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Executivesummary

Followingthe endorsementof the AEITIMSGin its meeting held on July4, 20201, AEITIhas
joined the pilot to developan alternativeapproachto ElTIreporting. Thealternative approachto
ElTImakesincreaseduse of direct online disclosures,which reducesthe costs of annual AEITI
reporting but alsoincreaseshe demandsona @ I { S Ktine. RredN@rall purposeof this report
isto transparentlydisclosethe datarequiredunderthe 2019EITIStandard.

This 7" AEITIReportis the first AEITIReport written and produced in-house by the multi-
stakeholdergroup (MSG)of the AfghanistanExtractivelndustriesTransparencynitiative (AEITI).
Thisdata in this report is presentedon a cashaccountingbasis,representingpaymentsactually
madein the fiscalyears1397and1398(21 December2017¢ 20 Decembei2019).

Thisreport is primarily basedon the 3 2 @ S NJ/ ¥hageialQublication of data. Apart from
disclosingdata, the report also makesrecommendatims to strengthen both governmen and
O 2 Y LJ- yysténdatir disclosuresof EITIdata by identifying and addressinggaps in sud
disclosures.Data collection for the 7" AEITIReport was carried out by the AEITINational
Secretariatlocatedin Kabul. The AHTI National Secretariatdid not undertake any field visits to
locations outside of the capital city. The data collection processstarted in July 2020 and was
completedin February2021, with somedelaysdue to Covid19 related restrictionsin travel and
in-personmeetings.Reliableand timely data on the extractiveindustriesis challengingin many
countries, particularlyin economieswith large informal sectorslike Afghanistan.Despitethe 0-9
month time lag for producing data, the government produces some aggregate,un-audited,
statistics on production, exports, gross(extractivesand non-extractives)revenues,and non-tax
extractive revenues.

The 3 2 @S NY YeSefiuegiram the extractive industries totaled AFN 4,834,909,947.81
($67,076,997.06)n 1397 and AFN4,288,144,753.5¢$55,160,081.73)in 1398. The revenuesin
1397were 75%higherthan the USD38,172,596.74n revenues in 1396,becausehe MSGdecided
to include companiesthat did not hold mining, oil or gas licensesbut engagedin exports of
mineral commoditiesin the scope of the 7" AEITIReport. Thisis an effort to build a more
complete picture of the 32 @S NY YeSefiuesXbm the extractive industries, given the
importanceof customsfeesandtaxesleviedon exports.

Following averageof 2.3% annual economicgrowth in 20142019,! ¥ 3 K | y &canorhio/ Q &
(GDP)growth reached3.9%in 2019 (1398),as the country recovered from the droughtin 2018.
The industrial sector, which includes mining and extractives,grew by only 2% in 20192 The
goverrY’ S y ddmasticrevenuecollecion hasdeteriorated sharplyin 2020, particularlyfrom Q2
onwards.TheWorld. | y Jui@2D20developmentupdate on Afghanistamoted the sharpdecline
in domestictax and non-tax revenuecollection,linked to reduced econonic activity, restrictions

1 SeeMinutesof Meetingof MSG47
2World Bank(July2020),W! ¥ 3t&niDgvRldpmentipdate:Survivinghe & (i 2 No¢e@siblen
https://openknowledge.worldbank.org/handle/10986/34092
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on international trade, and deteriorating compliance In total, domesticrevenuecollectionin the
first half of 2020were AFN74.7billion, 20%lowerthanthe a 2 Ct&get of AFN94 billion3

To replacereconciliation, the MSGhas assessedhe underlyingaudit and assurancesystems
underpinningthe governmentand{ h 9révénhuedata disclosuresTheMSGconcludeshat there
are strongerassurance$or revenuedatain 1397thanin 1398,whenthe SACQqualifiedits opinion
of the Qatia accountsgivena lackof accessto thea h C<€ystemsThis7th AEITReportpresentsa
seriesof recommendationdor strengtheningthe { ! haQdit of governmentextractiverevenues,
whichiskeyto underpinningthe MOMPanda h C $ystematiadisclosuref revenuedata.

The AETIMSGplansfor this 7" AEITIReportto be the start of an alternative approachto EITI
reporting that integratesthe data disclosuresn eachgovernmententity andO 2 Y LJI itkrsal Q
systems.Thisreport ismeantto provide a diagnostica clearpicture of the extractiveindustriesin
1397-1398(20182019)¢ and where possible,1399(2020)¢ and a basisfor informed discussions
to inform policy making and public debate. The AEITIMSGwelcomesthe participation of any
stakenolder not alreadyinvolvedin EITIwho would like to collaborateon the development of e-
governmentandsystematidransparencyin! F 3 K | yéxtiadtiveyidustries.

