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Preface

The extractive industry has been under increasing criticism for corruption, tax evasion,
human right abuses and for shifting profits from countries with upstream operations
to other parts of their corporate structure, often in low tax jurisdictions. All this is being
done under a shield of opacity as contracts are secret, part of the corporate structure is
undisclosed and their financial statement information is so aggregated and condensed
that even the most interested reader are left uneducated. All this is happening while these
same companies are seeking funding in transparent markets, extracting resources that are
owned by the countries they operate in and selling their products in transparent markets.
The natural thing is that these companies inreturnare transparent about theirinvestments,
production, revenues, costs, taxes and people employed. These companies are custodians,
not owners, of resources. They are allowed by society to extract these resources. Society
wants to have information of what they are doing in return.

Publish What You Pay ( PWYP) Norway has attempted to contribute to a growing body of
investigations showing that the secrecy surrounding the extractive industries has harmful
effects both on developing countries and developed countries. In the report ‘Lost billions.
Transfer pricing in the extractive industries’ we have estimated that over 100 bn. USD has
disappeared through potential mispricing of crude oil in the USA and the EU between 2000
and 2010.

Today, over 609% of world trade is taking place within transnational companies, such as the
extractive industries. Companies can shift profits through transfer (mis) pricing, but also
more complex financial instruments, which are not directly linked to the physical crude oil,
such as derivatives. In the report ‘Protection against derivative abuse’ we have shown that
extractive companies are heavy users of derivatives, which can be used to transfer profit
out of the source country before it's taxed.

Also, in the Piping Profits' report we have shown that ten of the world's most powerful
extractive companies operate with at least 6038 subsidiaries, where 2038 are incorpo-
rated in secrecy jurisdictions. No government in the world is able to see the whole picture
of what is going on within these companies unless the companies are made to report this
information on an obligatory country-by-country basis.

This is serious as 2/3 of the world's poorest people live in resource rich countries and des-
perately need investments that cangive opportunities to escape paverty. To the extent that
parts of taxable profits are maved out of these cauntries, it directly hurts the countries in
question, but also developed countries that will have to contribute more aid in response
to less tax revenues from companies owned to a large degree from the same developed
countries.

For Africa, export of oil, gas and minerals alone is mare than nine times the value of inter-
national aid. The real value generated s larger than this, given the various reports summing
up profits lost to corruption, tax evasion, derivatives abuse, criminal activity and transfer
mispricing. Aid will never match such values, neither is aid dependency wanted. It is fun-
damental that profits generated through extracting and trading with non-renewable and
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finite resources that are associated with great environmental risk should benefit those ,
who the companies manage the resources on behalf of: the citizens of the country where
the resources are found. Country-by-country reporting is not a universal mechanism that
will solve all the world's problems, but is a large and important step in the right direction.

This is why over 650 organizations from over 50 countries have organized in PWYP and
want to know whether lucrative deals based on extraction with their countries non-renew-
able and finite resources provide meaningful investment opportunities to escape poverty.
There is now a global demand from governments, policy makers, regulators, investors, as-
set managers, pension funds, stock exchanges, companies and civil society for increased
transparency and accountability from the extractive industries. This is needed to regain
trust so that the interests of society can be upheld and respected.

One milestone has been a legal provision enacted in the USA under the Dodd-Frank law.
Another milestone is the EU-directive that was agreed previously this year. There are
subtle nuances between the two, but it very much builds on the US legislation. Reporting
mechanism as enacted under the law in the USA and as a directive in the EU can expose
corruption in the source country.

But, given that the extractive industry has access to a large toolbox of techniques that can
be used to shift profit from the resource rich countries, before it's being taxed, there is no
way of finding out if the taxes paid are correct with the law inUS and the directive inthe EU.
So what can be done about this?

PWYP Norway proposes a very simple and effective reporting mechanism called

‘An extended country by country reporting standard for the extractive industries. A policy
proposal to the EU' This form of reporting is in line with how extractive companies are
already consolidating their accounts, which means that this will not increase costs. All the
information we request is already readily available in companies'cansolidated accounts
and tax information that is collected in connection with the home office tax return. All we
askisthatit is the most important information in the financial statement, like investments,
production, revenues, costs, taxes and emplayees are broken down and disclosed country
by country. This will give valuable, standardized information across countries about the
value creation and where companies pay tax so that investors and other constituents can
seek insight into the use of their resources

Mona Thowsen
General secretary,
PWYP Norway
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Defining elements - links
between natural resources.

tax and development

Why is country-by-country reporting so important?

Large oil & gas and mining companies are to high degree multinational companies;

1

They are usually incorporated in industrialized countries taking advantage of being
home-based inresourceful countries with easy access to large capital markets.

They usually operate in many different countries around the globe, seeking the most
attractive investment opportunities and thus amongst ather participate in a game of
harmful tax competition between countries.

They are on aregular basis using companies, which are set up in jurisdictions that allows
less reporting to the public or less taxation than the average nation, thus undermining
the social contract between the society at large and the individual corporation.

They are selling their products on what appear to be transparent market places, but
before the products reachthe market place, they may have changed hands several times
internally in the company, thus having the opportunity to place profits where they are
least taxed..

They are using internal transactions involving transfer pricing and many jurisdictions to
ahigh degree, financial instruments internally and externally and sophisticated
accounting standards and systems that make it almost impossible for atax authority to
control the tax base presented to it, thus having the apportunity to shield against
unwanted insight.

The goal of country-by-country reporting is to provide the same valuable information to all
constituents:

1
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[t provides key stakeholders like investors with key, standardized information to
prioritize their use of funds and give investors in their role as owners the information
needed to enter into a dialogue with the companies about their priorities.

[t levels the playing field among extractive industry companies as it forces less
transparent companies to provide the same level of information as more transparent
companies.

[t provides regulators with key information they need to provide for good regulations in
the extractive industries sectors and can supply statistical bureaus with improved
information oninternational trade.



4 It provides data to governments, analysts, media and the population at large that
enables them to monitor and challenge companies and government institutions
towards the most effective economic management of the revenue streams derived
from the extractive industries.

5 It provides tax authaorities with data in a standardized form about the extractive
industry companies, reducing the cost of data collection, providing for better
communication between tax authorities and companies and giving less room for
criminal activities from those few companies that are willing to resort to such practices
as it becomes more difficult to move funds from one jurisdiction to another to the
extent that a tax authority has asked for insight into the records in a tax jurisdiction.

The key is to provide the same valuable information to all constituents.

Inorder for companies to provide the same information, it needs to be regulated what that
information is. In both the US and the EU the focus is mainly on providing information on
taxpaymentsinaseparate report. This information is however meaningless in its own right,
and we believe the US and EU will soon discover this. The focus for PWYP Norway has thus
been to secure that the information about tax payments is put into a meaningful context.
This meaningful context are the key financial numbers that are in the notes to the finan-
cial statement, and which build a bridge between the audited financial statements and the
breakdown of tax payments that are reported, whether this is presented in the same note
or as aseparate report.

The 8 financial numbers that turn reporting of tax payments alone into valuable informa-
tion for investors, media, civil society and governments are, country by country:'

1 Investments

2 Production

3 Salesrevenue

4 Costs (purchase of goods and services, employee cost, other operational
expenditures and net finance cost)

5 Number of employees

6 Payable taxdebt11.

7 Payable taxinthe profit & loss statement

8 Payable taxdebt 31.12.

The last 3 financial numbers constitutes the vital link from the financial statement to the
taxes paid within a year that isregistered in the tax line of the financial statement:

Payable tax 1.1. + Payable tax in the P&L - Payable tax 3112 = taxes paid.

In addition there will be taxes owed by the company that is registered as a cost in the P&L.
Taxes awed by the employees and taxes that are a wash for the company, like VAT, are in our
opinion not relevant in the country-by-country reporting, and should be shown separately
to the extent that any regulation demands its inclusion or it is included voluntarily by the
company.

PWYP Norway has created a reporting template that allows reporting entities to report
this information together with the detailed breakdown of taxes as required in the US Dodd-
Frank regulation or in the EU-directive. This template is adaptable to incorporate changes
and more detailed requirements in these regulations, as the need may arise.
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A requirement for this information to be valuable is that it is connected to the audited
financial statements, and that all countries are reported, including tax havens, so that the
amounts reported country-by-country can be checked against the amount in the financial
statement. Only then will the information given have direct and lasting value for investors
that are putting their money into extractive industries. Extended country-by-country re-
porting, where the tax payments are reported in their natural context - financial state-
ment numbers - is meant as an instrument for providing the information that is needed for
the interested constituent, whether that is investors, media, civil saciety or government
agencies, toengage inan informed dialogue with the extractive companies on their tax pay-
ments. Extended country-by-country reporting is an instrument to level the playing field
for companies.

Done correctly, extended country-by-country reporting can be an important tool in the
fight against capital flight, tax evasion and corruption.

Defining elements - links between natural resources, tax and development

Publish What You Pay Norway
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1. Summary

Extended country-by-country reporting, i.e. reporting tax payments in the context of 8 key
financial statement numbers is regarded as an important tool against capital flight from
resourcerich countries, the tax evasion that keeps untaxed revenues outside the cantrol of
tax authorities and the corruption that follows capital flight and tax evasion.

For developing countries the extraction of natural resources has often been viewed as
offering the greatest economic potential to lift a country out of poverty.

Yet the extraction of natural recourses is linked with low economic growth, canflict, high
inequality, corruption, low levels of democracy, weak institutions and little incentive for a
state to build up institutions that underpins a social contract.

This is important because two-thirds of the poorest people in the world live in natural
resource rich countries.

This resource curse”is not just an issue for developing countries. Lack of well being for the
poorest billion in our world is whether we like it or not intrinsically connected to our own
well-being, Conflicts and forced migration, environmental disasters, and the lack of access
to all those things that contribute to lifting people out of the interlocking prablems we call
‘paverty” also affects you and me and others in the developed countries or neighboring
countries as well. The combination of rich resources and poverty directly affects all of us
through the inefficiency it creates in the global economy and knock-on effects in the form
of the need for humanitarian aid to resource rich countries and the loss of global economic
growth. The value of people's ability to work is far greater and has a greater long-term ef-
fect on the global economy than the natural resources in any particular country.

Poverty is connected to concrete political decisions and policy. And it is possible to change
the politics of poverty.

When states trade with non-renewable and finite resources it is essential that this trade
benefits the country and all its citizens by creating a basis for increasing the skills in the
workforce through education and more advanced industries and thus creating sustainable
and long-term growth that generates development for the common good of everybody.

Extracting resources often require heavy investments and expertise, which often neces-
sitates a state entering into contracts with commercial partners for development of its
resources. No matter how good a contract is, it is of little value if it is not being upheld or
sanctioned in the event of non-compliance.

By entering into such an arrangement with a commercial partner, a state limits its own con-
trol of its assets. A state has to be able to trust that its commercial partner will manage
the resources it has been given prudently, so that benefits can be maximized on behalf of
the country’s citizens, to whom it should be accountable. Many countries find themselves
in the wrong end of a bad contract, and the response may take many different forms, but
common to most of them is that investors, the government itself and the society at large
tendto loose on them.

Trust implies a firm reliance on the integrity, ability and commitment to honor an obliga-
tion. Trust cannot be claimed. It must be earned. The on-going financial crisis highlights the

Publish What You Pay Norway
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impact of financial opacity on society. This has affected saciety's trust in industry, capital
providers and national government’s ability to regulate.

In today's network- and information-based economy with increasing international cross bor-
der activities, increasing diversification through subsidiaries, increasing use of multiple juris-
dictions including jurisdictions with no obligation to provide financial information the over-
sight and accountability of financial transactions by governments is limited or non-existent.

Institutions responsible for defining accounting standards, setting reporting standards
and preparing the required resulting information have also been deeply challenged. Sev-
eral of the institutions in charge of such processes are seen as "too close” to the financial
interests they regulate, i.e. that they are not working closely enough to secure key stake-
holders like investors and others the information they need to monitor investments. There
isincreasing concern that some lack the critical distance and independence from the com-
panies they regulate. Without independence to provide objectivity on what needs report-
ing, it isnearly impossible for interested stakeholders to secure the information they need
tohold those in charge of such key processes accountable. This gives rise to large multina-
tional companies where the power is not with the board of directors where investors can
monitar their investments, but with all-powerful CEQ's that can make critically wrong busi-
ness decisions like the energy company Enron or extractive companies mired in huge envi-
ronmental disasters. Giventhat the existing reporting frequently fails to meet the needs of
the stakeholders, the hugely significant challenge of ensuring that extractive industries are
held to account is impaired.

As aresult there is now a global demand from governments, policy makers, regulators, in-
vestars, asset managers, pension funds, stock exchanges, companies and civil society for
increased transparency and accountability. This is needed to regain trust so that the inter-
ests of society are upheld and respected.

The USA has established a requirement for a country-by-country reporting in law and this
provision was passed inJuly 2010. It is incorporated in the Dodd-Frank Wall Street Reform
and Consumer Act (‘Dodd-Frank Act) and detailed regulation have been issued by the U.S.
Securities Exchange Commission ("SEC"). Upon implementation, the American rules were
assumed to encompass over 90% of the world's major oil companies and 8 of the 10 largest
mining companies® This regulation has however been challenged by the oil & gas industry
in the US through its member organization, the American Petroleum Institute (API). Albeit
losing in the first court round, API as late as November 7, 2013 wrote a letter to the SEC
effectively asking for individual company filings not to be made public. This was done in the
same paragraph as the AP stated unequivocally that ‘APl supports transparency” In that
case, APl also unequivocally supports hypocrisy. A transparency legislation without trans-
parency is hypocrisy.

In the EU, directive 2013/34 on the annual financial statements, consolidated financial
statements and related reports of certain types of undertakings was enacted on June 26,
2013, where chapter 10 regulates reporting of government payments. In addition to extrac-
tive industries as per the USregulation, the EU directive also included forestry inthe coun-
try-by-country reporting.

Publish What You Pay Norway (PWYP Norway) has worked to ensure that Norway should
follow the recent financial reporting regulation which requires the extractive industry to
publish payments on a country-by-country basis and introduce a country-by-country re-
porting in Norwegian law on an independent basis. PWYP Norway commissioned a legal
consideration?.

Publish What You Pay Norway



But, there are significant differences between what is called for in our new report and
what will be disclosed under section 1504 of the Dodd - Frank Act in the USA. Thereis good
reason for this. Publish What You Pay welcomes the disclosures required by the Dodd-
Frank Act, which will disclose payments made. This is useful, because it builds into legisla-
tion the payment disclosure that is required under the Extractive Industries Transparency
Initiative. However, that form of disclosure is not accounting information as such and does
not put the payments into its correct framework.

Accounting disclosure is of significant interest to investors. Accounting disclosure re-
veals future taxation risk and business risk in general. Accounting disclosure and coun-
try-by-country reporting rules would amongst other show the use of tax havens by a mul-
ti- national corporation within the extractive industries; something the Dodd-Frank or the
EU-directive disclosure does not. Such disclosure might give an insight into governance
risks; risks that to a significant degree affects investors, developed countries and devel-
oping countries alike. It might also indicate whether there is serious risk of funds being re-
located from a host country to a tax haven through transactions and instruments to avoid
amongst other disclosure under the Dodd-Frank rules. We believe that when the coun-
try-by-country reporting requirements are reviewed next time in the US and in the EU, it will
become obvious that tax reporting without putting it into its natural context by disclosing
key financial statement figures, is not transparency.

Accounting disclosure is of significant interest to investors. Accounting disclosure re-
veals future taxation risk and business risk in general. Accounting disclosure and coun-
try-by-country reporting rules would amongst other show the use tax havens by a multi-
national corporation within the extractive industries; something the Dodd-Frank or the
EU-directive disclosure would not. Such disclosure might give an insight into governance
risks; risks that to a significant degree affects investors, developed countries and devel-
oping countries alike. It might also indicate whether there is serious risk of funds being re-
located from a host country to a tax haven through transactions and instruments to avoid
other disclosure under the Dodd-Frank rules. We believe that when the country-by-coun-
try reporting requirements are reviewed next time in the US and in the EU, it will become
obvious that tax reporting without putting it into its natural context by using key financial
statement figures, is not transparency.

The Dodd-Frank and EU directive disclosures are, of course, very useful, welcome and
timely. A full country-by-country reporting would, however, transform the disclosure into
some- thing for more broad use by all stakeholders; investors, governments, regulators,
tax authorities and others with interest in the extractive industries. That is of significantly
greater benefit. The reward for the small extra effort that a full country-by-country report-
ing would require is therefore substantial, and that is why we recommend this in our report.
APl in their letter dated November 7, 2013, committed to being a staunch defender of in-
vestor interest:

"API strongly believes an effective and workable result can be achieved that
accomplishes the transparency objectives of the statute while also protecting
investars from significant harm!

However, in their investor defense, APl has gotten it backward. The transparency initiative,
especially one that puts the tax reporting into its natural context, will fulfill a need for the
investor to get insight into what is going on insidethe multinational company. This will en-
able the investor to invest his money in the companies that he or she believes can give the
best return. Which company gives best return is dependent on the investor being able to
evaluate the risk associated with the company. Extended country-by-country reporting
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where the tax payments are put into its natural context, the key financial statement num-
bers, will give the investors the ability ta evaluate that risk. If APl succeeds in keeping this
information from the investor, it actually works in the interest of the management and
administration of the extraction companies, and not in the interest of extractive industry
investors.

An important argument in favor of Norwegian incorporation of extended reporting
requirements under the Norwegian law on an independent basis, is the leading role Nor-
way has taken in the area of good governance and increased transparency in the extrac-
tive industries. Norway is amongst other things, the first country in the Organisation for
Economic Co-operation and Development (OECD)* that has implemented the Extractive
Industries Trans- parency Initiative ('EITI")P. By establishing an obligation to undertake
country-by-country reporting by law, Norway could contribute to global recagnition of this
tool. This is of no consequence for Norwegian companies, as amongst other the biggest
company of all, Statoll, is for all practical purposes releasing this type of information al-
ready, although not in notes to the financial statement and not coordinated so that it can
be easily reviewed inone table.

How have we come so far in the process of transparency reporting? Secrecy in the extrac-
tive industry has contributed significantly to this process. A growing body of investigations
has raised great cancern that secrecy has hindered development in poor but resource-rich
countries. Secrecy jurisdictions (tax havens) are thought to actively contribute to this. As
aresult, access to capital needed for development is denied when the tax basis from one
country is transferred to the next - but almost never to a socially responsible country.These
transfers tend to stay within the tax havens and are reused from there, thus denying also
the home countries of these extractive industries countries from their tax basis as re-in-
vestments and thus future taxable revenues are not done out of the home countries but
out from the taxhavens. This creates an ownership layer between the ultimate parent com-
pany and the aperations in the host countries. We do not suggest that these activities are
illegal. Our concern is that most of this is regarded as legal and accepted as normal even
when the impacts seem so serious and harmful to the global saciety. Maybe the single most
important reason for developed countries to introduce extended country-by-country reg-
ulation in addition to protecting the information needs of key stakeholders like investors
is probably to gain insight into where the money flows within the extractive industry com-
panies and thus also how developed and developing countries alike are harmed by these
practices. Itis too late to introduce it whenwhat are left of the companies are empty shells
who pay no tax at all to the countries that have fostered them.

