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A case for collaboration

Enhancing the development outcomes of

Australian resource companies’
operations overseas

Report of an Independent Task Force

Chairs’ introduction

The Australian Strategic Policy Institute and the
Foundation for Development Cooperation (FDC)
recently convened an Independent Task Force to
consider the development impact of Australia’s
resource companies operating overseas, and
the relationship between these companies’
operations and Australia’s international policy.
The names and profiles of the members of the
Task Force are at the end of this report.

We are pleased with the new light that this
report sheds on the important role, influence
and impact of Australia’s resource companies
abroad, particularly in developing countries.
When resource companies operate abroad,
apart from exporting technology, capital and
know-how, they also become important players
in the development of their host economies,
paying taxes to treasuries and earning foreign
currency revenues, creating employment,
transferring skills, and demonstrating
leadership. Indeed, in many economies, the
development impact of resource companies
of Australian origin far outweighs the effects
and presence of official and non-official
development assistance. Thus it is critical that
we develop the best possible understanding
of how the benefits of the operations of
Australia’s resource companies are maximised,
and the costs—for example, environmental
degradation—are minimised.

We also hope that this report, which benefited
enormously from strong private sector
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contributions via the Task Force, will better
inform the Australian public sector, especially
aid, diplomatic and finance officials, of how
they might seek to collaborate with resource
companies to achieve their own objectives.

We would like to thank the Task Force
members for their expert, constructive input
and dedication; the two project managers,
Anthony Bergin from ASPI and Mélanie Aubé
from FDC; and the Rapporteur for the group’s
work, Richard Parsons.

We would also like to acknowledge the hard
work of Jane Higgins and Peter Demura from
PricewaterhouseCoopers, who worked closely
with FDC in producing an excellent preliminary
discussion paper that informed the Task

Force’s deliberations.

The Task Force makes a number of
recommendations aimed at advancing
collaboration between the Australian
Government and Australia’s resource
companies operating overseas. A key theme
of this report is that Australian companies,
by being socially and environmentally
responsible in their overseas operations, can
assist the Australian Government'’s public
diplomacy efforts.

Peter Abigail, Executive Director, ASPl and
Craig Wilson, Executive Director, FDC

Task Force Chairs
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Executive summary

Resource extraction contributes as much as 5%
to Australia’s annual gross domestic product
(GDP), and directly advances the domestic
economies and social development of many
nations internationally. By collaboratively
supporting development-oriented activities
and initiatives, the Australian Government
could leverage the international presence of its
resource companies further, and enhance the
security and prosperity of Australia.

Australian resource companies undertake
extensive development work around their
overseas operations. In developing countries,
they often take on responsibilities traditionally
associated with governments and aid
agencies, particularly in health, education,
community, and local business development.
Many companies demonstrate a genuine
commitment to social and environmental
responsibilities and perceive that they must
secure not only formal licences to operate but
also social licences. However, some companies
do not always see a business case for building
social licences. Sometimes companies’
aspirational statements and their practices
are different, creating the potential for
considerable damage to the reputation of both
the industry and the Australian Government.

By collaborating where appropriate, the
industry and the Australian Government

can achieve outcomes that benefit Australia,
host communities, and the industry.
Numerous international bodies, such as the
United Nations, the International Finance
Corporation, the International Labour Office,
the Organisation for Economic Co-operation
and Development, and the International
Council on Mining and Metals, have published
extensively on the social dimensions of mining.
Many of those publications are identified and
discussed in this report.

The following recommendations constitute

a unified strateqy for advancing Australia’s
national interests by promoting responsibility
among Australian resource companies
operating overseas.

Recommendation 1: Leverage the resources
sector to advance public diplomacy.

The Australian Government should leverage
the activities of Australian resource
companies, who already engage with local
community organisations, business groups,
and non-government organisations (NGOs),
to complement its public diplomacy efforts.
The Australian Government should develop
the pathways, practical guidelines, and
governance structures needed for greater
effective collaboration.

Recommendation 2: Develop a corporate
social responsibility compact with the
resources sector.

The Australian Government should work in
closer collaboration with the resources sector,
and with host governments, to help Australian
companies identify and fulfil their social
responsibilities, and should develop a corporate
social responsibility (CSR) compact with the
resources secto.

Recommendation 3: Promote the
implementation of the most useful impact
assessment frameworks.

The Australian Government should

promote the implementation of the most
comprehensive and respected assessment
frameworks. It should not impose a universal
approach, but should help companies
determine what does and what does not work
in various contexts.
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Recommendation 4: Enhance support for

industry-related teaching and training centres.

The Australian Government should extend its
support for education and training activities
in CSR, mine safety, and environmental
responsibility, particularly to build capacity
among junior and mid-tier companies
operating overseas.

Recommendation 5: Review options
for transparent and independent
grievance mechanisms.

The Australian Government should work
with the resources industry to improve
grievance mechanisms and to strengthen
trust in the accountability of Australian
resource companies.