3World Bank(July2020),W! ¥ 3t&niDgvRldpmentipdae: Survivinghe & (i 2 No¢e@siblen
https://openknowledge.worldbank.org/handle/10986/34092
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Introduction

Piloting alternative EITI:from COVIB19 responseto systematizingdisclosures

TheEITIBoardhasestablisheda pilot to developa more comprehensivealternative approach
to ElTIreporting basedon collating and analyzingsystemadically discloseddata, in its 13 February
2020decisiort reaffirmedon 24 May 20205

Followingthe endorsementof the AEITIMSGin its meeting held on July4, 202¢, AEITIhas
joined the pilot to developan alternative approach to EITIreporting. It should be noted that the
impact of the Covid19 situation on Afghanistanhas created logistical challengessince March
2020. Travelbansand a deteriorating health situation due to COVIBEL9 have made it impossible
for in-country data collection and consulations by Independent Administrators in time for
publicationof the 7" AEITIReportby December31, 2020.Asa result, the AEITIMSGdecidedto
freezethe hiring of the IndependentAdministrator,choosinginsteadto selfwrite and publishthe
7" AEITIReport with technical assistancefrom the World Bank and the EITIInternational
Secretariat! ¥ 3 K I y dedisibhto/ifigiementthe alternative approachto ElTIwasannounced
throughaletter to the ElTlinternationalSecretariadated July28,2020.

The alternaive approachto EITImakesincreaseduse of direct online disclosures,which
reducesthe costsof annualAEITkeporting but alsoincreaseghe demandsona i I { S KtBne.R S N& ¢
It is also aimed at repositioning AEITlas a mechanism for data quality verificaion and sector
dialogue,from beingmerely a data collectionand disclosuretool. Thisstrategicrepositioninghas
beenplannedwith a viewto reinforce AEIThsa governanceand accountabilitytool in additionto
its role in ensuringsecta transparency Under the alternative AEITI data gatheringin the AEITI
Reportis limited to datasetsthat cannot be disclosedsystematicallyonline, and a review of
publicly accessibleinformation required by the EITI Standardthat has been systematicalf
disclosedBasedon the resultsof the alternativeapproachin the 7th AEITReport,the MSGplans
to institutionalizeand mainstreamElTIdisclosureswithin the regularfunctions of the MoMP and
MoF over a period of time, dispensingwith the need for hiring an extermal Independent
Administrator. Capacitybuilding and technicalassistancdor sucha transition will be providedby
the World Bankthroughthe AfghanistanGasProject(AGASFYJ.

Thematicapproachto EITIdisclosures

The disclosires in this 7" AEITIReport are presentedin thematic clustersthat provide a
narrative context, while at the sametime being basedon the EITIStandard,2019. Ratherthan
following the structure of the extractiveindustryvaluechain,the 7" AEITRRepat is structuredto
addressthe main objectives of the ! 9 L @bri@an, namely informing public debate and
strengtheningoversightoverthe extractiveA Y R dzacnNihufoa t@the economy.

4 SeeEITBoardDecisior2020-07/BM-46 dated Februaryl 3,2020.Avadlableat: https://eiti.org/board-decision/202€07

5 SeeEITBoardDecisior2020-33/BG290dated Februaryl3,2020.Availableat: https:/eiti.org/board-decision/202€33

6 See:Minutesof Meetingof MSG47

7 SeeLopezQuirogaCarlosAlberto.2020 DiscbsableVersionof the ISR AfgharistanGasProject(AGASR)P172109 SequencéNo: 01
(English)WashingtonP.C.World BankGroup.http://documents.worldbank.org/curated/en/144411588199259997/Disclosafalesionof-the-ISR
AfghanistarGasProjectAGASHP172109SequenceNo-01



The thematic chapters of the 7" AEITIReport are as follows. (i) Impact of Covid19; (ii)
contributionto the economy;(iii) revenuecollection;(iv) overviewof the extractiveindustries;(v)
productionand exports; (vi) legaland fiscalframework; (vi) contractsand licenses;(vii) company
ownership;(viii) state participation; (ix) revenue managementand expenditures;(x) subnational
contributionsand (xi) socialand environmentalexpenditures.

