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Introduction

The following collection of case studies provide
examples of four diverse mining projects implemented
by Chinese mining companies in China, Peru, Laos,
and Cambodia. These case studies supplement the
Greenovation Hub report, China’s Mining Industry at
Home and Overseas: A Study of Trends, Impacts
and Regulation.

The cases included here were selected for a number
of reasons. Principally the aim was to show the
varied approaches Chinese mining companies are
taking when investing in China and around the world.
The cases have a broad geographical coverage

— one domestic project, two in Southeast Asia,

and one in South America. The cases also involve
companies with diverse backgrounds, including both
state-owned and private companies. Two projects
included here are operational and two are in the pre-
development stages.

Each case looks at the company background (and
the background of the parent company where
applicable), its commitments to corporate social
responsibility and other relevant social, environmental
and governance policies. The case studies then
examine specific mining projects in more detail,
looking at both potential and actual benefits, impacts,
and lessons that may have relevance to other Chinese
mining investments. Below is a brief summary of the
three case studies.

Zijin Mining Group, China & Peru

Zijin is a publicly listed company and the largest gold
producer in China. The first case study looks into

the background of Zijin Mining Group and examines
some of the challenges that Zijin has encountered in
the last four years in terms of environmental, social
and disclosure violations. This case study focuses on
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two projects: the Zijinshan gold and copper mine in,
China, and the Rio Blanco copper mine in Peru.

Zijin provides an example of a Chinese mining firm
which is well-established domestically and is now
expanding overseas in search of key mineral resources.
Although the company is large in size, well-resourced
and enjoys considerable influence within China, it has
been faulted for a series of serious violations in recent
years, most notably pollution incidents at the Zijinshan
mine. In addition to the shortcomings that led to these
problems, the company has struggled to appropriately
deal with subsequent disclosure of data related to
these incidents and their impacts. Internationally, Zijin
acquired equity in the Rio Blanco mine in Peru from

a UK mining company back in 2007, but due to long
running opposition to the project from local people the
project has stalled.

The company’s domestic problems over the last few
years illustrate how poor transparency, disclosure and
lack of compliance with local regulation can create risks
for local people, the environment and shareholders.
Meanwhile, the challenges Zijin has encountered

in Peru highlight the challenges companies face in
entering high-risk projects without appropriate social
and environmental standards and management
practices for dealing with existing disputes and avoiding
future conflicts. At Rio Blanco, Zijin inherited local
resistance to project that was already a problem for

the previous developer. The case highlights both the
need for strong environmental and social policies, but
also the importance of conducting strong due diligence
when acquiring new overseas projects.

MMG Limited, Laos

MMG Limited is an Australia-based subsidiary of
the giant state-owned mining and metals company



Introduction

China Minmetals Corporation. MMG was established
in 2009 after a subsidiary of Minmetals acquired the
Australian mining company OZ Minerals. Minmetals
acquired the majority of OZ Minerals’ assets,
including the Sepon gold and copper mine in Laos,
which is the subject of this case study. The Sepon
mine accounts for a significant percentage of Laos’
total GDP and exports, and has raised over US$1
billion in revenue through taxes and royalties since it
commenced production. It has also contributed to

a dramatic increase in incomes in and around the
project area, which was previously an extremely poor
area.

The Sepon mine has developed a reputation for
having high environmental and social standards, most
of which were inherited when Minmetals acquired

the project from OZ Minerals. After the acquisition,
MMG kept these policies and systems in place

and continued to develop them. The company has
also become a member of the International Council
on Mining and Metals (ICMM) and supports the
Extractive Industries Transparency Initiative (EITI). This
acquisition could potentially represent a new trend in
overseas mining investment by Chinese companies,
whereby pre-existing company standards are
adopted by incoming Chinese investors, rather than
being replaced or abandoned.

The case study is not intended to provide an
example of “best practice”, as this would require
more thorough investigation, in-depth interviews with
those directly affected by the project, and detailed
comparisons to international best practice. Rather,
Sepon was chosen as the focus for this case study
as it illustrates the successful Chinese acquisition

of the mining assets of an established international
company, and the subsequent adoption and
continued implementation of the previous company’s
policies and management systems. The case provides
an example of a subsidiary of a large Chinese state-
owned company adopting comprehensive internal
environmental and social policies, including policies
related to labour, environmental protection and
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community relations. MMG has also stated that it will
apply these standards to new acquisitions, including

the Las Bambas mine in Peru, which was acquired in
April 2014.

Cambodia lron and Steel Mining Industry
Group & China Railway Group, Cambodia

In early 2013, Cambodian and international media
ran coverage of the signing of a US$11.2 billion
dollar agreement to develop an iron ore mine, steel
processing plant, railway and seaport in Cambodia.
The agreement was signed between two companies.
One is the relatively unknown private company
Cambodia Iron and Steel Mining Industry Group
(CISMIG) and the other a subsidiary of the state-
owned China Railway Group, also known as China
Railway Engineering Corporation (CREC). If the
project goes ahead as planned, it will be the first
large-scale mine to commence development in
Cambodia, and the largest single investment in the
country’s history.

The Rovieng iron ore mine and railway project was
chosen for discussion in this collection of case
studies as it illustrates Chinese investment in a
potentially huge project in what is an otherwise
completely undeveloped mining sector. In this
context, the development of a major mining project
will come with unique and complex challenges. The
case is also interesting as the developers come from
very different backgrounds: CISMIG is an almost
completely unknown private company, whereas
China Railway Group is a state-owned enterprise
and one of the biggest construction companies in
the world.

Although the project has not yet commenced
construction or operation, its announcement in
January 2013 caused a great deal of concern
amongst local civil society organizations and
potentially affected communities due to the lack of
clear information and communication from both the
developers and the Cambodian government. As the



project has not yet commenced it is not possible to
fully assess its potential benefits or risks. Feasibility
studies have been conducted for certain elements
of the project, but they are not public, and no public
consultations have been conducted. It is not clear

if any environmental impact assessment has yet
been conducted. There still remains a serious lack of
information available concerning the project, and it is
not clear if it will go ahead in the near future. Due to
the absence of official documentation on the project,
the information contained in this case study was
gathered mainly from media articles and reported
comments from company representatives.

CISMIG is unknown outside of Cambodia and has
no website or promotional materials. However, China
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Railway Group is a major player in China’s domestic
and international construction industry. A subsidiary
of the major state-owned company, China National
Machinery Industry Corporation (Sinomach), has also
reportedly been contracted to develop part of the
project. These two state-owned enterprises have
made commitments to uphold CSR standards, but

at the time of writing had not disclosed any detailed
information regarding their involvement in this project
— despite the fact that the agreement was announced
more than 18 months ago. This lack of transparency
and access to information is a serious concern,
especially given the local context in Cambodia, where
corruption and weak rule of law continues to play a
major factor in the management of land and natural
resource investments. l
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Zijinshan Gold and Copper Mine, China
& Rio Blanco Copper Mine, Peru

By Adina Matisoff?

Introduction

Zijin Mining Group

is a comprehensive

mining company

primarily engaged
in the exploration, mining, and sales of gold and
other metals. Zijin claims to be China’s largest gold
producer, accounting for roughly 10% of all gold
produced in the country in 2011. Zijin also claims the
title of China’s second largest producer of copper
and sixth largest zinc producer.2 Additionally, the
company and its subsidiaries produce smaller
amounts of tungsten, iron ore and other metals. Zijin
ranked 1,389th on the Forbes list of top 2000 global
companies in 2014. 3

This case study looks into the background of Zijin
Mining Group and provides an overview of its
operations in China and globally. It then goes on to
detail some of the challenges that Zijin has encountered
in recent years in terms of environmental, social and
disclosure violations. Two projects are discussed in
more detail: the Zijinshan gold and copper mine in
southeast China, which has experienced a number of
serious pollution incidents in recent years, and the Rio
Blanco mine in Peru, which has been subject to many
years of conflict with local communities.

Company Background

Company Ownership

Zijin Mining Group was founded in 1986 as the
Shanghang County Mining Company. Zijin has

changed its name over the years as it modified its
corporate structure. Former names include the Fujian
Shanghang Zijin Mining Company and Fujian Minxi
Zijin Mining Industrial (Group) Co. Ltd.4

Originally, Zijin was a county-level state-owned
enterprise operating in southeast China’s Fujian
Province. By 1998 the company was restructured
into a stockholding company with all shares owned
by employees. As part of the restructuring, Zijin
established a Board of Directors and Board of
Supervisors as stipulated by China’s Company Law.
In 2003 the company underwent further reforms
when it decided to sell shares internationally on the
Hong Kong Stock Exchange (HKEX). Five years
later Zijin began selling shares domestically on the
Shanghai Stock Exchange (SSE). By mid-2013

Zijin had a total of 894,919 shareholders and 21.8
billion shares. In 2013 Zijin’s top shareholder was
the Fujian-based state-owned Minxi Xinghang State
Owned Assets Investment Co. Ltd, with almost
29% of the company’s shares. Internationally, a few
foreign-owned companies owned more than 5% of
Zijin stock in 2012, including Morgan Stanley and
UBS. >

Company History

Throughout the 1980s and 1990s the company’s
main activity was the exploration of gold deposits

in the mountains of Fujian Province. By the early
1990s exploration in Fujian had proved that the
concession had substantial gold deposits and would
be developed into a large-scale mine, which the
company called “Zijinshan”.é
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Australia, .llongo]ia, Democratic Re[mb]ic of‘ ("On(qa, Kyrgyzstan, Myanmar, Peru, Russia, and 'I‘a]i]ei\'mn.

Countries where Zijin owns stakes in overseas mining projects (as of 2013)

Around 2000, Zijin began expanding its operations
to other parts of China. Notably, the company went
westward and northward to more remote areas

of China, establishing subsidiaries and buying up
mining concessions in Guizhou, Xinjiang, Tibet, Inner
Mongolia, and Yunnan, among others. By the end

of 2011, Zijin had operations in 20 provinces, 70
subsidiary companies, and ownership of 59 mining
concessions. 7

As Zijin expanded its geographic reach it mined gold
and copper, and also zinc, iron and other metals. In
addition, the company set up refineries separate from
its mining operations, a testing and design facility

in Xiamen, and diversified into businesses such as
financial services and real estate. However, gold and
copper mining and processing have remained the
foundation of Zijin’s business, with the company’s
gold business comprising 56% of profits in the

first half of 2013, and copper 33%.8 Zijinshan, the
company’s original mine, remains an important and
lucrative component of Zijin’s business. The China
Gold Association identified Zijinshan as China’s
largest gold mine in 2008. ¢

Overseas Expansion

Zijin began seeking resources abroad in 2005.
According to Zijin's website, in 2013 the company
owned stakes in projects in eight countries including
Australia, the Democratic Republic of Congo,
Kyrgyzstan, Mongolia, Myanmar, Peru, Russia and

Tajikistan. Zijin’s investments in these countries
include gold mines, a copper/molybdenum mine, a
nickel mine, and a mixed-metal mine. Zijin gained an
interest in all of these projects through the acquisition
of other mining companies and does not wholly

own any of the assets. However, Zijin is the majority
shareholder of several of these companies, and

is responsible for the development and operation

of a number of these mines. Additionally, Zijin has
investments in foreign mining companies including
Glencore International PLC, Equitas Resources Corp.,
and Inter-Citic Resources, which are all publicly listed
companies.’® The company is expanding its overseas
investments rapidly, and in late 2012 acquired an
89% share in Australian gold miner Norton Gold
Fields, Ltd. Zijin has since utilized Norton Gold for
further acquisitions of gold mines in Australia.!* The
company stated in 2013 that it would take advantage
of the current downturn in the gold market to acquire
more Australian assets. 12

Although China has been the world’s top producer of
gold since 2005,13 domestic reserves are relatively
modest. Less than five percent of the world's

gold reserves have been discovered in China, and
domestic mines typically have a relatively short
lifespan, according to the World Gold Council.14

In 2012 China’s gold consumption was over 832
tonnes, but production was only 403 tonnes.!>
Therefore, looking to the future, Zijin is pursuing
overseas acquisitions as “the main path for increasing
resource reserves.” Zijin's Vice Chairman said that
the company plans to invest up to US$5 billion
internationally over the next three to five years,
according to news reports from Caixin at the end of
2012.16

Corporate Structure & Management

Zijin’s top management consists of seven executive
directors, one non-executive director and four
independent non-executive directors. The company
first established a Board of Directors after it became
incorporated in 1999. Key Board and executive
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personnel have experience in geology, economics,
accounting, business, law and government. Until
recently Zijin's executives and senior managers

had limited experience outside Fujian Province,
however, since 2013 one independent non-executive
director has international experience. None of the
company’s executives or directors have expertise

in environmental management and protection.?
Additionally, in accordance with China’s Company
Law, Zijin has a Board of Supervisors which monitors
the business activities of the Board of Directors

and top management. The Board of Supervisors
plays a role in overseeing finances, putting

forward shareholder proposals, and investigating
mismanagement. 18

Company Financing

Zijin has raised money for its mining activities through
equity and debt financing, including listing shares on
stock markets, issuing bonds and receiving loans from
financial institutions. Since 2003, Zijin has raised capital
on the Hong Kong and Shanghai stock exchanges.
When Zijin made its initial public offering (IPO) on the
HKEXx in 2003 it raised HK$1.32 billion (RMB 1.41
billion). Later the company’s share issuance on the
SSE raised RMB 9.98 billion. By mid-2012 Zijin had
issued roughly 6 billion shares on the HKEx and more
than 15.8 billion shares on the SSE.1?