Recommendation 6: Strengthen high-level
engagement between the resources sector
and AusAID.

Since resource companies and the Australian
Agency for International Development
(AusAID) often have similar development
objectives and complementary skills, the
Australian Government should facilitate
greater collaboration between the two. This
collaboration should promote sustainable
economic self-reliance, for example by
developing business models that prioritise
long-term community-development objectives
and linkages into local businesses. Deeper
collaboration would also support efforts

to promote international human rights
initiatives and, in climate change, mitigation
and adaptation.

Introduction

Much of Australia’s economic strength is built
on the success of its mineral resources sector.
Since the late 1980s, resource extraction has
contributed around 5% of Australia’s annual
GDP. The Australian mining industry has been
very successful in exploiting mineral resources
not just in the Asia—Pacific region, but beyond.
For example, Stephen Smith, Australia’s
Foreign Minister, noted in September 2009
that Australian resource companies had
approximately $20 billion worth of current
and prospective investments in Africa and
were active in nearly 30 African countries.

On latest figures, ASX-listed companies

have 928 mining projects located overseas,

of which 335 are in Africa and 126 are in
Southeast Asia.?

Through this activity, the resources sector
contributes directly to the Australian
economy, and to the domestic economies
of host nations. Further advantage can be
realised by strengthening the relationship
between the sector and the Australian
Government. Australia now has a significant
opportunity to benefit from the increasing
presence of Australian-owned resource
companies operating overseas, particularly
in the implementation of positive social and
environmental initiatives. A number of factors
have coincided to produce this opportunity:

»  Support for Australian resource
companies. The Australian Government
has actively encouraged Australian
investment in the mineral resources
sector in developing countries.

«  Economic recovery. Australia is emerging
from the 2008-09 global economic
downturn in relatively good shape,
thanks in large part to the international
demand for its mineral resources.

«  Social expectations. Society has
increasingly high expectations that
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mineral resource companies operating
overseas will not only minimise any
adverse impacts associated with

their presence but also maximise
positive impacts.

« Social and environmental responsibility.

Resource companies are leading global
practices in social and environmental
responsibility, typically undertaking
voluntary initiatives beyond legislative
and regulatory requirements.

Despite these trends, the Australian
Government has not fully capitalised on the
development work of its resource companies
operating overseas. A resources sector that
leads the way in innovative development
practices can enhance Australia’s national
interests by encouraging economic
self-sufficiency, improving political stability,
and demonstrating leadership on critical
issues such as climate change. Indeed, by
collaboratively supporting activities and
initiatives that advance peace, stability,

and social and economic development, the
Australian Government and the resources
sector can significantly enhance the security
and prosperity of Australia.

This report identifies several ways in which
the resources sector and the Australian
Government can work together to achieve
those objectives.

Background: Australia’s
resource companies operating
responsibly overseas

Australian resource companies operating
overseas are undertaking considerable
social, environmental, and economic
development work in the vicinity of their
business operations. To support efforts
in this area, in 2004 the Minerals Council
of Australia (MCA) launched Enduring
Value: The Australian Minerals Industry
Framework for Sustainable Development.

This framework requires signatories to
assess the systems used to manage key
operational risks and to publicly report
sustainability performance. Concurrently,
many Australian resource companies are
members of the International Council on
Mining and Metals (ICMM), the international
peak industry body that promotes good
practice in sustainable development. In early
2010, ICMM launched Mining: Partnerships for
Development, a global initiative to enhance
mining’s contribution to development and
poverty reduction.

Australian resource companies have long
invested in the economies of regional

states, providing revenue to governments,
infrastructure and employment for
thousands of people, developing the skills of
their workforce, assisting in local business
development, and empowering local
communities. They have often taken on
responsibilities traditionally associated with
governments and aid agencies, particularly in
the realms of health, education, community,
and local business development. They are
working in broadly cooperative ways with
local communities in areas around resource
operations to achieve lasting positive impacts,
beyond the life of the operations themselves.
Indeed, in many cases, the line between
company and community is blurred, as local
community members are often a significant
proportion of the workforce.

In short, Australian resource companies are
making a vital contribution to economic
prosperity and poverty alleviation overseas.
More generally, Australian resource
companies have a solid reputation for
integrity and for leading efforts towards
sustainable development and corporate social
responsibility (CSR). In most cases, they don’t
need government to persuade them of the
need to act responsibly, as they perceive a
business case for maximising sustainable
development impacts as part of their

CSR approach.
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Box 1: International
development in practice

The PNG Sustainable Development
Program Ltd (PNGSDP) was created in
2002 through an agreement between
the Independent State of Papua New
Guinea and BHP Billiton, after BHP
Billiton divested its 52% shareholding
in Ok Tedi Mining Ltd (OTML). This
followed concerns about the long-term
environmental impact of the mine, and
the social and economic repercussions
of this impact. PNGSDP’s objective

is to support selected projects and
initiatives to benefit PNG. When OTML
operations end around 2013, PNGSDP
aims to ensure that ongoing and lasting
benefits remain with the people of the
Western Province and PNG.