In each of the chapters, this AEITI Report reviews the systematic disclosuresthrough
governmentwebsites,and companydisclosuresto a lesserextent. Building on this review of
systematicdisclosureswith referenceto requirementsof the 2019 EITI Standard,the report
addressesgaps by recommendingadditional disclosures,either on relevant governmentand
companyportals, or by making such disclosureshrough the 7" AEITIReportitself. The report
concludeswith an overviewof progresson past recommendationsand somebackgroundon EITI
implementationin Afghanistan.

Objective

Theoverallpurposeof this report isto transparentlydisdosethe datarequiredunderthe 2019
EITIStandard.Thisreport is primarily basedon the 3 2 @ S NJ/ th8ageial@ublication of data.
Apart from disclosingdata, the report also strengthens both governmentand O2 Y LJ Y A S & ¢
systematiadisclasuresof ElTIdata by identifying and addressingyapsin suchdisclosuresAlthough
this report doesnot includea reconciliationof companypaymentswith governmentrevenuesas
in conventionalEITIreporting, the objectiveof the report isto reinforceboth the transparencyand
accountbility of the extractiveindustriesthroughincreasedanalysisand commentary.Theaimis
alsoto demonstratesomeof the analyticalresearchthat canbe performedbasedon! F 3Kl y A & ( |
ElTIdata. Thethematicapproachto BTIdisclosuresn this report aimsto addresssomeof the key
demanddfor informationidentifiedinthe! 9 L wdrk@lans.

This7" AEITReportcoversthe two fiscalyears1397(21 December2017¢ 20 December2018)
and 1398 (21 December2018 ¢ 20 Decenber 2019). The reporting period was approvedby the
MSGat its 4 July2020meeting®

DataCollection

Data collection for the 7" AEITIReport was carried out by the AEITINational Secretariat,
located in Kabul. The AEITINational Secretariatdid not undertake any field visits to locations
outside of the capitalcity. Thedata collectionprocessstarted in July2020and was completal in
February2021, with some delaysdue to Covid19 related restrictions in travel and in-person
meetings.The AEITNationalScretariatdrafted the data cdlectiontemplateson behalfof the G1
Working Group, which approved the templates before data collection was launched. Once
collected, the data was collated and sanitized. Reporting government entities were given an
opportunity to reviewthe sanitizeddata aslaid out in the SummaryDataTablesfor 1397and 1398
(available here). The AEITI National Secretariat established mechanismsto ensue the
confidentiality of information and data before publicationin the 7" AEITIReport,to make sure
that the data couldnot be manipulatedbefore publication.

8 SeeMSGmeetingminutesaccessiblat http:/aeiti.af/en/documents/category/minute20152021
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Chapterl

Covidm ¢hpact amid growing fragility in 1399(2020)

WHATISCONTAINEIN THISCHAPTER

Thischapterprovidesthe latest availablestatisticson the extractiveindustriesand the economy
of Afghanistan. The objectiveis to provide a snapshotof the early impact of the Covid19
pandemicon! ¥ 3 K I y dcananty gh@its mining,oil and gassedorsin particular.

Amid Covid19 related restrictions, Afghanistanhas also faced growing insecurity in 1399
(2020),with a high number of attacksand targetedkillingsin urban centersincludingKabul. This
sectionpresentsavailabledataon recenttrendsin the mining, oil andgassectoramidstthe Covid
19 pandemicin 2020.In somecasesthere is somelimited information on a generalizedslowdown
of activitiesfrom Q2 2020asthe lockdownconditionswere imposedfrom March onwards.Every
attempt hasbeenmadeto include as recentinformation aspossiblen this 7" AEITReport.

Updateson the Covid19 and economicsituation.

From its first confirmed Covidl9 case on 24 February 2020, Afghanistan progressively
tightened containmentmeasure andimposedcountrywidelockdovn on 28 March. Thelockdown
was extendedtwice, until end of June2020. After re-openingin August,schoolsand universities
closedagainon 28 November,with final examspostponeddue to a secondwave of infections
sinceearly November.Figurel presnts World Health Organizationdata on Covid19 confirmed
casesanddeathsin Afghanistarin 2020.