According to Zijin's 2012 interim report, as of 30 June
2012, the company had outstanding bonds worth
more than RMB 3 billion and loans worth more than
RMB 9.4 billion.20 The company issued US$480
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million in bonds backed by the Bank of China (Paris
branch) in June and July 2011. The proceeds were
to be used for the purchase of copper for processing
at a large refinery in China, and for overseas
operations.2t Additionally, Zijin has access to lines of
credit from major financial institutions, with RMB 108
billion available for non-specified purposes. Some

of the major banks that have provided credit to Zijin
over the years include Bank of China, Industrial and
Commercial Bank of China, Industrial Bank, China
Agricultural Bank, China Development Bank and
China Exim Bank.22

Compliance with Environmental, Social and
Governance Rules

Since 2005, provincial authorities in Guizhou, Fujian
and Guangdong have found Zijin responsible for
environmental violations that resulted in four major
accidents. Additionally, Chinese NGOs have accused
Zijin of breaking environmental rules and regulations
in Hebei and Xinjiang.23 These incidents caused
casualties, massive pollution of nearby rivers and
economic devastation to local fishing industries:

e |n December 2006, a tailings dam at the
Guizhou Zijin mine in Guizhou Province
collapsed and released 200,000 cubic meters
of tailings. According to a report by the
company, the spill was confined to two local
reservoirs, one of which is used for irrigation. 2

e InJuly 2010, two separate chemical spills at
the Zijinshan mine in Fujian Province polluted



the Ting River (discussed in more detail
below).

e |n September 2010, a tailings dam at Zijin's
Yinyan tin mine in Xinyi city, Guangdong
Province collapsed, killing 22 people. An
investigation found that the collapse was
caused by “natural disaster as well as illegal
and non-compliant works.” 25

Zijin has been criticized for a lack of transparency in
relation to its environmental accidents and violations.
As a result, China’s stock exchange regulatory
authorities have investigated the company at least
three times. In 2009, the Fujian branch of the China
Securities Regulatory Commission (CSRC) found
fault with the company’s lack of a social responsibility
framework, poor information disclosure, errors in
financial accounting and misuse of raised funds.26

In March 2010, the CSRC investigated Zijin for
alleged violations of laws and regulations concerning
information disclosure,?” and again in July of that
year following the Zijinshan chemical spill.28

The accidents listed above have also contributed

to Zijin’s involvement in a number of environmental
and social litigation suits.2® For example, following
the September 2010 tailings dam collapse at Zijin’s
Yinyan tin mine in Guangdong, the China Daily
reported that the Xinyi City court recorded 2,499
lawsuits filed against Zijin with a total compensation
demand of over RMB 340 million.3®  Xinyi Zijin
subsequently sold Yinyan mine in order to pay
compensation to the claimants. In its 2012 Interim
Report, Zijin stated that environmental litigations may
be affecting the Group’s operating results, but did not
go into further detail. 31

Below are two examples of Zijin’s more controversial
projects, drawn from the company’s domestic and
international portfolios. The cases are included here
in order to highlight some of the major challenges
and fundamental issues concerning the company’s
management of environmental and social issues.
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Zijinshan Gold and Copper Mine,
Fujian Province, China

Project Description

Zijinshan is a large-scale gold and copper mine
located on the banks of the Ting River in the
mountains just north of Shanghang County in Fujian
Province, China. Zijinshan is Zijin’s first and most
lucrative gold mine, as well as the largest gold mine in
China. In operation since 2000, Zijinshan uses open-
pit and underground mining technologies, and houses
several gold and copper processing facilities on-site.
In 2011, the Zijinshan mine produced more than 16
tonnes of gold, 1,409 tonnes of copper cathodes and
7,494 tonnes of copper concentrates.32

Impact on Local Society and Economy

Zijinshan has a long-standing presence in Shanghang
County, where the company’s operations started

as a government mineral exploration project in the
early 1980s. The county also hosts the company’s
headquarters. Zijin pays corporate income taxes to
the Chinese government at a rate of 25%,33 and
also contributes to the Fujian economy, employing
2,100 people at Zijinshan alone.?* The company

is philanthropic, and in 2011 donated RMB 275
million to charity. According to the company, most
of the charitable funds were used for local economic
development and social welfare projects.3>

Management of Environmental Issues

At Zijinshan, the company uses a process called heap
leaching to extract gold, which requires storing chemical-
treated ore covered in water in enclosed tailings

ponds. If inappropriately managed, heap leaching can
have serious impacts on soil and the environment as
contaminated water can leak into surrounding areas.
The Ziinshan mine has established a Committee of
Safety & Environmental Preservation and a Management
Department of Environmental Preservation & Safety.
These bodies created board-approved standards for
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the mine that include wastewater management and
solid waste management standards. Zijin states that the
company maintains the quality of water in the Ting River
in accordance with national standards.3¢

However, in July 2010, Zijin experienced two serious toxic
waste spills at Zijinshan, which government investigations
revealed were a result of poor environmental
management.3” During the first spill, which occurred

on 3 July 2010, acid from the mine’s tailings pond
contaminated the nearby Ting River and poisoned 2,000
tons of fish, enough to feed 72,000 people for a year.

At the time, news media stated that this was the worst
environmental disaster at a mine in China in over two
years.3® According to a post-accident report by Zijin,
heavy rains had unexpectedly caused a leak in the tailings
pond. The company expressed regret for the “sudden
leakage” and “a certain economic loss” for the local fishing
industry. Company representatives vowed to conduct a
full clean-up of the Ting River and gave assurances that
water safety downstream was unaffected. 32

However, a subsequent joint investigation by the
Ministry of Environmental Protection, Fujian Provincial
Department of Environmental Protection, Longyan
Government and Longyan Environmental Protection
Department found extensive human error was the
underlying cause of the disaster. The report stated
that the lining of the tailings pond had been improperly
constructed. Furthermore, a year before the spill,
environmental protection authorities had reprimanded
Zijin for illegally draining wastewater into the Ting River.
The authorities had demanded that Zijin immediately
rectify this problem, but no corrective measures were
taken. Downstream of the mine, a broken system for
monitoring the river's water quality failed to alert the
local people of massive contamination, which also
contributed to the extent of the disaster.40

Lack of disclosure regarding environmental
performance

For nine days Zijin delayed warning the public and
its shareholders about the leak. This prevented
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stakeholders from knowing both the potential health
risks of using contaminated water and the economic
losses that the company was likely to suffer as a
result of fines and clean-up costs. Soon after Zijin's
official announcement, China’s media watchdog,

the General Administration of Press and Publication,
revealed that company representatives had attempted
to bribe journalists to keep the disaster at Zijinshan
out of the news.#* The attempted cover-up prompted
the China Securities Regulatory Commission to
investigate Zijin for violating rules for listed companies
on public disclosure of major incidents.*2 The
CSRC's investigation found that Zijin violated Article
67 of the Securities Law, for which Zijin and six of its
top executives were issued warnings and/or ordered
to pay fines ranging from RMB 50,000-300,000.43

Additional Penalties & Losses

Zijin was also penalized by provincial authorities for
the July 2010 Zijinshan chemical spill. In October
2010 Fujian provincial environmental protection
authorities and courts handed down fines against
Zijin totaling RMB 30 million (US$4.5 million). Two
months later, the Fujian Provincial government fined
Zijin's Chairman RMB 705,997 (US$106,566) and the
Vice President RMB 449,768, according to an article
in China's Caijing news citing a Shanghai Stock
Exchange announcement.# These fines amounted
to less than one percent of the company’s 2010 net
income.

The local Shanghang County government ordered
Zijin to reduce output at the mine to a level that
could ensure environmental safety, which was
predicted to cause a cut in gold output of 1 tonne.4
At the time, the China Daily quoted an analyst who
stated that the reduction could cause losses of
RMB 200 million for Zijin (which would amount to
about six percent of the company’s RMB 3.5 billion
net profit the previous year).4¢ Zijin also incurred
expenses in conducting clean-up operations and
repairs and rebuilding of the damaged mine facilities.
Finally, due to the 3 July accident at Zijinshan, Zijin



lost its status as “High Technology Enterprise,”
which meant the company’s corporate tax rate was
raised from 15% to 25%.47

In the company’s 2011 Annual Report, the Chairman
stated that the company had “profoundly learnt from
the painful lessons” of the pollution incidents of 2010.
According to the chairman, environmental and safety
systems were improved, and efforts were made

to increase environmental and safety awareness

and standardize management across the various
levels of the management structure and across the
various Zijin enterprises. Repairs and rebuilding at
the Zijinshan mine were completed during 2011

and reportedly passed examination by the State
Administration of Work Safety. 48

Rio Blanco Mine Project, Piura
Region, Peru

Project Description

The Rio Blanco project is a 6,472 hectare (just under
65km2) copper/molybdenum concession in the Piura
region of northern Peru, close to the border with
Ecuador. The deposit has not yet been exploited but
contains an estimated 1.257 billion tons of copper,
potentially making it one of the largest undeveloped
copper resources in the world. Zijin has predicted
that the Rio Blanco concession would cost US$1.44
billion to develop into a large open pit mine.* A
detailed feasibility study estimated that the Rio Blanco
mine would produce 191,000 tonnes of copper

per year for the first five years of operation.s0 At
January 2013 prices, that output could have a value
of over US$1 billion a year. The feasibility study also
estimated that the mine could operate for at least 20
years. In 2007, Zijin planned to raise capital for the
mine construction with loans from Chinese banks and
equity finance.®! In July 2010, Zijin told China’s Capital
Week publication that an additional investment of an
undisclosed amount was needed in order to better
exploit the mineral resources.52 At present it is unclear
if and how the additional investment was generated,
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and as explained below, the project has run into
difficulties and stalled.

Background of the Rio Blanco Mine Project

The Rio Blanco deposit was discovered in 1994 and
since then various mining companies from Australia,
the United Kingdom, the United States and Peru
have been involved in its development.53 The current
project developer is UK-based mining company
Monterrico Metals PLC. In 2007, Zijin, in partnership
with two other Chinese mining companies, bought

a 90% stake in the company. The Zijin consortium
later sold 10% of its shares to a Korean company;,
and now holds an 80% equity interest in Monterrico.
This consortium is called Xiamen Zijin Tongguan
Investment Development Co. Its members are
Xiamen Construction and Development Group Co.,
Ltd., Tongling Nonferrous Metals Group (Xiamen) Co.,
Ltd, and Zijin International Mining, which is a wholly-
owned subsidiary of Zijin. At 45%, Zijin holds the
largest share in the project.>*

Peru, with the Piura Region highlighted in red
(Map from Wikimedia Commons)
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Exploration of the Rio Blanco concession started under
the ownership of Monterrico Metals in 2003. Around that
time, hostilities between communities and the company
began to build, as sectors of the local population
accused Monterrico of conducting exploratory work
without the consent of local communities, which is
required by Peruvian law (to be discussed below). By
the time the Zijin consortium acquired its share in the Rio
Blanco project in 2007, Monterrico had concluded the
exploration phase and commenced an environmental
and social impact assessment for the development
phase of the project. At the same time, tensions
between the company and some local communities
had erupted into violent conflict and the mine faced
continued opposition from local people who accused
the mining company of operating illegally.

When the Zijin consortium became involved in

2007, a spokeswoman for the company stated that
production of the mine was expected to begin in 2011
after the company worked through environmental
issues and reviewed Rio Blanco’s feasibility study.>>
However, development has been on hold since 2009
due to on-going conflict with members of nearby
communities. Zijin inherited a number of problems
from earlier phases of the project’s development, but
has also been criticized for its own conduct since
acquiring the majority stake in the company.

In July 2012 the company was ready to resume
development of the Rio Blanco project. Leaders of
communities near the mine concession told a Peruvian
NGO that they received letters from the mining company
stating its intention to commence a new environmental
impact assessment for the operational phase of the
mine.>¢ However, members of the local population
continue to oppose the mine, calling into question
whether the project will be able to move forward.

Potential Economic Benefits to Peruvian
Society

Mining is the most important economic activity
in Peru, contributing 8% of the gross domestic
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product’’ and 50% of income tax in 2011.58 The
government allocates half of the tax revenues

from mining projects to projects in the regions and
localities in which mining activities are conducted.
However, misuse of public funds is a risk, as noted

in a 2011 study from Ciudadanos al Dia, a Peruvian
NGO, which found that on average only 59% of funds
allocated to regional and local governments were
spent effectively.>® If developed, the Rio Blanco mine
would not be expected to contribute revenues to the
national, regional and local governments until it begins
to generate income from copper sales. Although local
people could benefit from employment on the project,
others could have to bear the impacts of mining
activities without receiving benefits for as long as 15
years before the mine begins to raise a profit. &

Huancabamba and Ayabaca, the two districts in
which the Rio Blanco project sits, are among the
poorest districts in Peru,5! and, if developed, the Rio
Blanco project could boost the regional economy
through the creation of jobs and development of
infrastructure. For example, the detailed feasibility
study for the Rio Blanco project requires the
construction of roads, power lines and a seaport

on the pacific coast of Peru.62 Although there is

the prospect of the mine generating employment
opportunities in the area, the mine developer has not
made public its policy concerning the hiring of local
people. Additionally, some scholars have noted that
employment generation can sometimes result in harm
as it may result in an influx of “outsiders” from other
areas of the country who may come into conflict with
local people, or create a class of local elites, who
assume superior attitudes in their interactions with the
population.&3

Environmental Risks

The mine concession is in a forest region in the
Huancabamba Mountains, which comprise a fragile
biological corridor for endangered species such

as tapirs and bears, and which feed major rivers
running to the coast and into the Amazon River. Local



communities fear that chemical contamination from
the mine will lead to pollution of these waterways and
their agricultural lands.