The objective of this report is to build upon and expand our previous report, and to present
our proposal for the full list of concrete elements we think should be made subject to finan-
cial disclosure in the extractive industries.

We believe that these elements will help highlight and reveal the most harmful financial
practices that abuse developing countries and deprive developed countries and investors
of vital cash flows. These elements will promote financial integrity that can support coun-
tries in their aim of mobilizing domestic economic resources. The proposal needs to be
considered as a caherent whole where non-inclusion of one element may undermine the
importance of the others. The recent proposal on extended country-by-country in Norway
by the Ministry of Finance which excludes tax havens from the reporting is an example of
how small changes to the proposal can undermine its purpose significantly. Disclosure of
these elements will also protect those extractive companies that do not use harmful prac-
tices against harmful competition from companies that are willing to use these practices.
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In the previous legal report we have already considered whether a requirement for coun-
try-by- country reporting should be incorporated in the Accounting Act or the Securities
Trading Act. We still presume that the new requirement would have a somewhat broader
application through incorporation inthe Securities Trading Act. This also links to that com-
panies that are seeking financing in transparent markets should also be transparent in
their information back to these markets. If a company is not willing to be transparent, there
is every reason to question why they should be allowed to finance themselves in transpar-
ent markets and thereby undermining the other companies on this market.

Against this background we are of the opinion that one way of regulating this would be to
incorporate the reporting requirement as a new sub-paragraph in the Securities Trading
Act section 5-5, but that we adjust the proposal slightly so that information “relating to"
payments should be provided, and not only information about the payments themselves.
Thiswording is in accordance with the corresponding provision in Dodd Frank Section 13 (q)
(2) A. The proposed section 5-5 is then as follows:

"The issuer of shares or other publicly traded financial instruments as defined in sec-
tion 2-2.1 shall in the annual report provide information relating to payments to another
state, public body in another state or a foreign state-owned company for the commercial
exploitation of natural resources. The Ministry can issue regulations regarding which pay-
ments this applies to, whichrecipients are encompassed, what information is required, the
application of the mandatory obligation for subsidiary companies of the issuer, and further
rules of thereporting’

The following suggested section in the Accounting Act can follow this up:

«In notes to the financial statement the following information shall be presented, country
by country,

Investments

Production

Salesrevenues

Costs (purchase of goods and services, employee cost, other operational
expenditures and net finance cost)

Number of employees

) Payable taxdebt 1.

Payable tax inthe profit & loss statement

) Payable tax debt 31.12.

1

N

(
(
(
(

T EU

O~ oW

Tax payments (6 + 7 - 8) shall be broken down in accordance with [the EU-directives break-
down] or in the case the company is reporting under US regulation [the US Dodd-Frank
breakdown]. The company can choose whether the breakdown will be presented in a sepa-
ratereport or takeninas a part of the note to the financial statement.»

This policy proposal is not a means in itself; it is intended as a means of creating an envi-
ronment that is necessary in order to build in a well functioning state. It is important that
Norway, as a resource rich country is in the forefront on transparency and accountability,
and takes the lead on this issue. Norway is a country that enjoys much respect abroad for
its administration and management of its natural resources. Implementing these elements
would be a natural development from reports such as 'Tax havens and development’ NOU
2009:19° by the Commission on Capital Flight from Developing Countries, and the more re-
cent 'The Governments Action Plan Against Financial Crime”. In this last report we can read
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that "country by country reporting’is set as action item number 46: where "The Norwegian
Government considers if it can be a basis to implement country-by-country principles, ei-
ther as apart of a new EU -regulation or on an individual basis”

We know that those who have a great deal invested in opacity prefer the status quo. But
the status quo is not working, That is why the proposals made here are so important and
they will benefit ALL users of financial information, not least the owners themselves - the
investars.

We welcome any comments/questions in writing: post@pwyp.no
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2. The extractive industries
in a global world

2.1. Multinationals and markets

Laws are national and agreements are usually bilateral like tax treaties or information ex-
change agreements. There are a few multinational agreements, and these usually form in-
stitutional bodies like the EU, the UN, the World Bank, the IMF, regional investment banks
like the African Development Bank, WTO, OECD, OPEC etc or subchapters of these institu-
tions. No multinational agreements , except the Extractive Industries Transparency Initia-
tive (EITI) and the OECD chapter on transfer pricing are particularly concerned with the in-
sight into and the governance of multinational companies and their transactions, and that
too only with limited aspects of multinational companies.

Large oil & gas and mining companies are to high degree multinational companies;

1 They are usually incorporated in industrialized countries with import needs that also
have capital markets (like China, EU, USA) or industrialized countries with alarge
resource base (like Australia, Canada, Chile) or industrialized countries that permits
less transparency (like Switzerland), thus taking advantage of being home-based in
resourceful countries with easy access to capital.

2 Theyusually operate in many different countries around the globe, seeking the most
attractive investment opportunity and thus amongst other participates in a game of
harmful tax competition between countries.

3 Theyare onaregular basis using companies set up injurisdictions that allows less
reporting to the public or less taxation than the average nation, thus undermining the
social contract between the society at large and the individual corporation.

4 They are selling their products on what seems like transparent market places, but
befare the products reach the market place, it may have changed hands several times
internally in the company, thus having the opportunity to place profits where they are
least taxed.

5 Theyare using internal transactions involving transfer pricing and many jurisdictions to
a high degree and financial instruments like derivatives internally and externally
combined with sophisticated accounting systems that make it almost impossible for a
tax authority to control the taxbase presented to it, thus having the opportunity to
shield against unwanted insight.

Market places for selling oil were some of the first that gained the large size that made
the market place meet the requirement that no individual buyer or seller could materially
influence the pricing in the market. Other petroleum products like gas and NGL were then
pegged to the price of oil. Markets for selling minerals, metals and agricultural produce
have followed.

These markets where unprocessed or partially processed goods are sold are usually called
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commodity markets. Amajority of commodity markets are catering to produce fromextrac-
tive industries. The common denominator for these markets is that the products sold are
fairly homogenous, i.e. that the produce from one corporation can hardly be distinguished
fromthe produce fromanother corporation.Many of these markets are still so small, or the
companies have grown so big, that individual players or a group of players can still influ-
ence the pricing in the market.

Extractive industry companies are heavy users of capital markets (raising equity), money
markets (raising debt financing), currency markets (enabling the transfer of goods and ser-
vices across borders), commodity markets (selling their produce) and derivatives markets
(transferring risk across companies and across borders). These markets are transparent,
and the extractive companies are using these transparent markets and the resources in
host countries to accumulate the wealth they do for the benefit of the investors. It is thus
only reasonable that these same companies are transparent back to the countries with the
markets, the countries with the resources, the investors and the society at large.

These companies are in essence given the right to extract resources, usually monopolisti-
cally, and they need to give something back, and that is being transparent so that it can be
determined

* thatgovernments have implemented the correct tax systems ta levy the correct
taxes and extract the correct resource rents

» that the taxes and the resource rent payable by these companies have been
correctly levied and paid.

Insight into the extractive industries are thus important for everybody that are involved in
any of these markets, and the major constituents that should be highly interested in coun-
try-by-country reporting from extractive companies are thus investors (capital markets
and money markets), finance institutions (money markets, currency markets and deriva-
tive markets), traders & analysts (capital markets, currency markets, commodity markets
and derivative markets) and buyers (commodity markets) and governments regulating
markets and taxing corporations and resources. This is the reason Publish What You Pay
are seeking country-by-country reporting of not only payments, but also of the related ac-
counting information so that major constituents can get information to form independent
decisions . Tax payments should thus not be reported alone, but in its natural context - key
financial statement numbers.

One of the weaknesses of the current information from extractive companies is that it is
so condensed and aggregated that it is impossible even for an interested constituent to
inany form or shape relate the information to the business environment that the corpora-
tion operates within, i.e. the operations in the individual countries where the corporation is
active. Country-by-country reporting as demanded by Publish What You Pay will go a long
way in remedying this situation.

The proposal from Publish What You Pay will also level the playing field among extractive
industry companies, in those companies that are seeking equity or debt financing in trans-
parent markets will also have to become more transparent whether they are home-based
in a tax haven or in countries where public reporting requirements are not as developed
yet, like China and Switzerland. This will be a competitive advantage for companies which
are home- based in more transparent jurisdictions like most of the US (except Delaware)
andEU.
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2.2. Multinationals and the use of transfer instruments

There has beena lot of focus ontransfer pricing practices and the secrecy practiced within
the extractive industries that have led to the OECD guidelines on transfer pricing and the
Extractive Industries Transparency Initiative (EITI).

Instruments that are more notorious in the ability to shift profits from an activity from one
country to another have in the meantime not been given the same attention.

We will here briefly outline the major instruments by which some companies within the ex-
tractive industries are able to put themselves in a better position economically than the
impression they give to investars, media, governments and the population at large.

Those who dispute the negative effects of these instruments for these companies are
most likely benefitting from them in some way or another or are working on behalf of these
companies to uphold these mechanisms to the detriment of the extractive industry com-
panies who are not using these instruments and to the detriment of the society at large.

Most others willimmediately see the destructive power these mechanisms have inrelation
tobuilding sustainable societies for the future. We are here talking about those companies
that misuse knowledge and power at the detriments of others, whether these "others” are
governments, citizens, workers, competitors, financiers or investors.

Some transfer instruments are widely used like mark-to-market of movable assets, while
some are thankfully only used by relatively few companies like directly criminal practices.
The transfer instruments and practices being used are presented roughly in the order Pub-
lish What You Pay believes is the order of magnitude that these instruments and practices
transfers maney across national borders globally.

CORRUPTPRACTICES

When most people think of corrupt practices the association is often money under-the-ta-
ble initiated by a low-level, local government official and not by the extractive industry
themselves. Bribes in their simplest form is however the least harmful of the corrupt prac-
tices although it is a practice that produces unpredictable and harmful behavior in govern-
ment officials in dealing with both corporations and the country's own citizens.

Far more dangerous to a country's economy is the practices whereby extractive industry
companies are lobbying, threatening, financing and bribing high-level officials in ministries
and other government bodies and politicians both local and in parliaments to secure the
companies access to acreage, lower taxation and protection from having to comply with
even the most basic environmental regulation. These officials and politicians, while re-
celving substantial individual support, are devouring their countries and their citizens of
riches that far exceed any that are within the reach of the individual official. Tax holidays
are agreed, tax androyalty rates are slashed, preferential treatment over local companies
are established, taxes payable are renegotiated (always down) and tax administrations are
underfinanced and understaffed. There must be many a government official or politician
around that wonders what happened to them when they came in contact with extractive
industry companies and their associated consultants.

Corrupt practices increases earnings that can be transferred to affiliated companies ei-
ther through reduced costs or reduced taxes. These corrupt practices probably give rise to
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the largest unfair allocation of profits between corporations and governments. The reason
for this is that corrupt practices facilitates to a large extent that the tax systems are not
fixed to stop the other methods to move un-taxed revenues out of a country.

There are no easy fixes to corrupt practices, but country-by-country reporting is clearly
aninstrument in the right direction. Corrupt practices are starting to get serious attention
from stakeholders.

DERIVATIVES ABUSE

The use of derivatives started with the practice of hedging i.e. the use of financial instru-
ments to secure (hedge) that a corporations revenues would not be lower than, or cost not
be higher than, the levels entered into in the hedging transaction. Derivatives range from
the simplest to very complicated instruments and are covered in a separate report from
PublishWhat You Pay?. Here we willhere only give the tap of the iceberg inrelation to these
instruments.

Used correctly, hedging is a good instrument in securing profits in an uncertain world, es-
pecially protecting earnings against currency fluctuations arising from timing differences
between costs and revenues or between pretax profits and taxation.

Hedging is different from speculation, although the term hedging is being used for both
in order to lend legitimacy to the latter. Use of financial instruments involving other than
currency hedges mostly stem from speculation, i.e. where a company takes a position in
the derivatives market to try to "beat” the market by speculating in that the prices will be
different inthe future than what the market has prices in.

Derivatives are unfortunately also an ideal instrument to move large amounts of pretax
earnings from one tax jurisdiction to another. By entering into opposite derivate instru-
ments with the ‘wrong’ timing it is possible to create huge losses innormal or high tax juris-
dictions and equivalent profits in low or normal taxjurisdictions, thus being able to transfer
huge amounts of untaxed funds legally out of a country.

Derivatives abuse is probably competing for the position as the second largest source of
unfair allocation of profits between corporations and governments, mostly because deriv-
atives are viewed as legitimate and legal instruments.

There is a quick and easy fix for derivatives abuse, though. The expectationin a true hedge,
i.e. the part of derivatives trading that is not speculation, is neutral which means that the
company entering into the transaction does not expect to gain or lose from the transaction
at the point of entering or they are expecting to gain in the long run. It is possible for coun-
tries unilaterally to single out use of financial instruments as a separate tax base from the
extractive income tax base. This would mean that gains are taxed based on the general tax
rate in the country and losses can be carried forward and taken against future gains. This
way companies that are neutral or are expecting gains inthe long run will not be harmedand
can continue using derivatives, but the companies that are amassing losses in the country
would find that they have no tax shield for the misuse of derivatives anymore.

"MARK-TO-MARKET" AND TRANSACTIONS OUTSIDE MARKETS

Mark-to-market is an accounting concept whereby an asset in the balance sheet is adjusted
onaregular basis to its market value. Between affiliates in countries with markets and with
taxation, this concept updates the value of an asset in the accounts, with changes affecting
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boththe profitandloss statement and the balance sheet. The precursor to mark-to-market
was the regular change of receivables and liabilities in another currency than the reporting
currency to its updated value at month-end or year-end. This is a use of mark-to-market
that is necessary in order to close accounts in the reporting currency on aregular basis.

The mark-to-market concept first developed among traders on futures exchanges, and be-
gan to spread in the 1980's. In early 1990's mark-to-market accounting started to give rise
to various scandals, which culminated with the Enron scandal. In the words of Wikipedia:
'As the practice of marking to market caught on in corporations and banks, some of them
seems to have discovered that this was a tempting way to commit accounting fraud, es-
pecially when the market price could not be objectively determined (because there was no
real day-to-day market available or the asset value was derived from other traded com-
modities, such as crude oil futures), so assets were being ‘marked to model' in a hypothet-
ical or synthetic manner using estimated valuations derived from financial modeling, and
sometimes marked in a manipulative way to achieve spurious valuations.”®

The 'mark-to-market” concept has pervaded the entire thinking on assets and has spilled
over to the thinking around transactions to such a degree that it now govern most assets
in the balance and the revenue that arise from these. It is now probably competing with
derivatives for the second place with regards to the ability to transfer funds out of normal
tohigh taxjurisdictions and into low tax jurisdictions, mostly because it is viewed as a legit-
imate and legal practice between countries with markets.

The largest problems with the thinking behind ‘mark-to-market” arises in one of the follow-
ing situations: (1) there is no ‘market” and a value needs to be calculated in a model, (2) the
"market"is very volatile and unpredictable, and (3) the concept is transferred to other areas
whereby historic cost accounting and contracts based on an acceptable return is replaced
by marking-to-market accounting and contracts based on market rates.

The following problems arise from these 3 situations:

1 Thereisnomarket value
If there is no market value cleared by independent parties in a transparent market, the
mark-to-market concept essentially entails that a market value has to be "modeled’ i.e.
that one uses various tools to try and "predict” a market value. Such models and
predictions may very well be tailored in the direction that favors the company using the
mark-to-market accounting, thus increasing costs and reducing revenues in host
countries and transferring the values to taxhavens or other locations with tax rates
lower thanthe host country. It is extremely difficult for ataxadministration toget around
this thinking because the tax authorities do not have their own models to double-check
the thinking.

2 Themarket is very volatile and unpredictable
A company that has alot of mark-to-market assets is at risk of getting a very volatile
balance sheet, and loss of asset value can trigger financial recourses whereby lenders
can seek down-payments on loans prior to original schedule, a fact that canlead to cash
constraints on the business and in the warst cases can actually put the company out of
business as it is not able to find other funding to pay the required down-payments.
This is however a larger problem for financial institutions than for extractive companies,
though. Fair market accounting that is currently being introduced will however increase
this problem for normal businesses as well.
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3 Theconcept is transferred to other areas
Amuchworse development when it comes ta extractive industries is however the
transfer of this "market” thinking to other areas, especially where one goes outside the
market. It started with the shipping industry that went “offshore’ i.e. they placed
movable assets in low taxjurisdictions, but charged world market rates for the services
although the assets were nat themselves in any of the markets they served. We will
investigate this concept inrelation to the extractive industries.

The essence of the mark-to-market concept and the derived fair market value accounting is
that it turns the idea of competition onits head. While competition is generally thought of
as driving prices and thus the cost of doing business down, the opposite is now happening
when everybody is adjusting to a market place which is working on the margin. It is compa-
rable to asituation where all companies were always paying taxes equal to the marginal tax
rate, i.e. the highest tax rate possible. A major part of the prices (and thus the cost in today’
society) is now migrating towards being settled at the margin. This has been driving a mas-
sive cost increase in the extractive industries in the last 10 years, and has moved massive
amounts between countries both within each multinational company and also from the ex-
traction companies and over to the service industry companies. Combined with rebate or
kick-back agreements negotiated at the head office or more likely in a tax haven operation,
this becomes a toxic combination when it comes to the ability of countries to tax profits
and tax the resource rent. We will investigate the concept of what happens within multi-
national extraction companies a little bit closer.

Amarket economy is an economy in which the prices of goods and services are determined
in a free price system based on competition between various providers of goods and ser-
vices to fulfill the market demand for these goods and services. A market economy does
not operate outside the society at large; in order to have markets there needs to be people,
corporations and gavernments that create demand, governments are needed to provide
for regulation of employment markets, financial markets, equity markets and a judiciary
system in order to avoid anarchy and societal breakdown (governments provide stability,
avalued concept by corporations) and governments also needs financing from taxes in or-
der to provide infrastructure in its widest definition (viewed as common goods, i.e. a good
that is shared and beneficial for all (or most) members of a given community), whether it is
transportation, health, security or others.

The underlying concept is that in a market economy goods and services are demanded and
supplied inasystem governed by regulations to provide stability (which enhances the mar-
ket) and where profits are taxed in order to provide for the common goods, which are need
to provide that stability.

A market economy goes astray when participants in the market equilibrium (balance be-
tween demand and supply) are allowed to establish themselves in jurisdictions that are
‘outside the market” so to say, i.e. they are establishing themselves in low tax jurisdictions
where there is no taxation of either employee or corporation. When this is allowed, an un-
balance is created in the market economy whereby (1) unfair competition is allowed to the
detriment of the employees and corporations in countries that are paying taxes and (2)
there is a constant leakage of funds from the market economy (the countries providing the
market) and to the shielded economy that does not participate in the creation of the mar-
ket economy.

We can see examples of this in the practice of establishing Single Purpose Vehicles/Enti-
ties (SPV/SPE's). A Single-Purpose-Vehicle (SPV) is a company that is established to cater
to the investment in a single long term asset, often to reduce financial risk, but from the
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early 1980s, more so to a larger and larger degree to reduce taxation by moving long term
movable assets "outside the markets’ placing them in low tax jurisdictions.