Source: http://www.pngsdp.com/index.
php?option=com_content&view=article&id

=2&Itemid=51

Australian resource companies on the whole
have demonstrated a genuine commitment to
their social and environmental responsibilities.
However, anecdotal evidence suggests

that this may be more applicable to larger
companies than to smaller companies,

which sometimes lack the capacity to take a
broader view of their responsibilities. Some

do not see a business case for building a

social licence to operate, believing that they
can better compete with larger companies

by limiting their non-core business activities.
With a growing number of small resource
companies pursuing opportunities in
developing countries, the potential for serious
damage to the reputation of the industry
increases substantially, especially if there is
insufficient collaboration between industry
and development players. The Australian
Government would also risk damaging its

international reputation by association with
the resources industry.

While resource companies generally are
leaders in CSR initiatives, a 2006 Australian
Parliament Joint Committee inquiry* found
that Australian companies on average

lag behind international standards in
implementing and reporting on CSR.

More recently, the Australian Centre for
Corporate Social Responsibility found that
CSR management capabilities in the mining
industry declined from 84% in 2008 to

79% in 2009.’ In addition, a gap sometimes
exists between the aspirational statements
in industry and corporate documents and
company practices. This has led to ongoing
debate on the extent to which practices
have substantially changed, and the extent
to which the industry has just become more
proficient in communicating CSR activities.

On occasions, the activities of Australian
companies are called into question. In
particular, non-government organisations
(NGOs) have sometimes challenged Australian
resource company operations that have not
adequately respected local communities or
the environment. When this happens, it is not
simply a concern for the local communities
who are affected or for the companies and
the industry whose reputations will suffer;
itis also a concern for Australia because

its international image will be damaged.

If Australian companies are, for example,
responsible for environmental damage or
social dislocation, the result can have negative
consequences for Australia’s bilateral and,
possibly, regional relations.

Resource operations that leave communities
worse off are counterproductive to

future developers, and most companies
acknowledge the business case for acting
responsibly. In addition, adverse social
outcomes may result in wealthier countries,
such as Australia, being called on by host
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states to provide additional development
assistance. Even in the absence of clearly
adverse outcomes, companies always have
the opportunity to make greater contributions
to local communities.

It is important to note, however, that
Australian resource companies often face real
challenges in meeting their corporate social
responsibilities, especially when they operate
in countries where law and order is unstable,
where legal and regulatory infrastructure is
inadequate, where high levels of corruption
exist, or where capacity constraints prevent
them from achieving the best outcomes for
local communities. By collaborating where
appropriate, our resources industry, the
Australian Government, and host nation
governments and communities.

This paper outlines how the Australian
Government and the resources sector

might explore those challenges. The
recommendations are not presented in order
of priority, and they should not be seen as
isolated points: they are interdependent
aspects of a comprehensive strategy for

Box 2: Corporate social
responsibility

CSR is typically understood as the notion
that corporations have responsibilities
beyond those towards shareholders,
and beyond those prescribed by law or
contract; i.e., beyond compliance and
beyond business interests. However,
there are varying degrees of CSR,
depending on whether it is motivated
by enlightened self-interest or a sense
of moral obligation. There is also
debate regarding the relative merits of
voluntary CSR and regulated CSR.

advancing Australia’s national interests by
promoting responsibility among Australian
resource companies operating overseas.

Recommendations

In the past 10—20 years, social expectations
about the behaviour of transnational
corporations have broadened beyond the
legal and fiduciary, leading to the widespread
view that these corporations are responsible
to their stakeholders for a broad set of

social obligations (see Box 2). These shifting
expectations have particularly affected the
resources sector, as company operations have
had substantial social and environmental
impacts. When major resource projects are
implemented in poor regions, companies are
confronted with a variety of complex social
issues. The huge influx of capital and labour,
combined with an enormous increase in
wealth to some local landowners, severely
strains the institutional capacity of host
governments and their public services to
govern effectively. Communities are left
looking to resource companies to take a lead
in developing social institutions alongside
their business operations.

In response to the expectations of
communities, resource companies have

often led the corporate world in developing
ethical and responsible initiatives. Today,
resource companies largely propose that
they must secure not only operational and
environmental licences but also social licences
from local communities, and sometimes from
the wider society, in order to operate. Indeed,
the Australian Parliament Joint Committee
inquiry (noted earlier) heard evidence that
integrating broader community interests

into core business strategies is central to the
success of CSR.
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1. Leverage the resources sector to advance
public diplomacy.