Figurel ConfirmedCovid19 casesand deathsin Afghanistanin 2020

Afghanistan Situation _ Weskly

51,848 :

confirmed cases

500

Jan 31 Feb 29 Mar 31 Apr 30 May 31 Jun 30 Jul 31 Aug 31 Sep 30 Oct 31 Nov 30

2,158 :

deaths

Jan 31 Feb 29 Mar 31 Apr 30 May 31 Jun 30 Jul 31 Aug 31 Sep 30 Oct 31 Nov 30 ‘

SourceWorldHealthOrganizatiom Covid19 dashboardfor Afghanistan:https://covid19.who.int/region/emro/country/af
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Therewere 51,848confirmedcasesand 2,158deathsrelatedto Covid19 in Afghanstanin the
period 28 Felruary ¢ 31 December2020. Accordingto the IMF, the pandemicand pandemicand
containment measures stifled domestic activity and disrupted trade and transportation,
particularlyin the secondquarter of 20202 Oxfamestimatedthat the number of people on brink
of faminein Afghanista hadrisenfrom 2.5min Septembe2019to 3.5min May 20201°

The most reliable updated source for information on the Covid19 pandemic and the
governmentresponsessthe L a (PQli@yResponseto Cowvid-19trackerhere.

Latestdata on the economicimpact of Covid19

Reliable and timely data on the extractive industries is challengingin many countries,
particularlyin economieswith largeinformal sectorslike AfghanistanDespitethe 0-9 month time
lag for producing data, the government produces some aggregate,un-audited, statistics on
production, exports, gross (extractivesand non-extractives)revenues,and nontax extractive
revenues.

GDPgrowth

Following averageof 2.3% annual economicgrowth in 20142019,! ¥ 3 K | y &canorhio/ Q &
(GDP)growth reached3.9%in 2019(1398),asthe country recoveredfrom the droughtin 2018.
Theindustrialsector,whichincludesminingandextractves,grew by only 2%in 2019.11

TheCovid19 pandemichashit Afghanistanwith a sharpeconomiccontractionin the first half
of 2020, with industrial output, includingextractives,havingbeenheavilyimpactedby lockdowns
and border closures'? Borderclosuresin March-June2020 have impactedmineral exportersand
businessactivity has been suppresseddy the lockdownsin Q220201 The IMFQ Bay 2020 staff
report on Afghanistarforecastmediumterm GDPgrowth averaging3%annuallyin 2020-2025due
to the impact of the Covid19 crisis down from a previouslyforecast3.7%annual GDPgrowth
forecastfor 2019202414

Tablel presentsthe evolution of projectionsfor ! ¥ 3 K |y GDiRgrawii i@ 2020from different
developmentagencies.

9IMF,Wt 2 feshahgeso Covidm d@dssibl®n https://www.imf.org/en/Topics/imfand-covid19/PolicyResponseso-COVIELY

10 Oxfaminternational(June2020),¥ drld on the brinkof aW K dzyL. @ §/NR Seorbrav@éhreatensto pushmillionsinto starvatiorQatcessiblen
https://www.oxfam.org/en/worldbrink-hungerpandemiecoronavirusthreatenspushmillionsstarvation

11World Bank(July2020), W! F 3 K IDgvkl@piéntipdate:Survivinghe a (i 2 Hdcelsiblen
https://openknowledge.worldbank.org/handle/10986/34092

2WorldBankW! ¥ 3 K lcoUitriipadgeyd S NIJ ac&ssiblebn hitps://www.worldbank.org/en/country/afghanistaayerview

13World Bank(July2020),W! F 3 K IDgvkl@inéntipdate:Survivinghe a (i 2 Hdcelsiblen
https://openknowledge.worldbank.org/handle/10986/34092

14|MF(May2020),W L &cREpYblicof Afghanistan Requestfor Disbursementinderthe RapidCreditFacilityPresav S t S dcée&ilebn
https://www.imf.org/en/Publications/CR/Issues/2020/04/30/IslafRiepublieof-AfghanistanRequestfor-DisbursementUnderthe-RapidCredit

Facility49386
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https://www.imf.org/en/Topics/imf-and-covid19/Policy-Responses-to-COVID-19#A
https://www.imf.org/en/Topics/imf-and-covid19/Policy-Responses-to-COVID-19
https://www.oxfam.org/en/world-brink-hunger-pandemic-coronavirus-threatens-push-millions-starvation
https://openknowledge.worldbank.org/handle/10986/34092
https://www.worldbank.org/en/country/afghanistan/overview
https://openknowledge.worldbank.org/handle/10986/34092
https://www.imf.org/en/Publications/CR/Issues/2020/04/30/Islamic-Republic-of-Afghanistan-Request-for-Disbursement-Under-the-Rapid-Credit-Facility-49386
https://www.imf.org/en/Publications/CR/Issues/2020/04/30/Islamic-Republic-of-Afghanistan-Request-for-Disbursement-Under-the-Rapid-Credit-Facility-49386

