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The needto ensure theeomplianceof mining companies with their contrmal obligations
prompted the condudif this study by the Networfor the Fight AgainsHunger (RELUFA)
and the Centre for Environment and Development (CEDYal content as well afiscal
obligations are considereitie most important components of the participation of mining
companies to local development as weltaageneratingpublic revenus

Many people contributed to the production of this regdithel BISSOUand Eric Bisilled
this research studyunder the supervision of Samuel NGUIFFO araff JNapoleon
BAMENJO. We thank the Revenue Watch Institute and the World Bank Institutetier
technicaland financial assistance provided tbe conductof this study.We are gratefuto
Evelyne TSAGUE Ousmane DEME and Desai DEVAL for thaiseful commentsand
guidance.

We equally benefited from the assistance of many institutions and individaalghom we
extend our appreciatiorMs. CHOUNG SUNG HEEof C&K Mining Inc. who provided

information abouthe C&K Company representatives of the Ministry of Mines, Urstiy and
TechnologicalDevelopmentin the Eastern Regioprovided information on the mining
taxation We acknowledge the opennesgtwd Secretary Generahd some councilorsf the

Yokadoumeacouncilfor their openness to discusssauringour field consultatios.

Mr. AMOUGOU AMOUGOU Victor andhis team fromCEFAID helped us in data collection
aroundthe Yokadoumaarea;we thank them for their unwavering commitment.

We arealso thankul to Charles GALL, Divisional Officerof Yokadouma for their hospitality
during our stayWilly Cedric FOUMENA, SandrineBIKELE, Brendan SCHWARTZand
Mireille FOUDA provided importantcomments and constructive criticisthAMERO
MASSOBE Flora, Catte KALA DONGMO and Osrich YIMBU havealso immensely
contributed to this study.

Finally, thePopulationf Mang Massiembo, Mparo, Mobalo, Long, Mboy | and II, the Baka
community, reeive our special thanks for theipennes and availability to share dhr
experienceand perceptionof the C&K diamondMining Inc. project

We hope that this study will mobilize all stakeholdersolmed in monitoring the operations
of mining companies, withhe hope that ieffectivdy contributes to social andconomic
development
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The Centre for Environment and Development (CED) and the Reseau de Lutte Contre la Faim
(RELUFA) work together in promoting the respect of the rights of local communities impacted by
extractive industries projects in Cameroon. Our objective is to ensure that extractive projects can
contribute to the development of communities affected by these projects. The current project, which
seek to monitor the fiscal and the local content obligations of the Cameroon and Korea (C&K)
industrial diamond mining project in Mobilong, East region of Cameroon is a step in this direction.

The enactment of a business friendly mining code in Cameroon in 2001 has attracted several mining
companies to the country. Some of the companies have already obtained industrial mining
exploitation licenses and effectively started mineral exploitation. The C&K industrial diamond
project is one of the first companies to start industrial mineral exploitation among the new wave of
mineral exploitation companies in Cameroon. Many more of such mining companies may also start
their operations in the coming years. But beyond the need for effective monitoring of the respect of
the contractual obligations between the mining companies and the government of Cameroon, it is
necessary that the government signs contracts or conventions that allow it to capture maximum
benefits from these projects. This entails having clear, precise and measurable obligations that can
be effectively monitored.

This study assesses the level of respect of fiscal and local content obligations by the C&K mining
company towards the government of Cameroon and the local communities impacted by the project.
This is very important as tracking the respect of company obligations in the convention it signed with
the government of Cameroon can give an idea about the contribution of the industrial diamond-
mining project to local development. However, vague local content obligations in terms of local
training, employment and infrastructure development does not facilitate effective monitoring of
company compliance to their contractual obligations.

Effective government control and monitoring of extractive projects is hampered by insufficient
personnel and capacity, rendering community and independent civil society monitoring of extractive
projects equally important. Considering that the government of Cameroon is relying on industrial
mining projects to become an emerging country by 2035 according to the Growth and employment
Strategy Paper, the quality of contracts it signs with extractive companies is important in determining
the contribution of the mining sector to national development. Fiscal and local content terms
inserted in the contracts are the main means through which governments can generate benefits from
mining projects but when these terms are weak and the companies fail to respect their
engagements, it is difficult for mining to contribute to development as expected. Transparency and
respect of the contractual obligations by the mining companies is essential for the government to
effectively capture the benefits expected from the mining projects. As such, monitoring of company
obligations is an important tool for citizens, parliamentarians, civil society organizations, media etc to
hold governments and corporations accountable for the engagements they sign. Our hope is that
existing gaps in fiscal and local content issues around the C&K diamond mining project highlighted in
this study finds lasting solutions.

Samuel Nguiffo Jaff Bamenjo

Secretary General CED Coordinator, RELUFA
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Cameroon is endowed with importanineralresource that areattractng miningcompanies.
Since he publication of abusiness friendlymining code in 200lover 167 exploration
permitshave beenssued tomining companiesfor only 40% ofthe Cameroonian territory
explored. Cameroon has established a regulatory framework for mining activitiesnainly
the Mining Code (2001), stApplication Decree (2002ts Amendmen{2010) including the
Mining Agreementigned between the State and the Compamidsaploitation permitthat
have beemssued

Despite the fact tit these legal standards halear contractual obligations, the observance
of these pruisions by the companies in some instances remains a propént is indeed
through compliance with these contraadt provisions thaeconomic and social development
could be achieved.

This studywas condu@d under the assumption that effectisempliance with fiscal
obligationsand local conterthy companies contribute to economic and social development.

The Cameroon and Korea Mining Incorporati@@&K), having signed a Mining Convention
with the governmenin 2010 and proceeded to exptiré first industriadiamonds in January
2013,it was chosen for thisase stugin order to ascertain their level of compliance to their
local content and fiscal obligations

The absenceof clearindicatorsdoes not kbow monitoring of compliance wittocal content
obligations like employment and training by the comparynder suchcircumstances,
philanthropicactions of thecompany should not be confused with the caettral obligations

of the company The Gameroonian government has not anticipated the establishment of
necessary and appropridt@ining in mining related domainsSignificant effortstherefore
mustbe madeo reap the benefits expected from mining projects.

The main conclusionarrived atare:;
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i. A reform of the mining legislation (Mining Code, itgpplication Decreeand other
mining sector related regulations) concernmagables that are subjechonitoring

ii.  Mining agreementsigred between thetate and the Compees should have a larger
scope in favor of local and nationaldevelopment which areneasurablethrough
reliable indicators

iii.  The problematic of subnational transferérom (ad valorem taxshouldbe addressed
beforeindustrial mineral exploitation becomes an economic realitiis requires, in
additionto the signing of the joint MINFI MINMIDT inter-ministerial order fixing
the modalities of transfer of mining royalties, more effectiveraexs efficiency of
dentralization

iv. ~The gvernment anddevelopment partners need to buithe capacities of
Cameroonians working in thmining sector.

v. Monitoring of localcontent and fiscabbligations carproducereliable information if
and only if themonitoringof the productioris done upstream. This requingsevious
knowledge by the tate of its minng potential and thaccuracyof Feasibility Studies.
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GENERAL INTRODUCTION

Cameroon is a countrgndowedwith diverse extractive resourcesinevenly distributed
throughout the national territoryThe granting todate of five (05) exploitationpermits
(nickelcobalt, diamondlimesbne and marble) and 167 exploratisermits on only 40% of
the national territory, reflects this fact.