There are essentially two types of decisions with regards to acquiring an asset; the invest-
ment decision and the financing decision. The investment decision says WHAT to acquire,
the financing decision says HOW ta structure the acquisition. In the last 30 years there has
been a massive shift of long-term movable as- sets into low taxjurisdictions. The move has
been so massive that it is now a part of a number of mechanisms that threatens the entire
global economy if allowed to continue.

"Mark-to-market" and the use of SPV's in investments are both used to peg the value of
an asset to a market value, and the value is allowed to fluctuate with market rates. Done
between companies that are in true market places, this concept transfers money between
jurisdictions that both have taxation of employees and corparations. However, when one of
the entities are not in a true market place (most low tax jurisdictions are very small coun-
tries, or they are scavenging on a market place that is much larger than themselves) an-
ymore, then this allows a transfer of funds from a place within the market economy to a
place outside the market economy.

By placing the receiving end of transactions and SPV's in tax havens, they become instru-
ments that transfer huge amounts of money fram normal or high tax jurisdictions to low tax
jurisdictions. It is very normal among multinational companies to place capital-intensive
movable assets in SPV's in tax havens and then charge market rates to affiliates in normal
and high tax countries for the services these assets provide. This is actually an unintend-
ed consequence of following the OECD's transfer pricing guidelines. The consequence is
that when the affiliated campany in the normal or high tax jurisdiction is charging services
onwards to a customer, there is almost never any taxable profits in the normal or high tax
jurisdiction because bath the revenue and the cost is determined by market rates.

Following this principle, all the market fluctuations willbenefit the owner inthe lower tax ju-
risdiction while the affiliated companies providing the market and using the asset will have
increasing costs as market rates increases. This system is ultimately leading to a significant
transfer of pretax funds from countries with markets (developing or developed countries
alike) to countries without markets (tax havens where the assets are not used at all).

The problem arises when all the multinational companies owning these assets are utilizing
low tax jurisdictions to amass market adjusted earnings in these jurisdictions, whether this
isrigrates, insurance premiums, interest rates, derivatives or other asset revenues. As long
as taxhavens are allowed to participate in the ‘market” while not taxing the companies that
are in these countries, these practices creates unfair competition towards the companies
that are registered in normal or high tax jurisdictions and over time also creates massive
problems for the global economy. It also creates a never-ending pressure for companies
who have not utilized these practices to start utilizing them as they will else be less com-
petitive.

TAXREGULATION ABUSE

Industrialized countries provide a huge service to extractive industry companies by pro-
viding a market for the goods they produce. Each country has set up a fiscal framework
that is intended to provide a framework within which these companies can set up business
and pay back to society a share of the benefits they earn in the country. Many companies
are however trying to avoid paying the taxes that governments intended and use all kinds
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of mechanisms, including treaty shopping, i.e. the use of intermediaries in setting up busi-
nesses between countries, and tax havens to reduce the tax bill.

The use of intermediaries or tax havens is buried within the aggregated financial state-
ments of the corporation and neither investors nor tax authorities have the full picture of
the funds that go through these instruments. Closing the derivatives and mark-to-market
loopholes can do a lot, but there would still be attraction for using intermediaries and tax
havens. A separate report has been produced to address the problem of tax regulation
abuse, and how countries can analyze and fix their tax systems to avoid tax regulation
abuse™

Country-by-country reporting is a significant step in the right direction of getting neces-
sary information about key accounting figures and the distribution of these between oper-
ating countries, tax havens and home-bases. A key issue here is that the country-by-coun-
try reporting would need to encompass more than payments to various governments in
order to improving information to key stakeholders. Thus justifying the rise of the extend-
ed country-by-country reporting, where tax payments are reported in their natural context
- key financial statement numbers.

In addition to tax regulation abuse, there are also tax mechanisms that have unintended
consequences. These are mainly tax credit rules in home-base countries (dividend receiv-
ing countries) and withholding tax on dividends in operating countries:

- Ifthereis alarge discrepancy between tax depreciationrules in the operating
country versus the home-base country (for example direct expensing vs tax
depreciation over 5years), these rule differences will defer dividends from the
operating unit until the effect of the taxrules inthe home-base country is in
synchronization with the operating country. There is thus generally no point for
a host country to have more generous tax depreciation rules than the home-base
countries except if there is a need for securing companies' faster payback of
investment due to increased political risk.

- Companies need at least one way of being able to transfer funds back to the
home-base country. This should be by dividend-ing from after-tax funds. All other
transfers are essentially pre-tax funds, and here countries can keep withholding
taxes inplace as long as they secure that companies can dividend after-tax funds. The
only exceptionis if dividends go to low tax jurisdictions. Many countries would then
like toretain the right to charge withholding taxes on these dividends.

By adjusting the tax depreciation closer to home-country rules and avoiding withholding
taxes on dividends, countries are able to avoid some distortions in behavior from the ex-
tractive company side.

TRANSFERMISPRICING

Transfer pricing is a legitimate instrument in valuing transaction cross-borders and cross-
companies.

The prablem in transfer pricing is the mispricing that occurs where extractive companies are
trying to enter into internal agreements whereby revenues are priced lower than market in the
resource rich countries while costs are priced higher than market in these countries.

A lot of the mispricing is obviously intended as tax havens are very often an intermediary
between the resource rich country and the home-base country. If this was unintentional
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there would have beennoreason to include the intermediary in the first place.

Involving tax havens in the corporate structure is therefore a red flag with respect to the
potential use of transfer mispricing (or corrupt practices, derivatives abuse, mark-to-mar-
ket abuse or tax regulation abuse).

Country-by-country reporting is a significant step in the right direction of getting neces-
sary information about key accounting figures and the distribution of these between oper-
ating countries, tax havens and home-bases. A key issue here is that the country-by-coun-
tryreportingwould need to encompass more than payments to various governments. Thus
the extended country-by-country reporting will also for work towards this purpose, where
tax payments are reported in their natural context - in key financial statement numbers.

In order to give the correct information, the country-by-country reporting would have
to be based on pre-consolidated accounting numbers as these are the ones which show
which country is taking the profits. Elimination of internal profits would thus have to be
presented separately. This is however the way that most companies are consolidating their
accounts, so this should follow closely the companies’ own processes.

CRIMINAL PRACTICES

Although the above cover most of the large-scale practices that some extractive industry
companies and associated companies are using to transfer funds cross-borders, there are
companies that are willing to enter into criminal practices to transfer funds. One of the
large items that can transfer significant funds cross-borders is invoice forgery whereby
the extractive companies are approving and paying invoices that have no basis in reality.
Such a practice is dependent on that people inside the extractive companies are partici-
pating at senior level, i.e. that it is the company itself that is initiating the criminal behavior.
This is mainly to the detriment of investor funding as it reduces profits for dividends to
ultimate investors while loan debtors are kept unharmed due to that debt is being serviced.

Another practice is to enter into rebate arrangements with large suppliers in such a way
that the full cost invoice goes to the operating unit while the rebate credit note goes to
an affiliated company that entered into the rebate arrangement, often the home-base
country. These rebates should be distributed between the operating units that have ena-
bled the rebate, but this practice is not followed by all extractive companies. It should be
noted though that not transferring (a relative share of) the rebate with the operating unit
inflates the costs in the operating country and is a criminal practice on par with transfer
pricing abuse. Sometimes it is difficult to distinguish the various practices from each other,
as criminal practices tendto utilize already existing areas, and thus have elements of one or
several or the other areas.

Other practices includes forgery of transit documents, crossing borders illegally with part
of the production and producing “legal” origin and transportation documents for the fur-
ther external sale and transportation of the produce once the goods has crossed the rele-
vant border.

While country-by-country reporting will not expose criminal activity directly, it is easier for
investors and others to question the practices within a company when the information is
open for the relevant parties. It should be in the interest of most companies to make sure
that companies with practices that are malignant to the countries they are operating in
have to apply transparent reporting practices.
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3. The extractive industries

3.1. The extractive industries products are so important they define civilization

All industries claim their unique significance to human well-being, The extractive industries
have a greater claim than most. They are so important to the development of civilization that
they give their name to eras in history.

The Bronze Age andIron Age are both named after the minerals humans had learned to extract
and use: use that defined how people lived.

The industrial revolution was built on the back of steam that resulted from the burning of coal -
aprocess that also changed our lives.

The golden era of post-war capitalism from 1945 to 1973 was based on cheap oil and the hope of
limitless nuclear power.

Since the 1990s much has changed. It has become apparent that resources managed by the ex-
tractive industries are not limitless and that nuclear power is nat (at least as yet) the panacea
many had hoped for. In the light of that, we now seek our destiny and fortunes on the basis of
another mineral: Silicon Valley is aptly named.

The impact of the extractive industries has been significant and enduring throughout history. It
isasimportant today.

3.2. The significance of the extractive industries

The significance of the extractive industries has now been widely recognized. It is now appreci-
atedthat our well being is, in no small part, dependent upon our successful management of the
finite and therefore depleting inanimate resources that we entrust to the care of the extractive
industries.

As aresult there is now widespread international consensus infavor of increased transparency
in the extractive sector as evidenced by, for example, the immense support from governments,
companies, investors, financial institutions and civil society for the Extractive Industries Trans-
parency Initiative.

As the Extractive Industries Transparency Initiative (EITI) notes'™:

"The prudent use of natural resource wealth should be an important engine for
sustainable economic growththat contributes to sustainable development and
poverty reduction, but if not managed properly, can create negative economic and
socialimpacts.

The management of natural resource wealth for the benefit of a country's citizens
isinthe domain of sovereign governments to be exercisedinthe interests of their
national development.

The benefits of resource extraction occur as revenue streams over many years and
canbe highly price dependent.
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Public understanding of government revenues and expenditure over time could help
public debate and inform choice of appropriate and realistic options for sustainable
development.

Transparency by governments and companies in the extractive industries is vital to
enhance public financial management and accountability!

The call for country-by-country reporting (CBC) by the Publish What You Pay (PWYP) campaign
isa contributionto that process of publicunderstanding based on transparent accountability. It
is designed to enhance the contribution that the extractive industries can make to sustainable
development in the interests of thase who live in the countries that host extractive industries’
activity and inthose countries that are dependent upon their output.

As PWYP argues®:

Promoting transparency of revenues and of extractive industry contracts is a vital
first step towards alleviating the crushing poverty of ordinary citizens in many
resource-rich developing countries around the world. It is fully consistent with
internationally agreed objectives of good governance, corruption prevention,
corporate accountability and sustainable development. Transparency is in the best
interests of everyone concerned - citizens, companies, governments and the wider
international community - and so we call on all relevant stakeholders to play their
partinmaking it areality.

3.3. The extractive industries can make and break a nation's economy

Oil has been the foundation of extraordinary prosperity for Norway. That is a reflection of its
good fortune, the international developments at the time of discovery, its stable government
andits ability to learn from others.

Even within Europe not all of have been so fortunate. The Netherlands is another European
country apparently blessed with the good fortune of hosting a significant presence from the
extractiveindustriesbutithasgivenitsnametotheso-calledDutchDisease Thistermwasfirst
used by The Economist magazine in 197/ to describe the decline of the manufacturing sector
in the Netherlands after the discovery of a large natural gas field in 1959'“. The observed con-
sequence of hosting the El (Extractive Industries) was an increase in the host nation's currency’s
exchange rate. This increased the price of its non-extractive industries exports. Becoming un-
competitive, non-ex- tractive industries activity was lost in the country and the well being for
the population as awhole reduced in a way that extractive industries activity may not compen-
sate fully, but the effects would be lesser if the extraction industry were properly regulated and
taxed on its activities. A much earlier example of the resource curse and its effect also outside
the host countries is the negative effects on the Spanish economy following the huge gold im-
ports resulting from the discovery, colonization and resource abuse of early Central and South
America.

Muchmore significant, however, has been the host country side of the so-called resource curse’
Too often rather than benefiting a country’s citizens; abundant timber, diamonds, minerals, ol
and other natural resources have incentivized corruption, destabilized governments, monop-
olized economic benefits and led to poverty and war. These consequences of individuals and
groups in society seeking to control natural resources for personal enrichment rather than for
the benefit of communities are collectively known as the resource curse’

The call for coun-
try-by-country re-
porting (CBC) by the
Publish\What You Pay
(PWYP) campaignis
acontributiontothat
process of publicun-
derstandingbasedon
transparent account-
ability. [tis designed
to enhance the contri-
bution the extractive
industries canmake to
sustainable develop-
ment in the interests
of thosewholive in
the countries that
host extractive indus-
tries activity andin
those countries that
are dependent upon
their output.

13 http://www.publishwhatyoupay.org/e

1/mission

14 http://enwikipedia.org/wiki/Dutch disease
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The Publish What You Pay (PWYP) campaign believes that transparency of revenue streams
paid to governments that host the extractive industries can lead to those governments being
heldresponsible for managing those resources for the benefit of all citizens, as well as securing
that the global community gets its fair share of the revenue generated, whether it is developing
nations or developed nations.

The goal of extended country-by-country reporting is to provide the same valuable information
toall constituents:

1 It provides key stakeholders like investors with key. standardized information to prioritize
their use of funds and give investors in their role as owners the information needed to enter
into a dialogue with the companies about their priorities.

2 lItlevels the playing field among extractive industry companies as it forces less transparent
companies to provide the same level of information as more transparent companies.

3 Itprovidesregulators with key information they need to provide for good regulations in the
extractive industries sectars.

4 It provides datatogovernments, analysts, media and the population at large that would
enable them to monitor and challenge companies and government institutions towards
the most effective economic management of the revenue streams derived from the
extractive industries.

5 Itprovidestaxauthorities with data in a standardized form about the extractive industry
companies, reducing the cost of data collection, providing for better communication
between tax authorities and companies and giving less room for criminal activities from
those few companies that are willing to resort to such practices as it becomes more
difficult to move funds fromone jurisdiction to another to the extent that a tax authority
has asked for insight into the records in a taxjurisdiction.
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4. The extractive industries
and the private sector

4.1. The general viewpoint of extractive industry corporations

An extractive company will want to put itself in the best possible position with regardto (i) best
possible access taresources, (ii) least possible (real) cost and (iii) least possible taxation. It is of
particular concernof the extractive company toget as goodterms as its competitors. Countries
that are open to negatiations will find that extractive industry companies are hard negotiatars
inorder to secure the best possible position for their corporation.

The ideal principle for both countries and companies is to have terms for access to resaurces
and fiscal terms legislated in law so that companies do not fear that their competitors get bet-
ter terms andthey can present the conditions of the country in question as non-negotiable. This
will be understood in the market place and it is much more transparent and predictable for the
companies and their investars.

4.2. The ownership of mineral resources

The natural resources that the extractive industries exploit are not (with very rare exceptions)
just anyone's to enjoy. They are owned by the countries in whose jurisdictions they are found. .

It is of course possible for the state in question to extract these resources an it's own. An ex-
ample is the United Kingdom when its coalmines were nationalized after World War II. It still
happens in Norway where Statoil is majority owned by the state. There are state owned oil and
mining companies in many developing countries today.

Four of the worlds largest oil companies are state owned. But the vast majority of the world's
mineral resources are extracted and processed by private sector corporations. These compa-
nies can, of course, only do so because they have entered into partnership agreements with or
have been granted licenses from the countries that have ownership of the mineral resources
they extract. The result is that extractive industries are dominated by what in many cases are
symbiotic partnerships between the state and public sectors.

4.3.The role of the host state in the extractive industries

If. as is commonplace, the host state for an extractive industries activity decides that a private
sector company or companies should take the lead in exploiting the natural resources found
within its jurisdiction, either alone or in partnership with a state owned enterprise then it is
usual that a Production Sharing Agreement/Contract (PSA or PSC) or a Mineral Development
Agreement (MDA) (or a contract with a similar name) will be signed between the parties. As a
result the right of the state to benefit from those resources is now committed to contractual
form. We will below refer to these contracts collectively as Development Agreements or DAs.

ADAwillusually specify:

* Thegeographic area inwhich the private sector company may search for and extract
resources.

* Thetime period during which it is allowed to undertake that activity.

* Thecapital it must invest, at aminimum, in this activity and the time period and form inwhich
this capital must be made available. This is particularly important if the state is a partner in
the project and has to also provide capital, either in cash or inkind (the grant of the DA often
being considered a payment inkind in this regard).
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* Anyminimum performance requirements that must be met incase the contract is not to be
terminated early e.g. the agreed maximum time period until commercial extraction activity is
undertaken or maybe minimum quantities to be extracted annually.

» Thewayinwhichthe resulting extracted products will be priced for sale;

* The costs that may be offset against the sales price when calculating profit, and whether or
not those costs must be incurred locally or not. There are, for example, frequently clauses
requiring the employment of local labor.

» Whatright of access the private sector company has to infrastructure suchasroads, railways
and ports within the territory; whether it is required to pay for the development of these if
they are not available or what rent it must pay if it is to access existing facilities,

* How profits will be calculated if not in accordance with standard accounting procedures or
taxlaws.

» Atwhat rate the host government will be remunerated for its participation in the activity.
Likely rewards include:

» Afeeonsigning the contract;

* Anannual fee thereafter or an annual rental payment inrespect of the territory to whichthe
private sector company has access;

» Aroyalty expressed as a percentage of the sale price for all minerals extracted;

* Import duties (although these are frequently waived under the terms of DAs);

* Sales taxes (although again these are frequently waived as royalties are charged instead);

* Dividends or profit shares based upon the share of profit attributable to any state owned
company that is a partner inthe undertaking, Payment of such sums requires considerable
care indetermining how profit is tobe calculated if it is not to be manipulated by either party;

* Taxesinrespect of staff employed:

* Taxesonprofits generated fromthe activity Hopefully these will be calculated inaccordance
withthe standardtax law of the jurisdiction but this is frequently not the case, with the
taxation arrangements being agreed contractually and frequently for the duration of the
contract under what are called 'tax stabilization clauses!

* Withholding taxes on international payments;

» Other sumsto suit particular circumstances;

* Whenthese sums are due;

* Whether these sums are due in cash or inkind (e g some payments are made by giving oil or
other minerals to the state for it to sell);

* Theright of the State granting the contract to audit these sums;

* Whether or not the payments made are to be treated as confidential or not.

4.4.The advantages of Development Agreements

There are obvious advantages to DAs:

* TheState getsaccess to capital it does not have available itself;

 Expertise isimported into the State;

* Risk for the State canbe mitigated;

* Timescales to production canbereduced;

* The cost of accidents, environmental dame and other unforeseen issues might be
outsourced:

 Abetter price might be secured and revenues might be advanced.

Nothing in this paper suggests that there is anything wrong with a state granting a DA, except
for the fiscal sections, where a negotiable position will always lead to maximum downward
pressure on the state's revenue (royalty and taxes). It would be better if the fiscal terms were
legislated.
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4.5.The problems of Development Agreements
There are, however, many real problems inherent within the structure of many DASs:

* Thestatehasnow lost control of its assets and has greater difficulty accounting for
them as a consequence.

* TheDA frequently creates a veil of opacity aver the extractive activities within a state
that makes it very hard in many cases for any information to be secured onwhat is really
happening within them. This applies not only to third parties with that interest, but to
politicians, regulators and the citizens of the host nation.