Tablel Evolutionof projedionsfor! ¥ 3 K |y GDRgrawi i 2020

Projectionof year-on-year GDP

Date Source growth in 2020
January2020 AsianDevelopmenBank(here) 3%
April 2020 IMF (here) (3%
July2020 World Bank(here) -5.5%t0 -7.4%
Ministry of Finance2021Fiscal 0
August2020 Strategy(here) G5%
September2020 AsianDevelopmenBank,World 5%

BankandIMF(here and here)

Mining licensing

There was a marked slow-down in applicationsfor new mining licensesin 2020. The year
started with a large build-up in applicationsfor new mining licensessincethe enactmentof the
2018MineralsLaw.Tabk 2 presentsthe numberof mininglicenseapplicationsan 2018-2020.

Table2 Applicationsfor mininglicensesy year,20182020(139%1399)

s.No. Applicationsfor licensesin 1397139 Numberof mining applications
1 SmallScaleMining Projects 107
2 procesingpermits 50
3 Gemstoneexport permit 11

SourceAEITIvebsite http://aeiti.af/en/documents/category/datafor-7th-aeiti-report?page=2

While the government started the year with investment promotion efforts, including the
publication of a MOMPbrochure on! T 3 K | vy thidefalregaraesfor the PDACConferencdn
Toronto in March2020,the numberof applicationsfor new mininglicensedell to three in 2020as
awhole,accordingo the MOMPTransparencyortal

In De@mber 2019, the MOMP opened an international tender for 68 mines that had been
approvedby the High EconomicCouncilt> However, it does not appearto have concludedthe
awardof all of theselicensesasof the end of 2020.0n3 December2020,MOMPannouncel plans
to open a tender for 45 constructionmaterialsmining sitesthat had been approvedby the High
EconomicCouncil*® Accordingto data from the TransparencyPortal, there were 17 smallscale
mining licenses,two exploration licenses three gemstoneexport permits and two PRPpermits
awardedin 1399(2020) Therewere 28 smallscalemininglicensesawardedin the first quarter of

15 ArianaNews(DecembeR020),W D 2dziéllfor tendersfor 68 minesacress! ¥ 3 K | yagcassibleh Qtps://ariananews.af/govto-calkfor-
tendersfor-68-minesacrossafghanistan/

16 MOMPTweeton 3 Decembe020,accessibl®n https://twitter.com/MOMPAfg/status/133427138804551683
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https://www.adb.org/news/afghanistans-gdp-contract-2020-due-covid-19-small-recovery-projected-2021#:~:text=In%2520an%2520update%2520of%2520its,2020%2520forecast%2520released%2520in%2520April.
https://www.imf.org/en/Publications/CR/Issues/2020/04/30/Islamic-Republic-of-Afghanistan-Request-for-Disbursement-Under-the-Rapid-Credit-Facility-49386
https://www.worldbank.org/en/news/press-release/2020/07/15/hit-hard-by-covid-19-afghanistan-needs-continued-international-support
https://mof.gov.af/sites/default/files/2020-09/FSP%25202021%2520Final.pdf
https://www.adb.org/news/afghanistans-gdp-contract-2020-due-covid-19-small-recovery-projected-2021#:~:text=In%2520an%2520update%2520of%2520its,2020%2520forecast%2520released%2520in%2520April.
https://www.imf.org/en/Countries/AFG
http://aeiti.af/en/documents/category/data-for-7th-aeiti-report?page=2
https://www.pdac.ca/docs/default-source/conventions/2020-convention/presentation-reception-rooms/minerals-book---afghanistan-momp.pdf?sfvrsn=8259698_0
https://transparency.mom.gov.af/application
https://ariananews.af/govt-to-call-for-tenders-for-68-mines-across-afghanistan/
https://ariananews.af/govt-to-call-for-tenders-for-68-mines-across-afghanistan/
https://twitter.com/MompAfg/status/1334427138804551683

1400 (2021) accordingto the same source!’ The MOMP also processedlicense renewalsand
extensions suchas the extensionof four marble mining contractsin NangarharProvinceon 3
December202018

