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July 13, 2006

Dear All:

On behalf of all the sponsors of this event - CommDev, World Bank Institute, IFC, World
Bank and MIGA - thank you for your participation in the June 19th Workshop on’Sharing
Experience: Enhancing the Benefits to Communities from Extractive Industry Projects.

It was a productive day, albeit too short for the topics discussed. The active participation
during the day shows that we are building momentum for extractive industry, communities and
governments to focus on common goals and to create the possibility of shared success, increased
benefits and sustainable development. With your continued help, we are hoping to take this
dialogue to regional fora, building on the discussions and results of this workshop.

CommbDev will play a critical role in this effort by providing the funds, generally linked
to IFC or World Bank programs, to support the implementation of practical, innovative and
replicable community development projects. Working in partnership with all of you, CommDev
will seek to build our shared knowledge base and disseminate good practices.

Enclosed you will find the summary of the workshop. In addition, copies of each
presentation and the video broadcast of every session are already available on the workshop
website accessed through www.commdev.org.

Many thanks again and we look forward to continuing this important dialogue about

community development with you.

Best regards,

Puu?i%j

Rashad Kaldany

Enclosure.
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How do communities manage unpredicted infrastructure requirements when their
population grows ten—fold overnight as part of a mineral rush? How can local
governments gain the skills to manage revenue from extractive industry projects in a
manner that is transparent and development oriented? One of the largest gold mines in
the world is surrounded by one of the poorest communities in Peru. How can the mine
and the community exploit their interdependence for the benefit of all stakeholders?
These are just a handful of the challenges to extractive industry communities discussed at
CommDev’s workshop on June 19",

Oil, gas and mining have generated wealth, and have great potential to drive
sustainable development. Too often, however, development of extractive industries has
failed to benefit the communities in which the projects are carried out, and have in many
cases further disadvantaged those most directly impacted. The recognition of this
tendency and the World Bank Group’s management response to the Extractive Industries
Review (EIR), led to the creation of the IFC/World Bank Oil, Gas and Mining
Sustainable Community Development Fund (CommDeyv).

The purpose of CommDev is to ensure that extractive industry projects get done in
the best way possible from the outset, yielding clear and sustainable benefits for local
communities. There is growing recognition that engaging, empowering and developing
the capacity of local communities, including local government, is critical not only for the
success of investments in extractive industries but also for sustainable development
beyond the life of the well, pipeline and mine.

This Workshop, co-sponsored by the World Bank Institute, World Bank, IFC and
MIGA, was CommDev'’s first. It brought together nearly 150 representatives from
extractive industry, NGOs, government, think-tanks, community development
professionals and World Bank Group staff to share their experiences. The goal was to
provide a forum for different stakeholders of extractive industries projects across diverse
geographical locations to share their real-life experiences and lessons learned. Case
studies were used to highlight success and caution against errors. The main focus was on
creating and improving strategies to improve returns to communities impacted by
extractive industries. One finding was clear, if local communities are to derive any
lasting benefit from extractive industry, it will take a concerted effort — all development
actors are implicated and must be coordinated.

Specific topics related to extractive industries and community development were
discussed in individual break-out sessions:



Community Development Strategies — How to Prioritize, Sequence and Implement
Programs. Driving concerns included how to best: a) improve communities’ abilities to
participate in decision making and accountability mechanisms and b) engage all
stakeholders over the life of the extractive industry project. In discussing the time-line
for community development, panelists drew attention both to the pre-existing capacity of
communities and the need for companies to consider from the outset what legacy they
would leave behind upon closure of their project. An essential question surfaced: are
firms investing in community-driven development supported by companies or company-
driven community development? One panelist cautioned that giving over total control of
funds to communities is not likely to yield the best development results; staying involved
and sharing skills deepens the positive impact companies have on local development.
Similarly, another panelist stressed building/strengthening local institutions first,
infrastructure second, noting that the first can be much more challenging. A final caution
was to not monopolize community development projects—impacts are more sustainable
with multiple companies involved.