Early project plans designed by Monterrico Metals
require toxic tailings from the processed copper

to be kept in dry storage, which the company said
was environmentally superior to storing the waste in
water as it lowers water consumption and exposes a
smaller area to contamination. Independent experts
from the UK-based NGO, Peru Support Group,

who visited the mine in 2006 on invitation from the
mine company, found that the local population may
over-estimate the area that may be affected, but
underestimate the damage that may be caused
downstream from the mine.é* The Peru Support
Group experts warned that the most serious
environmental threat posed by the mine is from acid
that can drain from piles of waste into surrounding
soil and groundwater. According to their report, the
area affected by this acid mine drainage is generally
limited in scope, but the potential for pollution is made
worse by heavy rain. Northern Piura is inundated
with more than 180 centimetres of rain annually,
which is concentrated during November. As a result,
contamination caused by acid mine drainage is “a gift
that may keep on giving for hundreds of years in the
future,” wrote the Support Group experts.6s

After the Zijin consortium acquired its stake in the
company, it was obliged to follow the Environmental
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Evaluation Study developed by Monterrico Metals

and approved by the Peruvian Government in 2003.
However, in February 2008 the Peruvian government
fined the company US$100,000 for non-compliance.
The government cited various violations, including: 66

e Carrying out 129 driling operations although
the environmental assessment only approved
60;

¢ Modifying the exploration project without
obtaining the necessary environmental studies
required by the Ministry of Energy and Mines;

e Exceeding limits for liquid metallurgic effluents
in its exploration activities;

e |Improper disposal of waste material; and

e |nadequate implementation of mitigation
measures, including erosion control and
closing off of access roads no longer in use.

Threat to Local Livelihoods

Communities in the area rely mainly on raising cattle
and growing crops such as organic coffee, mango,
avocado, and bananas for export. Many farmers
also grow corn and other food crops to feed their
families and sell on the local market. Peru's Ministry
of Agriculture is working with farmers in this area to
increase the amount of land available for agriculture
and to boost production. As a result of these
effortsproduction of organic bananas increased by
more than 40% in 2005.67 If the Rio Blanco mine
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goes forward it could open up additional areas of
Piura to mining, and significantly change the entire
area from one primarily oriented to farming, to an
industrialized mining region.

Disputed Land Rights

Disputes with local communities have existed

since before Zijin became involved in the mining
concession, particularly concerning the surface

land rights. Under Peruvian law, rural communities
(comunidades campesinos) hold surface rights

to the land on which they live, although the state
owns sub-surface land rights. Changes about how
community land is used are decided through a two-
thirds consensus vote of community assemblies.
Mining companies must therefore obtain the two-
thirds approval of local community assemblies before
entering community land to do exploration or other
activities.®® Monterrico claim that a group of elected
leaders of local communities gave their permission on
behalf of the communities before the company began
exploration. However, the communities dispute this
and say that their leaders were not authorized to do
S0 because the company had not gained the required
two-thirds approval of local community assemblies.
Additionally, in a 2007 legal referendum among
several local districts, over 90% of the participating
residents voted “no” when asked if they approved of
mining on their communal lands. ©°

In an effort to assert the legality of its operations,
Monterrico stated in January 2007 that it had inherited
the necessary permits to use the communal land
when it bought the assets and rights to Rio Blanco
from one of the project’s previous owners, Minera
Coripacha. According to a public statement, “the
permits were granted by the communities with the
unanimous approval of their assemblies in October
1997.” Monterrico’s stance was supported by Peru’s
Ministry of Energy and Mines, which stated that
even though Monterrico had failed to win community
approval in 2002, Peru’s mining ministry accepted
that land rights were passed from one company to
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the next as the Rio Blanco project changed hands. 70

However, Peru’s Ombudsperson’s Office, an
independent government agency that monitors the
national government’s behaviour with the aim of
building legitimacy for state authorities in the eyes of
its citizens, disagreed. The Ombudsperson’s Office
concluded that the 1997 agreement between the
original mine company and the communities was
solely between those parties involved, not the wider
community.”t Thus, the commmunities maintain that
operations by the mine’s subsequent UK and Chinese
owners do not follow the legal requirements.

Clearly, the companies that have tried to develop

the Rio Blanco concession and the communities
surrounding the mine site have differing interpretations
of Peruvian law regarding the land rights in this case.
Each side of the dispute has received support from
different agencies of the Peruvian government, which
further complicates the issue. Without a cohesive
regulatory framework and resolution to land rights
disputes, tensions have at times escalated into violent
conflict.

Violent Confiict

Since 2004, the Rio Blanco project has been the

site of a number of violent incidents, including the
killing of five community leaders and three company
personnel, although many of these incidents took
place prior to Zijin's involvement in the project. For
example, in August 2005, 28 people were allegedly
detained and tortured by the mine’s security forces
after they protested at the project site. One person
was killed in the incident.”? According to Peru’s
National Human Rights Coordinator and Peruvian
human rights organization FEDEPAZ, members

of the company’s security force, private security
contractors, and the Peruvian National Police were
involved in the torture.”? Kidnapping and torture are
violations of domestic law, as well as the UN Universal
Declaration of Human Rights and the UN Convention
Against Torture, both of which Peru has ratified. In



early 2009, victims of the incident brought a lawsuit
against Monterrico to the UK High Court, which was
eventually settled out of court. In total, Monterrico
agreed to pay the plaintiffs the equivalent of RMB
45.76 million in compensation. As the Zijin consortium
holds an 80% equity stake in the firm it shared a loss
of RMB 34.4 million associated with the lawsuit.7#

Although Zijin was not involved in the Rio Blanco
project when the violent conflicts initially broke out
in 2004, problems continue to plague the project
and violence has continued since Zijin acquired its
stake in the project. In November 2009, unidentified
assailants killed three company workers in an attack
on the project site. In December, two more people
were killed and eight injured in a conflict with local
authorities as police tried to arrest a suspect in the
November attack.”

Recent Developments

The controversy over the Rio Blanco mine project

is not unique in Peru. In recent years the South
American country’s investor-friendly policies have
attracted large numbers of foreign mining companies.
Yet research has shown that the Peruvian government
lacks the resources, regulatory capacity and mandate
to mitigate the local impacts of mineral development
and also shows that conflicts have proliferated around
mining concessions.” Peru’s Mining, Oil and Energy
Society predicted in September 2011 that foreign
investment in the country’s mining sector would fall
by 33% in 2013 due to on-going anti-mining protests
throughout the country. 77

With development of the Rio Blanco mine on hold,
there have been no outbreaks of violence between
local communities and Monterrico since 2009. After
conflict reached its climax, the Zijin consortium
hired an international corporate social responsibility
consultancy to assess and develop a strategy for
ameliorating conflict with local communities. During
its assessment in 2010, the consultancy’s conflict
resolution experts observed that it would be difficult
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for the Zijin consortium to move forward with
construction unless it was able to re-open dialogue
with communities, build their trust and address core
environmental and social issues. 78

In March 2011, Peruvian civil society groups
CooperAccion and FEDEPAZ, in collaboration

with Friends of the Earth-US and Belgian solidarity
organization CATAPA, petitioned the Hong Kong
Stock Exchange to ensure that Zijin Mining Group
fully discloses material risks associated with the Rio
Blanco Mine.” International media reports about
the company’s controversy in Peru have appeared in
various newspapers and media agencies, including
Hong Kong’s South China Morning Post.8

Implications of Environmental
and Social Practices

Zijin has rapidly expanded its operations in China and
abroad to become one of China’s most important
producers of gold, copper and other metals. Zijin’s
investments have benefitted the economies of China
and other countries in which it operates through

tax revenues, social development projects and

job creation, but at the same time, Zijin has faced
numerous challenges and has not always dealt
effectively with environmental and social issues. The
company has a history of environmental accidents,
violations of environmental laws and information
disclosure rules, as well as poor relations with local
communities. These issues have caused negative
environmental and social impacts including distrust
among shareholders, communities and government
officials, large-scale pollution, loss of livelihoods, and
in some extreme cases, violent conflict.

Zijin has taken measures in response to concerns
about its poor environmental and corporate
governance, and as stated above, Zijin’s Chairman
has expressed that the company “profoundly learnt
from the painful lessons” of its 2010 environmental
accidents.8! In response to the Zijinshan pollution
incident and other accidents the company improved
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mine infrastructure in relation to safety and
environmental protection, paid government fines
and began to settle compensation claims related to
damages to local livelihoods.82

However, concerns about the company’s
environmental and social performance persist
because of its past failures to comply with
government environmental and information disclosure
regulations. Notably, Zijin’s management ignored a
warning from environmental protection authorities

in Fujian about illegal waste disposal from its tailings
pond at Zijinshan for more than a year before the

3 July chemical spill occurred.8 Zijin reported in
December 2009 that it took corrective measures in
response to issues raised by the Fujian branch of the
China Securities Regulatory Commission regarding
poor information disclosure and other corporate
governance issues.8 However, just six months

later Zijin attempted to cover-up the chemical spill

at Zijinshan. These experiences suggest that in the
absence of a major scandal or incident Zijin has not
taken adequate measures to bring its operations into
compliance with laws and regulations intended to
protect the environment and society.

As a publicly listed company registered with

the stock exchanges in Shanghai and Hong

Kong, Zijin also has an obligation to report to
shareholders regarding the non-financial risks posed
by its projects.8> Yet, Zijin delayed disclosing to
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shareholders the occurrence of the chemical spill

at Zijinshan, and has failed to report conflicts with
local communities over the Rio Blanco mine project
in Peru. These events represent major incidents and
on-going challenges to the company’s operations.
Without proper disclosure, shareholders are unable
to evaluate the risks of investing in Zijin.

Risks Associated with
Overseas Investments

Since 2005 Zijin has sought to invest in overseas
projects, and global expansion is key to the
company’s growth strategy. However, some of Zijin's
investment practices raise concerns that the company
undervalues environmental, social and political risks
as it goes abroad and lacks adequate internal policies
and mechanisms to mitigate these risks.

As Zijin goes abroad it is investing in risky projects

in order to secure affordable mineral resources, but
there is evidence to suggest that it has done so
without always conducting adequate due diligence
to assess environmental and social risks. Zijin's
president for international affairs recently told China’s
Caixin publication that “In less-developed countries,
we pay low prices to get mines with rich resources,
but they also have high risks.”8¢ However, in the past
the company has not always properly considered
the risks of investing overseas. For example, in 2009
Zijin’s own Supervisory Committee found that the
company may have overstated the value of some of
its overseas assets because of “problems [arising]
from the social and environmental protection in local
society, [and] higher political, economic and cultural
risk for overseas investments.”s” Conflict between
Zijin and local communities regarding development
of the Rio Blanco project in Peru underscores the
consequences of investing in projects with high non-
financial risks.

Rectifying problems related to non-financial risks
is important to Zijin's overseas expansion, but is
a challenge for the company. Zijin's Supervisory



Committee has recommended that the company
strengthen internal policies and mechanisms

for mitigating non-financial risks: “The senior
management of the Company should plan and
analyse carefully, adopt risk prevention measures,
and build a foundation for future development.”s8
However, Zijin has been slow to take the necessary
steps to resolve conflict near its Rio Blanco project.
According to Zijin's social responsibility consultants,
these steps include addressing core environmental
and social issues such as disputed land rights.

The perception among local communities that the
company’s presence in the project area is illegal
contributes to continued suspicion and resentment
toward the company. In the future, Zijin’s failure to
recognize the land claims of local people and address
conflict accordingly could result in the company
making more risky investments like the Rio Blanco
mine.

Conclusion

Zijin’s business is being impacted by its failure to
comply with environmental laws and stock exchange
rules and by the inadequacy of its internal policies
and mechanisms to control non-financial risks. Some
of the negative impacts on Zijin’s business highlighted
in this case study include fines for environmental
violations from government authorities, costs related
to accident clean-up, compensation to affected
communities, project delays, and reputational
damage. Internationally, Zijin has made investments
with high environmental and social risks, such as the
Rio Blanco Mine, calling into question the company’s
due diligence practices.

On the other hand, the high-profile mistakes that

Zijin has made have served as a catalyst for broader
government reforms and public outcry about
corporate mismanagement of environmental issues.
In September 2010, China’s Ministry of Environmental
Protection released a draft of the Guidelines for Listed
Companies on Environmental Information Disclosure.
The guidelines instruct listed companies to fulfil more
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explicit environmental protection responsibilities and
environmental information disclosure obligations.s?
Additionally, the Chinese media and civil society have
used Zijin as an example of the need for increased
attention to the impacts of corporate environmental
pollution and called for harsher punishments for
Zijin and other companies that violate laws and
regulations.?® With stronger adherence to laws and
stock exchange rules regarding environmental and
social disclosure, improved due diligence prior to
acquisition of new assets, and with greater respect
for the concerns and rights of those affected by its
projects, Zijin can be better positioned to achieve
sound investments. @

At the time of writing, Adina Matisoff was an independent researcher
enrolled at the School of Forestry and Environmental Studies,

Yale University. This case study is based on field and desk-based
research conducted between June 2012 and January 2013, as well as
previous monitoring of the company’s activities conducted for the
international environmental organization Friends of the Earth-US
between 2009-2011.
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sepon Gopper & Gold Mine, Laos

By Greenovation Hub

Introduction

State-owned China Minmetals Corporation is one of
China’s biggest mining companies. Like many other
Chinese mining firms, Minmetals has in recent years
increased its investments in overseas mining projects. In
2009 the company acquired the majority of the assets
of the Australian company OZ Minerals. This included
the Sepon gold and copper mine in Laos, which is the
subject of this case study. The Sepon mine has grown
to play an increasingly important role in the economy of
LLaos, and has developed a reputation for having high
environmental and social standards. This case study
was developed in order to explore this further. It provides
a brief introduction to the current state of mining
investment in Laos, followed by an overview of Chinese
investment in the country. The case study then goes

on to discuss the background of the parent company,
China Minmetals, after which the focus moves to MMG
and the Sepon mine.