In oil and gas,the MOMP concludedin June2020 the extensionof the two contracts(Mazari-
Sharifand Sandugli)on the AfghanTajik Block with the consortum of DragonOil, TPALand
Ghazanfatnvestment. The MOMPreported that the consortiumhad invested$20m of the $60m
they had committedto investin surveyandexploration®®

Productionand exports

Thereis no publicly availabledata on mining production for 2020 (1399).Neither the MOMP
website nor the MOMP TransparencyPortal provide any information on productionbeyond2019
(1398).The production datadisclosedn the Transparencyortalis beingupdatedby the Revenue
and Cadasterdirectorates basedon the receipts of the relevant royalty amount paid by the
companiesto the government on a quarterly basis However, such payments also include
paymentsin arrearsfrom previousquarters/ years which makesit hardto understandthe exact
productionvolumesin a specificreporting period.

The World Bankreportsthat | ¥ 3 K | y thtal éxpofishéew by 11%year-on-year (y-0-y) in
the first quarter of 2020to $202.4m,despitea declinein exportsof mineral productsby 6%y-o-y
that was primarily driven by a 20% ($1.8m) decline in export of talc stone reflecting weak
economicconditionsand decreasediemandin Pakistarr?

Mining export data is providedin the b { L Quarderly StatisticalUpdates,coveringthe main
extractive commodities.Theb { L Quarderly Trade Statisticsfor the first two quarters of 2020
indicatea sharpcontractionin exportsof all four mineralcommoditiesrecordedasexportedin the
AprikJuneperiod. Table3 presentsthe b { L Qu@sderly Trade Statisticsdatafor ! FI Kl y A & 0 |
mineralexportsin Q1-Q22020.

Table 3 Mineral exportdata for Q1-Q22020

Quarter Coal Marble Preciousstones Talcstone
Exportvolume Export Export Export Export Export Export
(ko) value($) | volume (kg) | FXPOVAUCE) |\ oiume (kg) | value(®) | volume (kg) | value(®)

Q12020| 179,667,877| 16,641,705 9,043,830 225,138 1,152,000 | 141,114 | 94,794,852 4,800,641

Q22020 7,420 674 1,421,055 73,112 0 0 0 0

SourceNSIAFirstand Secon®020QuarterTradeStatisticshttps://nsia.gov.af/library

The central bank Da Afghanistan. |y {DRB)Economicand StatisticalBulletin for Q2 2020
reports an 11.8%y-0-y contractionin the valueof mining exports,aspart of an overall 5.8%y-0-y

17 Seebulk downloadfunctionfor licensedataon the MOMPTransparencfPortal,accessibl®n https://transparency.mom.gov.af/license
18 MOMPTweeton 3 Decembe020,accessiblen https://twitter.com/MOMPAfg/status/1334427143942508544

19 MOMPTweeton 16 Jure 2020,accessiblen https://twitter.com/MOMPAfqg/staus/1272766645774270465

20\World Bank(July2020),W! F 3 K [Dgvkldpinéntfpdate:Survivinghe & (i 2 No¢e@siblen
https://openknowledge.worldbank.org/handle/10986/392
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https://openknowledge.worldbank.org/handle/10986/34092

contractionin the value of | ¥ 3 K | y'tbtal éxpoyfs@ &S|Astatisticsindicae that! F A K| YA & G I
total exportsfell from $143min Q22019to $32.7min Q22020.

TheCovid19-related lockdown,includingborder closuresand disruption of air links,impacted
exports significanty. In July2020, the World Bankprojected total goodsexports to contract by
between17%and 28%in 2020,dependingon the extentandduration of border closures??

Governmentrevenues

The3d 2 @S N/ Wobgsticgedenue collection has deteriorated sharplyin 2020, particularly
from Q2 onwards. The World . |y Jufy 2020 developmentupdate on Afghanistannoted the
sharpdeclinein domestictax and non-tax revenuecollection,linkedto reducedeconomicactivity,
restrictions on international trade, and deteriorating compliance.In total, domestic revenue
collectionin the first half of 2020were AFN74.7 billion, 20%lower than the a 2 Ct@rget of AFN
94 billion®

The DAR) guarterly Econonic and StatisticalBulletin recordeda 9.85%y-o0-y declinein total
domestic revenuecollectionsto a total of AFN42.88billion in Q1 2020, with a significantdecline
of 46.06%y-0-y in incometax revenues?* TheDABrecordedan evensharper13%y-o-y dedine in
domesticrevenuecollectionsto AFN39 billion in Q22020,with a 41%y-0-y declinein incometax
revenues?®

TheMinistryof C A y | KighSristarRevenueDepartment(ARDhaspublishedweeklyreports
on its revenue collection since May 2019 on the ARDwebsite’S, in an open data format (.xIs
format) with a one-weektime lag. Thedata is disaggegatedby type of revenue(tax, non-tax and
customsrevenues),but not by individual revenueflow or by company.However,it presentsthe
databrokendown by the individualcollectingCustomgOfficeand by the type of nationalrevenue-
collectingentity (eg., Mustofiats, LargeTaxpayelOffice, Medium TaxpayeOffice, SmallTaxpayer
Office,Ministries).

