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EFRAG Technical Expert Group
35 Square de Meeûs 
1000 Brussels (fifth floor) 
Belgium

Paris, the 2nd of July 2010

Subject: consultation on the EFRAG’s draft response to the IASB’s consultation on extractive industries
Dear Sir or Madam,

Oxfam France is a non-governmental organization doing advocacy and campaigning work on rooted causes of poverty throughout the world. We run a specific program on illicit financial flows depriving developing countries of much needed tax revenues to finance their own development. Oxfam France is a member of the international confederation Oxfam (fourteen organizations working together in more than 100 countries to find lasting solutions to poverty and injustice).  

We recently published a report on the extractive industries « Lifting the resource curse. How poor people can and should benefit from the revenues of extractive industries”
 which outlines how much transparency is needed all along the extractive industries supply chain to make sure that natural resources can benefit to the people of the countries where they are extracted. 
The report also provides an estimate of the additional tax revenues that could have been raised for funding more equitable health, education and sanitation public services if misuse of revenues and payments to governments had been under control via better transparency and governance. Taking only one country example: “Nigeria relies on oil revenues for more than 80 per cent of its national budget, yet the government is unable to determine the amount of oil extracted in the country. » and “According to one analysis, between 1970 and 1999 the Nigerian petroleum industry generated about $231bn in revenue, or $1,900 for every man, woman, and child in the Nigeria. Yet during this period Nigeria’s real income per capita fell from $264 to $250 a year. »

Why the current IASB work on the IFRS for extractive industries matters

Reversing the current trends and lift millions of people out of extreme poverty is today possible notably through increased transparency. This is where accounting standard have a role to play in order to ensure  crucial information on companies activities and governments revenues is available through a country by country reporting, while ensuring a level playing field with similar mandatory requirements for all actors. 
We note favorably the interest of the IASB in developing an extension of the current IFRS6 by having set up a working group to issue the discussion paper that has been published in April 2010. And yet we are concerned that the recommendations made in this discussion paper will not be automatically addressed by the IASB in a subsequent International Financial Reporting Standard. We would like to stress the importance for us to see the development of a new standard in the due processes of the IASB to reach a new standard in the coming years. 
That is why we really welcome the IASB’s public consultation on its discussion paper, as well as the possibility for us to comment on EFRAG’s draft response to that consultation. 

The needs of other users than capital providers should be equally addressed
According to EFARG’s letter: 
“The objective of financial statements is to provide decision useful information to investors and other capital market participants. Where these objectives overlap with those of other organisations they should be included in the financial reporting framework.”
We believe there is an omission in this statement. The IFRS Foundation’s constitution defines the purpose of the IFRS as follows: 
These standards should require high quality, transparent and comparable information in financial statements and other financial reporting to help investors, other participants in the world’s capital markets and other users of financial information make economic decisions.

The adoption of a comprehensive country by country reporting standard would benefit investors, by increasing transparency and information in a high risk sector; governments, by ensuring them a fair share of the value of the resources being extracted and preventing transfer mispricing, tax evasion and avoidance; and citizens, that would have better chances of holding companies and governments to account. We consider that the needs of other users of financial reports other than capital providers should be fully considered too.

Our comments here are made in the light of the European Commission’s emphasis on Policy Coherence for Development, set out in its recent communication on that topic. In its Communication on Tax and Development, the Commission has also emphasised the potential of the proposal for country-by-country reporting set out in the IASB’s discussion paper as a tool to assist developing countries in mobilising domestic resources for development:

The Commission along with the European Foreign Affairs ministers conclusions on tax and development the 14th of July both support research work currently undertaken by the International Accounting Standards Board towards the possible inclusion of country-by-country reporting in an International Financial Reporting Standard for extractive industries.

We also refer EFRAG to the staff working paper accompanying that Communication, which notably says: 
“According to many observers, introducing country-by-country reporting in international accounting standards for all major multinational corporations operating in developing countries could be beneficial.”
The need to consider the interest of the whole range of international financial reporting standards users, we believe, is underlined by the interest in such proposals from the European Commission, Council and Parliament, and the OECD and G20.
It is also underlined by moves towards a country-by-country standard for extractive industries contained in the United States Energy Security Transparency Act 2009 and recent amendments to the rules governing the listing of securities on the Stock Exchange of Hong Kong.

The IASB is aiming to be the global source of reporting standards. To do that, its legitimacy will rest on the degree to which it is seen to act in the public interest. Meeting the needs of investors and supporting a functioning market are clearly central to this. But this is not sufficient, especially in the current global financial and resulting political climate. We would suggest that the IASB should therefore be urged to include the needs of user groups other than capital providers in developing the new standard. 