* Details of payments made to the government in exchange for the DA are often hard to
secure, and data with which to verify the credibility of that data even harder to procure,
and yet in many states this information is at the very core of the choices to be made
about the effective economic management of that jurisdiction.

* Thisveil of opacity makes it easier for corruption to take place.

* Thesame veil of secrecy also makes it harder to hold the company that benefits from
the DA to account for its actions within the jurisdiction. Thisis true if its local accounts
are not required to be placed on public record (as is, too often, the case). It is even more
trueifitsparent andimmediately associated companies are located in taxhavens (which
is, again, too often the case) meaning that they too will place no information on their
activities on publicrecord. As such these companies cannot be assessed to determine if
they are tax compliant or not. Tax compliance is seeking to pay the right amount of tax
(but no more) in the right place at the right time where right means that the economic
substance of the transactions undertaken coincides with the place and form in which
they arereported for taxation purposes.

* Asaresultitishard tomeet the criteria for effective management of the extractive
industries within a jurisdiction suggested by the EITl and noted above because:

» Dataisnot available to assess whether the use of natural resource wealth is prudent,
ornot.

* Inparticular, those ingovernment or at least in opposition to government whose job it
is to hold government to account will not have this data, undermining the
accountability of the state for its action.

* Theimpact of changing economic circumstances cannot be assessed.

* Public understanding of government revenues and expenditure over time will be
limited.

* The opacity of the government and companies in the extractive industries will
undermine public financial management and accountability.

4.6.The absence of special reporting requirements for El companies

Despite the obvious importance of the extractive industries for so many countries, and
despite the extraordinary power that DAs grant to individual companies to influence the
well-being of their host states there are almost no special accounting requirements in
place for companies within the extractive industries.

To date International Financial Reporting Standards(IFRS) have only required very limit-
ed additional disclosure by companies in the extractive industries. In particular IFRS 6 on
Exploration and Evaluation of Mineral Resources requires disclosure of information that
identifies and explains the amounts recognized in an EI company's financial statements
arising from the exploration for and evaluation of mineral resources, including™:

* itsaccounting policies for exploration and evaluation expenditures including the
recognition of exploration and evaluation assets.

* theamounts of assets, liabilities, income and expense and operating and investing cash
flows arising from the exploration for and evaluation of mineral resources.
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This datais, however, required at group consolidated level.

There is norequirement at all that the accounts of operating companies located in host states
belonging to Extractive Industry companies place their accounts on public record so that local
information is available on the activities of multinational corporations even though most DAs
are heldby local subsidiaries of multinational corporations.

There are frameworks that are already used in practice for defining reserves and resources
measures (the Petroleum Resource Management System for oil and gas and the CRISCO Tem-
plate for minerals) These definitions were not, however, developed for accounting purposes,
but rather for companies to use to manage their businesses. As such they are not used as yet in
accounting disclosure to asignificant degree.

It is true that many (but by no means all) extractive industries companies make extensive vol-
untary disclosures about their activities at local level, but this almost invariably focuses on re-
serves management and not revenue streams or payments to governments. This data is useful,
but it is often inconsistent between companies and even across time frames. It is not consist-
ently available and often leaves out many aspects of information needed to effectively moni-
tor the activities of the extractive industries within a state. In addition much of this data is not
audited, which has created difficulties inthe past.

Extended country-by-country reporting is intended to provide the necessary transparency for
the trading of the multinational corporations that benefit from DA’ in developing countries so
that the extractive industries in those places comes under the necessary scrutiny to ensure
they can fulfill its promise of delivering sustainable development for all who live in countries
that host such activity.

In particular, extended country-by-country reporting is intended to stress particular issues for
the Elincluding the significance of:

Reserves, their valuation, use and potential for generating future revenue;

* Revenue streams payable to governments of special significance inthe extractive
industries;

* Thesignificance of reporting trades in goods and trades separately from those in
derivatives, hedging, futures and other financial products inthe extractive industries;

* Theneedto highlight cash flow to reconcile accruals accounts with payments made to
governments so that the latter canbe heldto account for the use of the funds that they
receive;

* Thesignificance of investment and disinvestment decisions by location;

* Theimportance of the averall net investment a multinational corporation makes inalocation
as indication of its commitment to its operations inthat place, especially in the event of
problems arising, for example of an environmental nature, for which it has liability.

These particular needs are reflected in the design of country-by-country reporting suggested
in the next chapter.
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5. What is country-by-country
reporting?

5.1. s it too much to ask?

Allmultinational companies have to file consolidated group accounts and have to file home
country taxreturns as a minimum. In order to complete these two necessary filings, these
companies have to

* have all subsidiaries file entity or country accounts and information to notes to the ac
counts prepared under the same accounting rules as the consolidated group accounts
are prepared under, in order for the company to be able to present consolidated group
accounts. These may not be public, but they must be available for the parent company.
Without this information readily available, these companies will not be able to comply
with home country regulation with respect to consolidated financial statements.

This information is often collected inreporting packages or directly within mainframe
con-solidation software, and there is in every multinational company guidelines on how
each entity shall collect, standardize and report this information to facilitate the
consalidation process. Most multinational companies are announcing their 4th quarter
earnings fairly early in January for the previous year, a fact that illustrates how
coordinated and stringent these consolidation processes are although it takes
approximately 1-2 months before audited financial statements are released.

» have allthe taxinformation available at entity level on profits earned and taxes paid
fromall the subsidiaries in order that taxes are either reported and paid correctly or tax
credits are accumulated for the future point when dividends are received at parent
company level (or any subordinated company level) for tax credit purposes (tax
credits are credits earned from local taxes paid and is used to protect companies from
being double-taxed in the parent country). This tax information is kept for the entire
length of an operation and even longer as this information is necessary and has to be
documented towards the tax authorities in the home country as soon as dividends are
made and tax credits are claimed. To the extent local taxes and fees are not creditable
in the home country taxreturn, it is fairly easy to include these in the reporting for the
purpose of including them in a country-by-country reporting.

Adding to these two legally required processes (consolidated financial statements and
home country tax return) come the internal management reporting that collects informa-
tion at a far more detailed level for each operation in the extractive industry company. This
information is available for higher management, and forms part of the easily accessible
knowledge base that the companies can use to comply with a country-by-country report-
ing requirement.

Extended country-by-country reporting is not asking for any information that is not or
should not be in this key documentation for the corporations. This includes volumes and
prices for internal sales of products (and services) between affiliated companies until the
produce (or service) is sold to outside customers. To the extent that a company produces
arguments that this information is lengthy or costly to produce, they are essentially saying
that it is lengthy and costly for them to produce consolidated group accounts and home
country taxreturns, afact contradicted by the early earnings releases following each quar-
ter. Some companies are trying to confuse the issue by talking about different types of
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reporting or that they do not produce financial statements in some countries. This does
however not mean that the information above is not produced for these two purposes in-
ternally. It is true that it can be costly to produce project-by-project information, but ex-
tended country-by-country reporting is only about country level data, not data at project
level.

Extended country-by-country reporting requires that a corporation split the information
that it already has at entity or country levelin the published group financial statements.

If a corporation does not have this information, it means that the company does not fulfil
its filing and documentation requirements in their home country or is less able to manage
their company, and thus a country-by-country reporting will help them improve their inter-
nal control environment to comply with existing regulation and management needs.

5.2. The disclosures to be made country-by-country

The proposed disclosures to be made by those multinational corporations required to un-
dertake country-by-country reporting within the extractive industries would as a result of
the above be as shown in the table that follows.

This table also notes those occasions when due to immateriality more limited disclosure
might be made.

Disclosure Notes

1 The name of each country in which
the multinational corporation

operates.

1 Thenames of all its companies * Thedisclosure isrequired by each
trading in each country in which it company by individual country basis:
operates; asubsidiary trading in more than one

country may therefore be disclosed
more than once;

* Thedisclosure required is of all
entities subject to any part of the
consolidation process i.e. disclosure
isrequired of all subsidiaries and
associated companies unless they
are dormant throughout the periodto
which the accounts relate.

1 Afull country-by-country reporting Context data (country-by-country only)
key financial statement numbers is 1. Investments
required for all jurisdictions with 2.Production
revenues or development of 3. Salesrevenues
operations, but not exploratory or 4. Costs (purchase of goods and
preparatory services, employee cost, other

operational expenditures and net
finance cost)
. Number of employees
. Payable taxdebt 1.1.
7. Payable taxin the profit &
loss statement

o) Ul
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4. A combined country-by-country
reporting of (a) eliminations to the
financial statement in order to link
aggregated country-by-country
reporting with the financial
statement and (b) countries with only
exploration activities going on or
where there are only preparatory
activities going on

Taxespaidandregisteredinthetaxlines
of the company equals 6 + 7 - 8 above.
In the breakdown of tax payments, this
tax payment is identified separately in
order to keep the connection with the
key financial statement numbers.

Breakdown of tax payments as required
byexisting legislation; country-by-coun-
try by default and project-by-project if
requiredin the relevant legislation:

Companies following US reporting
requirements would report the
breakdown in accordance with the
Dodd-Frank act and SEC regulation

Companies following EUreporting
requirements would report the
breakdown in accordance with the
EU directive on country-by-country
reporting

Eliminations are always reported
aggregated.

In order for countries to be reported
combined, both of the following
requirements have to be fulfilled:

1

Turnover plus hedging, derivative
and financial income in the
jurisdiction does not exceed

USs1 million in areporting period;

The net value of all assets except
exploration in the jurisdiction does
not change by more than USS$ 1
million in a reporting period

The number of countries that have been
reported together must be disclosed,
including how many tax havens.
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0. Extended country-by-
country reporting as
accounting information

All the benefits of extended country-by-country reporting noted in the previous chapters
andinthe attached arguments for extended country-by-country reporting arise because:

a. Extended country-by-country reporting data is accounting information and provides the
context within which reported tax payments are going to be interpreted, and
b. asaccounting information it can:

i. beconsistently supplied

ii. bestandardized and consistently applied across countries, corporations and
accounting regulations

il utilize already audited data supporting the group financial statements;

Thisisimportant to note. It has been argued (not least by the International Accounting Stand-
ards Board) that:

a. Country-by-country reporting is not accounting data;

b. Itis corporate social responsibility (CSR) data;

¢. CSRdatacannot be included infinancial statements even if derived from the general
ledger of a company and entirely reconcilable with it. This is resolved by using
country-by-country reporting data.

This position s illogical as the information is already in the financial statements as the group
financial statements are based on, and is an aggregated reporting of, accounting data. But
what it does mean is that consideration has to be given next to what is the purpose of finan-
cial reporting before suggesting how, and with what authority, country-by-country reporting
datamust be incorporated within it.

Another argument for this not being accounting data has been that tax payments are follow-
ing the cash principle, not accounting principles. However, this is not correct:

Company taxes:
|. Taxes in the tax lines of the profit &loss statement
The payable tax in the tax line of the P&L statement is registered in line with accounting
principles. However, when you combine it with the payable tax debt at 1.1. and 31.12. we ar-
rive at the taxpayment for the year for the company. This is in the key 8 financial statement
numbers above equivalent to 6 +7- 8.

II. Taxes inthe cost lines of the profit & loss statement

Some taxes are registered as cost in the P&L statement. These taxes need to be shown
separately from I. above. These taxes tend to be minor, such as the CO2 tax in Norway, and
they are almost always deductible from the taxes in|. above.

lll. Taxes only registered in the balance sheet
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Taxes like VAT are only registered in the balance sheet. VAT is a wash and should generally
not be part of the reporting unless there are elements of VAT that cannot be reclaimed
from the governments in question.

Employee taxes:
IV.Employee taxes
There have beendiscussions of including employee taxes inthe reporting in order to pres-
ent the "tax footprint” of the company. This is irrelevant for extended country-by-country
reporting. To the extent that companies show employee taxes as part of the tax payment,
they shouldbe clearly identified as a separate group that is not part of the company taxes.

6.1. The purpose of financial reporting

There are a number of sources available for considering the purposes of financial reporting,

The opinion of the International Accounting Standards Board (IASB) is obviously of consider-
able significance, but is by no means the only opinion of consequence.

The IASB opinion will be considered first here, and its opinion will then be contrasted with
that of others before a conclusion is drawn:

6.2. The opinion of the International Accounting Standards Board

The IASB issues International Financial Reporting Standard (IFRS) that are now considered
the leading authority on the information required to be included in the financial statements
of multinational corporations. IFRS are legally binding in the European Union and many other
countries. They do, in effect, have the status of law.

The IASB issued the first part of its new Conceptual Framework for Financial Reporting in
2010, This explains its philosophy on accounting, It was issued jointly with the Federal Ac-
counting Standards Boardinthe USA, so adding toits impact since the USA and Japan are the
only two major Western nations not adopting IFRS as yet. The Conceptual Framework says
(paragraph OB2):

The objective of general purpose financial reporting is to provide financial information
about the reporting entity that is useful to existing and potential investars, lenders and
other creditors in making decisions about providing resources to the entity. Those deci-
sions involve buying, selling or holding equity and debt instruments, and providing or set-
tling loans and other forms of credit.

It quite clearly indicates, as aresult, that it believes that the financial reporting of private
companies is intended solely to assist those engaged in financial markets.

It becomes even more apparent in paragraph OB 10:
Other parties, such as regulators and members of the public other than investors, lend-
ers and other creditors, may also find general-purpose financial reports useful. However,

those reports are not primarily directed to these other groups.

These statements and the statement that IASB does not consider country-by-country re-
porting as accounting data clearly indicate that the IASB has chosen toignore::

* Investors are the stakeholder group that maybe most clearly will have a direct interest
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anduse of the information required by country-by-country reporting
» Allpublicinterest bodies that might have interest in financial reporting including;

» Taxauthorities, although tax liabilities are based on such accounts;
* Regulatory authorities of all sorts, including environmental agencies;
* Those enforcing company law;

* Those withmacro-economic concerns;

* Those with planning obligations;

* Theinterests of the general public who do not engage with the financial markets;

» Anyone with long term considerations, since decisions in financial markets are invariably
short-terminnature;

* Those with concern about the broader economic impact arising beyond the financial
markets as a consequence of the trading of multinational corporations, including the
interests of:

» Customers of the multinational corporation;

» Employees of the multinational corporation, except as creditors;
* Suppliers of goods and services to the multinational corporation;
* The special needs of emerging economies.

In noting that the IASB has chosen to ignore a very wide range of interests, in addition to the
investor group that it actually states that it caters to, when defining what it sees as the use
of the general purpose financial statements produced by multinational corporations it is im-
portant to understand that it has in the process chosen to ignare the stated objectives of
the International Accounting Standards Board's parent body - the International Accounting
Standards Committee Foundation. This says inits constitution:

The objectives of the IASC Foundation are:

(a) todevelop,inthe publicinterest, asingle set of high quality, understandable and
enforceable global accounting standards that require high quality, transparent and
comparable information in financial statements and other financial reporting to help
participants in the worlds capital markets and other users make economic decisions;

(b)  topromote the use andrigorous application of those standards;

(c) infulfilling the objectives associated with (a) and (b), to take account of, as appropriate,
the special needs of small and medium-sized entities and emerging economies; and

(d) tobringabout convergence of national accounting standards and International
Accounting Standards and International Financial Reporting Standards to high quality
solutions.

The emphases inboldinthe statement have been added. Those highlighted items when com-
pared to the stated objectives of the International Accounting Standards Board clearly indi-
catethat the IASB:

* Either ignores the public interest contrary to the duty imposed on it, or believes public
duty and the interest of financial markets are equivalent;
lus.comresource/200revisedcon: * |gnores the interests of the state sector entirely in undertaking its duties, even though
' its edicts have the force of law;
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* lIgnores all financial data that might be of use to those with a public interest in
multinational corporations, in the process implying that this is either not needed or
must be provided in another set of financial statements, so undermining the
abjective of there being a single set of financial statements supplied by a
multinational corporation;

* Ignoresthe needfor transparent data when it refuses to supply information that is
available but which it deems is not needed because it considers it is not of interest to
those engaged in financial markets. This result in opacity for those other users that the
International Accounting Standards Foundation recognizes exist but which the IASB
ignores;

* Ignores the needs of emerging economies, many of which have a particular interest in
the extractive industries but relatively few of which have interest in financial markets
and where even fewer people have engagement with such activity.

decade to produce, there is little or no chance of financial information required by the pub-
lic, state, regulators and commercial interests not engaged in the financial markets being
supplied by general purpose financial statements produced solely under the aegis of Inter-
national Financial Reporting Standards. In that case the need for other agencies, including
governments and supra-national agencies to intervene is apparent.

More concerning is the fact that the IASB is clearly ignoring even the interests of its most
clearly defined interest group; the investors. Publish What You Pay has been in contact with
both small, medium and large investors and investor groups and a very large majority of
these have been clearly in favor of country-by-country reporting as they immediately rec-
ognize, once properly outlined what country-by-country reporting constitutes, the value of
country-by-country reporting for them as investors. There is a concern that the IASB does
not involve its major user groups to an adequate extent, and that the reporting guidelines
coming from the accounting standard setters are mainly catering to desires from companies
torepart less rather than more and thus shield corporations from potential questions from
investors and investor groups.

6.3.The purpose of general purpose financial reporting: other agencies.

The International Accounting Standards Board is not the only agency to have considered the
purpose of general purpose financial reporting. Others within the accountancy profession
have done so, as have supra-national agencies.

As long ago as 1975 the UK's Accounting Standards Steering Committee, a body that can
be seen as a precursor of the current International Accounting Standards Board published
a seminal document entitled the Corporate Report (). That report said that published
accounts should enable a user to appraise information on:

1. The performance of the entity,

2. lItseffectiveness inachieving stated objectives;

3. Evaluating management performance, including on employment, investment and
profit distribution;

4. The company’s directors,

5. The economic stability of the entity;
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6. The liquidity of the entity;

7. Assessing the capacity of the entity to make future reallocations of its resources for
either economic or social purposes or both;

8. Estimating the future prospects of the entity;
9. Assessing the perfarmance of individual companies within a group;

10. Evaluating the economic function and performance of the entity inrelation to society and
the national interest, and the social costs and benefits attributable to the entity;

1. The compliance of the entity with taxation regulations, company law, contractual and
other legal obligations and requirements (particularly when independently identified);

12. The entity's business and products;
13. Comparative performance of the entity;

14. Thevalue of theuser's own or ather user's present or prospective interestsin or claims on
the entity;

15. Ascertaining the ownership and control of the entity.

It can quite reasonably be argued that very little has changed since 1975 in this regard. Al-
though country-by-country reporting had not been thought of in 1975 it can also quite reason-
ably be argued that country-by-country reporting would add, in some cases considerably, to
the understanding of those issues italicised.

It is important to note that there is good evidence for suggesting that those with interest
in financial statements have almost certainly not changed much since 1975. The Corporate
Report identified these as:

* Theequity investor group (shareholders)

* The loan creditor group (banks and bondholders)

* Theanalyst-adviser group who advise the above groups
» Employees

* Thebusiness contact group

* Thegovernment

* The public.