Cameroor& Korea Mining Incorporation (C& Mining Inc.), aKorean company established
in Cameroorsince2007, is in the process of industrial productiondidmondsn the locality
of Mobilong, located in thé&fokadoumasub division in thedBoumba and Ngokdlivision of
the Eastern Region @@ameroonThe companyholdsan exploitation permitssued in 2010
by Decreen°2010/374 of 16 December 2010 on thstablshment of a validexploitation
permit for diamond mining and related substanceafter anexplorationpermit Order n°
024/MINIMDT/SG/DMG/SDAM of April 26, 2006.This permitcovers236.25 Kni valid for
25year$ ard is inscribedn the special registerf the Department of Mines and Geolo§n
the financial aspectthe company ples to invest between 1 and 1.3 billidollars in the
project over a quartecentury. However, it isat this time in search of potentihancial
partnes to extend itandustrialdiamondproduction.

C&K Mining Inc. is 10% owned by the Support Unit for Promotion of Artisanal Mining
CAPAM, 10% by the State of Camergp 10% by Cameroonian nationasnd 0% by the
Korears, notably KOKO Enterprise Company’. The 10% state participation is free of
charge as set out in the Minidgireement

In addition to its industrial mining title "Mobilong", éhcompany operatesemi industrially
gold at Bétaré Oya and BindiliaarouaBoulaiin the East regin of Cameroonit has a third
exploitation permit for goldgsmall mine) in the locality of Woumbou (East).

According toearlier reports byC&K Mining Inc., the potentiabf the Mobilongfield was
estimated a?36 million carat In other declarationsgserves were estimated at 420 million
carats, which is moréhan three times the annual world diamond prodactn 2009This
potential was questioned at the end of 20b¥ authorities in Seoutausing a stockxchange
scandal irSouthKored in January2012. AKorean member appositionin September 2011
declaredthat proven reserves in 2009, when KC&as still in the exploration phase, were
actually 18 million carats, or 23 times less thdme 420 million earlier announced.
Paradoxically, thegovernmentof Cameroon doesot also have information on the exact
diamond reserves in Mobilong.

! Consult the website of the Cameroon International Mining Conference and Exhibition (CIMEC)

> See article 3 of the decree on the establishment of the mining permit ; also see the Agreement signed
between C&K Mining and the State of Cameroon.

3 According to article 6 of the Mining Agreement signed between the Republic of Cameroon and C&K Mining
Inc.

* Koko Enterprise Co., Ltd is a Korean based company involved in the entertainment and leisure industry. This
company was founded in 1990 and its headquarters are in Seoul, Korea

> Le Secteur Minier Camerounais, EITI Cameroon website

® En Corée du Sud, le scandale des diamants du Cameroun prend de I'ampleur
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Concerning theconglomeratic paytthe Decree instuting the "Mobilong" permit specified
thatthe construction of the mine should have started in 2bdtlLthis is nbthe case for now.
This situationgives the project the statusmeparatory phaséo industrial exploitation.

Compliance with legalkeconomic, environmental and soadligationsby miningcompanies

is a way for Cameroon to benefit from the explotatof its mineral resources. Howevere
have chosen to limit this studyo monitor ecanomic and social aspects relating to fiscal
obligations and.ocal Contenbf the C&K diamond miningn particular.

The mining sector has contributesh average from 2009 to 2011, to just over 1.5% of
revenues in the extractive seétor Cameroon and fiscal obligatiomse the main source of
revenue collection for the State. Best practices of local content could promote the direct
improvement of living standards t¢dca residentsthrough notably employment and skills
transfer.

In their roleto watchand protectthe rights of minaty and vulnerable groups, CED and
RELUFA led the present study whose purpose isrtiaitoring of fiscabbligations and local
content of &K Mining Inc.

The analytical approach we have adoptedsistsfirstly, to introducethe legal framework
with respectto monitoring obligationssecondly,to compare the written rulewith reality,
and thirdlyto analyze andevaluatein order to come ouwith recommendationsin other

words, it will therefore be for us to consider in turn:

i. Whatare the legal provisions relating to mining activitigginly in terms offiscal
obligations and Local Content of th@&K Mining projecton the one hand, arah the
other handhe modalities of theimonitoring

1 Fiscalobligations considereds all obligations relating to taxedirect
and indirectfeesthat a mining companwould pay. These obligations
are both local and national;

1 Local content considereas thelevel of local involvemenin the form
of participation and funding ofocal projects and purchase fcal
goods and services.

ii. DoesC&K Mining Inc. respect these obligations?
iii. What analysis can we make of the monitoring of obligations of mining

companiesn Cameroon?

7 According to article 6 of the said decree signed on 16 December, 2010, C&K has the obligation to begin works
within one year from the issue date of the exploitation permit.

8 According to the EITI Cameroon 2009, 2010 and 2011 reports, the mining sector contributed to 2%, 2% and
1% respectively, to the country’s extractive revenues.
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METHODOLOGY

The methodologysedconsisted

i. Literature review oflegal norms relating to fiscalnd social obligations of mining
companies in Cameroon, with an emphasis on those relat&&kid/hing Inc. ;

i. Data collectionthrough field trips. It involved conducing semistructured and
structured interviews and opinion polls from all resource pefsamnthe local level
(Yokadouma Mang, Mobalo, Mparo, Long, Massiembé&mpayah,Mboy | and Il)
and national(Yaoundé and Bertoua), whichcould provide infamation on the
compliance or not of C& Mining Inc. to its fiscal and social obligationsData
collecion from localresidentsvas alsanade by docus group.

iii. By the end ofdata collection, dirst validationworkshopattended by the Compgn
the local residents administrative and municipal authoritiesvas organized in
Yokadouma, April 20, 2013;

iv. A comparative analysis of facts, information and observatttasinedfrom the field
with the legal provisions forceand the agreement signegd C&K

9 . .
See the questionnaires as annex
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Chapter 1:Provisionson Local Contentof Mining projectsin Cameroon

The concept of "Local Content" is relatively new as a study subject in the extractive industries
in Cameroorand thus requires some elements of explanation abounisntand scope

Local Content in general, may be defined as:

U Perceived in the sense of local participation, Local content could be defindieas "
level of social adherenda the formparticipation in,and fundng of local projects°
The support of local mple through training and capacity building of doyees
andbr nonremployees of the company is part of this approach of Local Content.

U In an economic perpgion, local content is similar to tHecal addedvalue

U According to the Cameroonian G&odé?, Local Content is defined asAll the
activities focused on local capacity development, the use of local human and material
resources, technology transfer, the use of industrial companies and local services, and
the creation of additional values measurablghe local economy.A definition that

seemgo reconcile the different previous definitional approaabfelsocal Content.

Thus, the components of Local Content can be summaaigdtie useof locd labor force
together withcapacity building (technologyansfer)by the company and ifgartners as wk
the use of local industries and services, subcontracting and firthkyfunding of local
developmenprojects.

The question of the extent of Local Content focuseghe field itcovers Two approacés
can confrorgd at this level. One approach considéeslocalas the "community” wheitbe
company is locate@ndthe otherconsiders ias"the nation".

The approach of local content that will be adopted in the present &udge whose
components will focus on employment, training, capacity building, suppiie and
subcontractors, participatioof the company in socigdrojectsand local addedalue The
field chosenin the context of our study is that corresponding torthgonal territorywith

some focus on immediate local communities

10

' Article 02 of the Law issued from the 8™ session during the 2012 legislative year in its 1" ordinary session of
March 2012
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Section 1 Generalframework of local content applicable to mining companies in Cameroon

A reading of the local content requirements of mining companies could be done through
actors of monitorin@nd the legalramework oftheir obligations.