The purpose of Australian public diplomacy

is to project a positive and accurate image

of Australia internationally; to identify and
counter misleading perceptions of Australia;
and to promote Australia’s foreign and trade
policies to diverse audiences. Public diplomacy,
however, need not be left to the Australian
government alone. The varied activities
undertaken by Australia’s resource companies
abroad may complement or support the
Government’s public diplomacy objectives
and, in some cases, may detract from these
objectives. The Australian Government has

an interest in monitoring the influence that
Australia’s resources sector has on Australia’s
public diplomacy and its potential to influence
Australia’s image abroad.

Australian resource companies have a
significant impact on how other countries
perceive Australia and their overseas activities
provide an opportunity to present a positive
view of Australia to the rest of the world. They
can be vital partners in collaborating with
Australian Government public diplomacy
activities. This is a potentially important
national security issue. In regions with
significant levels of social unrest, the presence
of Australian resource companies can have

a stabilising effect in the host community.

A corollary of this function is the improved
image of Australia in these areas. The
exploration by Intrepid Mines in East Java
offers a typical example of the potential for
this type of public diplomacy collaboration.

In short, by engaging with local community
organisations and business groups, and by
undertaking social initiatives and forming
constructive partnerships with NGOs, our
resource companies can help to strengthen
relations with host states and build trust
across cultures.

Through greater cooperation with public
diplomacy officers at the Department of
Foreign Affairs and Trade, Australia’s resource
companies can develop business practices
that strengthen Australia’s international
public diplomacy. This is not, however, a
unilateral responsibility. It is important for
Australia’s overseas missions to coordinate
and integrate the relevant activities of
Australia’s resource companies into Australia’s
public diplomacy strategies. In particular, an
effort should be made to establish practical
guidelines for cooperation and for developing
the pathways and governance structures
needed to make such cooperation possible. In
this way, on-the-ground actions can be made
consistent with the government’s public
diplomacy goals.

2. Develop a corporate social responsibility
compact with the resources sector.

In a key United Nations report®, John Ruggie,
the Secretary-General’s Special Representative
on business and human rights, noted that
the concept of ‘social licence to operate’

can become just as significant as legal
compliance, particularly where systems of
law are weak. Thus, most companies today
acknowledge that they should not infringe
upon the prevailing social norms of each
region and industry. This implies a near-
universal constraint on corporate behaviour,
and is reinforced in other international
frameworks. Examples include the United
Nations Global Compact, the OECD Guidelines
for Multinational Enterprises, the International
Labour Office’s Tripartite Declaration of
Principles Concerning Multinational Enterprises
and Social Policy and the ILO’s Convention 169
on Indigenous and Tribal Peoples.

This constraint has been reinforced by
modern electronic communications, which
make it increasingly likely that breaches of
responsible conduct will be exposed via the
websites of organisations such as Oxfam’



Embargoed until midnight 9 June 2010. Media may report 10 June 2010.

n Special Report

and Mines and Communities.? Indeed, anyone
using these websites as their principal source
of information on the mining industry could
be forgiven for thinking that the industry’s
impacts constitute little more than a series
of human rights abuses and environmental
destruction. Clearly, the reality is more
complex. As noted above, there are occasions
when actual practice falls short of society’s
expectations, and sometimes short of

the law’s requirements. It is important to
recognise, however, that a number of factors
may preclude companies from fulfilling

their CSR responsibilities. Such factors
include a lack of local government capacity
or willingness to provide infrastructure

and services.

The Australian Government, therefore, should
be working in closer collaboration with the
resources sector, and with host governments,
to help Australian companies identify and
fulfil their corporate social responsibilities.
This collaboration need not be universal, but
should apply where required. It could do this
via a CSR compact—a joint strategy shaped in
collaboration with the industry.

The CSR compact strategy should first assess
existing government efforts to work with
resource companies—and other companies—
to meet their responsibilities in overseas
operations. The strategy should consider what
gaps currently exist in the management of
the social and environmental challenges and
what measures are needed to close those
gaps. The strategy should draw heavily from
existing examples of good practice to provide
a benchmark for the rest of the industry.

The CSR compact might also try to raise the
overall importance of CSR within multilateral
bodies, highlighting the role of the

resources sector as part of Australia’s overall
international policy agenda. This is consistent
with the 2006 Australian Parliament Joint
Committee report, which recommended that

the Australian Government should facilitate
and coordinate the participation of Australian
corporations in international CSR initiatives to
protect Australia’s interests.

In raising these issues, the government would
need to be mindful of perceptions that it

is lecturing in areas where it does not have
expertise. In practice, Australia could discuss
these issues through various multilateral
forums, such as:

the APEC Business Advisory Council

the OECD Global Forum on
International Investment

the IFC social responsibility program

the G20 Working Group on
Enhancing Sound Regulation and
Strengthening Transparency

the Pacific Islands Forum.

Wherever Australia is promoting CSR issues as
they relate to Australia’s extractive industries,
it will be critical to involve the companies
themselves to ensure that mutual interests
are considered and maximum expertise

is applied.