It is also curious to note in contrast to the IASB that UNCTAD in their 2008 report entitled
"Guidance on Corporate Responsibility Indicators in Annual Reports" said that in their opin-
ionfinancial statements might be used by:

* |nvestors and financial institutions;
* Business partners;

» Consumers;

» Employees;

* Surrounding community;

+ (ivil society organizations; and

» Governments and their institutions.
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The groups are defined slightly differently in each case, but the overlap is almost identical
and only differs in emphasis. It seems there is widespread agreement on this issue. As, in-
deed, would appear to be the case when noting the line of thinking brought out by the Interna-
tional Accounting Standards Committee Foundation, recarded abave.

6.4. Assessing the IASB's claim that financial statements are only prepared for the use of
suppliers of capital (and that suppliers of capital have no use of extended country-by-coun-
try reporting)

It seems clear from these three sources, to which many more could be added, that the IASB's
claim that the data needs of the providers of capital to companies are paramount when as-
sessing the benefits of information supplied in financial statements is straightforwardly
wrong, The benefits other users derive must be considered as well, and in capacities other
than as providers of capital. That being said, it is also important to recognize the difference
in opinions between investors and investor groups that to a large extent would find extended
country-by-country reporting highly useful for investment purposes and the IASB's state-
ment that extended country-by-country reporting is ‘not accounting data" and should thus
not form part of the financial statements of corporations.

Inaddition, the IASB claim that it need only determine whether to include datain Internation-
al Financial Reporting Standards on the basis of its usefulness to the providers of capital is
alsowrong, The single set of accounts it must promote must, according to its own governing
constitution, meet the information needs of all who make economic decisions based on the
activities of corporations, and supply them with the "high quality, transparent and compara-
ble information”they need.

Those who might demand such information are, to combine the list of stakeholders noted by
The Corporate Report and UNCTAD:

* Investors(!)

* Loandebtors|(!)

* Employees;

* The business contact group;

¢ (Consumers:

» (ivil society organizations;

¢ (Governments and their institutions;
* The public.

The very fact that country-by-country reporting is now being discussed by so many varied
organisations (the International Accounting Standards Board (IASB), the Organisation for
Economic Cooperation and Development (OECD), the European Union (EU), national parlia-
ments (amongst them the US), development agencies, trade unions, and more) s the clearest
indication that these groups have an interest in general purpose financial reporting by the
world's multinational corporations.

As this report shows, what all these organisations and Publish What You Pay are asking for is
financial data that can only be generated from the accounting systems of the multinational
corporations fromwhominformationis being requested. There is no other way in which profit
and loss account, cash flow and balance sheet information can be produced. The fact is that
this information is already being produced (or should be produced) when the corporations
collect information to adequately fulfill existing requirement towards group financial state-
ment consolidation and preparations of home country tax returns.
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Under these circumstances the persistent suggestions made by the International Accounting
Standards Board and some other accounting institutes that country-by-country reporting is
not accounting data are plainly wrong; unless they are suggesting that duplicate accounts be
prepared to disclose country-by-country reporting data (which is, of course directly contra-
ry to the constitutional obligation of the IASB, noted above) there is no other way to supply
country-by-country reporting data but by including it in general purpose financial reports of
multinational corporations.

I[tis for thisreason that if the International Accounting Standards Board refuses toundertake

the necessary reforms to ensure that this data is disclosed, others must take the initiative in
undertaking this reform in their place.

40 Publish What You Pay Norway



An Extended Country by Country

Reporting Standard Vol. 2

7. Why the alternatives to
CBC don'twork

It is important to note that alternatives to country-by-country reporting have been suggest-
ed for the disclosure of the information needed to hold multinational corporations operating
in the extractive industries and the governments to which they make payment to account for
their activities. It isimportant to explain, albeit briefly, why these alternatives are not accept-
able before moving on to discuss the regulations needed to deliver country-by-country re-

porting.

7.1. Corporate social responsibility

The European Commission's definition of CSR is*:

"A concept whereby companies integrate social and environmental concerns in their
business operations and in their interaction with their stakeholders on avoluntary basis’

The reasons why the information required on the operations of the extractive industries and its

payments of tax are not corporate social responsibility issues become apparent immediately:

* The information required must be mandatorily supplied or it will not be made available.
Voluntary disclosure might attract very limited disclosure by a very few companies but

will never provide the information needed on an industry and country wide basis;
» Theinformationrequired is not related to environmental and social concerns as such;
the information required is hard financial data about financial performance.

As such the corporate social responsibility environment is wholly inappropriate for the sup-

ply of the required data.

7.2. PricewaterhouseCoopers’ Total Tax Contribution

The largest firm of accountants in the world, PricewaterhouseCoopers (PWC) has developed

the Total Tax Contribution (TTC) framework of which they say?"

There s increasing pressure on companies to be more transparent about their tax policies
and how much tax they pay. We suggest that enhanced transparency is important in stake-

holder engagement.

Your stakeholders will be looking for more and clearer information on your tax affairs. They

want to see high quality information in three broad areas:
* taxstrategy andrisk management

* taxnumbers and performance

* total tax contribution and the wider impact of taxes

Following discussions with companies and stakeholders we've developed a suggested
framework - the Tax Transparency Framework - for communicating the company's tax po-
sitioninits full context. The Framework looks at potential disclosures in each of the above

three sections.

co.uk/eng/issues/communicat
|_tax_contribution.html
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PWC has expended considerable effort?? in promoting the TTC as an alternative to coun-
try-by-country reporting, including with the International Accounting Standards Board (IASB),
Organization for Economic Cooperation and Development (OECD) and European Union (EU).

However, it is not an alternative to country-by-country reporting for these reasons:

a.

b.

It is voluntary ,and therefore fails completely to meet the need for mandatory
disclosure of data;

It is not necessarily country-by-country reporting data: it can be published on a group
wide basis and therefore does not provide the information needed to ensure datais
published for each host country with which an extractive industries multinational
carporation contracts;

Payment of individual taxes need not be disclosed. This means no analysis is possible
and because the taxes covered exceed the scope of those covered by the Extractive
Industries Transparency Initiative no comparison with the EITl is possible either, unlike
the country-by-country reporting disclosure noted above;

. No accounting or volume data that forms part of financial statements need be

disclosed. This means, for example, that data on corporation tax paid might be
published but no information onrevenues, profits or volumes need be published and
as suchno data exist to test the credibility of the disclosures made, or their
comparability, or their trend over time is available meaning that the information
published has no real accounting relevance. True accounting data always requires
comparison to be meaningful.

. Nodistinction is made between taxes borne by the company e.g. taxes on profits and

taxes paid by the company as agent; e.g. taxes deducted from staff salaries. As such the
data published is in accounting and economic terms largely meaningless.

The TTC system s very expensive to implement (whichis potentially why it is promoted,
as a lot of effort has been put into it already). Country-by-country reporting data has
however to be available in order for acompany to prepare its consolidated group
financial statements and tax returns already. As such minimal additional accounting
costs should be involved in country-by-country reporting and the scope of audit
disclosures noted above have beenrestricted to ensure that additional audit costs are
for all practical purposes mitigated. On the other hand the PWC TTC requires that data
that the company does not prepare now and which has little or no meaning for other
purposes, suchas VAT expenses incurred that it cannot reclaim, has to be disclosed. This
makes the preparation of TTC databothharder and more expensive than
country-by-country reporting,

g The TTC data is not backed by audit opinions, undermining its credibility.

The PWCTTC s neither an alternative tonor even a poor substitute for the suggested extend-
ed country-by-country reporting,

7.3. The Extractive Industries Transparency Initiative

Publish What You Pay is, of course, a strong supporter of the Extractive Industries Transpar-
ency Initiative (EITI). It has proved enormously successful in achieving the following:
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Raising awareness of the real issues of concernwithin the extractive industries;
Forcing some governments to become aware of these issues;

Involving civil society both nationally and internationally in this process;
Increasing the transparency of the extractive industries in some countries.



The existence of extended country-by-country reporting will not in any way remove the need
for the Extractive Industries Transparency Initiative. Indeed, extended country-by-country re-
porting disclosure is designed to complement and assist the EITI process.

The Extractive Industries Transparency Initiative cannot however provide an alternative to
extended country-by-country reporting, This is because:

a. Itisvoluntary and mandatory disclosure is needed;

b. TheElTlis often prepared on a country wide basis meaning that multinational
corporations inacountry are not individually reported;

. The Extractive Industries Transparency Initiative only operates at anational level,
meaning payments that are moved out of the national domain are ignored, which
ignores taxrisk due to such issues as transfer mispricing and use of tax havens;

d. Thereis no consistent basis for accounting and reporting under the Extractive
Industries Transparency Initiative;

e. TheElTldoes not deliver any accounting datato allow assessment of the dataon
payments made, a weakness it shares in common with PWCs TTC;

f. Although the reconciliation of the EITl data ta receipts by governments is audited the
datadisclosed by companies is not always subject to an audit process, and that means
that country-by-country reporting data is likely to be more reliable, which will in turn
enhance the EITl process.

PWYP is committed to the EITI, but not as an alternative to extended country-by-country
reporting. To the extent EITI is promoted as an alternative to extended country-by-country
reporting, it must be seen as a diversion from what extended country-by-country reporting
is intended for. The extended country-by-country reporting is intended to give insight into
each extractive company, while EITl is intended as a reconciliation of aggregated company
data relative to government data within one country. Any effarts by EITI to give insight into
each company's position will be limited to the country they are reporting in, and the whole
reporting would become sporadic, piecemeal and very limited. This means also that the initi-
ative will always be limited to the resource extraction countries, and will exclude both many
host countries as well as all the tax havens and all the transit countries. In the worst case, it
will mean that the EITl initiative will not be extended to more countries, as some companies
will have stronger feelings against committing to this kind of reporting voluntarily. Last, but
not least, most users of country-by-country reporting; investors, regulators (governments
and major international institution), media and civil society; will lose a lot of information if
extended country-by-cauntry reporting is not done in each multinational company's own fi-
nancial statement.

7.4. International Financial Reporting Standard 6

The International Accounting Standards Board is suppasedly updating IFRS 6 for the Extrac-
tive industries. There are good reasans for presuming that this will not include a requirement
for country-by-country reporting data. These include:

Clear indication being given by the International Accounting Standards Board that stakehold-
er demands for country-by-country reporting would not be taken into account when deciding
the issue as the IASB believes, contrary to its constitutional requirements and the demon-
strated interest of individual investors and investor groups, that they need only take into ac-
count the needs of financial markets when determining the use of financial statements. The
question arises what the definition of financial markets are when the interest of investors are
seemingly ignored.

Publish What You Pay Norway

43



An Extended Country by Country Reporting Standard Vol. Z

There is an extraordinary and protracted delay in considering this issue. Consultation sur-
rounding it closed in the summer of 2010 and the International Accounting Standards Board
will not even consider the results of the consultation process on whether country-by-country
reporting is anissue theyneedto consider until the autumn of 2011 at the earliest. This makes
the prospect of an IFRS before 2016 unlikely.

It has to be concluded that this is not a serious attempt at addressing this issue and that
alternatives have to be found.
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8. Countering the objections to
country-by-country reporting

8.1 Counter arguments exist, but are upon examination shown to be invalid

A number of objections to country-by-country reporting are frequently raised. For example,
in May 2009 the UK based publication Accountancy Age reported that Barry Marshall, UK
head of tax at PricewaterhouseCoopers, said:

"We have a common interest to improve corporate reporting of tax information. However,
we do not believe the introduction of the kind of country-based reporting proposed by this
campaign would meet this ambition’

It is therefore important to note and respond to the potential counter arguments to coun-
try-by-country reporting. The most common are as follows:

a. Itwill destroy companies' competitive advantages and hence harm markets;
b. It willbe hard to put in place, or to make work properly;
c. Companies do not have or could not calculate the necessary data;

d. Country-by-country reporting will not decrease tax avoidance / evasion because firms
will use other devices;

e. Developing countries do not have enough people or qualified people, to look at
country-by-country based accounts and therefore will not increase their tax
revenues as aresult;

f. Evenwith country-by-country reporting, how to determine the right” level of transfer
pricing is far from obvious, especially on intangibles, meaning that this will not settle
the issue;

g. Consolidated accounts are based oninformation provided by subsidiary companies but
additional entries are made during the consolidation process, so it will not be possible
toreconcile country-by-country reporting with the published accounts;

h. Each country already requires that all companies submit their accounts for taxation
purposes and so no additional information will be secured by those autharities as a
result of country by country reporting but a huge flow of information will be published
that will be difficult tointerpret;

i [twillbe difficult to audit country by country information;

j. Insome countries this information is already available, even for subsidiaries
located elsewhere;

k. The volume of informationrequired to be disclosed would be too great and make
financial statements unwieldy;
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| Acompany could be inbreach of its legal obligations by publishing country-by-country
reporting data.

m. The data s costly to collect and report
n. Thedataisnot accounting data and should not be part of notes to the financial accounts

No doubt there are other arguments as well, but these appear the most frequently used and
we answer each in turnin the following paragraphs.

8.2. Country-by-country reporting will destroy companies’ competitive advantages and so
harm markets

Business efficiency is, as economic theory teaches, dependent upon the availability of high
quality information. Unless that information is available then sub-optimal decisions on
everything from resource allocation within a company to capital allocation between compa-
nies will be inefficient and present a cost to society as awhole.

The implication of the counter-argument that country-by-country reporting is harmful to
business is abvious: it may be harmful to particular businesses. It is not harmful to businesses
ingeneral. It is beneficial to have this data for businesses as a whole as this levels the playing
field between companies that are more transparent and those that want to be less transpar-
ent. If extractive industry companies want to use transparent capital market to finance their
business, they should also accept that they themselves will have to be transparent inreturn. If
some companies are not willing to accept country-by-country reporting and move away from
these capital markets they

* sendastrong signal to their investors that they have something to hide

* actually remove themselves as harmful competitors to companies that accept

transparency in order to access transparent capital markets (which is good)

The fact is that there is no forward-looking information in the country-by-country reporting.
The only thing in country-by-country reporting is a split-up of tax payments, and in the case
of extended country-by-country reporting, the context these taxes has been paid, down to
country-level. To accept the argument that country-by-country reporting is harmful to busi-
ness would require the rejection of the economic theory on which all the logic of markets is
based. We presume that is not what is planned.

8.3. Country-by-country reporting is complex

The complexity of country-by-country reporting is not under estimated: it is a real issue.
This issue is however solvable by going for existing, standardized information. As a matter
of fact all multinational corparations are already reporting on a country-by-country or enti-
ty-by-entity basis internally when they are preparing their consolidated group accounts and
home country tax returns. This information is prepared and reported (or should be) within the
corporation under the accounting regulations used for the group accounts and individual tax
returns, including tax credit® information used in the home country tax return.

There is in addition to this also a requirement even under International Financial Reporting
Standard 8 and it was obligatory under its predecessor, International Accounting Standard
14. As such, companies are already making geographic disclosures innotes to their accounts,
andhave the ability to do so. The mechanismto handle the technical issues already exists and
isstandardin almost all, if not all, modern consolidation tools.
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Most countries, such as the USA, have ta report profits and tax paid to tax authorities to
claim tax credits against home country tax liabilities. The granularity of disclosure required
by country-by-country reporting for all countries in which the company operates will thus
hardly create significant problems, as the level is exactly the same as the level where tax
credits are identified. If it is already possible to identify information for accounting purpos-
es on a selective country basis, then there are absolutely no technical reasons why this can-
not be done for all countries (as is currently being done internally in the corporations when
consolidating their accounts or preparing their home country tax return). A country may in
the current accounting system be consolidated up in different chains of companies (through
division re- porting), but the information exists to easily access it as long as eliminations are
reported as a separate column for all entities in the country-by-country reporting,

8.4. Companies do not have the data to undertake country-by-country reporting

Companies must already have information on their activities in each and every country in
which they operate®*. This is because they either have separate subsidiaries or permanent
establishments for each country in which they operate, for taxation or legal purposes. Per-
manent establishments are self-accounting entities for taxation purposes even if they are
not separate legal liability corporations. As such, they have their own books and records and
are required to make their own returns of profit and loss to the individual taxation author-
ities of the countries in which they operate. As a result, companies have the necessary in-
formation to make declarations at a country level. In addition, they already have to certify
that the accounting and tax information is correct for consolidation purposes and for home
country or local country tax purposes, meaning that some degree of auditing or verification
willhave already taken place with that data, even before the consolidation process is done.

8.5. Country-by-country reporting will not stop tax avoidance and tax evasion so why do it?

It would be wholly unreasonable to think that a single change in accounting disclosure could
stop all tax avoidance or tax evasion. It will not, but country-by-country reporting has the
ability to change investars and others view of what is happening within a multinational com-
pany, and as such it is an important disclosure. Investors and others that want to know what
is happening within the extraction companies befare they invest their money will for the first
time get this information.

However, country-by-country reporting will also help in other aspects. Transfer pricing abuse
is considered one of the most important issues in tax avoidance, both by taxation authori-
ties around the world and by tax advisers and their multinational client companies. It is also
of enormous cancern to developing countries and those who advise them. Indeed it costs
developing countries more in revenue loss than the entire international aid budget*. In add-
ition comes all the other instruments being usedto transfer pre-taxrevenues cross-borders.

Itis not suggested that country-by-country reparting is a panacea that will solve all these ills.
There can be no doubt that some companies will seek to allocate profits in ways that appear
plausible and acceptable, but will actually be hiding tax evasion when doing so. However, we
do not abandon laws against murder because human beings do not seem to have stopped
killing each other as aresult of having them. We keep those laws because they are adeterrent,
amechanism far identifying those who continue to abuse and ameans of imposing sanctions
when the standards expected by society have not been adhered to. There seems no differ-
ence with regard to the creation of a country-by-country reporting standard: just because
we know that some people will not comply, or will continue to abuse does not mean that the
standardis not in itself desirable, nor does it mean it will not create an effective mechanism
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for identifying abuse or assisting the imposition of sanction onthose who perpetrate it. As a
result, the standard remains desirable even if it can never, or alone, be wholly effective.

It is also incredibly important to note that tax abuse is only one of many issues that coun-
try-by-country reporting is expected to address. It also has benefit to those cancerned with
trade issues, labour issues, corruption, corporate social responsibility and the management
of geopalitical risk in an investment context among others. Consequently, to suggest it is not
needed because it cannot solve all taxation problems is to argue from a perspective that
ignores its other benefits. It is also an argument that only helps those companies that wants
to avoid transparency, and thus only helps those companies that keep information out of
reach of its investors and loan debtors. It is much more difficult to keep up misuse of power
and information when the information is laid out country-by-country instead of being aggre-
gated up in the group financial statements. This is a huge improvement in investor's ability to
gaininsight into, andreact to, the use of the funds he puts at the corporations disposal.

Inleveling the playing field among extraction companies, we know of no other instrument that
comes even close to extended country-by-country reporting.

8.6. Developing countries do not have the resources to use country-by-country reporting data

The argument that developing countries do not have enough people or enough qualified peo-
ple to look at country-by-country based accounts thereby implying that country-by-country
reporting will not help increase their tax revenues is deeply patronising, probably wrong, and
regardless is able to be remedied through the provision of technical assistance and resour-
ces that are required by developing countries. Such assistance would allow these countries
to create the necessary capacity within their taxation authorities to tackle transfer-pricing
abuse. Moreaver, as country-by-country reporting will reduce the cost of tackling trans-
fer-pricing abuse, it would actually aid (not hinder) the efforts of tax authorities in developing
countries benefit by reducing the scale of the support that they require. As such, this argu-
ment does not withstand scrutiny.