I.  Actors monitoring social obligations of mining companies

Monitoring of social obligations in mining companies is done by two main groups of actors in
Cameroon, namely ¢ise in the public sector and nongovernmental orgaoiza

i.  Actors in the public secttr

Generally, some actors in the public sector through the Ministry of Mines, Industry and
Technological Development (MINMIDT) are involved in the control of mining projédis.
ministry of Mines, Industry and Technolegl Developmenivorks with other administrations
such as the regional office$ ministriesin the monitoringof local content requirements.

Define strategies and policies

Ministry of Mines, Industry
and Technological
Development(MINMIDT)

Ensure the implementation of policies at the regional level

Regional delegations

Ensure the implementation of policies at the departmental level

Departmental delegations

Ministry of Labor and Social
Security(MINTSS)

2 Article 101 of the Mining Code clearly specifies the supervision role of mining engineers, civil servants and
public agents of the Department of Mines and Geology, at the moment divided into two departments, as well
as agents of tax and customs administration commissioned to this effect.
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ii. Other actors

Other organizationare involved in monitoring the social obligations of mining companies.
This is particularly true ofiational and irgrnational civil societprganizations

II.  Legal framework

The legal framework of the obligations in the mining sector is roada law r? 001-2001 of

16 April 2001 establishing thevlining Code and its amendment of 2010 together with its
applicationdecree (Lawn©2002/848 PMof 26 March 2002and alsoLaw n° 92-007 of 14
August 1992 establishing the Lal®@ode in Cameroon.

1 Provisions of the mining codgdamended

Within the framework ofa mining agreement signed between Gwernment of Cameroon
and a mining company, Article {6) of the AmendedMining Code states thatFor the
development and exploitation of a mineral discovery or for its funding, a mining agreement
is concluded betwan the holder of an exploration perménd theState The said greement

includes provisions on:

- é
- Obligations relating to employment, vocational training and social achievements;
- Relationships with suppliers and subcontractors;

- (New) the percentage of the production of minerals extracted to devote to local
transformation. This percentage cannot be less than fifteen percent (15%).
- Any other matter that the parties to the agreement may find of interest "

It comes out clearly from this provision thlaical processing, source of employment and
wealth creaon at the leal level,is of utmost importance in the Agreemehhis involves the
transfer of skills and capacity buildinghe productiormarketing chainn which suppliers
andsub-contractorsare involveds also included among the obligations of companies.

2 Theapplication decree of the Mining Code

The provisions relating to the obligations in terms of Local Content are mentioned in Articles
65 and 128 of Decree No. 2002/648/PMMarch 26, 2002 laying down detailed rules for

the application of Law No. 001 d6 April 2001 on théMining Code Thus: in Article 65 (2),

it states thatThe application for the award of an exploitation permiis addressed and
compiled with the Minister ofMines before the expiration datef the exploration permit

from which it is cerived.
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It states:

Vo
VvV The period for which theexploitation permitis requested

It is accompaniedy:
v a feasibility study, including notably:

T ..

1 f) anoteon the socieeconomic impact of the projecbn

1 local residentsn particular ;

1K) proposds of the applicanton the recruitment and trainingf
Cameroonians”

Il n Articl e 1 BPuingthe éxplatdtienphaset ttee tmansagemseint plan describes
the management of impacts due amongst others to the following: [...] eventually positive
social impacts such as jobs, training opportunities and the provision of communications
and infrastructure. o

We note here that thdining Code and its applicatiaiecree contain elements that are part of
all provisions relating to local content requiremegrtswever, it seems important to note that
this concept has proved beinsufficiently integrated into the objectives of the Cameraoni
legislator as formulateh the gas codef 2012.

Section 2:Local Content in the Mobilong project
Within the framewrk of theMobilong project the local content provisions emerge from:

- The Mining Agreement signed between the Republic of Cameroon and Korea
Mining Incorporation in 2010 (1)

- Decree No. 2010/374 of 16 December 2010 on the establishment of a valid mining
exploitation permit for diamond and related substances.

- The Environmental and Social Management Plan (ESMP) of the company
contained in its Environmental Action Plan (2010).

[.  Mining Agreement

Articles 07, 08, 15(8) and 18 of the Mining Agreementare thse that address the
provisionsrelative toLocal Content.
I.  According to Article 07, relating to subcontractors and affiliates of C&K Mining Inc.,
the matter is to makkcal content an option ia context of trade liberalization and
free competition. Thus,C&K Mining Inc., its affiliates and subcontractors will use

as much as possible the services and raw materials from local sources as well as
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products manufactured in Camerooas far asthese services, raw materials and
products will be available at compgve conditions in terms of price, quality,
warranties and delivery dates.

ii.  Article 08 for its part brings out provisions for the use of national and local staff. The
goal of the promotion and protection afational labor throughouhe exploitation
project is the one sought. Thus, for:

U Article 081) "During the term of this agreement, C&K Mining Inc. is
committed to:

- Employ in piiority local staff to enable ito access all jobs related to ifgofessional
gualifications. To this end, C&K Mining Inc.will implement and in consultation
with the competent authorities of the State, a training plan and a system of
promotion of this staff;

- Respect the laws and regulations labor in force, particularly in terms of hygiene,
safety and health at work, sodiaecurity and overtime working practices;

- Progressivelypromotethe replacement of expatriate qualified personnel by local
staff who have completed the same training and acquired the same experience
during employment;

- Practice no discrimination of any kid be it based on race, nationality, gender or
Sex.

A brief analysis of this provisiortlearly showsthat, despite the desire to promote the
replacement of expatriate staff, it would be difficult to assess the perfoen@nsuch an
initiative. In fact even if substutions are made, the issues on tioenber ofinitial workforce
of nationaland local labor, replacement rate dretjuency of replacemen¢main.
0 Similarly, "C&K Mining Inc. will include in its contracts with its co-
contractors, a similar regirement and a commitment on their part to include

this same requirement in their contract

It is understood that the enhancement and protection of national ansvtokédrceneed to
be integrated into the various components of ardh exploitationin Cameroon by C&

Mining Inc.

U Article 158) of the Agreementprovides, in accordance with Argc 16 of the
Amended Mining Codeéhat "C& K Mining Inc. will processfifteen percent
(15%) of the productionof diamond extractedin Cameroon.This processing

will start from the first year ofits conglomerate productiofi.
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On readinghese obligationeelativeto the Local Content in this mining agreem, it appears
that aneffort to benefit from a falloutin terms ofemployment, training, lad processing,
subcontractors, local affiliates andcal addedvalue of the exploitation of diamonénd
related substances Mobilong isconsengéd by the State. This actor alsas the obligatin in
accordance with Article 18) of the Agreement to "... is committednot to undertake
towards C&K Mining Inc., its affiliates and subcotractors as well ago their staff, any
action on labor or social law that could be considered discriminatory against those that
would be imposed on companies engaged in améctivities in CameroonSimilarly, the

Stateguarantees that these staffs areno way subject to discrimination’

Thus, the Mining Codéts Amendment and itapplicationDecreepresentgeneral provisions
regarding the Local Content, but tAgreemaet is intended tde slightly moreprecise about
it. Without any system ofeferencethe assessmentf Local Contentpracticesof mining
companies will ret primarily on its programs anol/ initial activities (Human Resource
policy, CSRetc).

Note thatm our literature review, we could not find provisions on Local Content in other legal

norms.In this case, the latter would not be fundamentally in opposition with those raised here.

