOFED on thecBsregime.

Addressing asymmetrical knowledge: The Governmayysdor the training of a critical mass
(i.e. by sending two officials to do masters-degiree¢he U.K. on oil and petroleum issues);
according to the Directorate these officials wel tomparable or even better negotiators than the
ones employed by the I0Cs (very questionable). aligg is seen as a vital investment (first

time we hear this statement, include time-schedu®nducted interviews in the appendixes).
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Publishing data: Data on oil amounts is not pulelishor will they be. Provisions are in place for
publishing contracts. The current exploration cacts should already be published (not
according to the Civil Society)

Bidding rounds: Only the president and the diretiageneral get to decide who gets the deal.
Concerns about the public not even knowing to wileenDirectorate respond: ‘They should just
ask’

Co-operation with civil society movements: CSM mmakbeir own separate research but dot
involve or consult the Government. The Directorgiiestions their estimates, as it is not even
possible to say whether the oil can be commercagal (fhe Directorate might have a point
keeping the AJME report launching in mind). Thedgiorate reckons that the NGOs are doing a
bad thing for public expectations, as SL is propaidt the new UAE.

Licenses: One license for exploration, extractpmoduction etc.

Would not promise that the oil could be commerz&di due to the wording of ‘promise’ but

body language indicated that this was clearly tostriikely scenario.
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Interview 9.0 2012
Appendix 9.0 Association of Journalists on Mining ad Extractives, interview-

guide and notes.

Name: Designation: Date/place:
Interview Guide — AJME
Intro:

We’'re interested in the capacities of the goverrnnirenerms of negotiating contracts, securing
revenues and investment policies. You will remainoreymous throughout our thesis and if there

are any questions you don’'t want to answer, plgesgdet us know.

To make sure we’ve got everything right, we woulke lto ask you, exactly what the main tasks

of your organization are.

First off, we would like to ask if you/your orgaairmn have been involved in the political

framework surrounding oil and petroleum. If so, Row

What do you see as the main challenges when néggtieontracts and securing revenues with
the IOCs?

We know that you made a report regarding the adls khis led to any corporation between you

and the government? Have you been consulted imagerd? If so, how?

Is it your experience that the government listengowu?

To your knowledge, how does the government planadliress issues of asymmetrical

knowledge?

To your knowledge, has the government started mitigtives to prevent rent seeking behavior?

If so, which?

To what extent do you feel such initiatives woukdrtecessary?
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Which are the government’s strengths in terms gbtiating with an I0C?

Do you recognize any signs of the process beingalered? If so, how?

Who is involved in the decision-making process rdiygy contract negotiation, plot distribution,

etc.?

Do you have any knowledge of the design featurébeopossible oil contracts?

Do you have any opinion about these design fedures

Do you see any obstacles to public disclosuredmae amounts?

How does the government publicize revenue amounts?

Do you know how Anardako and other companies haenlcompensated for risks incurred

during exploration? Is it something they publish?

Has the government made any estimates as to p@ssiznue amount? If so, have these been

publicized?

How does the government emphasize taxation asle pattical debate issue?

How is taxation being monitored?

To your knowledge, has the government employedaritsccounting services?

To your knowledge, have there been any talks of toospend the revenue accrued from oil?

If yes, have you/your organization been involvethiese?
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AJME interview notes: (Fully recorded)

Tasks of NGO: Journalist on mining and extractiaees media as a tool for informing
the public about relevant issues. Works closelynWite-minded to ensure coherent voice
(NACE etc.) Catalogue all findings in public disuited news-letter, also broadcast
through the country most popular (according to oesient) most popular radio station,
culture radio 104,5 FM. Key issue is: More thany8@rs of resource rich history has led
to absolutely nothing, the oil boom is now here ahdy want to avoid a path
dependency. Ensure revenues and that these aedyaased for good things.

Do research on the oil sector to get the countagye.e. by fieldwork in Nigeria, talks to
all key stakeholders to ensure best possible mattierastimates on what to expect in
revenues if the current legislation is obeyed. (N®member Gbenda report). AIME
wants to decrease donor reliance by creating eanue collection, in coherence with
existent law.