3. Promote the implementation
of the most useful impact
assessment frameworks.

In practical terms, the CSR compact should
examine impact assessment frameworks
and frameworks that are already available,
and promote the most useful and relevant
ones. This promotion would be catalysed by
the launch of the CSR compact, and should
comprise overarching principles and practical
examples of implementation. It should be
available from appropriate government
websites and from industry bodies, such as
the MCA.

The principal frameworks that are freely
available are listed in Box 3. Most companies
find a choice of frameworks to be an asset,
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as it allows them to select whichever
framework(s) will most effectively add

value in specific contexts. It is rare that

one framework will encompass all relevant
considerations. For example, some companies
have undertaken genealogy studies to
understand stakeholder relationships and
the local culture in each area of operation,
an approach that may not suit all companies.
A new, ‘universal’ framework is therefore
problematic unless it can be easily tailored to
multiple contexts.

However, in some cases, companies may
appreciate some guidance in selecting
the most useful frameworks—that is,
frameworks that will most effectively
facilitate good social, environmental,

Box 3: Selected impact
assessment frameworks

Extractive Industry
Transparency Initiative

Measuring Impact
Assessment Framework

GRI G3 Guidelines and Mining and
Metals Sector Supplement

Socio-Economic Assessment Tool

Developing a Community Impacts
Monitoring and Management
Strategy: A Guidance Document for
Australian Coal Mining Operations

Enduring Value: The Australian
Minerals Industry Framework for
Sustainable Development

Development Outcome
Tracking System

A Guide to Social Impact Assessment
in the Oil and Gas Industry

Ministerial Council on Mineral
and Petroleum Resources
Strategic Frameworks

economic, financial, and political/governance
outcomes. The Australian Government
should promote the most comprehensive

and respected assessment framework,
ensuring that company actions are in line with
Australia’s broad national interests. While all
frameworks have strengths and weaknesses,
many focus on specific dimensions and

cover those well. Only three frameworks
encompass all the dimensions assessed in

the Task Force’s background discussion paper
(social, environmental, economic/financial,
and governance), although no one framework
covers all dimensions thoroughly.®

Given the comprehensiveness of the

three recommended frameworks, the CSR
compact should promote them, while

also acknowledging their limitations. This
promotion should not be overly prescriptive
and must be carried out in consultation with
the resources sector and CSR specialists.

The compact should provide support and
guidance to assist companies in selecting and
customising frameworks for their specific
contexts. The three frameworks are:

e Measuring Impact Assessment
Framework. This framework, created
by the World Business Council for
Sustainable Development and the
International Finance Corporation,
assesses the impacts of a business’s
operations on the development of an
area or country. The framework uses
an input/output methodology that
measures the direct and indirect impacts
of the business activities on development
and social outcomes.

»  G3 Guidelines and Mining and Metals
Sector Supplement. The G3 guidelines
are the basis of the Global Reporting
Initiative’s sustainability reporting
framework. They outline the core content
for reporting and disclosure. Thus,
they are not so much an assessment
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framework as a set of indicators.
Nevertheless, the flexibility of the

G3 format allows organisations to plot a
path for continual improvement in their
sustainability reporting. The guidelines
comprise six indicator protocols: society,
environment, economic, human rights,
labour, and product responsibility. They
also comprise sector supplements,
including frameworks for the mining and
metals sector.

»  Socio-Economic Assessment Tool
(SEAT). The SEAT has been developed
by Anglo-American, a UK-based
transnational mining company, to help
mining sites benchmark and improve the
impacts of their operations. It has also
been adopted by other companies. The
company uses SEAT to identify and assess
the impacts of a particular operation
on the community’s development
needs. It then tests this assessment
through stakeholder engagement
and develops a management plan to
improve community impacts. Finally,
the company works with stakeholders
to produce a report that forms the
basis for ongoing engagement. The
SEAT process is intended to increase
accountability; to improve the company’s
understanding of the needs, priorities,
and concerns of local people and the
dynamics within the community; to
enhance the development opportunities
created by the core business; and to build
the capacity of staff with community
development responsibilities.

The CSR compact should therefore
incorporate a user-friendly guide that includes
case studies of successful implementation

of these frameworks in the resources

sector. It should explain the strengths

and weaknesses of each framework and
clearly demonstrate the factors that made

implementation successful in each case.

It should help companies ascertain what
does and what does not work in various
contexts. Finally, it should also be flexible
enough to accommodate new frameworks
being developed.

4. Enhance support for industry-related
teaching and training centres.

The Australian Government can also assist
by further supporting education and training
activities that aim to enhance the capacity
of Australian companies operating overseas.
A number of Australian universities offer
postgraduate courses focusing on CSR issues,
although these are not necessarily tailored
to the resources sector. In addition, many
universities offer units in CSR as part of
broader courses, such as Master of Business
Administration courses.

The University of Queensland’s Centre for
Social Responsibility in Mining, for example,
delivers education and training focused

on the social and community aspects

of the resources sector. It offers short
courses and workshops in professional
development, postgraduate coursework, and
research studies.