[I.  Exploitation permit of C&K Mining Inc.

The Exploitation Permitefers toprovisions already mentioned by tMéning Code and its
applicationDecree but igparticularin that it specifiesn its article 7 that'Dur ing the validity

of the exploitation permitn® 36, the Company C& Mining Inc. shall make social,

sporting, educatinal and health infrastructurs available to the locakesidentsto support
their development”

In addition to thd.ocal Contenbbligations ofC & K Mining Inc. analyzed, thelevelopment
of local infrastructure has equally been considered important

[I. Environmentaland SocialManagenent Plan

Elements of Local Content can be spotted out fagsading of the identified impacts and the

method of their internalization in thgvironmental andocial ManagemenPlan.

As reflected in paragraph?.3.1.1 (Positive impacts of the projegtof the Environmental

Action Plan for C& Mining Inc.:

- The creation of jobs and access to training opportunities are impacts with direct

interaction;
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- Job creation is an impact of a relatively major character,
- Access to trainingppportunities, opportunities to access energy supply, information

and telecommunication are consideredhgsortant impacts.

We notethat except for local processing (15%), no other obligation has indicators. These
provisions are general in nature. Sugh approach will make it difficult to assess the
effectiveness of Local Content. Indeedlthough monitoring mechanisms in terms of
employment, voational training and sub contractimgn be set upif the base data isiot
significant, the result we withet will not be eitherFor example, The obligations relating to
employment, vocational training and social achievemeht® notindicatethe threshold of

local andér national labor to granproportionate to the total workforce employed by the
company.
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Chapter 2: Monitoring of Local Content obligations of Cameroon and Korea
Incorporation

The analysis of this practice concerns bdath local and national scopen issues of
employment, training, priority use of local goods and services by affiliatesiandrgractors,
the participation of the companylocal projects and local addedlue

Working session with locatesidentsof Mobilong: Mang Village. By Michel BISSOU
I.  Local employment

The manpoweof C&K Mining Inc. isdivided intoalocal, nationalandforeign staff

Out d the hindreds of C&k employeédforeigners are the administratigtaff, mostly Koreas
(05) and expert workforchandled by South Africans (04).

Regarding the national workforcéy contrast to the 57 national workers the company
employed in 2011jn 2013 it is composed of 683 contractual mployees, including
temporary and seasonabrkers Positions of responsibility are primarily entrustedstaff

with the required skills and a mastery of the English languagmnies outlear from this
study that no Bakawho are the indigenous peopléthe project areés employed by C&
despite the agreement sigih&in April 2013 between &K Mining Inc. andthe Ministry of
Employment and Vocational Training (MINEFOP) through the National Employment Fund
(FNE), whose objective is to ensure a fair séonentnationwide.

© Read the article«Le FNE ouvre son fichier dgeetJustireSugahMilsins d’ e mp
the May 2013 edition — n° 14 of the daily INVESTIR AU CAMEROBNG6
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Perceived this wayit appearshat C & KMining Inc. employedocal labor, but recent mood
changeghat wereobserved in late 2012, let appear disagreements between the company and
the localresidents For the latter, the company could do better not only in terms of numbers
but also in terms dfeatmenbf its employees.

Health and safety ofworkers:

Apart fromthe local content requirements, thadenealth and safety of workers
area major concern for mining companies. In the caséheMobilong project,
working conditions do not always ntewith the requirementsn terms of
mineral exploitation.The workers do not usé€ersonal Protective Equipment
(PPE) which meetinternational standards and do not have adequate medical
coverage. The safety device inside the site is almost nonexistedt increases

the risk of accidenf. Cameroon is a member of the ILO but has ratifiede of

the conventions whose purpose is to ensure the social protection of workers and
to safeguard fundamentabmanrights in themineral exploitation sector. These
are convention n°31 limiting the hours of work in the mines (coalines),
conventionn® 124 concerning the medical examination for fithess of adolescents
to work underground in minespaoventionn® 176 concerning safety and health

in mines.

The extractive sgor is undoubtedly one of the sectors that has many risks to the
health of workerslssueson healthand safety of workers in the nimg sites are

not sufficiently taken into account in the legal framework governing employment
issues in Cameroon. Now emgal in a major political development in the
mining sector, the revision of Lam? 92-007 of 14 August 1992 establishing the
Labor Code is imperative to ensure the safety of the men and womenvivho
work there

Box 1
1. The transfer of skills

Capacity liilding (knowledge transfer armad/ training) is an essential element of local
content. Indeed, a project canly really be beneficial to a community if it can continue the
saidactivity or tho® related to it. Employees of @Raffirm that the company trairteem on
certainworking techniques specific to the mining industry and dhiging of their heavy
engine vehiclesHowever, the question of choice of individualsttain, the nature of the
trainingand sustainability of acquireskills after training remias.

“In 2012, Mr. MARA Jérome was victim of an accident after which he lost his job
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Law n°92-007 of 14 Agust 1992 establishing thédla code in Cameroon

Chapter 2: Apprenticeship

Art.45 -. The apprenticeship contract is one in which a commemmgicultural or an
industrial undertaking or a craftsman undertakes to givmakegive a thorough and
comprehensive training to a persohesebythe latterundertakes, in return, to comply
with the instructiondiereceives and execute works that will be assignédnofor his
training

Art.46 -. The apprenticeship contract must be in writingder penalty ofabsolute
nullity. It is free fomall stamp dutieand registration.

Box 2

A reading that we could mald the state of training of employees is that it is insufficient
because the needs are important exdbntext of industrial mineral exploitatiam Cameroon.
This trainng shouldalso extend to theesidentsand school syllabusess required by the
Environmental Management Plan contained in the Action Plan ofCibrapany. This
approachwould meet the expectations of the eigktghbouringcommunities including the
Bakas.

Il. Use oflocal goods and services

The Companyemployees get fooffom some peasant organizations such as those created by
peopleof Yokadouma andNgola. Neverthelessit should bepointed outthat the supply is

only done in very few villges bordering the explottan. One of the psposedsolutions by

the localpopulationwould be tosupport them ircreating Common Initiative Groups to start
such projects because they do abwayshave sufficient means tstart such organizations
involved in agricultural productio

IV.  Subcontractors and local suppliers

The main activities of subcontracting observed so faimétdd to the completion of the
Environmental and Social Impact AssessmenSIAE by Soft Business Management
Consulting Groupwhich is a Camerodan consultirg firm basedin Yaoundé C&k also
affirm that they uselynamite supplied by a local subcontraatbrvhich we did not have the
contact information.

Although the project is at its early stagee could logically question the neinvolvement of

local supplies in the construction of the base camp of the company and on the origin of the
materials used to build them. That said, it is clear that the local content requirements for
subcatracting are insufficierend canot as such helfp create local wealth.

V.  Campany contribution to the Local Added Value
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A studyof the follow up of the local added value obligagaould result from those made
previously. The lack of initiatives related to the construction of social infrastructure

as

specified bythe Decree ofl6 December 2010 on the establishment of the mining license

"Mobilong" reflects the weatallouts in terms oVAL.
VI.  Participation in local projects

The participation othe company irocal projects is not visible on thield. However, few
activities under the company's philanthropy can be identified.

Philanthropic actions of C&K Mining

Following a massmovement initiated in 2012 by the inhabitants of seven village
surrounding theexploitation site of C& who claimed among othershe construction of
sanitary infrastructure, schools etc, eadlage received te sum ofl 000 000 FCFA. It
should benoted that theBaka communitydid not benefit from the consideration of the
company.