Another thing is that as soon as the country-by-country reporting has beendone, it isnot only
developing countries tax authorities that have access to this information, but also the inves-
tors in the corporations. Investors and debt providers will have just as much interest in how
their funds are being used as the tax authorities in developing countries. Developing coun-
tries and their tax authorities are important stakeholders in extractive industry companies,
but they are by far alone. There is a wide range of stakeholders, starting with the investors
themselves.

The argument is alsa contra-intuitive, as country-by-country reporting would make it easier,
not more difficult, for tax authorities in the developing countries. Those that front this argu-
ment are thus less concerned with the developing countries and more concerned with keep-
ing information out of reach from investors and other stakeholders.

8.7. Country-by-country reporting will not stop transfer pricing abuse

This is very much the same argument as the argument that country-by-country reporting will
not stop tax avoidance and tax evasion (8.5 above).

Indisputably, country-by-country reporting alone will not completely solve problems of tax
abuse. It would be completely unrealistic to expect it to do so. However, it is also important
tonote that in practice transfer prices are frequently negotiated to achieve a fair apportion-
ment of profit - thus producing a result that in the end is little different from formula unitary
apportionment - a fact that is not always acknowledged.
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In that case whilst country-by-country reporting does not say for example what the "carrect
transfer price should be, it does provide some clear indication of whether that objective has
been achieved. In so doing, country-by-country reporting will be an incredibly important tool
for avariety of groups: whether for the companies themselves, who canuse it to defend their
position; for tax authorities, who can use it to inexpensively undertake initial audits of trans-
fer pricing; or for investors and civil society, who want to know who do and who do not appear
tobe abusing the rules.

There s afurther return for investors who want to appraise the risk they might face fromany
particular investment as a result of a company's compliance or non-compliance with regula-
tion. No investor will ever have access to an individual company's transfer pricing information:
country-by-country data provides a good proxy measure of likely compliance bothin this, and
other tax areas. As a proxy measure of tax risk, the reporting data will be invaluable to inves-
tors. And yes, there is a true risk that the least noncompliant companies will either have to
become more compliant (this is a positive thing) or risk losing investors as these discovers
how the companies are (ab)using their funding.

8.8. Country-by-country reporting won't reconcile with underlying data of subsidiary
companies in extractive industries host nations

It is true that adjustments are made to the individual subsidiary company accounts when
consalidated financial statements are prepared. However, there are two types of adjust-
ments that willbe made:

+ Eliminations that are done during the consolidation process is of no concern to the
country-by-country reporting, as these are intended to be reported aggregated ina
separate column in the country-by-country reporting. The eliminations are only
reported inorder tobe able to tie the country-by-country reporting with the accounting
numbers inthe group financial statements.

* Accounting standard changes as local accounting is converted to the group financial
statement accounting standards. This accounting change is, however, assumed to be a
matter of interest, and not a matter that should be disguised or go undisclosed. Large
differences between local accounting and group accounting can give raise to questions
withregards to local accounting standards being used for local accounting and
producing the local taxbasis. Such differences may for example identify areas where
local accounting, unintentionally, create undesirable situations, and by identifying
these situations it is possible to do something about them (for instance, changing local
accountingrules).

It is also important to note that since at least 60% of world trade is undertaken on an intra
group basis but not one dollar, pound, yen or euro of this is currently reported in the group
consalidated accounts of the world's multinational corporations, there is presently a sub-
stantial amount of missing accounting information. This missing information - which will be
provided by an extended country-by-country reporting - is important for the management
of the world ecanomy. In the process of reconciling individual extended country-by-country
statements with group consolidated accounts, intra-group trade will become visible. There-
fore the disclosure of this information would benefit all people by increasing the effective
management of worldwide trade. It should be noted that the investors will also become more
aware of therisk picture, and the management of each corporation can thus more easily ad-
dress the risk mitigating actions they are undertaking, and it will be more easily understood
by investors.
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This reconciliation statement is not considered to be a weakness within extended coun-
try-by-country reporting: it is considered to be one of the more important pieces of informa-
tionthat the reporting would make available.

8.9. Since companies already have to submit tax returns, country-by-country reporting will
provide nothing new for tax authorities

Of course, it is true that most countries do already require companies operating within their
domain to submit their accounts to the local tax authority. However, there are notable ex-
ceptions to this rule. For example, in both Jersey and the Cayman Islands and many other tax
havens there is no tax on carporate profits and therefore no company is required to submit a
taxreturn.Moreover, since corporations are not required to report in jurisdictions like Jersey
and the Cayman Islands, the governments of those places do not automatically have access
to the accounting information of corporations that are located there and neither have the
public in these places. Consequently, nobody else is able to obtain that information either.
Therefore, if a local company located where corporation tax is payable trades with arelated
group company located in a place like Jersey or the CaymanIslands, and if the group of com-
panies is not willing to provide the accounts of its subsidiaries in those tax havens, it is near-
ly impossible for any taxation authority wishing to enquire about transfer prices to secure
information about the tax haven side of the transaction.

To therefore argue that extended country-by-country reporting does not provide additional
information to local tax authorities is plainly wrong. Extended country-by-country reporting
may be the only realistic and cost effective way in which they can obtain information on trade
with certain locations where accounts do not need to be put on public record.

In the argument there is also an underlying assumption that country-by-country reporting
is mainly an instrument to get new information to tax authorities. However, this is only one
of the stakeholders interested in financial statement information on a country-by-country
basis. Tax authorities are one of the users of country-by-country reporting, but hardly the
most important. The most important are investors (risk evaluation and risk management),
regulators (assessment of need to regulate), media, civil society and other interested con-
stituents (more correct information on size of various parts of multinational activity).

8.10. Country-by-country reporting data would be hard to audit

As amatter of fact, auditors have for many years reported upon country specific data includ-
edinthe accounts of multinational corporations because this informationhas beendisclosed
in the notes to the financial statements under the requirements of International Accounting
Standard14. This standardwas always geographically based - afeature that is still partly true
of itsreplacement standard, International Financial Reporting Standard 8. As aresult, it can-
not be said that country-by-country information cannot be audited.

That said, it is undoubtedly true that country-by-country reporting will tempt some audit
companies to make the argument that this will make the audit of some multinational compa-
nies more complex and more expensive. It should however then be taken into consideration
that the audit company has already examined, under a materiality perspective, the under-
lying accounting data that forms the basis for the consolidated group accounts and the home
country taxation. In this audit examination the conversion from local accounting standards
to the universal accounting standards used in the group financial statements, the elimi-
nations being done in order to arrive at the consolidated accounts and the tax credits that
forms the basis for avoidance of current year and future year double-taxation has received
particular attention from the group auditors. A massive increase in the audit cost of an ex-
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tractive industry company should thus indicate that the company has been under-audited
previously as the country-by-country reporting is only intended to disclose the foundation
for the consolidation, and the only item asked from the audit firm is that it confirms that the
extended country-by-country reporting in notes to the accounts is consistent with the infor-
mationunderlying the relevant lines in the consolidated group accounts. Eventhe materiality
level should be roughly similar as all the amounts that have gone into the consolidation has
undergone audit at group level, and the group auditor has usually received comfort state-
ments from subsidiary auditors with respect to the correctness of the numbers from these
subsidiaries.

8.11. The data required from country-by-country reporting is already available

It is accepted that some countries require more information to be available about the subsid-
iaries of multinational corporations registered in their domain than do others. For example,
France appears to require that the accounts of subsidiary corporations of French corpora-
tions be available for inspection on public recordin France; in this respect it is almost alone in
the world. Both the UK and USA, in different ways, expect their multinational corporations to
place on public record the names andregistered locations of the subsidiaries that they own,
but neither requires that their accounts be available for inspection. If a company is incorpo-
ratedinalocation suchas thelsle of Man - aphenomenon that is becoming increasingly more
common with companies registered on the UK's AIM stock market - no such requirement ex-
ists. Ireland also has a lax approach regarding the disclosure of information and is becoming
an attractive location for the registration of holding companies.

It is precisely because of this variable access to information that a universal standard for
disclosure is required. It appears contra-intuitive to argue that just because some countries
have better practices than others, those who take advantage of this in order to hide infor-
mation should benefit as aresult. As long as companies are seeking financing through trans-
parent markets, they should in return apply obligatory transparency requirements, some-
thing that country-by-country reporting actually achieves, leveling the competition between
companies irrespective of where they are domiciled. All those that are interested in a level
competitive situation for extractive companies, should have it in their utmost interest to
work towards extended country-by-country reporting,.

8.12. Country-by-country reporting data would be too bulky to publish

It is true that country-by-country information could be of significant volume depending on
the amount of information required, but not overly so. PWYP Norway has produced a com-
pact format that, if tax payments are reported in its context, are able to report up to 20-30
columns (equivalent to a country or a project depending on the regulation that the company
is reporting under) on a double-page in landscape format. Even the largest companies should
thus be able to do the reporting using a few double-pages. However, the size of the reporting
isnoreason ta not publishiit.

First of all, many corporations already send summarised financial statements to a majority
of their private shareholders. These summary statements would not be required to include
country-by-country data; instead country-by-country reporting could be available electroni-
cally as part of their full financial statements, available for downloading, It is however impor-
tant that the country-by-country reparting is available through the full financial statements,
though. Else we are moving away from a level competition.

Second, the accounts of almost all multinational companies are now available online, and this
is undoubtedly the most common way in which stakeholders access this information. Paper
neednot be printed as aresult.
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Third, because of the recognition of this general fact, new standards for the provision of cor-
porate accounting data online are being created and should be in operation within a year or
two. The datawill then be available to a universal standard that will allow it to be downloaded
andused in spreadsheet and other programs.

Put simply, the accounting profession has recognised that the complexity of global compa-
nies requires substantial information to be published. Some accounts are already 400 pages
long, This is necessary to provide users with all of the data that they require to assess infor-
mation and interrogate it as they wish. If anything, this volume of data provides additional
incentive for the provision of country-by-country reporting, and not the opposite, as coun-
try-by-country reporting cuts a path through the complexity to provide local data to those
for whom this data is a concern. Adding less than 10 double-pages for even the very largest
extraction companies would not be asking too much. It is also a fact that country-by-country
reporting could replace some of the existing reporting as geographical distribution of (ag-
gregated) revenue data would become obsolete , along with potentially other types of geo-
graphical segment reporting. As country-by-country reporting would be standardized across
accounting standards, this would actually save significant costs on the analytical side.

8.13 A company could be in breach of its legal obligations by publishing country-by-country
reporting data

It has been suggested a company might be in breach of its legal obligations in a host country
within the extractive industries if it were to publish accounting information with regard to
that jurisdiction when the PSA/PSC or MDA of that jurisdiction required confidentiality for
information relating to the contract.

This argument is not accepted for three reasons:

* Firstly, it will not be the local company that is publishing this information. It is the
parent company that will be required to publish this information, and that parent
company will, by definition, be in another jurisdiction. A contract agreed in one location
cannot restrict theright for the disclosure of accounting datato be specified inanother
jurisdiction. To this comes the fact that all extractive industry companies that have
entered into agreements with local government ALWAYS have a clause in the
agreement that states that it is not a breach of confidentiality if there is arequirement
in law in the home country to disclose such information.

* Secondly, as has been argued by academic legal research promoted by Publish What
You Pay inthe USA, such confidentiality clauses cannot be enforced outside the
jurisdictiontowhich they relate, and cannot apply to parent companies of
subsidiaries in those locations, particularly when the information disclosed willbe on a
consalidated country basis.

* Thirdly, to acquiesce to this would make country-by-country reporting voluntary,
meaning that the most egregious states, which are those most likely to enforce
secrecymost rigorously andwhich are consequently those where there ismost likely to
be aneedfor information to curtail abuse will be those most likely to be exempt from
disclosure. This makes no sense at all, and must be firmly resisted, since the legal basis
for doing so clearly exists. Reference is also made to the first point in this regard. An
extractive industry company has a very poor agreement if it has not already included
clauses under which it can disclose information in the home country as long as it is
bound by law.
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 Fourthly, PWYP has investigated all claims made by extraction companies of
individual countries where it would be illegal to disclose this information. Legal
resources and other resources in these countries have failed to find any country which
would claim it unlawful to disclose this information as long as the reparting is done
based onrule of law and not voluntarily. This is thus an argument for why the
information needs to be standardized in law.

8.14. The data is costly to collect and report

It has been argued by the extraction industry and the auditing firms that country-by-coun-
try reporting will be very costly. This is true only for the part that includes project-by-project
reporting, if companies have to build separate reporting systems for this.

For (extended) country-by-country reporting it is possible to utilize the existing systems that
are being used for:

+ (onsolidating a company's financial statements: the lowest level in these systems is
either (1) acompany or (2) a country. The information about country level is thus already
inthe systems, and they are already being audited by both local auditors and the group
auditor in accordance with materiality.

* Report tax payments up to the home tax return; by country, type and year; in order to
avoid double-taxation. These systems can easily be expanded to include taxes that
do not produce tax credits, but most likely the easiest way is to include it in the
(electronic) reporting packages or consolidation systems that is used for the company's
financial statements (see above).

There are thus minimum two reporting systems that are ideal to capture the reporting need-
ed to get (extended) country-by-country reporting to work with minimal costs and efforts.
This is however as long as the country-by-country reporting is designed to utilize the compa-
ny's own financial information.

The initiative from PWYP Narway has been designed with exactly this in mind in order to se-
cure that extended country-by-country reporting with its 8 key financial statement numbers
providing the context for the tax payment breakdown is the easiest, least expensive and ef-
fective reporting possible.

8.15. The data is not accounting data and should not be part of the notes to the
financial accounts

The people that say that tax payments are not accounting data are desperately trying to keep
vital information outside of the financial statement, to the detriment of investors and other
users of financial statements.

Taxes areregistered three places:
- inthetaxlinesinthe profit &loss statement
- inthe cost linesinthe profit & loss statement
- inthe balance sheet

In the 8 key financial statement numbers that is part of the extended country-by-cauntry re-
porting, the last 3 numbers are directly related to provide the link between taxes in accord-
ance with accounting rules and the tax payments:

6. Payable taxdebt11.
7. Payable taxin the profit & loss statement
8. Payabletaxdebt 3112,
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The connection between taxes in the financial statement and tax payments is:

6 +7-8(taxes in the financial statement) = tax payments, i.e.
Payable tax1.1. + Payable tax in P&L - Payable tax 31.12. = tax payments

This shows clearly that tax payments are accounting data.

The majority of company taxes are registered in the tax lines of a company, hence there will
through the reported accounting lines be a link between the financial statement taxes and
the majority of the payments to governments. In addition there will be some taxes, almost
always deductible when calculating the taxes in the tax lines, which are registered in the cost
section of the financial statement. As long as these are reparted separately, they will not de-
stroy the link between the financial statement numbers and the tax payments in the tax lines.

There has been some discussion of whether employee taxes should be included, in order to
present a‘total tax footprint” for an extractive company. This is, in the opinion of PWYP Nor-
way, adiversion. Employee taxes are part of the cost of doing business, and it is the employ-
ees that inmost cases are responsible for that these taxes are correctly paid. This is the case
also when the company deducts the taxes from the employee’s salary and pays it to the tax
authorities onbehalf of the employees. Only taxes and other payments to government where
the company is responsible should be part of the (extended) country-by-country reporting,
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THIS IS A REPORTING TEMPLATE OF THE KEY

INFORMATION IN AN EXTENDED CBCR
AS PROPOSED BY PWYP NORWAY

(limited to context information). 0il & Gas
(For more information, please visit: www.pwyp.no)

Type production éFinancial statement Financial statement Eliminations
1 PRODUCTION (per type) ‘ ‘
2 #EMPLOYEES 3112, '
INVESTMENTS (mill USD)
REVENUES (mill USD) :
COSTS (millUSD)
Cash taxin the P&L
Payable tax debt 1.1.

o N o U~ W

Payable tax debt 31.12

Type production %Financial statement Financial statement Eliminations
1 PRODUCTION (per type) : :
2 #EMPLOYEES 3112, :
INVESTMENTS (mill USD)
REVENUES (millUSD) :
COSTS (millUSD)
Cash taxin the P&L
Payable tax debt 1.1.

o N oo U1 N~ W

Payable tax debt 31.12

Type production éFinancial statement Financial statement Eliminations
1 PRODUCTION (per type) : : :
2 #EMPLOYEES31.12. :
INVESTMENTS (mill USD)
REVENUES (mill USD) :
COSTS (millUSD)
Cashtaxinthe P&L
Payable tax debt1.1.

o N oo U1~ W

Payable tax debt 3112

56 Publish What You Pay Norway

Mining  Example oil & gas - numbers witho

: Country1 : Country2 : Country3 : Country4

Country 16 ;Country17 Country 18 Country 19

Country 31 Country 32 Country 33 Country 34



publish (&)

What You Pay

NORWAY

it eliminations (eliminations for consolidation purposes reported totally in separate column to have all countries match fin.stmt)

Country 5 Country 6 Country 7 Country 8 %Countryg Country 10 %Countryﬂ Country 12 %Country13 Country 14 Country 15

Country 20 Country 21 Country 22 éCountry 23 Country 24 Country 25 Country 26 Country 27 Country 28 Country 29 Country 30

Country 35 Country 36 Country 37 Country 38 Country 39 Country 40 Country 41 Country 42 Country 43 Country 44 Country 45
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APPENDIX 3: A full extended country-by-country reporting which includes only countries, not projects, 8 ke

THIS IS AREPORTING TEMPLATE OF THE KEY
INFORMATION IN AN EXTENDED CBCR
AS PROPOSED BY PWYP NORWAY

(For more information, please visit: www.pwyp.no) 0Oil & Gas Mining  Example oil & gas - numbers withot

Type production Financial statement
1 PRODUCTION (per type) :
2 #EMPLOYEES31.12.

3 INVESTMENTS (millUSD)
4 REVENUES(milUSD)
5 COSTS (millUSD)

6 Cashtaxinthe P&L

7 Payable taxdebt1.1.

8 Payable tax debt 3112

TAXES PAID IN YEAR (‘ooui usD)
I. Corporate taxes paid (31+34—3§)
lla. Local taxes & fees *) E
IIb. Pre-exploration taxes *)
[1I. Pre-production taxes *)
IV. Production taxes *)
V. Gross revenue taxes ) ;
[I-V.Non-deductable part of taxés
VI. Withholding taxes *)
Total amount of payments (I VII)

*Government receiving the tax (name and total amount)

*Currency used for payment (bygcurrency and amount)

*Financial period for payments éper government)
*Business segment that paid ta)% (per government)
*Financial period for payments (i)er government)

*Business segment that paid ta>§ (per government)
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A
(alllmportdutlesetc)
X

(

Financial statement EEliminations Country1 ECountryZ Country 3 Country 4

1. Thisis a template made by PWYP Norway that combines Extended Country-by-Col

payment information in a meaningful context. (The template is dynamic: it can inclu

2. This table gives the necessary information to identify (1) the production, the employ
identified, a project within a country if the project is not equal to the country (relev
(completeness).

3. The tables covers all the information that is needed to put the tax payments into ar
information as long as the detailed tax calculations are not revealed).