The Australian Government should provide
support aimed directly at building capacity
among junior and mid-tier resource
companies operating overseas, focusing

not only on CSR but also on mine safety

and environmental responsibility. These
companies rarely have the resources to
engage in these areas to the same degree

as large companies, yet the impacts of their
activities can affect Australia’s reputation
just as acutely. Support could be provided by
funding the development of educational and
training materials, subsidising attendance at
training courses, funding case studies of good
practice, and sponsoring industry briefings to
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disseminate latest CSR practice, safety news,
and information on key issues.

5. Review options for transparent and
independent grievance mechanisms.

While the operations of the resources industry
have long been associated with tension

in civil society, the first objective of most
companies has been to secure local consent
for their activities in order to avoid disputes
and conflict. Company codes of conduct aim
to influence behaviours so that decisions are
ethical; for example, by stating clearly that
bribery and corruption are unacceptable. In
many cases, this puts Australian companies
at a short-term competitive disadvantage.
They usually recognise, however, that ethical
behaviour is beneficial for business in the
long term. Nevertheless, codes of conduct
are written and enforced by the companies
themselves, and there is always the risk that
‘doing the right thing’ may conflict with
business interests. In order to safeguard

the long-term success of their overseas
operations, therefore, Australian mining
companies must address any grievances

put forward by local communities with
genuine respect.

Australian companies already work hard

to understand the concerns of local
communities, and many have developed
collaborative grievance mechanisms through
which genuine dialogue may be used to
resolve conflict. Nevertheless, this form

of self-policing may sometimes be seen

as insufficiently impartial, or skewed in
favour of business interests. Similarly, the
absence of an independent ‘umpire’ leaves
companies vulnerable to unsubstantiated,
unwarranted, or trivial claims against them.
If grievance mechanisms are to be trusted and
respected by companies and communities,

it is important that they are seen to be
independent of vested interests.

In October 2009, Canada appointed a

CSR counsellor as part of a strategy for

its extractive sector. The counsellor helps
extractive companies fulfil their social

and environmental responsibilities when
operating abroad. While the counsellor does
not formally mediate disputes or have any
decision-making powers, the role involves
providing support to both companies and
stakeholders in the resolution of disputes.

It is too early to gauge the effectiveness of
this Canadian initiative, but the Australian
Government should pay close attention to its
progress. However, there would be little point
in establishing a scheme that compromises
the competitiveness of Australian-based
companies. In this current age of globalisation,
transnational corporations can easily relocate
their headquarters in order to operate under
more attractive jurisdictions. Moreover,

in practice, many companies adopt CSR
initiatives that go far beyond the legal

and regulatory requirements of their host
countries, suggesting that industry is often
ahead of the public sector in developing

CSR practices.

Ultimately, any grievance mechanism must
be seen as transparent and independent if
it is to have any credibility. The Australian
Government should work collaboratively
with industry partners to improve grievance
mechanisms and to strengthen trustin

the accountability of Australian resource
companies. It can draw on international
resources, such as:

Human Rights in the Mining & Metals
Sector: Handling and resolving local level
concerns & grievances (International
Council on Mining and Metals, 2009)™

Local Conflict Management tool (Oil, Gas
and Mining Sustainable Community
Development Fund (CommDev)"
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Addressing Grievances from Project-
Affected Communities: Guidance for
projects and companies on designing
grievance mechanisms (International
Finance Corporation, 2009).”

To promote further accountability and
transparency, the government should consider
further ways of supporting international
programs such as the Extractive Industries
Transparency Initiative (EITI). The EITl increases
transparency and accountability in the
revenue payments to governments from oil,
gas and mining companies. It is a coalition

of governments, companies, civil society,
investors, and international organisations. Its
aim is to ensure that revenues from resource
extraction contribute to the wellbeing of host
countries, supporting poverty reduction and
sustainable economic growth. Companies
benefit from greater international credibility,
competitive advantages, and better

relations with local communities. Australia
has already committed $1.45 million to the
World Bank —administered Multi-Donor
Trust Fund to support this initiative. EITI lists
several ways in which countries can further
support the initiative, such as promoting

it in international and multilateral forums,
and encouraging resource-rich countries

to implement it through diplomatic and
commercial channels.®

6. Strengthen high-level engagement
between the resources sector and AusAlID.

The Australian Government is a major aid
provider to many countries where Australian
resource companies operate. For example, the
government will provide $346.9 million over
the next four years to increase development
assistance to Africa. Overall, Australia will
provide $4,349 million in official development
assistance in 2010-11.

Alongside government efforts, resource
companies often undertake similar
initiatives and work towards similar goals.

Their presence in developing countries
inevitably brings substantial opportunities

for sustainable community development (see
Box 4). Indeed, they often have a relatively
long-term focus, since their plans may assume
a presence of 20 years or longer, whereas

host country plans often operate on three- to
five-year funding arrangements. Resource
companies often play a particularly significant
role in communities where government
infrastructure and capacity are weak, at times
performing a de facto government role. In
many countries, regions and communities,
resource companies have worked hard to
develop economically sustainable community
programs. These programs are intended

to help communities sustain themselves

over the long term, beyond the life of

mining operations.