Success in advocacy: AJME was part of forcing tleweBnment and London Mining to
renew their contract, ongoing renewal. (See nosédsn)

Government does formally use and accumulate viesrs focal experts from extractive
related NGO, but these are often influenced byettteactive companies, and even if not
rarely listened to. They do listen and call for i@ rounds, but is questionable whether

the information provided to the Government is beisgd.

Transparency: A complete oil policy together witle ©Oil & Petroleum Act of 2011 was
brought to parliament as an emergency act, thedepyiving the whole country of debate
opportunities. A policy which according to AJME ¢aims many errors. Formally the
Government listens to civil society movements like AJME but in reality there is no
time for them to pay real attention. Sierra Leow¢ a fully compliant member of the
EITI, mismatch between numbers reported by the @ #re companies and anti-
corruption units do not pay any attention to tiNs. independent ‘check-up’ mechanism
is established. Negotiations are centralized, ekigrg happens in Freetown and around
the presidency. Delegated within PETROLEUM DIRECTAOE and SPU has a
minimal level of education and experience, theypéical appointed, not a merit based

system, according to respondent they are fare ffoaiified. Even if they are somewhat
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qualified they are still working in line with ceatized orders of the open door policy.
Outside accounting-services are not being usedkast not to the knowledge of our

respondent.

Openness: revenue incomes are published and j@isnahn retrieve, however not all
journalists. No law on freedom of information, yemother obstacle for civil society
awareness. Taxation is not a public political debasue, nor have there been any
Governmental attempts to make it so. There haslatep no debate on how the

forthcoming revenues should be spent.

Main challenges of the Government: The relativergjth of the companies compared to
the Government; when extractive companies entereSiesone they are legally bound to
pay 37,5 pct. in royalties, but the companies abvayanage to negotiate their own
individual taxation bill, down to as low as 3 p@tondon Mining). Hence not following

legislation. AJME reckons that compensation shawdtleven occur; law is law as they
say! The O & P Act (which was rushed through pamkat) is made in favor of the

companies as the G gives away too much taxatian,ctimpanies are exempted from
paying next to nothing. The strength of the comparnalso raises the challenge of
asymmetrical knowledge, company experts and tHalityato attract such is a major

issue. Additionally contracts can only be reviewmath mutual consent, companies rarely
comply. Further the Government uses an open dolicyp attract investors, way to

open according to respondent. When asked aboutryoeatal strengths respondent
answers; none and adds that monitoring is a bigleno as well, the Government solely
rely on self-reporting by any extractive companggant in the country (NB! Remember

the digital system in Cadastra Office, howeverrebaint on productive amounts)

Corruption and transparency: A main challenge Ieetiee very frequent use of disclosure
clauses (any oppositional cost can be deductedpksadthe ever present issue of rent-
seeking behavior. Additionally the companies h#aeen over the Freetown media
scene, depriving the public of any real debate.yThablish their newspapers and

influence /bribe (explicitly said by respondent timost well-known journalist to write in
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their favor. Respondent has been offered a sirhifde, but has, according to himself,
always refused, he works on a free-lance basidhaadever encountered any difficulties
selling and publishing his articles, except whertimg critically about the extractive
industries. He is now establishing his own newsepawith himself as chief-editor.
Media in Freetown has lost credibility. There h&een no political initiatives to stop the
companies’ influence on key stake-holders. All sieis of M&M have so far been ‘in
bed’ with the companies.

Not only the press but also many key holders wittie Government is bribed and
influenced by the companies, anonymous officialgehadmitted so to our respondent.
Officials are easily influenced as their monthlyasg is as low as 75 dollars monthly

(prior to income tax regulation).
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Interview 10.0 2012
Appendix 10.0 Network Movement for Justice and Devepment, interview-

guide and notes.

Name: Designation: Date/place:
Interview Guide — NMJD
Intro:

We’'re interested in the capacities of the goverrnnirenerms of negotiating contracts, securing
revenues and investment policies. You will remainoreymous throughout our thesis and if there

are any questions you don’'t want to answer, plgesgdet us know.