*) Assuming taxes are reglstered as cost and notinthe tax llnes

all payments at local level (localrelative to where othertax payments are paid)

all signature bonuses; ground rents etc payable Whether activities have beendone or not)

all CO2fees, sales taxes export duties etc)

all royalties, windfall taxes etc)

(all taxes in classes II. through V.thatis non deductlble in net profit taxes (I))

(allwithholding taxes On dividends and other payments9



y numbers not broken down, but tax payments broken down
Publish (“)

What You Pay

NORWAY

it eliminations (eliminations for consolidation purposes reported totally in separate column to have all countries match fin.stmt)

Country 5 Country 6 Country 7 éCountryB éCountryg Country 10 éCountryﬂ Country 12 éCountry13 éCountry14 Country 15

untry reporting and Project-by-Project reporting in an easy-to-use format that captures the essential tax
de the “original” ask on project by project, but will give almost the same information if PBP is not included.

/ees, the investment, the associated revenues, the associated cost and the resulting taxes related to a country or, separately
ince)and (2) to secure that the accounting information is still possible to connect to the financial statement numbers

neaningful context without revealing sensitive information (historical accounting information is not regarded as sensitive

DODD- FRANK requlrements covered by template: :

Yes (47) 1 Type and total amount of payments made for each prOJect

Yes (48) 2 Type and total amount of payments made toeach g:overnment

Yes (37-46 : 3 Total amounts of the payments by category i : :

Yes (48) 4 The govemment that recelved the payments and the country in Wthh the government is located
Yes (col) 5. The prOJect to which the payments relate : : :
Yes (49) 6.Currencyt used to make the payments

Yes (50) 7.Financial perlod in Whlch the payments were made :

Yes (51) 8.Business segment of the resource extractlon lssuer that made the payments.
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APPENDIX 3: A full extended country-by-country reporting which includes countries and projects, 8 key nur

THIS IS AREPORTING TEMPLATE OF THE KEY
INFORMATION IN AN EXTENDED CBCR
AS PROPOSED BY PWYP NORWAY

(For more information, please visit: www.pwyp.no) Oil & Gas Mining  Example oil & gas - numbers withot
Type production Financial statement Financial statement Eliminations Country 1 EOf which: Country 2 Country 3
: : : : : ProjectA :
2 METRICS ; ; ; ; ;
3 Volumel bblo.e. tonnes bblo.e. bblo.e. bblo.e. bblo.e.
Type production  56,5%0il, : 88,2%CU, i 40%oil, : 45%oil, { 50%o0il, ¢ 55%0il,
i 36,5%gas : 11,8%C0O i 60%gas { 55%gas i 50%gas i 45%gas
5  Volume2 tonnes ounces tonnes tonnes tonnes tonnes
6  Typeproduction : 1009%NGL : 1009%AU i 100%NGL  : 1009%NGL  : 100%NGL  : 100%NGL
7  #Employees 31.12. : : : : : : :
8  INVESTMENTS (mill USD) g
9 Il Tangible assets - original value
10 Il. Acc. Depreciation tangible :
1 lll.Intangible assets - original valuie

12 IV. Acc. Depreciation intangible

13 V.Total fixed assets

14 VI.Other long-term assets

15 VII.Other short-term assets
16 REVENUES (mill USD)
17  |.Productionrevenue

18  Il.Hedging revenue

19 Ill. Other revenue

20 |V.Totalrevenue
21 COSTS (mill USD)
22 |.Production purchases

23 ll.Labour cost

24 1ll.Hedging cost (loss)

25 |V.Other cash cost

26 V.Non-cash cost

27  VI.Finance income

28 VIl.Finance cost
29 PROFIT & TAX (mill USD)

1. Thisis a template made by PWYP Norway that combines Extended Country-by-Co
payment information in a meaningful context. (The template is dynamic: it can inclu

2. This table gives the necessary information to identify (1) the production, the employ
identified, a project within a country if the project is not equal to the country (releve
(completeness).

3. Thetables covers all the information that is needed to put the tax payments into ar
information as long as the detailed tax calculations are not revealed).

30 [ Netprofits and losses before tafx

31 Il.Cashtax

32 lll. Deferred tax

33 IV.Net profit after tax

34 Payabletaxdebt1.1.

35 Payable tax debt 31.12 :
36 TAXES PAID IN YEAR (‘000 USD):

i *) Assuming taxes are registered as cost and not inithe tax lines:

37 |- Corporate taxes paid (31+34-35);
38 lla.Local taxes & fees *) :

all payments at local level {local relative to where bther tax paymenis are paid)

39 Ilb. Pre-exploration taxes *)

all signature bonuses, grotind rents etc payable whether activities Have been done of not)

40 |Il.Pre-production taxes *)

allimport duties etc)

41 IV.Production taxes )

42 V.Gross revenue taxes *)

all royalties, windfall taxes etc)

43 II-V.Non-deductable part of taxes
46 VI.Withholding taxes *) :

(
(
T ( T
¢ (all CO2fees, sales taxes, export duties etc)
(
(
(

all taxes in classes II. through V. that is non-deductible in net profit taxes (1))

47 Totalamount of payments (I-VII)

all withholding taxes on diyidends and other paymientsg

48 Government receiving the tax (name and total amount)

49 Currency used for payment (by currency and amount)

50  Financial period for payments (per government)

51 Business segment that paid tax (per government)
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nbers broken down and tax payments broken down

Publish (9)

What You Pay

NORWAY

it eliminations (eliminations for consolidation purposes reported totally in separate column to have all countries match fin.stmt)

Of which: : Country4 : Country5 : Country 6 : Of which: : Of which: :Country7 : Country8 : Country9 : Country10 : Of which:
ProjectB rojectC : ProjectD ¢ ProjectE
bbloe.  : bbloe.  ibbloe.  ibbloe i bbloe | bbloe. {bbloe. i bbloe i bbloe ! bbloe. | bbloe.
40%o0ll, i 555%ol,  :302%oi  :40%oi, i 45%0l, i 50%oil, i 55%0il, ¢ 40%o0il, : 55,5%o0ll, £302%o0il, i 56,5%oil,
60%gas i 445%gas 1 698%gas i 60%gas 55%gas i 50%gas : 45%gas i 60%gas i 44,5%gas 08%gas i 6,5%gas
tonnes tonnes tonnes ;tonnes : tonnes tonnes ;tonnes tonnes ;tonnes : tonnes tonnes
100%NGL  © 100%NGL

;100%NGL ;100%NGL 100%NGL 100%NGL ;100%NGL 100%NGL §1oo%NGL

100%NGL 100%NGL

intry reporting and Project-by-Project reporting in an easy-to-use format that captures the essential tax
Je the “original” ask on project by project, but will give almost the same information if PBP is not included.

ees, the investment, the associated revenues, the associated cost and the resulting taxes related to a country or, separately
nce) and (2) to secure that the accounting information is still possible to connect to the financial statement numbers

neaningful context without revealing sensitive information (historical accounting information is not regarded as sensitive

DODD-FRANK requ1rements covered by template

i 1. Type and total amount of payments made for each project.

i Yes(47)

i Yes(48) i 2. Type and totial amount of payments made td each government

Yes (37-46 3.Total amounts of the payments by category ; ;

Yes (48) 4.The government that recelved the payments and the country inwhich the government is located
¢ Yes(col) : 5.The project to which the payments relate.

¢ Yes(49) ¢ 6.Currency uséd to make the payments.

¢ Yes(50) i 7.Financial period in which thelpayments were made. :

¢ Yes(s1) i 8.Business segment of the resource extraction issuer that made the payments:
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Argumentation catalogue by
PWYP Norway

Almost all companies refer to that they "fully support the EITl and efforts for increased trans-
parency, and that "transparency is a cornerstone of good governance and a productive busi-
ness environment"but strangely at the same time the companies argue against any transpar-
ency withrespect to payments in all the countries they are present.

Also, some institutions operating closely with this sector are also presenting arguments
along the same lines as the companies. The purpose of many of these institutions is good, but
we believe that there are some misunderstandings and some inadequacies in the argumen-
tation, whichmay result in confusion among policy makers.Many of those presenting such ar-
guments do not seem to have operational experience or knowledge from global tax planning
in the extractive industries, which may lead to some inconsistent conclusions.

We would like to clarify this for policy makers and investors as well as other constituents.

The counterarguments are many. They do tend to be presented along a few familiar lines,
though.

PWYP Norway has tried to collect some of the most usual counter arguments that we have
heard. There are many nuances of the “‘counter arguments’ but they do tend torun alongafew
familiar lines. Here we will present our “‘counterarguments to the counterarguments”

1. "Sensitivity of information/Competitiveness'
2. 'Availability of information’
3. "Cost/benefit analysis’
a. "Legalissues’
4. "Definition issues’
g. "The Chinese threat”
6. "Exemptions’
7. "Priority issues’
8 "Format of reporting’
9. ‘Governance/Political issues”

If you have any other counter arguments that you do not feel that we have covered, or suf-
ficiently covered, or any other comments or suggestions on this matter, please let us know:

post@pwyp.no.

We will update this Argument catalogue” on our webpage www.pwyp.no.

We have also been asked what s the definition of an extended country-by-country reporting
standard, as proposed by PWYP Norway. We would say that "An extended country-by-coun-
try reporting is the reporting of tax payments in its natural context; investments, production,
revenues, costs and emplayees; country by country in notes to the company's consolidated
accounts!
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Sensitivity of information/Competitiveness

This is sensitive information, we will lose contracts

Information can be abused and cause reputational harm

Would cause a competitive disadvantage

Useful to have EU rules only if it takes account of
principles of:

- confidentiality (to ensure respect of current abli-
gations under legal requirements, contractual agree-
ments and confidential infa),

- universality (CBC provided by all sectors and all EU

companies even if not listed, but possible exclusion of
SME),

- comparability (of data provided by different compa-
nies) and

- (reasonable judgment of ) materiality (for the disclo-
sure at country level and on payment type).

Statoil was one of the first major oil companies to start
disclosing all revenues and payments in several coun-
tries of operation and has voluntarily done so since
2005. There is no indication that this company has lost
contracts. To the contrary, Statoil seems to be viewed
favorably by many governments around the world.

It is less chance that information is abused if it is on the
table and available to everybody. It is information asym-
metry that usually can lead to information abuse.

As long as all extractive companies that accesses equity
or debt markets are liable to give CBC data, there will be
no competitive disadvantage. On the contrary, this data
will be viewed positively by investors, governments and
population alike.

Data collection based on common categories and easily
accessible data
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Availability of information

We do not have this information

Getting access to this information in the mother
company will be very difficult

This is much more information than what the companies
currently have

Not possible to consolidate in jurisdictions that do not
require such information

Hard to get access to tax return reporting

Publish What You Pay Norway

This is information that all companies will need to have
in order to consolidate account in the mother company
and handle tax credits in their mother company tax re-
turn

All companies that are consolidating accounts have to
have physical (paper) or electronic reporting packages
or information is systematized in a software package. In
all instances this information is available at the mother
company and it is easy accessible.

All internal transactions between any units in the world
is (most often electronically) available in the internal re-
porting packages in order to facilitate consolidation of
the group accounts for elimination purposes

Even if a jurisdiction does not require this information,
a mother company will have to have this information as
part of its reporting package in order to facilitate con-
solidation and elimination.

A mother company (and any sub-group holding com-
panies) will have to accumulate information on taxes
paid in every tax jurisdiction in order that tax credits on
dividends are handled correctly in all the relevant tax
juris- dictions, including the mother company's home
jurisdiction. Tax is thus either a part of the reporting
packages, or it is reported separately up to the group
tax department.
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Cost/benefit analysis

[t is too costly to gather this information

Compliance burden

Beyond scope of financial reporting

May result in overly complicated initiative, whose costs
may exceed its benefit

Undue costs to smaller entities

All figures will need to be accounted again, huge costs

The information has already been gathered for the pur-
poses of carrect consolidation of group accounts and
correct handling of tax credits in the various tax jurisdic-
tions (to the extent that there could be some slight cost
togather any further information: What has been the cost
for poor people in developing countries being looted over
generations?). The cost of changing existing reporting
packages for consolidation or tax credit purposes should
be minor. Where there can be additional cost is in pro-
ject-by-project reporting, but this is not part of ex- tend-
ed country-by-country reporting. This is an additional
reporting element demanded by the US Dodd-Frank act
and the EU Directive.

It is actually easier to comply with the CBC reporting re-
quirements suggested by PWYP Norway than it would be
to aggregate information into various geographical and
organizational areas. The reason for this is that all con-
salidated information starts at either (1) the entity level
inside a country or (2) the country level (sub-groups).

No, CBC reporting is not beyond the scope of financial
reporting, It IS financial reporting. Investars and other
constituents would find huge information improvement
through financial reporting of investments, production,
revenues, costs and taxes at the country level. This is
why the 8 key financial statement numbers that provide
the context for the tax payments should be presented
in notes to the accounts, while the actual breakdown of
taxes can either be presented in the same note to the ac-
counts or ina separate report.

This is not an initiative to get NEW information; it is an
initiative to have the companies report the financial in-
formation they have given in the group accounts broken
downtoacountry level. It is neither complicated nor cost-
ly. For the confused: (extended) country-by-country re-
porting is inexpensive, while project-by-project may have
some cost attached toiit.

No, smaller entities would not have any more costs with
this reporting than larger entities. All group companies
has to have some form of reporting of investments, pro-
duction, revenues, costs and taxes in order to be able to
consolidate their accounts across the company structure.

No, all figures have already been accounted for in the

reporting packages, and it is essentially only a matter of
disclosing them at a country level.

Publish What You Pay Norway
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Cost/benefit analysis

We will have to implement new accounting procedures
and new accounting systems in order to comply with this
requirement

Will give increasing competition casts for companies by
revealing proprietary information.

Concerns with the requirement in the Proposed Rule to
prepare resource extraction payment disclosures on the
cash-basis of accounting Because registrants’ existing
reporting processes and accounting systems are based
on the accrual method of accounting (and require certain
payments to be capitalized), the Proposed Rule will re-
quire registrants’ accounting groups to develop new in-
formation systems, processes, and controls. This burden
comes at a time when registrants are already engaged in
implementing numerous, large scale accounting stand-
ards.

No benefit for investors because of commercial,

contractual and legal issues as well as significant costs
due to CBC
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No, the accounting procedures has already taken into ac-
count the requirement to have reporting packages that
report each entity/country for consolidation purposes,
and no new accounting systems are needed over and
above those that already exist for consolidation purpos-
es. We cannot say what the project-by-project reporting
under the US and EU regulation will require, but the (ex-
tended) country-by-country reporting does not require
any significant changes.

Since all companies that want to access equity or debt
markets would be liable for CBC reporting, no compa-
ny would reveal more proprietary information than its
competitors.

A group needs to have insight into its tax payments both
based on an accrual basis and based on a cash basis. The
reason for this is that taxes on an accrual basis is neces-
sary for the consolidated accounts, while taxes on a cash
basis is necessary for the handling of tax credits in the
mather company’s (or any sub-holding company’s) tax re-
turn.

This is plainly wrong, First, investors will have significant
benefit, potentially the largest benefit of all constitu-
ents, of CBC reporting, Secondly, the costs associated
with CBC reporting are greatly overestimated as this in-
formation is available at mother company level already.
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We will be forced to break laws in the host country

We need exemptions

Legal issues

When asked which countries this was (companies did
not back up this information with any sources), compan-
ies identified Qatar, Cameroon, China and Angola. Civil
society from Cameroon has later demonstrated that
no disclosure prohibition exists. Qatar's Ministry of En-
ergy and Industry states that no disclosure prohibition
laws has been drafted and also prohibits interim disclo-
sure of categories of payments that are not covered by
Section 1504 in Dodd-Frank. Petrobras says that they
are active in 29 countries and do not know of any govern-
ment inthose countries where disclosure of payments is
in breach with any country laws.

Another thing is that al/ the extractive industry compa-
nies have, if they have done their job, settled contracts
with the respective governments whereby there are
clauses inany and all the contracts that provide for that
information can be legally disclosed if required by gov-
ernment legislation.

As the group consolidation processes (and thus report-
ing packages) and mother company tax returns are man-
datory pracesses for any group company, it is difficult to
see what should be the reason for any group company to
be granted exemption.

Publish What You Pay Norway
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Definition issues

What is "tax”? What is “tax governance”?

Not clear what kind of info is required and its aim. Tax
info for a specific country is based on local statutory
accounts and may not meet the same requirements as
consolidated financial statements.

Not clear what global tax governance is. Improving tax
governance at global level through disclosure in finan-
cial reports is outside the scope of general-purpose
financial statements. A unilateral requirement by the
EU for EU companies would not help increase global tax
governance. Competitive disadvantage for EU compa-
nies.

Not clear what global tax governance is. Inappropriate
toreplace legal instruments that national governments
consider the best suited to manage their tax systems.
Difficulties if info disclosed doesn't match the data of
localtaxadministrations due to methodology or homog-
enisation criteriaused.

Governance should be addressed at global level and not
through financial reporting.
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PWYP Norway's CBC reporting proposal is basing itself
on what the companies are already defining as taxes
for consolidation purposes and for home country tax
return purposes. To the extent that a mother company
would require more information from the subsidiaries in
order to do CBC reporting, this is easily done within the
reporting packages. Else we refer to the regulation in
the US Dodd-Frank act and the EU Directive. The extend-
ed country-by-country reporting proposed by PWYP
Norway is easily merged and presented together with
the taxbreak-down in either the US or the EUregulation.

Investments, Production, Revenue, cost and tax data
should be based on the accounting principles in the con-
solidated financial statements. Taxes paid are based on
local statutory accounts and are reported up through
the group structure until it reaches the group tax
department for tax credit purposes. To the extent more
information is required, it is easy to adjust the reporting
packages for this purpose.

Governance is the act of governing, It relates to deci-
sions that define expectations, grant power or verify
performance. This is typical acts that an investor would
do in relation to a corporation, and that a company's
management does in relation to its operations. Good
governance is dependent upon that there exist consist-
ent and reliable information to form such opinions (ex-
pectations setting, granting of power and verification of
performance) on. As for competitive disadvantages; it is
more likely that a government would enter into a busi-
ness relationship with a company that are transparent
and adhere to CBC reporting than a company that would
like to shy away from such disclosures. Any government
would ask itself why a company would try to avoid a re-
quirement that all other companies are complying with.

A tax administration would already have insight into
the principles that the local tax return is based on, and
it would be clear that any reporting based on mother
company requirements would necessarily differ in cer-
tain areas compared to local rules. However, insight into
these differences would give rise to tax harmaonization
across borders over time.

An investor's governance must be based on that the
company he owns a share of gives him and other con-
stituents the necessary information to form informed
decisions on. This is only done through financial report-
ing, and CBC reporting is just that, only broken down to
country level.



Reporting Standard Vol. 2

Definition issues

What is a country/“country of operation”

What is a project?

An issuer should be allowed to treat all of its operations
in a single country as a “project” (This is in accordance
with the EITl requirements)

A country is exactly what the company has defined as
such in its consolidation process, or the listing accord-
ing to 1S0O-3166 published by the International Organ-
ization for Standardization, whichever is the lowest
level. To the extent that revenues, cost or tax has been
singled out to be treated within the rules of a separate
jurisdiction for accounting or tax purposes, that would
also form the definition of a country as long as that does
not combine countries on the 1S0O-3166 list. The 1SO-
3166 has bath alpha-codes and numerical codes to suit
non-latin alphabets.