Figure2 presentsmonthly domesticrevenuecollectionscomparedto monthly targetsfor 2020.
Aside from in April and October, domesic revenue collections were consistently below the
Ministryof CA Y | taiQedsQ &

21 DaAfghanistanBank(October2020, W 9 O 2 y&Sttisti@aBulletin:SecondQuarter,FYm o apdegsiblen
https://www.dab.gov.af/site/default/files/202610/Economic%20Bulletin%20for%20the%202nd%20Quarter%200f%20FY %202020.pdf
2\World Bank(July2020),W! F 3 K [Dgvkldpinéntfpdate:Survivinghe & i 2 Noce@siblen
https://openknowledge.worldbank.org/handle/10986/34092

2 World Bank(July2020),W! F 3 K [Dgvkldpinéntfpdate:Survivinghe & i 2 Noce@siblen
https://openknowledge.worldbanorg/handle/10986/34092

24 DaAfghanistarBank(Augus2020),W 9 O 2 yagdBtatiSticaBulletingQ1m o dap@ssiblen https:/dab.gov.af/sites/default/files/2020
08/Economic%20Bulletin%20for%201st%20Quarter%200f%20FY %201399%20%28Final%?29.pdf

25 DaAfghanistarBank(October2020),W 9 O 2 yaadBtatiSticaBulletingQ2m o dapd@ssiblen https:/dab.gov.af/sites/default/files/2020
10/Economic%20Bulletin%20for@tRe%202nd%20a@arter%200f%20FY %20202¢.pd

26 AfghanistarRevenueDepartmentwebsite, W €1399CurrentRevenueCollectionw S LJ2 attiessBIBn hitps:/ard.qov.af/Z=english&c=F 399
currentrevenuecollectionreports
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https://openknowledge.worldbank.org/handle/10986/34092
https://openknowledge.worldbank.org/handle/10986/34092
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https://dab.gov.af/sites/default/files/2020-10/Economic%2520Bulletin%2520for%2520the%25202nd%2520Quarter%2520of%2520FY%25202020.pdf
https://dab.gov.af/sites/default/files/2020-10/Economic%2520Bulletin%2520for%2520the%25202nd%2520Quarter%2520of%2520FY%25202020.pdf
https://ard.gov.af/?s=english&c=fy-1399-current-revenue-collection-reports
https://ard.gov.af/?s=english&c=fy-1399-current-revenue-collection-reports

Figure2 Afghanistan'darget andactualdomesticrevenuecollectionin 2020(1399)

Target vs actual domestic revenue collection (AFN million)
25000
20000

15000 S =
10000
5000
0

Jan-20 Feb-20 Mar-20 Apr-20 May-20 Jun-20 Jul-20 Aug-20 Sep-20 Oct-20 Now-20 Dec-20
= Domestic revenue target Domestic revenues actually collected

SourceAfghanistanRevenueepartmentRevenueCollectiorReorts: https://ard.gov.af/2s=english&c=R1400-currentrevenuecollectionreports

In its July 2020 developmentupdate on Afghanistanthe World Bankforecasttotal domestic
revenuecollection to declineby between 30%and 35%y-0-y to AFN144 billion in 2020 (around
3%of GDP)with domesticrevenuecollectionexpectedto be depressedo below 2019levelsuntil
202527 In Q22020alone,the IMFreported a 40%declire y-0-y in tax revenueswhichit attributed
in part to a 45-dayextensionof Q12020tax filings2®

Figure3 presentsthe ! w 5 athly domesticrevenuecollectionfigures,includingthe shares
of tax, nontax and customsrevenues,over the period of 20162020 (13951399). Domestic
revenueshavebeenlowerin 2020thanin previousyears.