To make sure we've got everything right, we woule o ask you, exactly what the main tasks

of your organization are.

First off, we would like to ask if you/your orgaairmn have been involved in the political

framework surrounding oil and petroleum. If so, Row

What do you see as the main challenges when né&ggtieontracts and securing revenues with
the 10Cs?

We know that you made a report regarding the adls khis led to any corporation between you

and the government? Have you been consulted imagerd? If so, how?

Is it your experience that the government listengowu?

To your knowledge, how does the government planadlress issues of asymmetrical

knowledge?

To your knowledge, has the government started mitigtives to prevent rent seeking behavior?

If so, which?
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To what extent do you feel such initiatives woukdrtecessary?

Which are the government’s strengths in terms gbtiating with an I0OC?

Do you recognize any signs of the process beingalered? If so, how?

Who is involved in the decision-making process réiggy contract negotiation, plot distribution,

etc.?

Do you have any knowledge of the design featureeepossible oil contracts?

Do you have any opinion about these design fedures

Do you see any obstacles to public disclosuresmae amounts?

How does the government publicize revenue amounts?

Do you know how Anardako and other companies haenlcompensated for risks incurred
during exploration? Is it something they publish?

Has the government made any estimates as to p@ssiznue amount? If so, have these been
publicized?

How does the government emphasize taxation asle pattical debate issue?

How is taxation being monitored?

To your knowledge, has the government employedderiteccounting services?

To your knowledge, have there been any talks of twospend the revenue accrued from oil?
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If yes, have you/your organization been involvethiese?

NMJD, interview notes (fully recorded)

Tasks of NGO: Civil society organization, advocagsg-poor approach to economy and
justice related issues. Working for transparencyMining and Extraction, lobbies on
trade agreements, focuses on land rights etc. Hawvbeen involved by the government
in any hearing round or negotiation concerningooibther extractives.

NMJD have not concentrated on oil related issuesjdes being a part of NACE and
other civil society coalitions. Did however raisenge concern about the speedy
procedure of the Oil & Petroleum Act of 2011 (sama&soning as AJME).

Trying to capacity builds themselves and other-fikkeded NGOs on oil related issues.

Main challenges for the Government: To establidirdéges to own host economy once
the extraction really sets off. To ensure use oélanputs and employment plus assuring
good and fair conditions for local workers. Gettithg I0Cs to assist in upgrading their
workforce, so the 10Cs will not be so dependenémploying expads.

Another main issues is the one of asymmetrical kedge when negotiating with the
companies, the Government is according to respdndeh willing to invest in the

necessary expertise.

Openness: The Government only listens formally.

Interview was interrupted. Respondent had to attanscheduled meeting not known to us.

Rescheduling will take place later.

Part 2:

Addressing asymmetrical knowledge (Oil): Negotiatiteam within the Petroleum
Directorate will be assisted by the UNDP and paftthe Civil Society (Assumption by
respondent) The Government do not invest in upgadwn personnel (Not true

according to the Petroleum Directorate, howeveirtagsumption on results of the
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training seems overestimated). New trend is hopingbsorb knowledge from similar
settings.

Initiatives against rent-seeking behavior: the Gitzhed a website with contracts, clauses
etc. But this cannot be accessed. Rent seekingoafagle going clauses within contracts
are an ever-present issue in SL.

The Law do not address rent-seeking sufficiently.

Strength of Government when negotiating: the weathatural resources, but needs to
make clear exactly what the country possess. Gealodepartment have insufficient
knowledge of commercial values etc.

Oil negotiations are indeed centralized, surrougdihe presidency. The petroleum
directorate manages all aspects, the decision magnmocess is not inclusive and
obviously sworn in secrecy. Respondent don’t eveswkwho is involved.

Respondent have no knowledge of design featuressatement made by BAN).
Knowledge of compensation fees to the I0Cs: Noremtd are published.

Public estimates on oil revenues: No, there havemigeen concerning the mines either.
Taxation is not on the public agenda

Monitoring: Not effective, weak capacities, mong@re not paid sufficiently are easily
affect able. Further there exists no independemchar@sm.