This case study is the result of desk-based research
conducted from Beijing and field research in Laos.
Greenovation Hub met in Vientiane with international
and local non-governmental organizations (NGOs), an
employee of the mining company MMG LXML Sepon,
several former consultants and staff of company, and

a number of international consultants working in the
Laos development sector.! It is important to note that
it was not possible for Greenovation Hub to travel to
the project site or to gather first-hand testimony from
project beneficiaries or people who may have been
impacted by the mine.%2 This case study should not be
read as an endorsement of the company or its projects,
but rather as an example of a Chinese acquisition of

an established international mining company and the

subsequent adoption of its systems and safeguards.

The Mining Sector of Laos

Although Laos is a poor country it is extremely rich

in natural resources, including timber, agricultural
products, water resources, and minerals such as
gold, copper, zinc, tin and lead. Although the country
is resource rich, its physical infrastructure is still
limited, which means that the capacity to develop

its natural resources is still relatively low. The Laos
Government is promoting foreign direct investment

in order to reduce dependence on aid and promote
national development. The country’s natural resources
are seen as a vehicle for increasing national revenue
and eradicating poverty, and the government has
identified hydropower, mining, tourism, and the timber
and agricultural processing industries as high priority
areas for investment and development. 93

A 2011 report by the International Council on Mining
and Metals (ICMM) found that since 2003, the

mining industry accounted for 80% of foreign direct
investment in Laos and was responsible for 12% of
government revenues and 10% of national income.%
Aside from China, there are also mining companies
from Australia, Vietnam, and Thailand, among others,
investing in Laos’ mining sector.%> Mineral deposits
have been identified in over 570 sites across the
country and investment in the sector is likely to
continue to grow.% Mining projects in Laos vary in size,
and include small-scale artisanal mining, small and
medium sized commercial operations, and two major
mines: the Sepon mine and the Phu Kham mine (owned
by Australian company, PanAust). As of 2011, the
Sepon and Phu Kham mines accounted for more than



90% of national mining production in Laos. 7

Various reports indicate that the operations of small
and medium size projects have been poorly regulated,
and companies responsible for these projects have
often been criticized for their lack of consideration for
environmental impacts.? According to ICMM, these
companies are difficult for the government to monitor
“due to their large number and footloose approach

to mining”. Additionally, they often lack expertize in
handling toxic chemicals, and pay little or no tax.? This
opinion was also reflected in a number of interviews
conducted in Laos by Greenovation Hub, and small-
and medium-scale mining companies (especially those
from China and Vietnam) appear to be developing a
reputation for poor environmental standards and lack
of communication with affected communities.

Over the last decade China has become a major
investor in Laos, and in January 2013 the Chinese
Ambassador to Laos stated that China’s year-on-year
investments in Laos had exceeded US$4 billion, putting
China among the top three investors.1% According to

a presentation by Laos’ Department of Geology and
Mines, as of March 2010 there were 269 mining projects
in Laos at various stages of operation. Of these projects,
186 were foreign owned, of which 102 projects were
held by 59 Chinese companies.’! Laos has also asked
the Chinese Government to provide aid to support
surveying the country’s mineral resources. According

to an article in the South China Morning Post, this aid
would result in the Lao Government giving priority to
mainland Chinese firms when approving applications for
mine development rights. 102

China Minmetals Corporation
Company Background

China Minmetals Corporation

is one of China’s largest mining
companies and the country’s largest metals trader.
Minmetals is a state-owned enterprise (SOE) under
the oversight of the State Assets Supervision and
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Administration Commission (SASAC). Founded in
1950, Minmetals is a well-established company,
and according to the company website: “the Group
has comprehensively pushed forward strategic
transformation from a traditional state-owned
enterprise under the planned economy to a modern
independently-operated enterprise with strong
competitiveness”. 103

Despite the economic crisis and unstable demand
for metals, in 2010 the company’s year on year
profits rose 123%, and in 2011 profits rose by 98%,
reaching a record level of US$2.03 billion.2%4 The
company’s profits dropped to US$1.3 billion in 2012,
which was blamed on falling global commodity prices
and the economic slowdown.1%  Despite a dip in
profits, Minmetals is still a global player in the mining
and minerals sector, and in 2013 was ranked 192nd
in the Fortune Global 500 list.106

As Minmetals is a state-owned enterprise, SASAC
plays the role of investor on behalf of the State.
Minmetals has established a Board of Directors and
Board of Supervisors to manage and oversee the
company’s operations. 107

Minmetals’ Activities

According to the company’s website, Minmetals

is China’s largest steel trading company, a major
exporter of coke, coal and ferroalloys, and the
largest importer of iron ore.19 The company is also
involved in the mining and production of various
non-ferrous metals including copper, aluminium,
tungsten, tin and rare earths, and is China’s largest
importer of copper. 109

Minmetals has a global portfolio of projects, and
according to its website, the company “benefits
from its global marketing network with 44 overseas
companies in 15 countries and regions”.110 Among
the company’s overseas projects is a steel complex
in India,!*1 and joint-ventures to develop copper
resources in Chile, bauxite in Jamaica, and copper
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Minmetals Ranking Among China’s Top Companies Investing Overseas

Year Largest companies by ODI

Largest companies by foreign

Largest companies by foreign

stock assets revenue

2006 20" 23 13"
2007 20" 25" 12"
2008 14" 26" 10"
2009 14" 18" 11"
2010 12" 17" 12"
2011 - - -

2012 12" 17" 17"

and gold in Peru.112 |In March 2012, Minmetals’
subsidiary MMG bought the Canadian company,
Anvil Mining, for US$1.28 billion and in the process
took over Anvil's copper mine in the Democratic
Republic of Congo.13 Minmetals has stated publicly
that it aims to increase overseas investments

in the coming years, and in 2011 the executive
director stated: “We aim to multiply ferrous mining
assets by tenfold during the next five years, with
overseas mining assets accounting for more than
50 percent”.1* MMG is an important vehicle for this
global expansion, and in April 2014 the subsidiary
led a group of Chinese companies in the purchase
of Glencore Xstrata’s Las Bambas copper mine in
Peru for over US$6 billion.115

In terms of outbound investments, assets and
revenues, Minmetals has consistently ranked

highly among the top Chinese enterprises investing
overseas. The table below shows Minmetals’
rankings among the top Chinese enterprises investing
overseas in terms of outbound direct investment (ODI)
stock, foreign assets and foreign revenue:!16

Minmetals’ Corporate Social Responsibility
Commitments

Minmetals has made public its commitment to fulfil its
corporate social responsibilities and has also made
efforts to publicize its membership in the United
Nations Global Compact. The Global Compact is a
voluntary initiative through which companies commit

Note: information for 2011 not available at the time of writing.

to align their operations with ten principles covering
human rights, labour, the environment, and anti-
corruption. Minmetals also participates in Global
Compact LEAD, a platform that was set up in 2011
“to challenge highly engaged companies in the UN
Global Compact to reach further, to experiment,

to innovate, and to share learnings”.17 In 2010,
Minmetals’ president spoke at the Global Compact
Leaders’ Summit and stated that “Sustainable
development is not only a requirement of corporate
social responsibility, but also a requirement of
corporate survival and development.”118

Minmetals’ has published annual sustainability
reports since 2008.11% These reports follow the
Global Reporting Initiative’s mining and metals
supplement, and detail the company’s progress in
areas such as mine safety, environmental protection,
employee and customer relations and community
development. In the 2010 report, the company
president states:

“We incorporate the management of
stakeholders into our business operation and
pursue harmonious win-win results ... We
persist in conducting responsible operation
around the world and jointly create sustainable
global communities ... we commit ourselves
to building harmonious community relations
and actively get involved in community welfare
and cultural heritage in China as well as
Australia, Laos, Peru, Chile, etc.” 120
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According to the company website, during 2006-
2010, the company paid taxes of RMB 23.3 billion
and donated more than RMB 100 million to charity
and public welfare activities in education, disaster
relief and poverty alleviation. 12

Minmetals’ development philosophy (from company website, 2014)

MMG Limited

Company Background

In April 2009 it was announced

that Minmetals had agreed a
US$1.39 billion takeover deal with Australian mining
company OZ Minerals.122 The company headquarters
are located in Australia,’? and since 2010 MMG
assets have been listed on the Hong Kong Stock
Exchange.’?* As of June 2013, China Minmetals
owned 74% of MMG shares, with the remaining
26% owned by public shareholders including global
resource and investment funds. 125

Corporate Structure and Governance

The company is governed by a board of nine directors,
which formulates overall strategies and polices for the
company. The board delegates day-to-day management
of operations to the CEO and Executive Committee.126
In addition to the Board, the company has established

a number of committees which aim to ensure that
MMG business practices maintain a high standard.
These committees include an Audit Committee; Safety,
Health, Environment and Community Committee; and a
Disclosure Committee. 127

MMG's Main Activities

MMG'’s current portfolio includes the Century, Golden
Grove, and Rosebery mines in Australia, the Sepon
copper mine in Laos, Kinsevere copper mine in

L7HL[ ([Cl (’IOPII]CI]T, ”

President of China Minmetals Corporation, 2010

Democratic Republic of Congo (DRC), and the Las
Bambas copper mine in Peru. MMG is one of the
world’s largest producers of zinc, and also produces
copper, lead, gold and silver. 128

In 2009, the President of China Minmetals was
quoted in the China Dalily as saying that the global
economic downturn saw the share prices of many
international companies drop drastically, which
opened the door for Chinese companies to make
low cost acquisitions abroad.?® This is illustrated
well in the acquisition of OZ Minerals, which at the
time of the takeover was reportedly experiencing
serious financial difficulties and deeply in debt.13¢ The
President has also stated that MMG will serve as
an international investment platform for Minmetals
through which further overseas mergers and
acquisitions will be conducted. 13t

MMG'’s Commitments to Social &
Environmental Standards

MMG is clearly concerned with presenting a positive
corporate image, which includes a strong public
commitment to the environment and communities
where the company is active. According to the
company’s 2011 annual report: “The care for people,
environment and stakeholders is of the utmost
importance and is integrated into the management of
our business.”32 MMG recognizes that promoting a
responsible culture and best practice in key areas will
help the company to become a leader in the global
mining industry. 133

In addition to a number of internal policies and
management systems related to health and safety,
environment, and community engagement, MMG
states that it is committed to “align with international
best practice in sustainability”. One way in which

it seeks to do this is through membership of

the International Council on Mining and Metals
(ICMM). MMG uses the sustainability criteria of the
ICMM'’s Sustainable Development Framework as a
benchmark for the company’s performance.134 The
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Framework includes the integration of 10 principles
into corporate policies, covering areas including
ethical business practice, human rights, sustainable
development, health and safety, and environmental
performance. The company aims to align with the
principles by 2014, 135

MMG is also a supporter of the Extractive Industries
Transparency Initiative (EITI), and contributes
financially to EITI through its membership of ICMM.
The company is an active participant in the EITI
candidacy of the Democratic Republic of Congo and
in the implementation of an EITI pilot in Australia. 136

The Sepon Copper & Gold Mine,
Laos

Project Background

In 2002, the Sepon Mine became the first major
commercial private-sector mine to commence
operations in Laos.*3” The project was initially owned
by the mining giant Rio Tinto, who conducted
exploration in the area in the 1990s. It was
subsequently acquired by Australian mining company
Oxiana in the early 2000s. In 2008, Oxiana merged
with another Australian company, Zinifex, and the new

Location of the Sepon Mine
(Map from Minmetals Resources 2011 Annual Report)
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company was hamed OZ Minerals. The company fell
into financial difficulties soon after the merger, and
Minmetals acquired most of OZ Minerals’ assets in a
2009 takeover. 138

Sepon is an open pit mine and is located in the
Vilabouly District of Savannakhet Province. The mine
is operated by a locally registered subsidiary called
Lane Xang Minerals Limited (LXML). MMG owns
90% of LXML and the Lao Government owns the
remaining 10%.13? Initially the mine produced both
gold and copper.

Sepon began producing gold in 2002 and ceased
in December 2013. Gold was obtained through
open pit mining of oxide gold ore, and according to
the MMG website, Sepon produced over 1 million
ounces of gold since commencing operations. Gold
was transported from the mine to Australia and then
refined into gold bullion.**° In recent years, gold
deposits began to dwindle, and lower global gold
prices resulted in reduced profitability. In late 2013 the
company announced that it would halt gold mining
and instead focus on copper mining. 41

Copper production commenced in 2005, and in 2011
the mine completed an expansion project which
raised annual output from 65,000 tonnes to over
80,000 tonnes of copper cathode per year.*2 The
mined ore is crushed and milled using a sulphuric
acid solution and any remaining copper is then
removed through acid leaching.1#3 The copper
produced at Sepon is of high quality, and has been
certified Grade A by the London Metals Exchange
and is sold to markets in Southeast Asia.l*¢ Current
reserves are expected to be exhausted in 2020, but
the company is actively conducting exploration in
areas around the current mine site which may extend
the life of the mine. 14>

In 2013 the Sepon Mine generated US$746.2 million
in revenue (down 7% on 2012), and earnings before
interest and taxes stood at US$396.5 million (down
19% on 2012). Although copper production at Sepon
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hit a record 90,030 tonnes, the mine’s earnings were
reduced due to lower global commodity prices. 146

Positive Impacts of the Sepon Mine

Since the Sepon mine became operational in 2002, it
has become a major source of revenue for the Laos
Government, and has played a significant role in
providing employment and facilitating development in
the district of Vilabouly.