Rightly pointed out by the administrative and municipal authorities, the existence in fact
Municipal Development Plan and Book dBrievances written respectively by the

Municipality and theResidentsshould be the basis for such action. The municipa
authorities also questioned the lack of initiatives of the company in local projects, yet

needs are significant and clearly idéed in the locality.

The company, for its part says that this actemered inof a contextof appeasement of
tension between it and the local populasion Thi s i s not suf fi ci
nonparticipation in local projects since then.

U7

of

the

ent

Box 3

Conclusion and recommendations

Despite the existence of provisions on local content in the Mining Codepjtication
decree, théaborCode, the Mining Convention, mining permits @hdenvironmental action

planof C&K, the implementation of tbse obligations proves to be ineffective due to the use
of general formulas withoua binding characterand the absence of clear and measurable

indicators.For example in terms of:
U Local employment

Article 08 (1) " During the term of this agreement, €&ining Inc. is committed tdJsein
priority local staffto enable it to access all jobs related to their professional qualifications.

u  Transfer of compeences

Article 08 (1) of theAgreement of &K states that 'During the term of this agreement, B&
Mining Inc. is committed to:Progressively promoting, the replacement of expatriate

personnelby qualified local staff having followed the same training and acquired the same

experiences on the job.
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U Use prefeential products and local suppliers

Accordng to Article 07 "C & K Mining Inc., its affiliates and subcontractause as much as
possiblethe services and commodities from local sources as well as products manufactured in
Cameroonas far asthese services, raw materials and products are availabider
competitive conditions in terms of price, qualisgrranties anddelivery times'

U Participation in local development

Article 7 of theexploitation permitstipulates that' During the validity & the exploitation
permit the company CE& Mining Inc is to put at the disposabf local residents social,
sporting, educational ansanitaryinfrastructures to enhanceheir developmerit

In view of the limitations found in terms of implementing local content we can make the
following recommendations:

1.

Improve on the legal and operational regime of local content

Define quantitativeand qualitativeindicators (specifyquotas such athe quota of
Cameroonian employees, by category, at the different phases of evolution of the
company, the quota of local qulrs,

Define a detailed schedule for the implementation of local content obligations (have a
detailed calendar of the application of local content obligations)
Formulatepenaltiesigradual regime of sanctiorisr noncompliance of local content
obligationsby a company

Involve local and indigenous communities in theidigbn and the formulation of
objectives of local content

Improve on the control of the execution of extractive contracts

Systematically publish extractive industry contracts in otdegnable CSO and local
residents to control the respect of local content engagements by a company
Create a monitoringvaluation commision of the executionof local content
requirements

Define a uniform framework applicable to all mining projectg.(standard contract)
that could alsaespond tonational needss well as to prospects for a harmonized
Mining Code in the CEMAC zone.
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Chapter 3:_Provisions onfiscal Obligations of Mining Companies in Cameroon

Fiscalobligations are one of the meadmg which the government can maximize the benefits
from the extractive sector.

Section 1:General framework of fiscal obligations applicable to mining companies in
Cameroon

I.  Actors of the monitoring of fiscal obligations

The main actors involved in tloellection and monitoring of fiscalbligations of mining
companies are

i.  the public sector

1 The Directorate of Mines in charge of technical follow up and cantrol

1 TheProgram for Securing Mines, Water and EndRgyenues (PSRMBE

1 The Directorate of Lage Firmsin accordance with article 167 of decree n
2008/365 of 8 November 2008 on the organization of the MindtRmance

1 The General Directorate of Tas and itsdecentralized servicEs They are
charged among oth&rwith the organization, managentof the information
systemand the fiscal exploitation of land information and of the follow up of
the application of conventions and agreements on taxation matters in
conjunction with the department of legal aff&irs

1 The General Directorate of Custs’ among others in chargef the
implementation and follow up of specific legislations in terms of importation
and exportationeconomic and specifi,egimes foreign exchange and trade,
entry and exit prohibitionand dher restrictions;

1 The decentralied local authoities notably the local councils (Maypr
Councilsenjoy administrative and financial autonomy for the management of
regional and local interests (s@dicle 4 of Law n° 2004/017 of 22 July 2004
on theOrientation of decentralization.

ii. Other stakeholders

Other stakeholders consist of, local, national, and internattbnbsociety organizations
their role ofindependent monitoring

> See Title VI (Of Decentralized Services) in its Chapter Ill (The decentralized services of the General Directorate
of Taxes) of decree n°2008/365 of 8 November 2008 on the organization of the Ministry of Finance.

'® See the website of the General Directorate of Taxes, in its section " Overview "in the number 6 and 12
charges.

7 See Article 84 of Decree n°2008/365 of 8 November 2008 on the organization of the Ministry of Finance.
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Il. Regulatory framework

Fiscalobligationsof the Cameroonian mining sectme containethe mining cod€2001), its
amendment (2010) and its application decree (2aG82)General Tax Code (2010), the law
on local taxation (2009) and finally the Mining Agreement (2010).

A more extensive analysis would have been to review international tax legal framework,
including treaties and economic agreements between Cameroon and South Korea. However,
for the purpose of this study, we limited ourselvesh® Agreemensigned between the
company and the governmaridalsonatioral legaland regulatory framework

1 Fiscal obligations under the Mining Code

Reading through the Cameroon mining code, sdaxeincentivesare grantedo mining
companiesn the form of exemptions especially during thee-prodiction phases, namely
reconnaissangeexplordion and even constrtion (Art 95). The fact remains that many of
these exemptions are maintained throughout the production phase. The reason cited by the
state so far is the conceimduce companies to come in and develogg Cameroonian mining

sector.

Before the granting adin exploration or exploitatiopermit, the company is required to pay a
cautionto secure theexecutionof its activities. The amount and terms of payment of the
cautionshall be determined by regulatiotihat is,by the application decree of the Mining
Code (Cf.Article 19 of theMC).

In preproduction phase, the fiscabligations related to the activities of mining companies
can be summarized as:

- Indemnitieson the one hanar payments of fees or royaltiem the other hand
prescribed by lavin compesation for damages arsgttlement ofitigations for work
notdeclaredasin the public interest (Article 74 (1));

- Fixed fees on requests for issuance, renewal or transfer of nitteisg Art 90(1));

- A surface royaltyafter obtaining the miningermit(Art 91);

- Custom dutie®n passenger vehiclasfice equpment and supplies (Article 9b);

- Tax penalties (Art. 108).

From the effective start of exploitation through the first productions and marketing, any
company conducting mineral exploitation actest must compensate local residentss the

Ad Valorem tax (Art 89). The modeof distribution of this taxare specified in the
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Application Decree of the Mining Code. If it happens that the company exploits quarry

resources, it willnsteadpay atax on extraction

In addition to the Ad Valorem tax, other tax obligations such as fixed fees paid to the
Treasury (Article 90(1)) are raised when it comes to renefvalpermit. The surface royalties

(Article 91) are also part of it in the case of modificatay extension of the minirtgle.

Thus, nining companies are exempt from manyxes of common law during the pre
production phase. A richer appreciation of diiat fiscal obligations will be made after
reading their pplication modalities. Other fiscabbligations within the jurisdiction of
common law as we will see from reading the Applicatimtreeandthe 2010Tax Codeare

imposed on mining companies.