Public debates on how to spend the revenues: NalINdtlvocates for setting up several
independent funds on issues such as diversificaindrastructure, health etc. (CS might
be overestimating the forthcoming revenue amount$ @ccording to the Petroleum
Directorate they do nothing good for public expgotes).
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Appendix 11.0 Intro-letters
Two letters we always presented to our respondanfsssible respondents prior to the actual
interview.

To Whom It May Concern:

Our names are Klaus Kuch Jensen and Kristoffer I&Eskhomsen, both MA candidates at
Roskilde University, Denmark. We are currently wgtour thesis in International Development

Studies on the prospects of the Sierra Leoneaseotbr.
We would like to draw on your expertise in thisldiethrough an interview. Should you be
interested in helping us we would be very gratedinid off course exercise complete academic

discretion.

More specifically, we are interested in capacityldog tools employed by the government

towards managing this fairly recent sector.

Enclosed is a letter from our supervising profesgoRoskilde University, Mr. Jakob Lindahl,

confirming who we are and our purpose for thisrivieav.

We sincerely hope that this might interest you, snebuld be very much appreciated if you can
find time to speak with us.

We intend to call you within the next few days, iEgossible, we can set a date and time
together. You should also fell free to call usrag ame at: 078175200

Best regards,
Klaus Kuch Jensen & Kristoffer Eskild Thomsen
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To Whom It May Concern:
This letter is to officially confirm that Klaus KhcJensen and Kristoffer Eskild Thomsen are
students at Roskilde University, currently writintpeir master thesis in International

Development Studies.

As their supervising professor | can vouch for ithgsscribed research purpose in Sierra Leone

and academic discretion.

Best regards,

Jakob Lindahl
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Appendix 12.0 Real List of Respondents

This appendix will only be enclosed those versadfrtke thesis given to censor and supervisor
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Appendix 13.0 Transcribed Interview with the Cadasta Office

Interviewer: So, we have a couple of questions. As you alrdambyv we're interested in the
capacities of the government in terms of negotiptiontracts and securing revenues, and also a
bit about their investment policies. You'll remanonymous throughout our project if you want
to so, and if there are any questions you don’'ttwananswer just let us know. There’s
absolutely no pressure. We would like to, beforegetstarted, to make sure we got everything
right about the Cadastra Office, so if you coulst jigll us a little about what the Cadastra Office

does and what your tasks are?

Respondent The mining Cadastra Office is an it-based systeat actually manages mineral
rights and helps in mineral rights administrati@efore the advent of the Cadastra system
documents used to be like in paper format and & wery difficult to actually access basic
information relating to a specific license. For exde payment details, operational reports and
those kinds of things. So through the help of awelbpment partners, the ministry was able to
set up a mining Cadastra system that actually nemagneral rights within the Ministry of
Mineral Resources. So for example now you can hisesystem to transfer a license, to cancel a
license, to suspend a license, to renew a licgmaeknow, there are a lot of other things that are
involved in the system. The system, you know therises that are due for renewal for example
it (the IT system) will notify, and all those kinaf things. Then it has also helped to actually
track down payment detail of specific companies know, as per what they owe and what they
have paid. In addition to that the government Has &ied to set up an online position system,
where all this information gathered in the Cadasystem are sent to system developers who
update this on the website, giving detailed reveraperts, for example what are the quarterly,
monthly, annually and what specific company hasl @aid what they are paying in terms of

concession where they are mining. You have alldgltegails online.

I: When you manage all of these mineral rights,yane also involved in who gets the rights?

Who's approved to...?

R: Yes off course. The Cadastra system itself h&st af phases or stages. It starts with an

application. An application has to go through thpleation stage, it has to go through a
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validation stage wherein it is actually taken toofegical Service Department, and actually
check whether the plot is available or whether phet is not available. That is where it is

occupied by another company for example. To preigsoies of overlap. You know, once that is
clarified, it is taken to an approval body, the erad advisory board, where it is approved. From
there were you give other payments, where we ass [to pay to the bank, before we finally
generate the license.