Revenues and contribution to GDP: The Sepon
mine has become an important source of revenue
for Laos. This has been raised mainly through profit,
income, and fuel taxes, as well as royalties on gold
and copper produced at the mine. According to a
2010 economic analysis of the mine conducted by
an Australian consulting firm, the mine contributed
5.67% of Laos’ GDP directly and a further 2.56%
indirectly. The same study found that approximately
25% of mine revenues were paid to the government
in various taxes and royalties.*? It was reported in
April 2013 that the Sepon mine contributed a total
profit tax of US$120.2 million for 2012. Additionally,
the Lao Government received US$28.5 million in
dividends from its 10% share of the company.14¢ In
September 2013, the total direct revenue raised

by the mine since operations commenced reached
US$1 billion. 149

Increased exports: According to a 2011 report by
ICMM, the mining industry in Laos accounts for
45% of total exports.150 Analysis by the Centre for
International Economics found that in 2010 exports
from Sepon accounted for around a third of Laos’
total exports. 15t

Employment at the mine: In 2011 the mine employed
on average over 2,800 people, of which 1,508 were
permanent employees and the rest temporary.

Over 90% of employees were Lao nationals,
approximately half of which were local to Vilabouly
District, where the mine is located.152 In addition to
staff employed directly by MMG LXML, a further 2,654

From MMG website, Company Overview, 2013

were employed by subcontractors.153 Increase in
disposable income and need for local services has
also generated downstream employment.

Increase in local incomes: According to a 2011 paper
by MMG LXML, incomes in the villages closest to the
mine increased significantly between 2001 and 2009.
In 2001, average annual income among the local Phu
Tai ethnic population was US$80 per person, and the
average income for Mahkong and Tri ethnic groups
was only US$33. This rose to US$480 and US$300,
respectively. In some villages outside the area of direct
impact, average incomes rose to over US$250 by
2009.1%4 |CMM'’s 2011 study found incomes in the
area have risen by up to seven times since the mine
began operations.1*s Average statistics such as these
can obscure how equally the benefits are shared by
local people, but surveys conducted by the company
have found that the breakdown of income figures for
2001 to 2009 also show a drop in inequality within and
between villages in the Sepon area of direct impact. 136

Infrastructure development: The project has
contributed to the development of local infrastructure
in the form of improved roads, telecommunications,
and electricity supply.1? These improvements were
developed in order to serve the project, but local
people may also be benefiting from the improved
infrastructure.

Clearance of unexploded ordnance: Laos is the
most heavily bombed country in the world per capita,
and over 2 million tons of ordnance was dropped on
the country during the Vietnam War. Up to 30% of
some types of ordinance failed to explode, and over
25% of Laos villages are still affected by unexploded
ordnance (UXO).1%¢ Sepon is severely affected by
UXO and local de-miners are employed to clear
areas that the company wishes to enter. In 2011,
400 people were employed for UXO clearance and
teams clear around 500 hectares per year. In 2011
the company claimed to have destroyed 2,952 items
of UXO - bringing the total to 80,000 munitions
removed from the Sepon site since exploration began
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in the late 1990s.1%  Again, UXO is cleared in order
to open areas for mine development, but local people
may also benefit.

Community development: The company has
several programs for channelling mine revenues into
community development in Vilabouly District and the
province of Savannakhet. This is discussed in more
detail later in the case study.

Potential Impacts, Risks and Challenges

Large-scale investments in the exploitation of

natural resources come with potential economic,
environmental and social risks. This is especially true
when such investments are located in developing
countries with weak rule of law and governance. A
number of people interviewed for this study raised this
concern, highlighting Laos’ low levels of transparency
and historically poor levels of communication
between government and communities affected by
development projects.

Local government budget cuts: Provinces that
receive large-scale foreign investment such as mining
or hydropower often see their annual provincial
budgets cut by central government. This was
confirmed by ICMM'’s 2011 study, which found that
those living in the same province, but not in the
vicinity of mining projects can be negatively impacted
by such cuts:

“The net effect of this policy on districts far
from the mines but within the same province
could be doubly negative — they are located
too far away from the mine-affected area to
benefit from the jobs, additional infrastructure
and community development funds of the
mining companies but are subject to the
same “mining-penalty” that reduces central
government transfers.” 160

Market risks: The mineral market can be volatile, and
this has been especially true in recent years since
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Map of concession areas taken from the website of the Lao Department of
Geology and Mines. The Sepon concession is marked with the number “4”.

the onset of the global financial crisis. Initially the
Sepon mine was a profitable venture for OZ Minerals,
with the company website describing the project

as the “company maker” for Oxiana.1e! However,
when copper prices collapsed in the late 2000s,

the company fell into serious financial difficulties.
Production slowed down and profits dropped, and
the dire economic situation ultimately led to the
company’s acquisition by Minmetals.

As already discussed, Sepon contributes a huge
amount of revenue to the Laos Government and the
local area, and products from the mine constitute a
large portion of the country’s exports. Fluctuations in
mineral prices and mine productivity could therefore
have potentially serious and far-reaching impacts on
Laos’ economy. ICMM has raised this concern, stating:
“if commodity prices were to fall again (as they did
dramatically in 2008), an overdependence on mineral
revenues could result in serious macroeconomic
instability as these revenues dry-up.”162

Impacts on local communities: As of 2013, mining

or exploration activities impacted on 27 communities
around the mine, which included around 13,000 people.
Thirteen of these communities, or 7,000 people, were
considered by the company to be “directly affected”.163
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Initially only six villages were directly impacted, but after
the copper mine’s expansion in 2010, additional villages
came under the area of impact. 164

Impacts on land: The total area of the Sepon
concession covers 1,247 square kilometres, and
the total area of current mining and exploration

is approximately 360 square kilometres.165 The
mine has led to the acquisition of a large area of
land, which caused the resettlement of two villages
when the mine was first approved (prior to MMG'’s
involvement). As the project has developed, there
was no further resettliement and land needed for
the project was purchased by the company. The
project has also resulted in some loss of access to
non-timber forest products for local people.t6¢ |and
issues and mitigation measures are discussed in
more detail later in this case study.

Impacts on ethnic minorities: Laos has a relatively
small population of 7 million, but is ethnically diverse,
with over 100 ethnic sub-groups within 49 ethnic
groups recognized by the Lao Government. The non-
LLao ethnic groups are generally economically worse
off, and constitute the majority of the population in
Laos’ poorest districts. According to a publication of
the International Work Group for Indigenous Affairs,
non-Lao ethnic groups face “various livelihood-related
challenges, and their lands and resources are under
increasing pressure from government development
policies and commercial natural resource
exploitation.” 167

The population in the area of the Sepon mine is
ethnically diverse, and includes the Laos-speaking
Phou Tai, and Mon Khmer-speaking Mahkong

and Tri ethnic groups.16¢ According to one report,
in 2009 villagers who were unhappy with a lack

of employment options at the mine organized
blockades of the mining site to prevent supplies from
arriving.16? It was not possible to verify this report,
and a company representative interviewed for this
case study was unaware of the incident. However,
as the mine is expanding into Mon Khmer areas, 170

Vientiane Times, April 2013

measures will need to be taken in order to avoid
future conflict with affected people. This is especially
pertinent given the fact that future employment
opportunities may not be as extensive as in previous
stages of the mine’s development — see section on
future employment below.

Rapid social change in the area of the mine: The
mine has led to rapid social change in the area,
including considerable migration. This has included
migration of Lao speakers into areas that were
previously occupied solely by Mon Khmer speaking
villages. Between 2001 and 2009, the population in
the original mine impact area more than doubled from
1,088 to 2,245, and the population of the Vilabouly
District centre has risen fourfold. Migration control
measures were put in place, but they were evidently
unable to deter the many people who were attracted
to the area in search of employment.17t

Environmental impacts: As mentioned above, the
mine concession covers a large area, which overlaps
with several areas of significant environmental
importance. The Nam Kok River flows through the
concession, and the edge of the concession area
overlaps slightly with the Laving Lavern, Xieng Toob
and Konexe-Nongma Provincial Protected Areas,
although MMG LXML is not currently involved in any
mining activities in any of these protected areas.172
MMG’s 2011 sustainability report states that the
mine site includes two areas which are “hotspots”
for elephants,73 and biodiversity studies recorded a
number of animal species in the area that are included
in the endangered species list of the International
Union for the Conservation of Nature ((JUCN). 174

At the time when Oxiana was first seeking financing
to develop the mine, a number of non-governmental
organizations raised concerns that the project

would have major environmental impacts. One
specific concern raised was that the project’s use

of cyanide heap leaching could pollute the local
area.'’s However, according to a company employee
interviewed for this study, this information was
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Between 2001 and 2009, the papularion qf the mine impact area incrcascdlﬂ‘om 1,083 to 2,245.

The population ‘?/f the Vilabouly District centre in('rca.xc([lfbuz{ﬁ?/([.
MMG LXML publication, 2011

incorrect and heap leaching has never been used on
the Sepon project. The gold plant does use cyanide,
but also uses a detoxification circuit to treat the
cyanide after the leaching process is complete. The
company is certified as meeting the requirements of
the International Cyanide Management Code, which
requires that company operations using cyanide are
audited by an independent third party to confirm
compliance with the code. 176

Limited future employment: During the development of
the project, preference in job recruitment has gone to
those who lose land to the project, followed by residents
of villages directly affected by the project, and finally to
the residents of Vilabouly District.2”7 The main body

of the workforce was hired when the project became
operational, however, future expansion of the project is
not likely to lead to a significant increase in the workforce.
Generally speaking, modern mining is capital but not
labour intensive, and although the Sepon and Phu Kam
mines contribute a significant percentage of the country’s
GDP and mining products account for a large volume

of national exports, as of 2011, the two projects only
employed 1% of Laos’ national workforce. 178

A 2011 report by the company reflects on this,
stating that the mine’s future neighbours will “be
difficult to please because the biggest relative

gains their community can reasonably expect to
obtain from the mine’s presence have already been
achieved.”” In its 2011 report, ICMM states: “As the
mines’ footprint grows, land will be lost to operational
requirements but it is unlikely many new jobs will be
created to offset the loss of land. While compensation
procedures are well established, it is jobs that the
people value most highly in these poor areas.” 180

Long-term prospects for mining and its contribution
to the Lao economy: Prior to the arrival of the mine,
the area was desperately poor, and the increased
income and economic opportunities in the area of the
mine therefore appear to have been welcomed by
many local people. However, incomes remain heavily
dependent on the mine. This raises challenges for

post-mine sustainability and on-going development in
Vilabouly, and highlights the need to develop local skills
in areas that will be profitable after the mine closes. 181

Overview of Environmental & Social Policies in
Place at Sepon

After the acquisition of OZ Mining by Minmetals, the
original management team and personnel were kept
in place.®2 In addition, policies and systems that were
established for management of health and safety,
social and environmental impacts were also kept in
place, and continue to develop. MMG has company-
wide Sustainability Standards which apply to all
operations, including Sepon, and cover the various
phases of the mine lifecycle.

Policies related to community and environmental
issues are implemented through the company’s Social
Sustainability Department and Environment Department,
and the company states that it aims to be a leader in
environmental management in Laos.183 In addition,
MMG has a Code of Conduct that deals with issues
such as conflicts of interest, legal compliance, and
management of gifts, entertainment and gratitudes.18*
MMG applies these standards to new acquisitions, and
according to a presentation on the company website,
the company’s newly acquired Las Bambas mine

in Peru will adopt MMG standards, processes and
systems.18 MMG has published annual sustainability
reports since 2010, which are prepared according to
guidelines set by the Global Reporting Initiative.

Management of Environmental Issues at Sepon

MMG has internal environmental performance
standards that set minimum standards for operations
and focus on the key issues of: environmental
management and compliance; land and biodiversity
management; energy, greenhouse gas emissions
and climate change; water management; and mine
closure planning.18 The company’s environmental
management systems received ISO 14001
certification in 2008. 187
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“We also aim to be com[)]ian[ with mdm‘tr)‘ best pru(tice, in order that we can continue to be leaders in environmental

Environmental and social impact assessments:
Oxiana conducted the first environmental and
impact assessment (EIA) for Sepon in 2001. This
was followed by several additional assessments as
different aspects of the project expanded. MMG
LXML relies on the previous company’s EIAs, but
also conducted additional assessments on the
copper expansion in 2009 and possible future
expansion of gold oxide mining. In total six EIAs were
conducted between 2001 and 2009, and one Initial
Environmental Examination in 2011, 188

Oxiana originally sought financing for the mine

from the International Finance Corporation (IFC).
According to an article by former Oxiana employees,
the IFC played a significant role in setting the terms
of reference for the gold mine’s EIA and Oxiana also
adopted IFC standards when conducting the EIA for
the copper mine (although the company ultimately
decided not to pursue IFC financing). 18°

Water use and management: The project draws
water from the Nam Kok River for use in the
processing of minerals extracted at the site. The
project has an on-site water treatment facility and
dedicated staff to monitor discharge. If water is found
to be above the company limits for pollutants it is

not discharged and is instead treated further. Water
use is intensive, but a great deal of the water used
during the mining process is recycled and used
multiple times before being discharged.1® According
to a 2011 company overview, of 34,200 water
samples tested 99% complied with company safety
standards.1t While this score is high, it also indicates
that over 300 samples failed to pass quality tests.