While this work has a similar objective to
much aid work, it maintains a different
focus, typically concentrating on developing
business and management skills and local
supply chains. In some ways, therefore, these
company programs go beyond the type

of assistance traditionally provided by aid
agencies, leveraging the technical expertise of
transnational companies (or their appointed
consultants) in the management of natural
resources and other initiatives.

A major issue for Australian resource
companies operating in developing countries
is how to ensure that local economies and
communities do not simply collapse when
the company leaves. This issue obliges
companies to develop long-term plans. Most
major companies today start planning for
post-closure activities at the beginning of a
project. They may encourage locals to take
ownership of facilities and to manage these
facilities themselves. Companies can easily
spend money on building amenities, but
locals must be able to use those amenities
and have pride in them. In many cases,
companies have set up trust funds to



Embargoed until midnight 9 June 2010. Media may report 10 June 2010.

A case for collaboration

Box 4: Papua New Guinea
liquefied natural gas project

Two major Australian companies—
Santos and Oil Search—are among

a consortium of resource companies
jointly investing in the PNG LNG
Project, the lead operator of which

is ExxonMobil. The project’s initial
development costs are around

A$16 billion and this single project is
expected to triple PNG’s gross domestic
product within its 30-year life. The
project promises to produce enormous
human development improvements

in PNG. Aside from the rents to be
paid to PNG’s treasury, royalties to
communities, employment, training,
and capacity building for local people
and organisations could have a
profound, inter-generational influence
on physical and human security in
PNG. The scope for AusAID to leverage
official development assistance off this
significant private sector-led project

is self-evident.

facilitate long-term viability. For example,
the gold mining company Barrick has trained
land owners around the Porgera mine in PNG
to manage a trust fund, while the company
provides technical assistance, thereby building
management capacity in the community.

By nurturing institutions that enable local
communities to be self-reliant, companies
also play their part in facilitating political
stability and reducing demands on Australia’s
aid budget.

Just as resource companies are increasingly
taking on some of the traditional roles of
aid agencies, aid agencies are increasingly
focusing on how business practices can
help in achieving development objectives.
AusAID has acknowledged that private

business and broad-based economic
activity can help to reduce poverty.In a
sense, the distinction between corporate
business and development aid is becoming
blurred. The time is right, therefore, to
enhance collaboration.

Resource companies and the Australian
Government should acknowledge

their mutual capacity in implementing
international development initiatives. There
should be regular exchanges to discuss
sustainable development goals and how

the achievement of those goals can be
accelerated through greater collaboration.
Collaborating in workable partnerships could
maximise the beneficial outcomes for all
parties, and promote the long-term economic
self-reliance of developing countries.

It is important that any collaboration
leverage the particular skills of both resource
companies and AusAlID, rather than expecting
parties to take responsibility for areas in
which they have little or no expertise. In
addition, if the relationship is to deepen,
AusAID may need to strengthen its internal
capacity, perhaps by hiring a resources sector
adviser. In practice, collaboration could

take several forms, drawing on the capacity
and experience of the resource companies
and AusAID:

exploring ways to use AusAID small
grants (available to community groups)
to strengthen those development efforts
already being undertaken by Australian
mining companies overseas

sharing business experience and
technical expertise, and providing
technical support to local communities
and local government

enhancing local supply chains that
enable resource companies to source
materials and labour locally and boost
the local economy
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building industry-related skills and
capacity among graduates within
host countries

developing and implementing business
models that explicitly prioritise long-term
community-development objectives

(a ‘pro-poor’ approach) rather than simply
profit maximisation

facilitating the development

of a broad range of strong and
long-lasting partnerships between
various stakeholders.

In the long term, it is unsustainable for
foreign-owned companies to perform

de facto government roles, and doing so
may act as a disincentive for host country
governments to develop their own public
and community institutions. The effective
functioning of a state’s institutions is central
to development, and it is governments that
provide a regulatory environment that is
conducive to private sector investment.
Through Australia’s aid efforts focused on
promoting good governance in developing
countries, Australia is already working with
aid recipients to develop governance systems
that can ensure that natural resources are
managed responsibly. These efforts should
be extended to promote self-reliance, a task
that can be achieved more effectively by
leveraging the expertise and experiences of
resource companies, who maintain everyday
contact with local communities and often
possess a thorough understanding of

local cultures.

Finally, it’s worth noting two specific areas
where the resources sector and AusAid

could derive potential benefits from greater
engagement: collaborating to promote
international human rights initiatives and
supporting existing efforts in climate change
mitigation and adaptation.

Most transnational resource companies have
well-developed human rights policies and

practices. However, human rights initiatives
are often articulated as broad conceptual
principles, which can prove difficult to apply
for company practitioners, especially within
smaller companies (see also Box 5).