Interviewer 2: | was wondering when you track down these payndetgils of the companies,
do you rely on information coming directly from tlm®mpanies or from some consultative

accounting service?

R: Payment details. The system is designed usiniylthes and Mineral Act of 2009, where the
regulations clearly specify what is to pay for e$icense. Some of the payments are based on
area, for example exploration licenses you pay d@itars per square kilometre or large scale
mining licenses you pay specific sum of money,tsdike, the system is designed such that the
payments are inbuilt. Once the payment is madehyme to check, the system will prompt you.
For example if a client is supposed pay 100.00@adobnd he pays less than that, the moment
you enter such payment in the system, the systdhtelliyou the payment you’ve entered does

not match with what is due to be paid. So straggi®y you cross check and see what is missing.
| 2: Ok, but they report themselves?

R: Yeah. Straight away you know what... if they payaivthey are not supposed to pay; you
definitely have to call them and try to raise cancehat you are supposed to pay this. Why are
you paying this? The system is not allowing yoenter that kind of payment.

(Short interruption as respondent has to answéoaecall)

I: In terms of income tax and other taxes, do youwehanything to do with that? From the
companies?
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R: Presently the system is capturing non-tax revenligcense fees, royalties, community
development fund or community developmg@naudible] fees. That's what we are capturing at
the moment. In the future we think of incorporatioiper taxes. But for the time being just

taking none-tax revenue.

I: I'm thinking now that you mentioned the commundgvelopment fund, how is what the

companies are supposed to pay to this fund, hakatscalculated?

R: The act makes provision for the companies tasite 1 pct. of their gross revenue, going to
community development project, but it's all basedtbe community has to identify specific
projects, which is submitted to the Minister fois lapproval. And those funds are directed

towards those projects.

I: Ok. So when it's 1 pct. of the gross revenudt ishat the companies report as their gross

revenue?

R: You say?

I: Is it... The numbers you use for calculating thect. of their gross revenue is that the

companies’ reporting their gross revenue or do lyaxe an accounting service who keeps track
of them or how does that work?

R: I'm not clear about it, but I'm sure the govermmenust have an accountant, accounting
provision made for that, because the company magrr@anything, this is our gross revenue, so
there must be an accountant.

I': That would probably be the Ministry of Finance?

R: Ministry of Finance or somebody else yes.
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I: So now that you're involved with all of this iheg mining sector, you and your office have

nothing to do with the oil sector?

R: Not at this moment. The oil sector is presentigler a different directorate, you know. But
maybe in the future the government will think o€anporating the oil sector under the Ministry
of Mineral Resources. But for the time being they @ot under this ministry, they are operating

separately outside this ministry.

I: Have you or your office in any way been askeduabloecause you must have some expertise
in the whole revenue area, so have you been asi@d this in connection with the oil? Have

you advised the people now connected with the oil?

R: The mining Cadastra we've developed I'm suredmg to serve as a model for most other
institutions, government, departments and agerimesuse it has made revenue collection and
processes very transparent and accountable andidther ministries are looking to it critically
and see how a system of this nature can be devkfopehem also, and I'm sure the oil sector
will not be an exception. Taking into consideratitve hype, you know a lot of expectations
surrounding natural resource; I'm sure most theseurces have to manage... If most of these
resources have to be managed transparently, arsydtéhis nature must be put in place. So
everybody knows, for example companies involvethia deal will know exactly what they pay
to government and government in turn report to &&keholders what they collect from these

companies.

| 2: So at the moment you’re not assisting the Patrol&nit with anything?

R: No, not at all. We are not been in directly wittem right now, except maybe if they got
issues for example when they were putting togetieipetroleum act or the petroleum bill, they
invited key stakeholders including this ministrpuyknow to actually debate on key issues and

how to move the process forward and get their daution.

(Short interruption as respondent has to answéoaecall)
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| 2: So if you're not assisting the Petroleum Direater with anything, to whom does the
Petroleum Unit have to answer? Is it under thectlinreanagement of the Ministry of Finance or

maybe the presidency or something?