Waste disposal: Solid waste is tested and sorted
into potentially acid-forming and non-acid forming.
Acid-forming rock can cause acid drainage into the
surrounding area if left exposed to oxygen and is
therefore disposed of in on-site rock dumps where
waste rock is placed in pits and covered in water.192
After copper has been extracted during the leaching
process, the slurry that is left over is mixed with

management in Lao PDR and elsewhere.”

MMG LXML Sepon, Annual Review 2011

limestone to neutralize acid and pumped into tailing
pits.19 While there is a comprehensive process

in place for dealing with waste, some of these by-
products may remain toxic long into the future.
After the mine closes and the company leaves, the
local government will have to arrange continued
supervision and maintenance of tailing pits.

Environmental incidents: As mentioned earlier, there
have been no reported major environmental incidents
at the Sepon mine, and no major spills or fish kills
have been reported by the company.1# In interviews
with NGOs active in Laos, no interviewees were
aware of any such incidents occurring.

Rehabilitation: The environmental impact assessment
for the Sepon mine includes a plan for the rehabilitation
of the area after mining operations have ceased. As

of November 2012, 97 hectares of land had been
rehabilitated since 2003, leaving a further 1,570 hectares
that still require rehabilitation.1> There has not been a
significant amount of rehabilitation to date as mining and
exploration is still on-going in a number of areas and
expansion to new areas is possible in the future. 19

Labour & Worker Safety

MMG has standards for labour which include

a commitment to hire people under terms and
conditions that comply with legal standards, provide
safe and healthy working conditions, and ensure a fair
workplace free of discrimination.¥” The company also
works to build the professional capacities of its staff.

Local employment & training: As discussed above,
MMG LXML seeks to hire local workers when possible,
and the company is working to increase the localisation
of its work force. Employees are given access to training
and skills development programs including technical
training courses, professional development, English
language, and computer skills.1% The company also
invests in overseas training and 37 employees from
Sepon graduated with vocational qualifications from the
University of Melbourne in 2011.199
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Worker health & safety: MMG has a company-
wide vision of a “Zero Harm and Fatality Free”
workplace, and has stated that improving health
and safety performance is a priority.2° The Sepon
mine conducts safety training and campaigns

but acknowledges that this is a challenge as: “a
modern industrial safety culture is relatively new to
Laos ... In particular, enforcing safety standards
with subcontractor companies is an on-going
challenge.”21 The company states that its injury
frequency rates compare favourably to mine sites

in Australia,202 but unfortunately, in February 2012

a contractor died at the Sepon Mine in a vehicle
accident.203 Al full time employees are entitled to an
annual health check,2%4 and the company actively
monitors employee health and tests the levels of lead
and other metals in workers’ blood. 205

Community Development

MMG seeks to maintain good relations with the
communities in areas where it has operations, and the
company’s stated approach is to consult with, listen
to and respond openly to community stakeholders.206
The company also makes contributions and
investments in areas where it operates, and according
to its sustainability report, MMG “strive to achieve
community development through effective social
investment, tailored to the needs of the communities
around each of our sites.”27 In 2011 MMG invested
US$11.3 million in local communities, which was
approximately 2% of net profits that year,208 this rose
to US$18.5 million in 2012,209

Sepon Development Trust Fund: After operations
commenced, MMG LXML established the Sepon
Development Trust Fund, which provides US$750,000
a year to fund infrastructure development and
capacity building in Vilabouly District. As of 2011

the fund had disbursed over US$4 million.210 A
committee comprising representatives of the district,
provincial government and the company has been
established in order to determine how funds are
spent. Funds can be spent on projects anywhere
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in the Vilabouly District,211 and projects completed
so far have included provision of electricity supplies,
improvement of school buildings and supply of
hospital equipment.212

Although community development funds at Sepon
and the Phu Bia mine have contributed to significant
infrastructure developments in their local districts,
according to the ICMM, the projects selected may
not always be the highest priority for local people:

“In the provision of community development
funds (large sums of money to resource-poor
districts), the two mines often find themselves
caught between the demands and needs as
perceived by the local communities (requesting
educational facilities for example) and those
expressed by the centrally conceived district
development plans (that may prioritize, for
example, infrastructure).” 213

Village Development Funds: The company also
established a Village Development Fund initiative,



which as of the end of 2012 involved 29 villages

in Vilabouly District. Through this scheme local
community members are able to “chose and
implement their own development projects”. The
fund provides small grants of up to US$15,000 to
support community selected projects. The fund has
supported projects such as construction of new
toilets, fish ponds, village meeting houses and a
motor vehicle free road for children to take to school.
According to the company website, the mine’s
community development team provides support

in how to implement projects but each village is
ultimately responsible for its own project.214 As of
2013 the budget for the funds was US$250,000.225

Local business groups: The Sepon mine sources
many supplies and services from local business
groups, which provide food, uniforms, housekeeping
and laundry services.2t¢ |n 2011, the mine generated
US$2.2 million of income for Vilabouly-based
business groups.27 According to a November 2012
company newsletter, 200 local community members
work in these business groups, and their total income
was US$12 million. 2:8

Community health: MMG LXML supports health
projects in the communities around the mining area.
Working with an Australian public health research
institute and the local department of health, the
company has supported a mother and child health
project,?1? as well as HIV awareness programs

for mine employees and young people living in
Vilabouly.220 The company has partnered with
UNICEF since 2011 to raise funds and awareness
about the benefits of micronutrients such as zinc.
Through a three year project, UNICEF and the Lao
Ministry of Health plan to distribute micronutrient
sachets to children in Saravan, Phongsaly and
Savannakhet provinces, including communities
around the Sepon mine. 22t

Community water supplies: Historically, access to
reliable water supplies has been poor in the areas
around the Sepon mine. Through its Community
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Based Water Supply Project, the Sepon Mine has
supported drilling wells in surrounding villages, at a
cost of over US$1.1 million. Sepon has also provided
financial support of US$210,000 to a UN-Habitat
program which is developing piped water to the
Vilabouly district capital.222 According to MMG’s
2011 sustainability report the company’s clean water
project has provided a sustainable water supply to
3,400 community members. 223

Village banking: MMG LXML has contracted

the German technical agency German Technical
Cooperation (GlZ) to establish village banking in 70
communities in the district. After saving a minimum
amount, group members can borrow at low interest
rates.z* As of 2011 the project had established 28
village banks with 1,500 members. 225

Livelihood training: The Sepon Mine supports a small
training centre, which provides training to members
of the mine’s host communities. The centre provides
training in activities such as weaving, tailoring and
silkkworm raising, as well agricultural training. 226

Cultural preservation: The area where the mine is
located has a rich history, and mining operations
have uncovered archaeological artefacts such as a
2,000 year old bronze drum which is now on display
in the national museum. According to a 2011 paper
commissioned by MMG LXML, an area called the
“Dragon Field” which is rich in archaeological artefacts
has been fenced off and the company has agreed
not to mine there.22’ There are 12 heritage sites
within the mine area, and the company has a Cultural
Heritage Management Plan in place to deal with
cultural artefacts found during exploration and mining
activities.2226. MMG LXML has also established a
Cultural Heritage Unit, and is funding the construction
of a Cultural Heritage Centre in Vilabouly District. 229

Dealing With Land Issues

Although the Sepon mine is located in a remote
area, the project has impacted on the land of a
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significant number of people. Managing land issues
has therefore been a considerable challenge for the
company, which has developed mechanisms for the
acquisition of agricultural land held by local villagers
and communal land which is administered by the
local authorities.

Resettlement: Initially two settlements were
relocated to make way for the mine. According to
one company report, these were “offshoots of other
villages” and “a total of a score of households were
involved”. The same report says that resettlement
was conducted according to World Bank guidelines,
and since 2002 no further settlements have been
relocated.230 However, within Vilabouly District

the Laos Government has been implementing

the national policy of “village consolidation”. This
policy aims to encourage remote villages to move
to areas where services can be provided more
easily and efficiently to a larger number of people.
This policy has proved controversial and has come
under considerable criticism.231 According to the
MMG report referenced above: “Since 2002, LXML
has not had to relocate any settlement to make
way for operations. However, the Vilabouly District,
as a component of national policy has certainly
encouraged a number of vilages to move.” The
report also notes that this will “remain an issue over
which the company will have to act prudently for the
life of the mine”. 232

Compensation: If mining activities impact on
privately held land, the company attempts to
purchase the land directly from local people.
Landholders are paid compensation for their land
and communal land is compensated through in-
kind community development support projects.233
According to a former company consultant, in the
early days, payment of compensation was not
paid in a transparent manner and purchase prices
were often not consistent, which in some cases led
to friction with local people. In response to this, a
more systematic process was adopted with fixed
compensation rates for various types of land. 234
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Compensation rates are set by the government

and payments are made in the form of a lump sum
for the land according to its size and type, plus a
payment for 10 years of lost income that could have
been generated if the land was in productive use.
Calculations are made according to various criteria,
including the type and value of crops, number of trees
and age of trees. Land may be acquired temporarily
for drilling, or permanently if a decision is made to
mine in that area.23* As the authors were not able
to interview affected people, it was not possible to
assess how they viewed this mechanism. Therefore
no assessment could be made of whether or not
affected people were happy with the process and
compensation rates. It was also not possible to
assess whether or not people felt that they had the
ability to decline land purchase offers, or if they felt
they had no choice but to sell their land.

Hearing Local Grievances

The Sepon mine has been actively piloting a
grievance mechanism designed by the ICMM. Sepon
is one of nine mining companies that were originally
selected to test the guidelines, and the process will
result in revised guidelines that all ICMM members
will follow. According to the company, the grievance
procedures are a “transparent mechanism for
community members to seek information or raise
concerns, as well as register complaints or grievances
if they feel that any aspect of mining operations has
affected them negatively”. Local people can access
the mechanism by contacting a Community Relations
Officer at the mine or by writing a letter to district
authorities. 236

Most complaints are due to land disturbance, for
example, when agricultural and crops are damaged
by flying rocks during the drilling process. In some
cases livestock have been killed after straying

into roads and work areas. According to an MMG
XML employee interviewed for this paper, the

pilot has been reviewed and results were positive,
although more needs to be done to raise community
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Type of grievance Number of incidents

Damage to private property 28
Compensation dispute 7
Safety concemn 6
Unresolved dispute from previous year 4
Environmental concemn 2
Employment/job opportunity complaint 2
Cultural awareness issue 1
Damage to community property 1
Other 1
Total 52

awareness of the mechanism. The company has now
produced community posters to raise awareness

of the process and how to file complaints.237
Grievances are resolved through a process of
negotiation and mediation. When deemed necessary,
compensation or repairs are provided according to a
local government approved compensation schedule.
In 2012 the number of registered grievances was

52, and the majority concerned damage to private
property. The average time taken to resolve a
grievance in 2012 was 22 days: 238

Conclusions

In recent years China Minmetals Corporation has
made clear that it aims to significantly increase its
overseas mining investments, and in order to do this
the company seeks to acquire the assets of already
established mining companies. The acquisition of
OZ Minerals in 2009 led to the establishment of

the Minmetals subsidiary, MMG, which now runs
the Sepon mine in Laos. The Sepon project is the
largest and most productive mine in Laos, and as
such raises significant revenue for the government,
employs thousands of local people, and contributes
a large percentage of Laos’ total exports. There
was some criticism of the project from international

NGOs prior to its approval in 2003 (when it was still
owned by the Australian company Oxiana). However,
since the mine began operations there have been

no major environmental or social incidents reported
in the media, and the project is often highlighted as
a positive example of natural resource development
in the context of Laos. During interviews with staff
from national and international NGOs working in
Laos, reflections on the company’s conduct were on
balance positive.

This is not to say that the project is perfect, and

as stated at the outset, this case study is not an
endorsement of the Sepon mine. Although this study
has outlined the company’s policies and activities

in the areas of social and environmental impact
mitigation, the majority of the sources referred to
here are company documents and publications,

and there is very little in the way of independent
verification. Likewise, there is only limited information
available on the impacts and actual benefits of the
company’s community development projects, so

it is not possible to regard the project as a “best
practice” case based on this information alone.
Rather, Sepon was chosen as the focus for this case
study as it provides an example of the successful
acquisition of mining assets of an established



international mining company, and the subsequent
adoption and continued implementation of the
previous company’s comprehensive policies and
management systems. The Sepon case is especially
important in this respect, as China Minmetals is a
major state-owned enterprise with extensive global
interests which it is eager to expand. Lessons
learned at Sepon could potentially influence future
investments elsewhere.

A number of interviewees suggested that the
approach of this company could not simply be “copy
and paste” to other Chinese overseas investments in
Laos and elsewhere. As explained above, in this case
Minmetals acquired a project that already had in place
systems and policies established by the previous
Australian developer. However, Chinese companies
are increasingly investing in overseas joint-ventures
with non-Chinese companies and acquiring equity

in foreign companies with more experience working
with international guidelines and best practices. It

will be interesting to see in the coming years if these
experiences start to translate to improved practice of
Chinese parent companies, and it will also be useful
to monitor whether these standards also filter back
into China’s domestic mining sector.