2 Application decree ofthe Mining Code

Just like theMining Code(2001)and its Amendmenf010) the Application Decree conte
articles that provide for fiscalbligations of companiesdowever, the most important cited
include

- Article 23(1), " Any attribution of an exploration or exploitatiorpermit is subjectto the
establishment of a cautionwhose amount is fixed by the present dectee.
This cautionshould be depositedithin thirty (30) daysby letter of guarantee from an
insurance companyy cash deposit in a local baok by any other form recognized by the
Cameroonian legislatioon thematter

- Article 135, "Fixed fees, surface fees, taxes on quarry extractions and ad valorem taxes
are assessed and collected as described in this title. These rights, royalties and taxes do not
excludeholders of miningtitles, authorizations and exploitton permitsfrom beingsubject

to various taxes and tax duties on any industrial or commercial activitiPfesented this
way, it is clear that, in addition to thiscal obligations specific to the mining sectdixed
fees, royalties, Ad Valorentax or tax on extraction) companies aresubject to related

obligationssuch as the corporate income tax, the trading licgrageas you earn taxest c é

- Article 136 provides the clarification that these obligatioosimon to the mining sectare

payable in @ingle installmentagainst presentation of a receipt issued byPiligic Treasury;

- Article 137provides forthe distribution of thé\d Valorem tax as follows:

Monitoring obligations of mining companies in Cameroon Page 25



a) 25% for the right to compensation of the population affected by this activity and whose
distribution isas follows

A 10% to the benefit of local popul ations;
A 15% in favor of jurisdeto;moncerned territori al

b) 25% in support of monitoring and technical control of the activities concerned by

engineers and agents commissioned by theeBtorate for Mining;

c) 50% to thePublic Treasury.

Practical arrangements for the implementation of paragraph 2 of this Article are still expected
for greater accuracy of the payment of royaltietottal communities and councils. It tise

joint ministerial order of MINMIDT and MINFI which is not yet signed and whitttereby

mortgageshe effectiveness of subationalpayments and/dransfers®,

The Ad Valorem taxwhich is paid at the time of shipment of tigeodsby the holders of
mining titles on notice drawn up by the competent authorities (see Article 141 (2)) is

calculated according to the provisions of Article 184of thisdecree Namely

1 Precious stones (diamond, emerald, ruby, sapphire): 8%;
1 Precious metals (gold, platinum, silver, etc 3%;

1 Base metals and other mineral substances: 2.5%;
1

Geothermal deposit&spring water, mineral and thermo mineral water): 2%

The modes of payment of fixed dutiepecifically for industrial exploitation anéxploitation
of quarry substances are describgé in Article 138 of this decree:

Nature of the payment Attribution Renewal Transfer
Quarry exploitation authorization 1 000000 FCFA
Quarry exploitation permit 1 000000 FCFA 1500000 FCFA | 2500000 FCFA/kn
Recmnaissanceermit 500000 FCFA 1 000000 FCFA
Exploration permit 2000 FCFA/km 3000 FCFA/kM 5 000000FCFA
Mining permit 5000000 FCFA 10000000 FCFA 25000000 FCFA
Authorization to export andansit 50000 FCFA

Source Application Decree of the Miing Code of Cameroon, 2002rticle 138

¥ The term" payment' is used, strictly in reference to the provisions of Article 89 (2) of the Mining Code.
However, because it is the Public Treasury that centralizes payments received, it would be appropriate to speak
of" transfer".
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- Atrticle 139determinestte modes opayment of the surface fee

1 Authorization for artisanaxploitation: 5 CFA francs/fh year

 Authorization andjuarryexploitationpermit: 10 CFA frandsm® year

1 Exploitation of geothermal deposjtspring water mineral and thermo mineral water
10 CFA francd m% year

T Exploitation permit: 50 000 CFA frandem? /year

3 Tax Code2010

According to Article 97 of the Mining CodéSubject to the specifibenefits provided by the
present law, the holder of a ming permitis subject to a commofaw tax regime..” In
addition, according to Article 99), "Throughout the peiod of validity of an exploitation
permit, regulatedschemerates of tax baseguties and taxes will be stabilized at the level
they wereon the date daward of the exploitation permit

Therefore, as tax payers, mining companies, in accordance with Articles 17 and 18af the
Codeare subject to the following tax principles:

Article 17: For the calculation of the tax, anyraction of taxable income lesghan 1000
FCFA is neglectedThe tax rate is 35%. ...

Art 18(1): For the base of this tax, tax payers are required d¢ign a declaration of the
results obtained in their operations during the period used as a basis for taxation by March
15, latest The said declaratiorshall be made in accordance with the OHADA accounting

system.

(2) Taxpayers must alsmnandatorily providethe documents prepared in accordance with
the OHADA accounting plan.

(3) Companies under the structure responsible fibre management of Larg&irms must
also provide a statement of their sharddimgs in other caporations if these holdings

exceed 25% of their share capital.

(4) Also remain subject to these obligations, legal persons who have not opted for the

corporate ncome tax or who are exempt from ft.

As tax obligations of common law, are prominently thoséndividual Income TaxIRPP).
According to Article 25'Subject to the provisions of international conventions atibseof
Article 27 below, thdndividual Income Taxis due from any person who has Cameroon as
tax residence .".In view of the definition of tax residence as a result of this article, the staff

of C&K Mining Inc. should pay théndividual Income Tax
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However, under thescheme ofdevelopmental pfects inits subsection”l - Corporate
Business Plan", article 115 provides th&orporate Businesses eligible for special scheme

of developmental projects benefit from tax advantages here after:

- Exemption from businestaxes under the first two yearsf operation;

- Recording to the fixed duty of 50 000 FCFA of acts of constitution, extension and
increase of capital and real estate transfers directly related to the implementation of
the project;

- VAT exemption on local purchases of building materials amehports for the
implementation of the project;

- Application of the accelerated depreciation rate of 1.25% of the normal rate for the
specific assets acquired during the installation phase;

- Extension of the duration of loss carried forwarfdom four (04) five to (05) years. "

Following Article 115, article 11and the" Provisions relating to the Mining Sectol *° of
the Tax Codeaallows us to undstand that the Mining Codé#he contracior the agreement
have already planned everythinglating to the mining ta. We can note that mining
companies haveommon lawfiscal obligationsas well as obligations which are specific to
their activities.

4 Local Taxation®°

Local taxation is also part of the provisions of the 2048 Code It is also the subject of a

law which isn°2009/01%f 15 December 2009. It covers all duties and taxes whose proceeds
are allocated tdecentralized_ocal Authorities,in this case urbaand ruralcouncils and

urban municipalities. These include (see Art OR)Junicipal taxes municipal sirchargeon

state taxes, local taxes, duties, regional taxes and other types of levies provided by the law.

The mining activity could be identified in the following legal provisions that enhance local
taxation

Article C7: Products of municipal taxdsvied by the state come frothe contribution of
trading taxesthe contribution of licensesthe withholding taxthe property tax on real
estatesthe ta on gambling and entertainment, the transfer of property rigtescar stamp,
the forestryand miningroyalties

% Cf. Livre Premier — IMPOTS et TAXES du Code Général des Impdts 2010 en son Titre V — Fiscalités
Spécifiques, Chapitre Il

2% Article 55 (2) of the Constitution requires that the CTD have a minimum of financial autonomy, that
is to say, a budget and the free provision of financial resources.
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Mining companies are required to pay theding taxafter the first two years of commercial
production identified by joinMINFI/MINMIDT order.The car stamp is alspart of these
sources of municipal revenue.