The Office of the United Nations High
Commissioner for Human Rights has jointly
published Human Rights Translated: A business
reference guide.* It provides extensive case
study examples and suggests practical steps
for observing human rights in a business
context. The Australian Government,

through AusAlID, should actively promote

this document to the Australian resources
sector. Where necessary, it should also provide
guidelines for its application to Australian
companies operating overseas.

Box 5: The role of boards

Disparities between companies’
corporate statements and actions have
external and internal repercussions.
Boards and corporate management are
concerned with ‘high-level” matters,
while operational staff must manage
on-the-ground realities. The different
priorities of each level can often lead
to internal conflict. Corporate CSR
statements, written for an external
audience, can make for a poor business
case internally. The language used may
avoid the hard questions on which
operational staff seek leadership and
clear direction. Boards and corporate
management ought to be encouraged
to reflect on, and make clear statements
about, the specific social outcomes

for the communities in which they
operate. A ‘this-is-what-we-mean-
when-we-say ..” document should be
produced, containing the detail behind
aspirational statements.
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Additionally, AusAid could promote the Guide
for Integrating Human Rights into Business
Management®, produced by the Business
Leaders Initiative on Human Rights. This
guide is designed to enhance understanding
of human rights in business practice, and to
provide practical guidance on how to take a
proactive approach to human rights within
business operations.

Australia should also consider endorsing

the Voluntary Principles on Security and
Human Rights, a set of non-binding principles
that provide guidance for companies on
identifying human rights and security risks.
These principles were developed through
multi-stakeholder participation from various
governments, the extractive industry

and NGOs. The Netherlands, Norway, the
United Kingdom, Canada, Colombia, and the
United States are signatories. Several resource
companies and NGOs are also signatories to
the agreement.

As far as climate change is concerned, AusAID
is helping countries to develop policies

and programs that support sustainable
development and reduce carbon footprints.
The 2010/11 federal budget increased aid by
over half a billion dollars, $350 million of which
is going towards climate change financing and
adaptation from 2011—12.

The resources industry has already
demonstrated that it can play a significant
role in assisting these efforts. Companies
are highly aware that they are significant
emitters of greenhouse gases. Many resource
companies have made considerable efforts
to reduce their energy use and to adapt their
operational processes. Despite the efforts
of many operators, the resources industry
has a poor reputation as a ‘big polluter’.
However, this unfavourable reputation
provides companies with a profound
opportunity to play a constructive role in
achieving a safe climate. In collaboration

with the government’s official development
assistance programs, the resources industry
can demonstrate global leadership in
implementing low-emissions technologies.

Australian resource companies often operate
in locations that are highly exposed to the
adverse impacts of climate change. As adverse
impacts become more pronounced, resource
companies can play a valuable collaborative
role in humanitarian assistance. As many
mining operations already provide essential
services in communities, they are strategically
placed to help communities adapt. For
example, Lihir Gold Limited has encouraged
local residents to build infrastructure on
higher ground on Lihir Island in PNG, in
order to build resilience against extreme
weather events.

AusAid’s development assistance in
adaptation planning, therefore, would benefit
from leveraging the special strategic role

of many resource companies. This does not
mean that AusAID should involve itself in
every operation, or be wholly responsible for
adaptation in entire regions. Rather, efforts
should be part of a coordinated strategy
based on rigorous risk assessments of the
specific threats posed by climate change.

Conclusions

The Australian resources sector is a major
contributor to the Australian and international
economies, yet further advantages can be
secured by strengthening the collaborative
relationship between the sector and the
Australian Government. Specifically, strategic
and reputational benefits can be gained

from leveraging the presence of Australian
resource companies operating overseas.

The resources sector and the Australian
Government need to work together to ensure
that the practices of Australian companies are
consistent with Australian and local values
that place a premium on transparent business
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practices, human rights, and positive social
and environmental outcomes. While many
larger companies have the capacity to adopt
leading practices, there are other cases where
government support and leadership would
be beneficial.

This report has identified several ways in
which the resources sector and the Australian
Government can work together to advance
Australia’s national interests by delivering
international development dividends.
Collaboration can achieve mutually beneficial
outcomes by promoting and supporting CSR,
transparent grievance mechanisms, human
rights initiatives, climate change mitigation
and adaptation, community self-reliance, and
public diplomacy.

CSR should play a central role in promoting
good practice among companies operating
overseas. Most companies do not need to be
persuaded of the need to act responsibly; the
business case for CSR is widely recognised.
By supporting the needs and aspirations

of the local community and ensuring the
sustainable management of resource
extraction and processing, companies can
acquire and maintain their social licence to
operate. The Australian Government should
support and promote such responsible
behaviour among companies operating
overseas, and look for ways to extend it. The
benefits to be derived from this collaboration
include enhancing Australia’s international
reputation, improving international political
stability, achieving social development goals,
and complementing the government'’s

aid program.
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