Extractive Industries and the Gender Bias. Raising women’s income tends to yield
greater development spillovers than raising men’s income. Unfortunately women are
often excluded from the benefits, such as direct employment, of extractive projects. In
fact, women suffer disproportionately from the negative consequences from extractive
industry projects (e.g. from STDs, domestic violence, etc). Because women are often an
“invisible” part of the extractive industry labor force — often working in related informal
service economies, there has been less attention to how improvements in their lives also
benefit the bottom line of companies. Success stories from Papua New Guinea, Poland
and Brazil highlighted the need to empower and educate women’s groups and provide

them with access to microcredit. The discussion went on to consider similar challenges
in child labor.

Developing Local SMEs and Opportunities for Local Business to become part of the
Supply Chain. This session demonstrated the catalytic role companies can play in
creating sustainable economies within communities around an extractive industry project.
It was recognized that while developing capacity in small entrepreneurs remains
challenging, in terms of selection, level of effort required and sustainability of
enterprises, various successful approaches were shared in this session. One example was
sharing management skills through night classes for local entrepreneurs. Investments in
local infrastructure were also identified as central to yielding benefits to a local
economy—new roads that allow minerals to reach ports can also transport small farmers’
goods to markets. As such, companies have an opportunity to impact general local
economic development beyond their own supply chains.

Expanding the Role, Sustainability and Local Ownership of Community
Foundations. How to transform a corporate foundation into a community foundation
and the need for ensuring sustainability of community foundations was addressed in this
session. Panelists highlighted the need for: a broad range of donors, building endowment
and local ownership in order to ensure the lasting legacy of a foundation. The session



highlighted that foundations provide more than just funding — they also provide value by
selecting the best partners, signaling other funders, improving the performance of their
partners/recipients, and advancing knowledge and practice in a community. In addition,
examples from the South African Platinum Belt and Guatemala showed how to build
capacity in local staff, how companies can collectively organize and make an impact on
community development, and how different governance structures work in practice. One
of the risks noted was a loss in control and potentially credit/marketability from the
company. This clearly needs to be weighed against potential gains in local development.

Extractive Industries and the Environment — Risks and Opportunities. Several local
government representatives aligned with other stakeholders in their call for more
stringent environmental safeguards. Strategies to mitigate negative environmental
impacts from extractive industry projects were discussed — from relatively basic but very
effective gas flaring reductions to more complex programs that generate carbon credit at
the micro-level. Panelists used examples from both local and global partnerships to
highlight the need for multi-stakeholder involvement. For example, earning carbon credit
for reforestation requires a commitment by stakeholders to change behavioral patterns
and investment priorities in companies, communities and local governments.

Local and Regional Governance - Effective Capacity-building Programs. Examples
of challenges facing local and regional governments were used in this session to speak to
the importance of capacity building, reform and transparency. Even in countries where
regulations guarantee that large shares of extractive industry revenues return to poor
source communities, such funds may remain unspent because the local government lacks
the skills and systems to absorb and invest on such a large scale. The need for technical
assistance and local ownership accompanied by transparency and systems of
accountability were highlighted in this session. Practical/common conflict resolution
mechanisms at the local level were also deemed necessary—when thousands of small
migrant miners tear apart farmers’ and herders’ land in search of gems with no capacity
to repair the land afterwards, there will certainly be conflicts.

Capacity-building for Local NGOs — What Works? Local NGOs are in many ways
ideally and uniquely placed to represent and help expand the capacity of the communities
in which they operate. They complement local government. Panelists shared their
experiences such as mapping the assets of indigenous communities in order to preserve,
leverage and expand their value. Other approaches included providing micro-finance
loans and supporting low-tech community-based monitoring, such as counting the
number of trucks coming into a community with materials intended for building a clinic —
this basic monitoring of inputs and outputs helps prevent graft and can be applied to
government, private sector or NGO-funded projects. One NGO helped the community
establish a water monitoring group to ensure over time that their drinking water was not
being harmfully affected by the neighboring extractive project. The need for community
involvement and leadership was stressed, as was a need for understanding the social and
cultural needs of the target population. NGOs and community-based organizations can
provide important grassroots voices, but it cannot be assumed that any one organization
represents a diverse community. Inputs from multiple sources are necessary.