Article C8: "Every physical or ¢gal person of Cameroonian or foreign nationality, who
practices in a municipality an economic, commercial or industrial activity or any other
profession not included in the exemptions establisi®dthis Act, is subject to the trading
tax." This provisia applies tosubcontractors and affiliates to C&K Mining Inc. but tiog¢
companyitself, because, as noted in Article 97 of the Mining Cbdefirms and mining
companies remain exemiirom contributing to the tradingax.” And Article C12 ofthe Tax
Coce: "1) Newfirms are exempfrom the contributionto the tradingtax for a period of two
(02) years. 2)s issued tonewly exemped firms, on their request,a trading licensemarked
"EXONERATED". "

The main local taxes are described in Articles 02 and €iAct.

Section 2: Casef the Mobilong project

Here we will visit the C&K Mining Inc. MiningAgreementand the Decree on the
"Mobilong" exploitation permit.

.  C&K Mining Convention

Fiscal obligations of C& Mining Inc. are contained in Articles 223224 and 30 of the
agreement signed between the company and the State of Cameroon.

- Article 22 presents the overall tax reginapplicable to C& Mining Inc. and its
subsidiaries;
- Atrticle 23 for its partprovides for Mining Taxes and Royaltids this regard,

(1) C & K Mining Inc. is subject to the payment dfie following taxes and miningduties

- Fixed Fees for the grant, renewal, transfer ekploitation permits
- Annual area Taxes establishedceording to the surface of the permit

-Theperceh age of the AFOBO value of the producti

(2) The amount of fixed feessurface chargesand proportional fees due, théerms of
paymen of these fees, taxes and royaltieme determined according tdhe mining
regulationson the matter.

Article 24 providesfor the "Tax and customsregime applicable during the preparatory
work phase." These provisionto be those identified below

(1) C&K Mining Inc. will benefit during the preparatoryworkphase from:
- The exemption from registration rights relatg to mining operations except those

relating to leases and rentals for residential use;
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- The exemption for the following taxes:

ACorporate Taxeg!S);
A Taxes on industrialCland commerci al p
A Proportional Taxes.PRE@Mtncome from Ca

A Special TaxspaidabRamuner ati on

A value Added Tax.
(2) C&K Mining Inc. shall benefit, during thepreparation phasefrom the exemption of
taxes and custonduties on equipment, materials, and inputs
(5) The equipment, materials, andachinesthat were used in the exploration phase and to
be used in thexploitationphase should be included in the list of operating equipment.

(6) Any transfer to third parties of the aformmentioned materials and equipment is subject
to prior payment of astoms duties and taxes thereon;

(7) Notwithstanding the provisions mentioned abové, it happens that during the
preparatory workphase C&K Mining Inc. is already engaged in diamondxploitation in
particular regarding the alluvial part, the said explition is subject to the common latex

regimeas defined by the Mining Code, thieax Codeand thecustomscode;

(9) For the applicationof the provisions referred to in paragraph 6, 7 andaBove, it is the
obligation of C&K Mining Inc. to hold two separ& accounts, one of which related to the
exploitation of the alluvial part and the other concerning works afesearch and

construction of the conglomeratic part.

Mobilong diamond. Photograpltaken by Michel BISSOU

Article 30, for its part, finally, cledy provides for the possibilitpf "Suspension of rights

and benefitsgranted by the agreement"in case of norcompliance with fiscabbligations.
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In its paragaph 1, the utimely payment of all taxes, charges and fees, after notice in
accordance withhie General Tax Code and under the conditions laid down in this agreement

leads to sanctions.

It emerged from thiparagraph that thebligationswhich are applicable to &K Mining Inc.
are binding and nenomplianceto their fiscal obligations by the compy can lead to
sanctions specified by the legal provisions.

II.  The decreeinstituting the Mobilong mining permit

It is mainly articles 10 and 11 whilddresdiscal obligations. These obligations are thoge
fixed dutiesrelating tothe rehabilitation othe environmenaccount(Article 10 (2)) and to
the cautiorthat has to enablkhe payments due under theriiig Code (CfArticle 11 in its
paragraphs 1 ar).

Chapter 4: MONITORING THE FISCALOBLIGATIONS OF C&K MINING INC.

This chapter examingbe compliance onon compliancef C&K Mining Inc. to ther fiscal
obligations previously identified? brief analysis of trendwith regard to complianceith
these obligationwiill also be conductedHowever we note that wénaveidentified the many
exemptonsfrom which the company benefits

Common law taxes and fees

Since he first commercial production has not yet been establisheddigt order signed by

the MINMIDT and MINFI, it is deductible that tax and custom obligations of the @yp

are reduced Thus the businestax and other taxes (IS, Taxem Industrial Benefits,
Proportional Taxes on Income from CapifdPRCM), VAT, special tax on salaries paid
abroad, VAT, registration fefor mining operations except those relating to leases and rentals
for residential use, etc..) are rnyat paid.

The interestof this orderenables tcknow when certain exemptiongill expire. This is the
case of the exemptidinom the businestax which endsafter the second year of commaeici
production established biis joint order.

The surface royalty
The annual surfacemyalty hasas a tax basehe surface area of the exploitation perniis
rate is 50 000 FCFAmM?/Year Thus, C& Mining Inc. is expected to pay annua(y0 000
FCFA x 236.25 knf) = 11,812,500 CK francs per year

However,according to the company, tHise is notbeingpaid The reason they bringrward
is thatit is still awaitingthefinalization of ownershipightsthat is emphyteutidease
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Public Administrationconcerned with mining is&s isdivided on this issue. Thexploitation

permit and the agreement have already been signed and clearly state that the "Mobilong"
permit that C& Mining Inc. holds is deemed to legual t0236.25km 2 and below are the
perceptions of the various admimations

x To officials of the Ministry ofState properties and land tenutas the land title and
more precisely here th@nphyteutic leasavhich grants ownership of the site to C&K
Mining, the proceduréo grant this is still ongoing

x To the Territorial Administration, there is no doubt that the concession is already
granted to C&K Mining IncAs evidence,fi iwas left to the company to build the
mi n e otheDwisiathalOfficer of Yokadouma.

x For an officer of theMinistry of Mines, fi iig the administative bottlenecks that are
blocking the process because it is unacceptable that since the time the Agreement and the
Decree were signed, the lease has not yet been legally Mamg. expectations on
mineral exploitation are formulated by the Governmérg.each haveat all levels interest
in having everything going on according to

Observation made of the ngayment of the surface royalty during the operational phase in
progress, there is no need to ask for payment of the surface royaltyekptbeation phase.

Indeed, notwithstanding the provisiooisArticle 139 of the application decree of the Mining
Code, which sets the payment terms of the surface royalty in the exploration phase, it is clear
that it was not paid.

ST)rce Mobilong site, one of h IIuwapartsPhorph tarbyheIBSO

From the monitoring othe obligation to pay the surface royaitycomes out that the existing
inconsistenciebetween the mining code and the legal framewgokerning land issueis
Cameroon are to the benefit 6&K which cheerfully takesdvantageof the situation to
justify the nonpayment of the surface royalty.

l. Proportional fee: Ad Valorem Tax

The Ad Valorem tax which iatax proportional tgproductionwas paid during the ft export
as evidenced by Schedudo. CMR 000001/2013/SNPPK/SNPAPK/BEED/E1Efabeled
Certificate of Evaluation and Expertise of Rough Diamondss value wa$,830,495 CFA
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francs, corresponding to 08% of the value of production, thavatuated a2 88L 187.5
FCFAduring the diamond export

Monitoring havensought not only to verify whether thé\d valorem tax is paid, it also
wanted to see if this fee was received by municipalities and local communitiesotitted
that this was nahe casesversincethe tax wagaidin January 2013.