R: To be honest, | don’t know their structure howpierates at the moment. | know at one point
or the other they've come here... People have appeshthis ministry for details of what is
happening in the petroleum sector, because I'm sumher countries the petroleum sector is
under the Ministry of Mineral Resources or othenistries of energy or such. Most the time
who come here, we refer them back to the petrolaoit | have not been into their activities

that much. | don’t know the structure of how theermate at the moment.

| 2: Have you... when a company is setting up a miniog pave you been involved in, has the

office been involved in contracting, negotiatingitracts?

R: In negotiating contracts? The ministry has beewolved, | have not been involved

specifically.

| 2: Do you know anything about the procedures? Ifyteenploy experts to manage these

negotiations?

R: What | know now is that they've got a Strategai€y Unit, that actually deals with... they
are currently involved in reviewing all previousmmg contracts, so that they take them up to
task. That is the matter of what is enshriningktiees and Minerals Act. What | know is before
the advent of the 2009 act, companies used to Hdfezent agreements with the government,
and | think, when his government came to powery thetually tried to capture most of these
companies, to go back to the table and see how riwagit most of these agreements, so that
they actually come to terms with what is in the &irand Minerals Act. The companies were
actually not under obligation to do it because eftain clauses set aside in their previous
agreements. The government tried to persuade nhidsese companies, you know, to serious?

Back, and revisit most of these agreements, an&tifagegic Policy Unit is actually on that, and
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they involve key stakeholders from different sestodfrom this ministry, from Ministry of
Finance, you know, and a host of other departmamiisagencies. They are sitting together and
actually reviewing most of these things. When hkhithe IMF was also working on a template
for negotiating most of this contracting in the ragtive sector, which will actually help in

negotiating contracts in the future.

| 2: What'’s the unit called again?

R: Strategic Policy Unit.

I: So maybe one could imagine that now that thelzavOil and Petroleum Act now, so maybe
they’re going to try and make the contracts beccoedance with that act, one could imagine.

R: Yeah.

I: What was it? Yeah, in most of these mining congencontracts, you talked about
transparency and publicising their revenue, do kmaw if some of the old contracts at least, or
maybe some of the new, do they have any claus¢sthizs that they don’t have to publicise

their revenue or... Do you know if there’s any ofttha

R: No, | don’t know if there’s any clause. Because &lso had a... We also thinking of it...
Their revenue as we made public, as far as thiggtis concerned. But I'm not sure of any
specific clause that prohibits publishing reventiemming. Because once we’re even thinking of
this to have most of this mining agreements, irt, fa@ publish them online.. Or our mining
repository. Because since they are taken to paglarhen they are public documents, they are
not secret documents. So we are thinking in theréuto have most of these agreements
published online.

| 2: Having the data on these revenues, how do youwildite it? Do you give it to some
consultant? Or stuff like that?
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R: What we intend doing, because we just set upsyiséem. What we intend doing is maybe
annually, monthly or quarterly, we’ll be distribagy, sharing this revenue data to key
stakeholders, you know, say the government? Diamoffide, the NRA, the Ministry of

Finance, you know, on a regular basis so they Hgttetain knowledge on what happens in the

mining sector as far as revenue collection is corext

| 2: But just the governmental bodies, not to the prrsstuff like that?

R: Well, not the press at the moment, but sincemenid sending all those information online,

there’s no secrecy about it. Everybody can actegsand what is happening.

I: Do you know anything about these revenues thatecm from the companies? Do you have
any idea what they're used for? How the governmspends them? You talked about the
Diamond Community Development Fund, so that's olaeg@some of the money goes, but do
you have any idea?

R: Yes, um... From... This is out of records, | think...

I: Let me turn this one off.
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Appendix 14 — List of Digital Recorded Interviews

Please find the recordings with the attached CD

© N o Uk~ W NoR

Association of Journalists on Mining and Extracsive
Budget Advocacy Network

Cadastra Office

Anonymous Consultancy Agency

Network Movement for Justice and Development — Baet
Network Movement for Justice and Development — Reot
Ministry of Mineral Resources — Part one

Ministry of Mineral Resources — Part two
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