With regards to Chinese investment in Laos in
general, it is clear that there are concerns about the
business practices of some Chinese firms operating
in the country. This was reflected in interviews with
NGOs and development professionals working in
Laos, as well as searches of online media reports
related to foreign investment in the country. Although
MMG LXML appears to have a good reputation, a
number of projects in the resource sector involving
other small- and medium-sized Chinese companies
have attracted very negative attention. This is not
just a problem with Chinese companies and it is also
true of similar sized companies from Thailand and
Vietnam. This reflects both the poor practices of the
companies involved, but also the weaknesses in local
regulation and oversight.
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In the early days of the Sepon project, concerns were
raised by international NGOs that the project would
cause serious environmental and social impacts, and
a number of organizations lobbied financiers such as
the International Finance Corporation and European
Investment Bank, calling on them not to finance to
the project. Perhaps in response to this, first Oxiana,
then OZ Minerals, and later MMG, have all gone to
great lengths to present the company as both socially
and environmentally responsible. While environmental
and social governance standards were adopted
before Minmetals acquired the project, MMG has
made considerable effort to publicize its commitment
to following and building on these standards.

MMG has ambitious goals to expand rapidly and
become one of the top mid-tier mining companies in
the world. To make this a reality, a strong corporate
image and reputation is important. A number of
studies have identified Sepon as being a good
example for other projects in Laos, but it remains

to be seen whether or not the experiences of MMG
inform the implementation of other projects owned by
Minmetals and its subsidiaries, both overseas and in
China. ®
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Rovieng Iron Ore Mine & Railway Project,

By Greenovation Hub

Introduction

In early 2013, Cambodian and international media
covered the signing of a US$11.2 billion dollar
agreement to develop a major project including an
iron ore mine, steel processing plant, railway and
seaport in Cambodia. The agreement was signed
between two companies, one is the relatively

unknown Cambodia Iron and Steel Mining Industry
Group (CISMIG) and the other is a subsidiary of the
state-owned China Railway Group, also known as
China Railway Engineering Corporation (CREC). A
subsidiary of China’s state owned Sinomach has also
been sub-contracted to develop part of the project.

The companies involved plan to develop an iron ore
mine in the northern province of Preah Vihear. Ore
from the mine will be processed at a newly developed
steel mill, and then transported along a new 400km
railway to a purpose-built port on the southwest

coast. At present there are no industrial-scale mining
operations in Cambodia, and the mining industry is
limited to a number of stone quarries and small scale
gemstone and gold mines. If the Rovieng mine and
railway goes ahead as planned, it will be the first large
mine to commence development in Cambodia, and
the largest investment in the country’s history.

The project could have a huge impact on Cambodia’s
economy, stimulate growth of the mining sector,
increase exports, produce steel for domestic use,
and generate employment. However, the mine, plant,
railway and seaport will impact on five provinces,

and will therefore impact in the land and livelihoods
of many thousands of Cambodians. At the time

the project was announced in January 2013 no
consultations had been conducted with local people
and no environmental impact assessment conducted
— despite the fact that the company chairman stated
construction would commence in July 2013. At the
time of writing, the project had still not commenced
construction, reportedly due to a funding shortage.2?°
Cambodia has also gone through a period of political
instability since general elections in July 2013, which
may also have slowed down the investors’ attempts
to move the project forward. 240

There still remains a lack of information available

on the project, and it is not clear if it will go ahead

in the near future. However, due to the scale of the
project and potential impacts that it could have, its
announcement in January 2013 caused a great deal



of concern among local civil society organizations
and potentially affected communities. The case study
below elaborates on the planned project in more
detail, looks at the companies’ plans to turn Rovieng
into the centre of a future steel industry in Cambodia,
and provides an overview of the potential benefits
and risks of the project. This case study is the result
of desk-based research conducted from Beijing and
field research in Cambodia. Greenovation Hub met
in Phnom Penh with international and local non-
governmental organizations (NGOs), a Cambodian
network monitoring the impacts of mining in
Cambodia, and community members from Rovieng
District, Preah Vihear Province. 241

China’s Role in the Cambodian
Mining Sector

Cambodia’s mineral industry remains relatively
undeveloped and most mining companies currently
active in the country are still at the stage of
exploration. These companies are exploring for a wide
range of resources, including bauxite, gold, copper,
coal, and iron ore.2*2 According to the director of

the Department of Mineral Resources at Cambodia’s
Ministry of Industry, Mines and Energy (MIME), as of
March 2013, 91 companies held mineral licenses, this
includes 139 exploration licenses and 13 exploitation
licenses.2*3 However, at the present time the majority
of the country’s mining activity is in small-scale and
artisanal mining, as well as quarrying for construction
materials such as laterite, marble, granite, limestone,
gravel and sand. The development of Cambodia’s
mineral industry is held back in part by a lack of
infrastructure in key areas including electricity

supply, access to water, and weak road and ralil
networks. The government has prioritized developing
physical infrastructure and is promoting foreign

direct investment in infrastructure such as power
generation.?* As infrastructure improves, it is possible
that the mineral sector could develop rapidly.

There is not currently any publicly accessible official
database of mining licenses in Cambodia. However,
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it is clear that both domestic and international
companies are active in exploring for minerals in
Cambodia. International investors include companies
from a range of countries, including Australia,
Canada, South Korea, China and Vietnam.2%> The
majority of licenses are currently held by domestic,
Chinese and Vietnamese investors.2# According to a
Secretary of State from MIME, as of 2011, there were
23 Chinese mining companies actively exploring for
minerals in Cambodia. 247

For a number years, Chinese steel companies have
shown an interest in exploring for Cambodian iron
ore, and in addition to the Rovieng project, several
other companies have been connected to iron ore
exploration and processing in Cambodia. In 2007
four of China’s biggest steel companies announced
a joint venture to explore for iron ore in Preah Vihear
Province. The four companies, Wuhan Iron and
Steel Group Corp. (WISCO), Shanghai Baosteel
Group Corporation, Anshan Iron & Steel Group,
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and Shougang Co. Ltd. established a joint venture
company to pursue this. 248

After returning from a trip to China in 2012, the
Cambodian Prime Minister announced that he had
secured agreement for a US$2 billion industrial park
in Cambodia, including a steel processing plant

to be developed by another Chinese company,
Delong Holding Group.2#® The Chinese state-
owned company Guangxi Nonferrous Metal Group
(GXNF) also has an interest in Cambodia’s iron ore
deposits, and in 2009 established a local subsidiary
and secured exploration rights for gold and iron
ore.z50 GXNF’s exploration area is also located in
Rovieng.%t Although all of the above projects have
been reported in the media and company press
releases, none have developed operations beyond
the preliminary stages.

The Project Developers

The two main companies attached to the Rovieng
mine and railway project are Cambodia Iron and Steel
Mining Industry Group (CISMIG) and China Railway
Major Bridge Engineering Group (MBEC). MBEC is a
wholly owned subsidiary of the state-owned company
China Railway Group which is also known as China
Railway Engineering Corporation (CREC). A third

company, China Ocean Engineering Construction
General Bureau (COEC), has been contracted to
construct the seaport.

Cambodia Iron and Steel Mining Group
(CISMIG)

Cambodia Iron & Steel Mining Industry Group is
locally registered in Cambodia, but according to
media reports the company is reportedly owned by
three Chinese nationals.52 CISMIG is not well known
in Cambodia, and online searches of the company in
both English and Chinese reveal very little information
about the company. According to the company
chairman, CISMIG is backed by four major Chinese
steel firms, 253 but it is not clear who these companies
are.

China Railway Major Bridge Engineering
Group Co. Ltd. (MBEC)

ChinaRaiway ~ Media reports from
MajorBridge  janary 2013 indicate that
Engineering

the other major company
involved in the project is
the China Railway Major Bridge Engineering Group.2%*
MBEC is a wholly-owned subsidiary of the China
Railway Group, which is also known as China Railway

Group Co. Ltd.

China Railway Group/China Railway
Engineering Corporation
Parent company of MBEC

China Ocean Engineering Construction
General Bureau (COEC)
Contracted to develop seaport

China National Machinery Industry
Corporation (Sinomach)
Parent company of COEC




Engineering Corporation (CREC). China Railway
Group is one of the top companies working on
bridge, railway and road construction within China.
The company is listed on both the Shanghai and
Hong Kong stock exchanges and according to the
company website has constructed over 1,500 bridges
in China and overseas. The company also claims to
have advanced China’s strategy of going global and
has developed projects in various countries including
Vietnam, Burma, Bangladesh, South Africa, Pakistan
and Australia.?%s

As stated above, MBEC is

China Railway —_
Engineering a wholly-owned subsidiary
Corporation of China Railway Group.

The company is a limited
liability joint-stock company, and as a state-owned
company is under the supervision of the State Asset
Supervision and Administration Commission. China
Railway Group has 46 subsidiaries, and within China
the company has been involved in the construction
of more than 4,230 kilometres of bridges, 3,900
kilometres of tunnels, 3,400 kilometres of highway
and 566 kilometres of railways. Since the 1970s, the
company has worked on more than 230 overseas
projects in more than 55 countries including railway,
highway, bridge, and tunnel projects. 26

The construction industry website, Engineering News
Record, ranked China Railway Group as the largest
construction company in the world in 2012,%7 and the
company ranked 102nd in the 2013 Fortune Global
500.8 The company is listed on the Hong Kong and
Shanghai stock exchanges. In 2004 China Railway Group
joined the UN Global Compact?? but it was de-listed in
2010 for falling to communicate on its progress. 260

China Ocean Engineering Construction
General Bureau (COEC)

Information on the company’s website shows that

the China Ocean Engineering Construction General
Bureau (COEC) has been contracted to design and
construct the seaport component of the project.26t

043

COEC is a wholly-owned subsidiary of China National
Machinery Industry Corporation (Sinomach),22 which

is the largest machinery producer in China, and is also
a Global 500 company. 263 Sinomach is a member of
the UN Global Compact and has been since 2011. 264

Corporate Social Responsibility Commitments
of the Investors and Developers

Very little is known about CISMIG and the company
has no website or published materials, so it is not
possible to ascertain whether or not it has any specific
social or environmental policies. China Railway Major
Bridge Engineering and China Ocean Engineering
Construction do not include any corporate social
responsibility (CSR) documents on their websites, but
their parent companies do.

Both Sinomach (parent company of COEC) and
China Railway Group (parent of MBEC) release
annual social responsibility reports, and discuss

CSR commitments on their websites. China Railway
Group states that it has established a management
system that incorporates scientific development,
safety management, environmental protection, staff
development, and public welfare. It also states that
before any project commences, experts conduct
environmental assessments, develop environmental
protection programs and develop a detailed program
for ecological protection.265 Sinomach states that

as a global leader in its industry, it must take on its
corporate responsibilities and repay society. The
company states that it makes efforts to protect the
environment in its operations, and aims to achieve
sustainable development utilizing “green technologies,
green products, green designs and green engineering
projects.”266 As mentioned above, Sinomach is a
member of the UN Global Compact. Under this
voluntary framework, signatories are committed

to aligning their operations and strategies with ten
principles in areas including human rights, labour,
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environment and anti-corruption.

There is no information publicly available on how

the project will be financed. In an interview with the
People’s Daily in February, CISMIG’s chairman stated
that loans and guarantees were being provided

by Hong Kong banks, but he provided no further
details.26” More recent reports suggest that the
developers have still not secured adequate funding
to move the project forward. However, if and when
funding is secured, it is possible that additional social
and environmental safeguards may apply, depending
on the policies of the financier(s) involved.

The Rovieng Iron Ore Mine &
Railway Project

Project Background

CISMIG and MBEC signed a memorandum of
understanding (MOU) for the development of the
Rovieng mine and railway project on 31st December
2012, and in the following days there was a huge
amount of coverage in local and international press.

Map of CISMIG concession
(From Equitable Cambodia & Focus on the Global South, 2013)

The following summary is based for the most part on
information taken from this media coverage, and from
a briefing paper published by the NGOs Equitable
Cambodia and Focus on the Global South. While this
is not ideal, and it would be preferable to reference
official sources and company documents, no such
documents have yet been made available by either
investors or the Cambodian government.

The December MOU was signed in the presence of
Cambodia’s Minister of Public Works and Transport268
and the President of China Railway Group.2¢® The
total value of the project is a staggering US$11.2
billion.270 Although there are no publicly available
documents that indicate the project has been
approved by the Cambodian Government, a
representative of the Council for the Development

of Cambodia (CDC) was quoted in the media as
saying that the plans have already been officially
approved.?’t A CISMIG company representative also
told the media that the project has the backing of the
Cambodian Prime Minister. 272

The proposed project includes an iron ore mine and
steel processing plant located in the Rovieng District of
Preah Vihear Province, and a purpose built port on an
island off the coast of Koh Kong Province in the south
of the country. The plant will be connected to the port
by over 400km of railway tracks, and a 3km bridge will
join the port to the mainland. The various components
of the project are discussed in more detail below.

The iron ore mine: CISMIG has a license to conduct
exploration for iron ore within an area of 1,306
square kilometres in Rovieng District, Preah Vihear
Province.2”? The map on the left shows the extent of
this exploration area — covering just under 10% of the
entire province.

The company chairman has publicly stated that
mineral exploration has found the area to be rich in
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iron ore.?’4 There has only been limited exploration

in the area in the past, and therefore little is publicly
known about the distribution and quantities of iron
ore in Preah Vihear, but the CISMIG chairman was
quoted in the local press as saying that the company
expects to produce 1 million tonnes of steel per
year.?’s A site manager from the company was also
quoted as saying that the quality of iron ore at the site
is extremely high. 276

The steel plant: In addition to the iron ore mine, the
developers plan to construct a steel processing plant
in Rovieng, which will reportedly cover an area of over
10 square kilometres.2”7 When interviewed in January
2013, the chairman of CISMIG stated that the plant

- an iron ore mine,

- a steel plant covering 10 km2,
- a 400 km milu'a}',

-a 3 km bridgc, and

- a new sea port.