We endorse EFRAG’s support for PWYP (Publish What You Pay)’s proposals. However, we also suggest that EFRAG proposes that the IASB reconsiders some of the current recommendations in the Discussion Paper that would weaken the usefulness of this information notably to investors:

1. Remove inappropriate materiality thresholds for country-specific reporting

The Discussion Paper proposes that the threshold of materiality in deciding which countries will be presented individually, and which will remain aggregated together’ as ‘other’ will be judged in relation to the size of a company’s reserves in each country and be left to the discretion of the companies. 

This is highly problematic. Firstly, the information for many countries will likely remain aggregated. This will reduce the comparability of information across companies and countries, undermining one of the very purposes of IFRSs. 

Most importantly, reputational risks, to which the extractives sector is particularly prone, are not related to the scale of operations. For example, a company making corrupt payments to the leaders of a country with a very bad human rights record, even though these would be small in relation to a companies profits, would be exposed to very serious reputational - and in many jurisdictions, legal and therefore financial - consequences. The Discussion Paper itself argues this point, stating: 

 “…an entity’s exposure to reputational risks and the associated potential economic loss is not correlated to the scale of the entity’s investment in a particular country.” (paragraph 6.24).
In a recent paper about country-specific reporting, US investment management company Calvert argues against the setting of quantitative thresholds and relying too heavily on the discretion of companies. It argues that the simple solution is for standards to require that companies report for each and every country of operation. We suggest that the IASB should be urged to adopt this approach and remove inappropriate materiality thresholds
. 

2. Clearly require country-specific reporting of payments to governments

The Discussion Paper acknowledges that investors have expressed the view that country-specific information on payments to governments would be decision-useful (paragraphs 6.25, 6.26). 

Payments to governments are an area of particular risk, related to the potential for corruption and the threats of renegotiation or appropriation of assets where payments are below contractual obligations.
Therefore, the reputational, financial and legal issues nationally and internationally, (e.g. for compliance with anti-corruption legislation like the US Foreign Corrupt Practices Act and the UK’s new Bribery Act,) justify the need for country-specific payments disclosure. The Paper also explores the need for the disaggregation of payments data into different benefit streams to government, highlighting support for this from investors (paragraph 6.28). 

Such information would assist with modeling revenues and also assist with risk assessment since different kinds of payments to host governments are prone to different kinds of risk. For example, signature bonuses are prone to misappropriation to personal bank accounts if they cannot be traced, payments in kind can be subject to diversion, inappropriately low tax payments can engender political pressure to expropriate assets, etc. Therefore, for an accurate assessment, the benefit streams need to be reported separately, using the definitions already developed for the EITI (Extractive Industries Transparency Initiative) that is promoted by the World Bank and others. 

All companies should already have full information about payments to individual governments as part of their tax accounting. Those subject to anti-corruption legislation affecting overseas operations should also have this information to be in compliance. Thus the costs of producing such information should be low. 

Despite this, the Discussion Paper refrains  from explicitly recommending such a requirement, seeking more commentary and research on the cost-benefit balance of requiring country-specific reporting of payments to governments. 

We would suggest that the IASB be urged to accept that it is already clear that the benefits of country-specific reporting of payments to governments outweigh the costs. We would also suggest that the experience of the EITI demonstrates the need for this information to be disaggregated by benefit stream. 

3. Drop key exceptions to the country by country reporting  

The IASB Discussion paper makes a compelling argument that a country should be the unit of account for extraction companies because that is where most of the financial, political and reputational risk lies. Therefore volumes and costs of production should be reported on a country by country basis.  But it then inexplicably proposes that other core data, such as revenues, could be reported by commodity, completely ignoring the huge variations in fiscal terms among countries for mining the same commodity. A disruption in Country X will have a very different impact than the same volume disruption in Country Y, but investors would have no way to assess the impact unless they know how much revenue a specific country is generating for the company affected.  We find some of the IASB recommendations directly contradict their own analysis and findings.  

Yours sincerely,
Luc Lamprière

Executive Director of Oxfam France 






�  Full report and its summary can be downloaded at the following link : � HYPERLINK "http://www.oxfam.org/en/policy/lifting-resource-curse" �http://www.oxfam.org/en/policy/lifting-resource-curse� 


�  Op. cit. p. 18. 


� � HYPERLINK "http://www.calvert.com/NRC/literature/documents/10003.pdf" \o "blocked::http://www.calvert.com/NRC/literature/documents/10003.pdf
http://www.calvert.com/NRC/literature/documents/10003.pdf" �http://www.calvert.com/NRC/literature/documents/10003.pdf�
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