Example: Allowing the companies to report on a more
detailed level than the ISO-3166 list is in order to cater
to that for example companies may have set up their
jurisdictions at a lower level, for example at state level
in Canada like Alberta, than the 1SO-3166 listing, and
allowing this would counter any cost arguments of hav-
ing to do additional work to get to the country level (in
this case Canada). A company with two different juris-
dictions in Canada could thus report for example Alber-
ta, Canada and Saskatchewan, Canada or only Canada.

PWYP Norway does not promote independently report-
ing at the project level, and one would need to approach
the Dodd-Frank act and the EU Directive in order to get
adefinition of a project. That being said, PWYP Norway's
opinion is that aproject could never combine operations
across the national borders as defined by the ISO-3166.

PWYP Norway does not promote independently report-
ing at the project level, and one would need to approach
the Dodd-Frank process in order to get a definition of a
project. That being said, PWYP Norway's opinion is that a
project could never combine operations across the na-
tional borders as defined by the ISO-3166. It should be
noted here that it may actually be in a company's best
interest not to pursue opacity in this respect:
- People living on an extraction site or

in countries where there are disputes

over resources wonder how much

money that project is generating, It might

even spark conflict or war. One example is

the ol fields in South Sudan where there

is also an interest from North Sudan.
- Not knowing what a project generates

may also give raise to wild speculations

about its worth.
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Definition issues

This level of detail is not useful for investors

Costs related to tracking, collecting and disclosing in-
formation at a more detailed level would exceed the
benefits

A geographic definition recommended - a country-by-
country basis for project reporting, consistent with the
EITI, for example the American Petroleum Institute’s
('API") suggestion to define "project as ~technical and
commercial activities carried out within a particular
geologic basin or province to explore for, develop and
produce oil, natural gas or minerals! As it is geographi-
cally based, such a definition would be consistent with
the ElTl re- porting framework.

How to define materiality?

s “de minimis the same or not as materiality"

Not de minimis" and materiality should be determined
by reference to the consolidated financial statements
of the issues and the existing materiality guidance pro-
vided by SAB 99 and FASB Concept 2.

Only if it is'material to the company" Before considering
the term "not de minimis" in the context of the Propased
Rule, one must first cansider the terms “project” and
‘payment” These three terms are explicitly linked, and
conclusions or alterations concerning ‘project”’ and ‘pay-
ment”will impact how ‘not de minimis" should be applied.
Given that the resaurce extraction payment disclosures
are intended to be used by investors, it appears logical
to consider existing financial reporting definitions if
‘not de minimis” is to be defined.

Definition of payments?
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Getting tax payments put into its natural context of in-
vestments, production, revenues and costs is HIGHLY
USEFUL for investors. All the investors we have talked to
and all inquiries to investor environments have returned
the same answer: This is highly useful information.
PWYP Norway proposal does not increase the tracking
and collecting of information as this information is al-
ready in the reporting packages/electronic capture in
computer software. It is only asking that the information
thatis tracked and collected is disclosed at country level
as defined by ISO-3166 or lower depending on the com-
pany's reporting routines.

PWYP Norway does not have an independent opinion
on the definition of a project. As for the definition of a
‘country” in the CBC reporting, we refer to the ISO-3166
listing.

PWYP Norway is of the opinion that all the countries
that comprises a company's revenues, cost or tax items
should be reported without exception. It is actually
easier (but takes some more columns in a spreadsheet
format) to report all countries that go into the consoli-
dation process than to start a discretionary process to
try and define amateriality in order to not report a coun-
try. As for materiality on the project level, PWYP Norway
does not have an independent opinion on that as that is
not part of the proposal from PWYP Norway.

CBCreporting entails reporting ALL the countries. When
it comes to projects, PWYP Norway does not have an
independent apinion on that and interested parties
should approach the Dodd-Frank process in order to get
abetter understanding of that.

PWYP Norway's definition of tax payments is what is paid
at an entity level by the entity to any government level,
except Value Added Tax (VAT) and employee taxes, within
the accounting period following from the mother com-
pany's financial statement periad (which governs the re-
porting of subsidiaries up ta the mother company).
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Definition issues

‘Corporate income taxes are calculated at entity lev-
el. Corporate income taxes are levied on an integrated
energy company, such as Petrobras, which is active in all
segments of the oil industry, are based on the entirety
of its operations (e.g. upstream, downstream, biofuels,
transportation and so forth). As a result, whether based
on the scope of the proposed rule or when limited to a
company's upstream business, the disclosure of cor-
porate income taxes for an integrated company would
require impractical apportionment calculations. Taxable
revenue included in the scope of the rule may be deduct-
edagainst an expense outside the scope of therule. The
commission should clearly address the treatment for
integrated energy companies in the Final Rule. In our
opinion, an exemption should be given for integrated
companies with respect ta corporate income taxes and
other taxes based on the same cancept.

Payments to companies that are majority-owned by afor-
eign government would not be subject to reporting under
the new rule if the payments are such that would be paid
toany other company operating ina commercial capacity,
suchas payments by joint venture partners to the compa-
ny as operator of awell or field and payments by commer-
clal contract counterparties. Without this clarification,
the rule could be construedto require disclosure of every
commercial payment to such companies.

What is commercial development of oil, natural gas or
minerals?

“This should be limited to only exploration and produc-
tive activities "upstreambusiness’), as contemplated by
the EITl and consistent with the Commission's existing
definition of "Oil and Gas Production Activities under
Rule 4-10 of Regulation S-X because these are the pri-
mary sources of revenues in countries richin oil, gas, and
minerals and is widely understood in practice by indus-
try and users"

PWYP Norway does not independently pursue Project
reporting, and we would have to refer to the Dodd-Frank
act the EUDirective in order ta get this issue resolved.

PWYP Norway does not independently pursue Project
reporting, and we would have to refer to the Dodd-Frank
actor the EUdirective inorder to get this issue resolved.
When it comes to PWYP Norway's CBC reporting format,
this would entail that a group reported at a country lev-
el how much revenues, cost and tax is coming from the
country in question, and any payments to governments
would be restricted to the taxes paid, including any tax
payments via majority-owned national companies.

PWYP Norway's CBC reporting is asking that extractive
industry companies are reporting as a minimum their
upstream revenues, cost and taxes as well as produc-
tion, and this reporting should be possible to link with
financial information in the group financial statements.
An extractive company would normally not link financial
information from upstream with financial information
from downstream. These two operations are normally
separated by legal, organizational and accounting reg-
ulations and are rolled up in the consolidation process
through different routes.

Yes, PWYPNorway limits the suggestiontothe upstream
part of the extractive industry company, but would en-
courage companies to also think through whether it is
a benefit to disclose the same type of information for
their other businesses. Derivatives that are linked to
upstreamrevenues, costs or taxes needs to be reported
together with upstream, i.e. all cash and accounting in-
formation related to the upstream business.
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Definition issues

The Commission should provide instructions as to how
to disclose a production entitlement in kind. Which unit
of measure should we use? Volume= Should we be re-
quired to provide a monetary Value? If so, in which cur-
rency?

Subsidiaries, or an entity under the control of the re-
source extraction issuer”

Only consolidated subsidiaries and entities under con-
trol of aresource extraction issuer should be subject to
new disclosure rules.

Disclosure should be based on accounting principles
used by the issuer (weather local GAAR IFRS, or US
GAAP), without reconciliation

Form of disclosure

Disclosure annually under cover of a stand-alone repart
toform 6-Kto be submitted 180 days following the end
of the most recent calendar year. Under this scenario,
the process of tracking, collecting and disclosing pay-
ment information would not delay or impact filings of
the annual report to Form 20-F
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PWYP Norway CBC reporting would require disclosure
of gross and net production volumes, and the difference
would be in-kind volumes to be reported as volumes.
Companies should report the value of these in-kind vol-
umes based on their value in the same currency as the
company's other produce are sold or as aminimum inthe
currency of the mother company financial statements.

PWYP Norway's CBC reporting entails reporting of all
investments, production, revenues, cost, and tax items
that goes into the consolidation of an extractive compa-
ny's upstream business, including its associated produc-
tion volumes. This question mostly relates to the Pro-
ject-by-Project reporting suggested under Dodd-Frank,
and PWYP Norway would refer any questions related to
this to approach this process in order to get a clarifica-
tion.

Yes, itis the consolidated numbers in the financial state-
ment that we want broken out on each country, but the
country-by-country report should list all entities that
owns assets that were previously held by the company
and that under existing agreements there exist options
or other arrangements whereby the assets may return
to companies within the consolidation group.

PWYP Norway's proposal actually fits closely with this
argument. As long as the extended country-by-country
reporting is done in notes to the accounts, the numbers
itself is taken directly from the consolidated financial
statements themselves (including eliminations), and
thus there is never a need for reconciliation when using
PWYP Norway's proposal. PWYP Norway's propasal also
works together with the tax payment breakdown as re-
quired by the US Dodd-Frank act and the EU Directive
as PWYP Norway do not have a separate disclosure re-
quirement for the tax break-down itself.

PWYP Norway's CBC reporting proposal does not en-
tail tracking and collecting any other information than
what is already is being captured in the annual report.
Actually, what is being asked is only a country-by-coun-
try break-down of some of the information in the Form
20-F reporting, and it would be naturally to disclose the
information in the same process.



An Extended Country by Country Reporting Standard Vol. 2

Counterargument Our response

Definition issues

The 8 key financial statement numbers in the extended
country-by-country reporting provides the natural con-
text that the tax payments needs to be interpreted with-
in. Including these 8 numbers in notes to the accounts
means that the tax payment information does not need
tobe audited. This is due to that:
- 3of the numbers gives the link between

the financial statement tax lines and the

tax payments:

Payable Tax 1.1.

+ Taxes payable in P&L

- Payable Tax31.12.

= Tax Payments
- Additional taxes registered in the cost

lines of the financial statements will tend

to be not material from an auditing point

of view, and will thus fall outside of

auditing anyway, or if material, will have

been audited already.
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“The Chinese threat”

If we publish this information we will have an information
disadvantage andthe Chinese will get all the contracts

Companies will leave the stock exchanges in NY with
these new regulations

Publish What You Pay Norway

PetroChina, CNOOC and Sinopec will already be covered
by Dodd-Frank. When it comes to the proposal by PWYP
Norway this would entail any company that approaches
transparent equity and debt markets in order to secure
financing in competition with companies that are already
on such markets are asked to provide the same transpar-
ency as these companies. In a world where "everybody"
has to provide this information, there would also be sig-
nificant pressure from the various governments to have
the remaining companies provide the same type of in-
formation in order to be comparable to the majority of
extractive industry companies in the world.

- Statoilhas won contracts over Chinese
companies in Angola even though it provides this
type of information. PWYP Norway believe that
this type of regulation actually favors
transparent and open companies, and that the
regulation levels the playing field among
extractive industry companies by making sure
that it is not the "worst” ones who is allowed to
define the "rules”anymoare.

- HKstock exchange enactedrules.

- Several companies have listed at HK stock
exchange after they enacted these new
regulations:

* Kazakhmys (giant copper mining company

from Kazakhstan),

* United Company Rusal (the world's largest
company from Russia),

* Newton Resources Ltd. (a Chinese iron ore
mining company)

» OMHoldings Ltd. (a Singaporean mining
company)

PWYP Norway's proposal would mean that all companies
that are seeking equity or debt on transparent markets
in the US, EU or Norway would have to comply with these
rules. Many other markets would very likely follow suit
as investors would be attracted to stock exchanges with
companies supplying this type of information. In order to
stay competitive, stock exchanges in countries like Can-
ada, Australia and other places would thus most likely
enter into the same type of rules (it being a demand from
investors, civil society or gavernments)
- Kosmos is a US-based company with a market

cap. Of apx. s6.3binwhen it floated it's IPO on

the New York Stock Exchange after the new US

regulations.
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Exemptions (partly overlaps with legal issues)

» .an exemption should be given for integrated companies with
respect to corporate income taxes and other taxes based on
the same concept

* exemptions for certain categories, such as smaller reporting
companies and foreign private issuers

* should permit a limited exemption from disclosure for pay-
ments prohibited to be disclosed by law or agreement.

* subject to conflicting legal responsibilities.

* should permit foreign issuers to disclose payments made
to foreign governments in the manner that their home country
regulators or accounting standards, or regulators in other juris-
dictions inwhich they do business, may require.

* Under this exception, if a foreign issuer is already required
to disclose resource extraction payments made to a govern-
ment, the foreign issuer would report those payments to the
Commission to the extent and in the manner required under
that parallel transparency regime. Such an exception would
eliminate the potential for conflicting and overlapping disclo-
sure requirements for issuers likely to be subject to mUltiple
disclosure regimes. Alternatively. the Commission could limit
such an exception to payments reported under an ElTl-compli-
ant regime. Foreign issuers would nevertheless be required to
disclose, in accordance with the Commission's requirements,
all payments to the United States federal government and pay-
ments to foreign governments that anissuer is not required to
disclose elsewhere.

* shouldexemptfromdisclosurepaymentsforwhichdisclosure
is prohibitedby law, as well as payments for which a confidenti-
alityagreementisinplaceasof thedate thefinalrulecomesinto
effect. The Commission should not require issuers to choose
betweenaobserving the law and their existing commitments and
complying with newly promulgated disclosure requirements.
Such a choice could lead foreign private issuers to consider de-
registration to avoid, on the one hand, incurring penalties and
subjecting personnel to the risk of civil or criminal liabity fol-
lowing prohibited disclosures or, on the other hand, breaching
existing agreements by withholding payments or restricting
operations to those for which payment disclosure is permit-
ted. In addition, requiring issuers to disclose payments despite
legal prohibitions would, as a practical matter, prohibit issuers
subject to the new rule from doing business in jurisdictions
and under circumstances that do not permit such disclosure.
Such a prohibition goes beyondthe purpose of the statute and
could potentially cause significant competitive harm both to
resource extraction issuers registered with the Commission
and to the markets in which they participate. At a minimum,
the Commission should exempt from disclosure payments for
which disclosure is prohibited by law and allow a transition pe-
riod with respect to disclosure of payments currently required
by agreement to be kept confidential

* Under the PWYP Norway's CBC reporting there would
be no exemptions. Integrated companies are consoli-
dating their upstream and downstream business sepa-
rately and it is only combined at the top level financial
statements. What is asked is that also integrated com-
panies are asked to provide for CBC reporting of their
upstream extraction business. This would also be in the
best interest of these integrated companies, because
there would else always attach a suspicion that they are
exempted in order to hide information.
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Format of reporting/practicalities

If this goes into our CSR-repart, we can tell a larger au-
dience more about our operations than if it is in financial
accounts

This will require new reporting and accounting systems

This information will be so extensive that there is no
electronic format that can handle this

How is this information to be reported?
It will not be understood by anyone.

How will this information be used anyway?

Disclosure of financial info is best regulated through
global accounting standards (e.g IASB). Competitive
disadvantage for EU companies. CSR requirements are
best met through additional voluntary reporting pro-
cesses
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PWYP Norway CBC reporting is a country-by-country
breakdown of certain numbers in the companies'financial
statements, and is thus financial information and should
be published together with other financial information.
- ACSR-report is not adocument that has

any legal implications or sanctions

attachedtoit

Reporting will be done in exactly the same process as the
company consali- dates its accounts and does not require
any new type of reporting or accounting systems (this
information is al- ready in physical (paper) or electronic
reporting packages or directly in computer software, all
easily accessible at mother company level.

This claim falls on its own stupidity as the information is
already in electronic reporting packages in most compa-
nies, while some companies still captures it physically (on
paper) while some companies has automated the capture
of this information in computer software packages. How-
ever, it is always information in the same format that is
captured, so there are no need for new systems to extract
and report this information.

PWYP Norway's CBC reporting has a format suggestion
for the reporting that closely follows how financial state-
ments themselves are reported. Thus, if someone does
not understand the country-by-country reporting, they
would cansequently not understand the financial state-
ment information itself (which many people does not do
due to the substantial level of aggregation and technical
jargon, a fact CBC reporting can partly solve as the num-
bers would be more understandable in a country setting).

This information can be used by investors in their invest-
ment decisions and by any other interested constituent
to form opinions on the company's performance within
each country it operates.

PWYP Norway's opinion is that accounting standard set-
ters like IASB has failed to come up with anything but
aggregated reporting in financial statements, and have
completely failed to cater to the interested investor or
other constituent to provide for information at a country
level that give meaningful insight into extractive indus-
tries. These standard setters are at any time encouraged
to do this, but up till now this has not been a priarity for
these bodies, and they have thus utterly failed in part of
their reason to exist.
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Format of reporting/practicalities

CBC reporting has never been requested by investors/
other capital market participants. Transparency Direc-
tive, EU Accounting Directive and IFRS 8 already provide
the info investors need. Not clear what is the aim and
target group of this measure. Financial statements are
already too complex and confusing for investars.

Info needed by investors is already met by EU adopted
IFRS, Transparency Directive, Accounting Directive and
IFRS 8 Operating Segments. Besides, IASB has issued a
Practice Statement on Management Commentary and,
in the UK, the Accounting Standards Board has issued
aReporting Statement for companies preparing a Busi-
ness Review or Operating and Financial Review. Outside
the scaope of general purpose financial statements. Po-
tential confusion for shareholders/other users. Risks of
contradictory/inaccurate reports. Competitive disad-
vantage.

Improving domestic accountability/governance in natu-
ralresourcerich countries is outside the scope of gener-
al-purpose financial statements.

Background documents:

This is actually wrong. Investigations done by PWYP
Norway suggest that CBC reporting is high on the list of
desires by investors. However, this interest has not been
captured by standard setters, because these mainly com-
municate with groups like accountants and auditors that
speak on "behalf of" investars. Thus, if one went to the
investor community and asked specifically whether CBC
reporting would be of interest, one would get a resound-
ing YES acrass most of the investor community. Financial
statements are confusing because they are aggregated.
CBCreporting would reduce the complexity of the report-
ing by getting it down to a country level, which is more un-
derstandable. The view is however also quite patronizing
towards investors, as it seems like investors are not the
main constituent of financial statements anymore. They
ARE the owners of these entities.

No, CBC reporting in the financial statement directed at
investors and other interested constituents are not met
by possible other disclosures done by extractive industry
at aggregated levels. The intention is to AVOID the aggre-
gation and give the same data at country level from all
extractive industry companies.

CBC reporting will improve accountability towards both
investors and other constituents, and that IS within the
scope of financial statements.

Arguments both for and against country by country reporting can be found in the submis-
sion papers in the hearings in the US, the EU and Norway. Please refer to the PWYP Norway
website www.pwyp.no for more information about this process in Norway.

http://www.sec gov/comments/s/-42-10/574210.shtml

http://ec.europa.eu/internal market/accounting/country-reporting/

Norway: http://www.regjeringen.no/nb/dep/fin/dok/hoeringer/hoeringsdok/2013/

horing-—-rapport-om-land-for-land-rappor/horingsuttalelserhtml?id=726753
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