According to company statements reported in the media, 2013

will commence construction in July 2013278 and take
two and a half years to complete.?’? As noted earlier,
the project has been delayed and construction has
not yet started.

The railway: It is also proposed that a railway will

be built to connect the steel plant in Rovieng to a
new seaport on the southwest coast of Koh Kong
Province. This railway will run almost the total

length of the country from north to south and will

be over 400 kilometres in length. On route to Koh
Kong the tracks will also pass through Kampong
Thom, Kampong Chhnang, and Kampong Speu
provinces.280 A feasibility study for the proposed
railway line was conducted in 2011 by China Railway

Map of Cambodia, Rovieng District in the north, and the seaport in the southwest. Potentially impacted provinces are highlighted.

(From Equitable Cambodia & Focus on the Global South, 2013)
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Group, but the results are not public and it is not
known what exact route the railway will take.28! Local
media reported that 11 stations will be built along

the railway between Preah Vihear and Koh Kong.282
In January 2013, the CISMIG chairman stated that

a ground-breaking ceremony would take place for
the railroad by the end of the month283 and that the
railway would be completed by 2017.28 It is not clear
if this ceremony ever took place, but construction has
not yet commenced.

The Koh Kong port: After the railway reaches the

coast in Koh Kong, the developers plan to construct

a 3 kilometre bridge connecting the mainland to an
island where a seaport will be developed.5 CISMIG's
chairman has stated that the port will be able to process
around 50 million tons of goods per year.286 CISMIG
signed an agreement in April 2012 with China Ocean
Engineering Construction General Bureau to conduct
the design and construction on the port development. A
COEC press release explains that the project will include
private piers, a private general cargo terminal and
facilities for handling and storing goods. 287

Potential Positive Impacts of the Project

As the project has not yet commenced construction or
operation, it is not possible to fully assess its potential
benefits or risks. Feasibility studies have been conducted
for certain elements of the project, but they are not
public, and no environmental impact assessments or
public consultations have yet been conducted, therefore
the information below is based on statements from the
company as reported in the media.

Employment: One company source was reported in
the Chinese language press as saying that the project
will employ more than 20,000 Cambodians and 3,000
Chinese workers.28 According to the governor of
Preah Vihear, employment at the mine will increase
living standards and contribute to poverty eradication
in the area.?8 These figures are impossible to verify
without seeing detailed project plans, but they appear
to be extremely high.

National revenues: If the project does go ahead,

it could lead to generation of huge revenues for
Cambodia’s national budget. This could come in the
form of profit taxes, income tax, royalties, and land
rental fees.

Local development: CISMIG has made contributions
to the community in the area of the proposed mine,
principally in the construction of a primary school in
Rovieng District. The company has also stated that

it will build dormitories, hospitals, shops and more
schools.2% CISMIG’s chairman has stated that Rovieng
will become a “steel town” in the next few years, ! and
the governor of Preah Vihear stated that exploitation of
the district’s resources will turn Rovieng into an engine
of growth for the whole province. 292

Development of the Cambodian mining industry: As
mentioned earlier, Cambodia’s mining industry remains
largely undeveloped. This potentially huge investment
in the mineral sector could encourage further
investment from local and international companies, as
could the improved transport links provided by a new
railway. The company has been quoted in the media
as saying that the project would source raw materials
from other mines in Cambodia, including mines
located in Preah Vihear, Rattanakiri, Kampong Thom
and Stung Treng provinces.2%3 There are currently no
iron ore mines in these areas, but the development of
smelting facilities could provide stimulus for expansion
in iron ore exploitation. As can be seen in the map
below, many licenses have been granted to companies
to explore for minerals in Cambodia.

Development of other industries: Although the principle
function of the railway is to transport steel from the
processing plant to the port, it has been suggested

by the Minister of Public Works and Transport that the
railway could also carry agricultural products, industrial
goods and passengers.2% The railway will go through
a total of five provinces and will pass many plantations
on the way to the port. These plantations depend on
transport links to get goods to market, and improved
rail links could also contribute to the development of



these industries. Manufacturing industries could also
benefit from these enhanced transport connections and
links to the port and export markets.

Increased self-reliance and increased exports: The
project developers state that the project will be
able to meet Cambodia’s total domestic demand
for steel, which will reduce reliance on expensive
imports.2% As well as meeting Cambodia’s
domestic needs, the project will enable Cambodia
to export steel.2” Cambodia’s exports at present
are dominated by garments and textiles, and the
government is eager to diversify. In addition to
exporting steel, the port will reportedly be able to
handle around 50 million tons of goods per year,
which suggests that it will have capacity to process
goods from various industries.
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Map of known mining license areas in Cambodia, 2013
(Taken from Open Development Cambodia website294 )

Potential Adverse Impacts, Risks and
Challenges

Again, as there has been no full environmental
assessment and there is no detailed information
publicly available regarding the project, it is difficult to
fully assess the potential impacts of the project. The
section below speculates on the potential impacts,
risks and challenges that may emerge if the project
goes ahead as currently proposed.

No environmental impact assessment: All mining,
railway and port projects must first be subject to an
environmental impact assessment (EIA). This is a
requirement of both Cambodia’s Law on Environmental
Protection and Natural Resource Management298

and the Law on Mineral Resource Management and



048 China’s Mining Industry at Home and Overseas: Development, Impacts and Regulation

CAMBODIA IRON AND STEEL MINING INDUSTRY GROUP & CHINA RAILWAY GROUP

Exploitation.2%? Although the company has stated

that feasibility studies have been completed for the
project,3% in January 2013 Cambodia’s Environment
Minister stated that no EIA had yet been submitted for
the project.30! This is a serious concern considering
the developers originally planned to break ground on
the railway in that month and commence construction
of the steel plant in July 2013. Although the project
has since been delayed, the developers clearly had no
plans for a lengthy EIA and consultation period.

Lack of transparency and information: If it does

go ahead, the Rovieng mine and railway project

will be the biggest single development project in
Cambodia’s history. However, information on the
project is extremely scarce. Most of the information
presented in this case study was gathered from
media sources, and no official documents have
been made publicly available by either the company
or the government.

Even Cambodian government officials seem to be

in the dark about the project, and when local media
interviewed officials to discuss the project, most
were unable to respond to detailed questions. When
interviewed in January, the provincial governors of
Koh Kong, Kampong Speu and Kampong Thom
stated that they had not received any detailed
information on the project and had not yet been
officially notified.302 Local officials referred questions
to the Ministry of Public Works and Transport, but the
Minister was also unable to provide information to
journalists, and told some media sources that he did
not know much about the project himself. 303

No public consultation: To date there have been

no public consultations on the project, despite the
fact that it is likely to impact on five provinces and

a potentially huge area of land. Due to the lack of
consultation, there is very limited awareness about
the project. This has caused alarm among those
people in Rovieng that have heard about the project,
as they cannot find information on how the project is
likely to affect them. 304

Environmental and social impacts: As there is still
no information available on the exact route that

the railway will take or where the mine and steel
processing plant will be situated, it is impossible to
identify exactly which areas and how many people
will be impacted by the project. However, it can be
expected that such a large project is likely to have
serious impacts on people and on the environment.
If the project does go ahead, a comprehensive

EIA would have to include the development

and implementation of a strong environmental
management plan in order to mitigate and deal with
these impacts. However, at the time of writing no EIA
is known to been completed for the project.

The mine and processing plant are likely to require
land clearance, as will the railway. This will impact on
residential and agricultural land, and recent experiences
show that land acquisition and relocation in Cambodia
is often the source of serious conflict. Another railway
project funded by the Asian Development Bank (ADB)
and the Australian Government’s aid program aimed to
rehabilitate old railway lines connecting Phnom Penh
to the coast and to the west of the country. However,
the compensation and resettlement process has been
highly problematic, and affected people have criticised
inadequate compensation rates and poor conditions
at resettlement sites.3%5 This project has run into these
difficulties despite the fact that ADB resettlement
guidelines and procedures were in place. The Chinese
companies involved in the Rovieng mine and railway
project do not have such sophisticated safeguard
mechanisms, and could be at even greater risk of
running into problems if proper mechanisms are not
put in place for adequate consultation, compensation
and resettlement.

The project may also require forest clearance, and as
can be seen from the map below, the railway is likely
to run through a number of protected areas, forests
and wildlife sanctuaries.

Unclear economic justifications: It is possible that
the project could raise national revenues and also



promote further development of the mining industry
and other industries that depend on the associated
infrastructures. However, as with all aspects of this
project, the economic justifications have not been
publicly discussed. While the developers have stated
that the project will contribute to local development
in Rovieng and strengthen the economies of the
provinces it passes through, there is no available
breakdown of the costs and potential profits, and
no means for observers to independently assess or
question the economic justifications of the project.

Rapid industrialization: As mentioned above, the
project could stimulate industrialization in other
sectors as well as development of the mining sector
in other areas. The development of Cambodia’s
economy is important, but rapid industrialization
can bring with it additional risks, especially in a
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Map indicating protected areas and forests that may be impacted by the project

(From Equitable Cambodia & Focus on the Global South, 2013)

country such as Cambodia which still faces serious
challenges in terms of governance and rule of law.
Cambodia’s mining law is still undeveloped and
lacking in detail, environmental regulations are basic
and often unenforced, and land conflicts continue to
affect the entire country. In this context, an increase
in industrialization and large scale investments in land
and natural resources may bring with it additional
social and environmental harm.

Weak systems for revenue management: Finally,
while the potential revenues that could be generated
by the project could benefit the country as a whole,
Cambodia lacks the mechanisms to deal with

large resource revenues in a transparent manner.
Corruption in Cambodia is notorious, and the country
ranked 160 out of 175 countries on Transparency
International’s Corruption Perception Index for
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2013.3% |f resource revenues begin to flow before
institutions are in place that can properly deal with
them, there is a significant risk that these revenues
will further fuel corruption and that the people of
Cambodia will not benefit fully from the benefits of the
project.

Conclusions

The Rovieng iron ore mine and railway project was
chosen for discussion in this collection of case
studies as it shows a potentially huge project in what
is an otherwise completely undeveloped mining
sector. In this context, the development of a major
mining project will come with unique and complex
challenges. The case is also interesting as the
developers come from such different backgrounds:
CISMIG is an almost completely unknown private
company, whereas MBEC is a subsidiary of China
Railway Group, which is a state-owned enterprise
and one of the biggest construction companies in the
world.

The proposed project would take a number of

years to develop, but after completion there is the
potential for generating government revenue through
taxes and royalties, and the investment could

also stimulate further growth in mineral and other
industrial sectors. Construction would no doubt
require a large labour force, although this would
most likely reduce significantly after the project
becomes operational. Company representatives
and officials from Preah Vihear have stated that the
project will become an engine of both local and
national growth, but there are concerns about the
manner in which the project was announced and the
subsequent lack of clarity regarding development
plans. Despite the size of the project, publicly
available information is very limited. There have
been no public consultations and no EIA process,
and when asked for details by journalists, many
Cambodian government officials claimed to know
very little about the project themselves.

Although the developers planned to commence
construction as early as July 2013, key information is
still lacking regarding the exact location of the various
project components, the economic justifications of
the project and its expected cost/profit analysis, and
if and when a full social and environmental impact
assessment is likely to be conducted. The lack of
transparency and access to information regarding the
project is a clear concern, especially in the context
of Cambodia, where corruption and weak rule of law
continues to play a major factor in the management
of land and natural resource investments. Investors
and financiers from various countries have become
involved in conflict with local people because of
disagreements over land rights and resource access.
Without proper handling of competing land claims,
companies risk violating the rights of local people
and could become embroiled in long-running and
complex disputes over land and resource access.
This again emphasises the need for openness and
consultation with potentially affected people.

Crucially, Cambodia does not as yet have any
experience in managing resource revenues acquired
from large-scale mineral, oil or gas projects, and
while every country needs to start somewhere,
examples from around the world have shown that
when resource revenues are managed inadequately,
benefits fail to reach the poor, conflicts can increase
and corruption worsen. When entering this complex
legal, political and social landscape, it is crucial for
investors such as CISMIG and the China Railway
Group to proceed with caution, fully understand the
local context, and ensure that business is done in
an open and transparent manner, fully in compliance
with local law and regulations.

This case also has implications beyond Cambodia.

In order to support the major railway construction
companies going out, China’s leaders have promoted
high-speed rail development during trips to various
nations across the world.30? Due to growing
competition in the domestic market, Chinese
construction companies have been expanding



globally and diversifying into areas including mining.
In a 2012 financial report, China Railway Group
stated: “In the future, mining revenues will become

a new growth point for the company.”% In recent
years China Railway Group has sought several major
investments in overseas mining. Prior to the signing
of the Cambodia agreement, the company’s largest
contract was a US$7.5 billion railway and mine
project in Venezuela, which was announced in August
2009. This project has also stalled as the Venezuelan
Government was reportedly unable to cover the

cost of the contract.3® China Railway Group’s main
competitor, China Railway Construction Corporation
(CRCQ), is also expanding into the mining sector,
with a large investment in Ecuador approved in 2012.
As the major railway companies go out and diversify
into the mining sector, it is crucial that international
standards are adopted and implemented. ll
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