Responding to HIV/AIDS and other Health Issues in Extractive Industry
Communities. Panelists provided examples of successes companies have had in Zambia
and South Africa with addressing HIV/AIDS and malaria issues. Some of the most
successful strategies included public testing of management along with non-termination
guarantees to promote a new system of voluntary, anonymous counseling and testing.
Partnerships with government and NGOs have been essential in many areas. For
example, some landmark partnerships between management and unions have occurred in
the joint fight against HIV. In remote rural areas, people intermingle; therefore the
importance of extending health care to the wider community in which the companies
operate — rather than to employees only — was stressed.

While examining specific aspects of the impacis on communities from extractive
industry projects, these break-out sessions also highlighted some cross-cutting themes, as
touched upon below.

Trilateral partnerships. The need to involve community leadership, government
representatives and companies in designing community development strategies was
stressed throughout the day, and was the focus of a plenary panel. The financial and
technical support of the companies and government is needed in most cases to carry out
plans — but without community involvement, the intervention may not meet the needs and
wants of those impacted. Partnerships between all the stakeholders from the earliest
planning stages is essential, both to design an intervention that the community will
actually use, and to ensure sustainability of projects. Companies may need to bring in
external support if they do not house these skills internally. Importantly, we are
beginning to speak the same language critical for partnerships: there is an increasing
convergence among business and development practitioners, e.g. there is a fair amount of
overlap between Oxfam’s and Goldman Sachs’ country assessments.

Timing has often proven vital in building these partnerships, as in other aspects of
community development. The need to involve communities from the earliest stage of
decision making was a central thread throughout all the discussions. Identifying diverse
local leaders/champions early on was one strategy that was suggested for effective
community engagement. Private companies may try to move too quickly given the
natural pace and skills of the local stakeholders. Rather than focusing on different paces
as a constraint, extractive industry companies may present a unique business
environment/opportunity to incubate local development due to the long time horizons
typical of extractive industry investments (such as 7+ years to make an oil project
profitable).

Legacy. It was repeated across sectors, themes and contexts that companies must plan
for project closure from the beginning to ensure sustainable development for the
communities. Local capacity development may be considered a major element of any
positive legacy.



Capacity building of local actors — in financial, management, conflict resolution
practices, among others - is almost always a necessity prior to fully engaging
communities, including government, in the economic benefits of extractive industry
projects. An ICMM study showed that communities with good governance structures in
place were better able to reap the benefits of mining projects. Related strategies, such as
companies mentoring local leaders, and challenges, such as building trust, were discussed
throughout the day. Pre-existing local capacity was noted as a development constraint as
well as an opportunity to make a big difference with a small investment. The need to
respect local culture and values while trying to create space for vulnerable groups to
benefit is a challenge.

Building the business case. Successful sustainable community development strategies
benefit everyone. However, in some areas this is more apparent from a profit perspective
than in others. For example, HIV/AIDS has a clearly negative impact on the labor force,
whereas the negative impact from marginalizing women from the extractive industries
workforce is more difficult to quantify. Throughout the day concrete examples of how
and why community development benefited business were given, including increased
security, efficiency, transparency, competitiveness, marketability and local cooperation.

The above challenges and lessons continued to emerge throughout the day as
workshop participants looked at moving beyond compliance with internationally-
accepted performance standards towards practical steps to achieving sustainable
community development. CommDev hopes to build on the momentum achieved by this
workshop, continue networking with all stakeholders to find innovative and replicable
solutions to challenges, and serve as a vehicle for funding capacity building, training,
technical assistance, implementation support, awareness-raising, and tool development in
order to “raise the bar” on how community development programs are delivered by
industry together with communities and local/regional governments. CommDev will
continue to work on projects to build the capacity of local/regional government and
communities in order to facilitate their active participation with industry in planning their
own future. The lessons learned and exchanged at the workshop will hopefully serve to
raise awareness of key issues, and lead to improved partnerships and collaboration. They
will also be incorporated in the Information Clearinghouse that CommDeyv is building.

As one panelist stated, she has never encountered a community that did not want
development — but community priorities must shape any successful strategy.