From the monitoringf the transfer of this proportiontdx springs out again the problem of
the absence of th@int ministerial order to be signed between tMINMIDT and MINFI,

laying down thenode oftransfer of theortion of the tax destined for local communities and
the local council But the transfer of portion of the revenue for the state treasury and the
ministry of mines supervising the project has no issues of effective transfer.

However, we learned that altlngh thejoint order is not yet igned, transferat the sub
nationallevel can be done first of all via the signing ofdecision” by the MINFI and the
establishment of a nominal roll of staff from Yaoundé with the titl&r@fenue manager".
Despite thisprocedure, the town and surrounding communities have not yet benefited from
the Ad Valorem tax from thexploitationof the Mobilong Diamond.

aka childrerfrom Ampayahvillage.Photograph by MlcheIBISSOU

One item thatdrewour attention in the monitorg of obligations of theAd valorem tax of the
Company is the participatory mapping of villages bordering the mine. Some villages do not
feel they have been taken into account as communities directly affected by the project. This is
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the case of the Ngolaillage which specifiesthat the miné sccess road passes through a
community Forest Management Unit (FMU).

"UF.A 10001 2.3.4

CCEC NGOLEASS <ok
. OMITI‘ PAYSANS FORETS |
N i NS

Sign boardf the Forest Management Unit 10.001 2.3@the Mangvillage. Photographtaken by
Michel BISSOUApril 2013

V. Custom duties relatetb exportation and operating charges of SNPK

According to receipn® CMR 000001/2013/SNPPK/SNPAPK/BEED/E E , establishing
the Certificate of Evaluation and Expertise of Rough Diamondsappears that the company
paid its custom duties(l1 457 630 FCFA)equivalent to 2% of the monetary value of
production. It also paid theoperatingcosts of the National Permanent Secretariat of the
Kimberley Process (SNPPKh Cameroon (B22030 FCFA) equivalento 2.5% of the
monetaryalueof production

Conclusion

At the end of the monitoring of fiscabligations of the mining company C & K Mining, it

appears clearly that theegists:

i. a 'centralization of information ". At the local level Regional Delagationsf the
Eastand local municipality) any informatiorelating to the pgment of C&K Mining
Inc. is notavailable;

ii. a"low traceability of revenues. TheProgram for Securing Mines, Water and Energy
Revenues (PSRMBEdid not allow us to trace the information fan effective
monitoring;

iii. A "non-payment of the surface fee by the company.Whether it concerns the
payment of this fee on the obtainment of the exploration pef2d06) or the
exploitation permi{2010), that has not been done;

iv.  Divergent perceptionson land issues of the "Mobilong permit by the
administrative authorities'. It concerns the MINTADMINDCAF and MINMIDT.
Treatmentof files relating to the emphyteutic lease of thdobilong permit is
certainly not sufficient tsolve thequestion ofthe surface royaltyput it is neessary
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for thelaunchng of the compensation pra&cure by thecompanyfor the population
that resides ned@heming

v. Inadequate monitoring by administrative authorities of the fiscal obligations of the
company In addition tothe case of the surface royal$ynould als benotedthatof the
ad valorem tax thatas still noreachedhe munidpalities and local communitée The
specified penalties and sanctions are not applied

Vi. "Administrativ e delays in the signing of the diffeent MINFI/ MINMIDT joint
orders" including the order establishing the first commercial productioand trat
fixing the mode of transfer of thad valoremtax at the local level

vii.  An "insufficient monitoring capacity of the different actors" mainly because of a

limited knowledge omining tavation and the near inexistence of resouftmsstic,
human, financia).

Recommendations

Out of the nonitoring of fiscalobligations by C& Mining Inc. within the context of its
Mobilong diamondexploitationproject the following recommendatiortan bemade:

I.  Promote greater transparency of tax revenues and their circulation
through the effective implementation of thénit for the Promotion and
Monitoring of Mining, Industrial and Technological Revenués;

ii.  Call for a better inter-ministerial coordination of the Ministry in charge of
activities directly and indirectly relating to land planning amshing public
register of lands;

iii.  Signthe MINFI/ MINMIDT joint ministerial order on the transfer of sub
national revenues

T Noticingthe first commercial productmo(Art 96 and 97 of the Mining Code)

1 Fixing the mode of transfer of the ad valorem tax at the local (@vetle 89
of the Mining Code)

iv.  Review the relevancegranted to tax exemptions byconducting an analysis
of the losses at thdocal and national le\el due to these exemptions and to
obligations which are not respected;

v. Execute and reinforce the penal provisions alreadgrovided for, in caseof
notice of non-compliancewith tax obligations.
vi. Adopt a flexible tax model, by project phase, would allow a better
monitoring of tax obligations aralgreater optimization of tax revergje
vii.  Decide on the current phase of the "Mobilong"project by making binding,
the development schedule of the project as specified in the establishing the
exploitation permit
viii.  Strengthen the capacities of the different actors in charge of the
monitoring, in a continuous matter and using specific themes
iXx.  Improve on the monitoring of production by:

1 Setting up a decentralized monitoring body of for production which integrates all
the differentstakeholderscompetent public administration, partners toelepment,

*! Article 14(1) of decree 2012/432 of 01/10/2012 on the organization of the MINMIDT
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extractive resourcédnternational governance initiativesivil society organizations
and localresidents

Publishing and systematically disseminating to the large puld, information

about payments and subnational transfers of the production, processing and
marketing of mineral resources

CONCLUSIONAND RECOMMENDATIONS OF THE STUDY

Monitoring local contentandfiscal obligations of mining comgmies in Cameroon proded
mitigatedresults. In view of the legal provisions, it is difficult to assess compliance af not
obligations of local content in the absence of a clearly defimsdhodologyin the
Cameroonian mining sectoAlso, companies take advantage tak exempgions as well as
gaps in legislatiorlue to apoor alignment othe institutional framework, to obtalow tax

bases

The main recommendatiotisatcan be made are:

1.

8.

9.

There is need toddine quantitative,qualitaive, reliable and verifiable indicators of
local content;

Need fora detailedscheduleof the implementation dbcal content requirements;
Formulatesanctions viaa gradual regime afanctions for nortompliancewith local
contentobligations

Strengthen capadaés of the national workforcas well as suppliers and other national
serviceproviders on jobs related to mineral exploitagion

Involve local and indigenous communities in the idigion and the formulation of
objectives of local content;

Create acommissionfor monitoring and ealudaion of the exeation of fiscal
obligations and local content;

Strengtherithe capacities of diffent agentsn charge ofmonitoring local content and
fiscal obligations;

Harmonize the diffent laws and legal framewaHinking land tenureissues to
mining taxation

Respector reinforce penalties already specified itase of nofcompliance with tax
obligations by a company;

10.Sign the joint MINFIMINMIDT ordersrelating to the establishment of the first

commercial production and transfer oktad vabrem tax tolocal communities and
local councils

11.Formulatea tax model for the mining sector, updaiad adapted to local, national

and international contexts;

12.Plan for penalties for noitomplianceof the development schedut# the mining

project asspecified by the compliant and validFeasibility Study and thedecree
establishing the permit;

13.Improve onthe monitoring of production;
14.Define auniform sub regionaframework applicable to all mining projects taking into

account the tax obligations artdose of local content: contract typearmonize
mining code;

15. Publish anagsystematicallydisseminateontractsaigreements in the extractive industry.
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