27\World Bank(July2020),%! ¥ 3 K IDgveldpinénySpdate:Survivinghe & (i 2 Ndcelsiblen
https://openknowledge.worldbank.grhandle/1098634092

28|MF(November2020),W L & fREepwblicdf AfghanistanRequesfor a42-montharrangemenunderthe extendedcredit¥ | O faécéaséilien >
https://www.imf.org/en/Publications/CR/Issues/2020/11/13/IslaiRiepublieof-AfghanistarRequestfor-a-42-Month-ArrangementUnderthe-
ExtendeeCredit49888
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Figure3 Afghanistan‘'amonthlydomesticrevenuecollection, 20162020

Monthly domestic revenue collection, 2016-2020
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SourceAfghanistanRevenueepartmentRevenueCollectiorReportshttps://ard.gov.af/?s=emlish&c=fy1400currentrevenuecollectionreports

In August2020, Parliamentapprovedthe 3 2 @ S NJ/ 3ufpjemnedtary2020 budget, updated
with the more than $200million in Covid19 related resourcesand expendituresagreedsinceApril
2020. Thisincluded additional funds for health care (AFNG6.2 billion), socialprotection including
breaddistribution program(AFN2.8 billion), wheat purchasegprogram (AFNL1.7 billion), Covid-19
relatedtransfersto provinces(AFN2.3 billion), supportfor agriculture(AFN5.9 billion) and short-
term jobs (AFNL1 billion). In 2020as a whole, the governmenthas plannedup to 2.9%of GDPin
Covid19relatedspendirg, with around15%(directedto health 2

The World Bank projects fiscal sustainability, defined as share of recurrent expenditure
financedby domesticrevenues to drop to 48%in 2020under a baselinescenario,from a high of
74%in 2019. Fiscalsustainabity is only projected to gradually recoverto 64% by 2023 with
increasingrevenues® TheWorld . |y Jufy 2020 update on Afghanistanexpectedtotal donor
grant support to rise to $500 million, makingit above pre-Covid19 levels. However,over the
medium term, grant support is expeded to graduallydecline from $3 billion (15.6%o0f GDP)in
2020to $2.2billion (11.1%0f GDP)y 2023underabaselinescenario3!

2|MF,Wt 2 feshdhgeso Covid-m dha@dssiblen https://www.imf.org/en/Topics/imfand-covid19/PolicyResponsesn-COVIEL9
30World Bank(July2020),W! T 3 K [Dgvkldpinéntfpdate: Survivigthe & (i 2 Noce@siblen
https://openknowledge.worldbank.org/handle/10986/34092

31World Bank(July2020),W! F 3 K [Dgvkldpinéntfpdate:Survivinghe & i 2 No¢esiBleon
https://openknowledge.worldbank.org/handle/10986/34092

17


https://ard.gov.af/?s=english&c=fy-1400-current-revenue-collection-reports
https://www.imf.org/en/Topics/imf-and-covid19/Policy-Responses-to-COVID-19
https://openknowledge.worldbank.org/handle/10986/34092
https://openknowledge.worldbank.org/handle/10986/34092

Table4 Forecastor! ¥ 3 K | y do@dstlorgvenaecollection,includng from extractivesjn 20202025

Extractive Totaldomestic Totalrevenue
revenue revenue and grants (AFN
(AFNmillion) (AFNmillion) million)

1398(2019)(actual) 1,800 207,396.9 398,062.8
1399(2020)(budget) 1,692 177,075.7 439,349.7
1400(2021)(proposedbudget) 2,189 193,167.8 417,748.0
1401 (2022)(projected) 2,710 224,442.8 439,075.2
1402(2023)(projected) 3,356 252,450.2 458,076.1
1403(2024)(projected) 3,968 275,417.4 472,888.6
1404(2025)(projected) 4,690 303,580.0 492,775.9

SourceMinistryof C A v | g021Fi€alStrategy:hitps:/mof.gov.af/sites/default/files/202009/FSP%202021%20Final.pdf

Recommendations:

1. TheAfghanistarRevenueDepartment andthe MOMPshouldshae more updated
informationon tax and non-tax revenuesfrom the extractiveindustrieswith the AEITMSG
and Secretariabn aregularbasisto allowfor more updateddatadisclosureon the value

of mining,oil andgasrevenues.

2. The AfghanistarRevenueDepartmentisrequiredto publishall the customsdatain an
openandaccessibldormat with a breakdownper year,per company per mineral,andper
areaat its websiteandshareit with MoMP throughits Transparencyortalon a reaktime

basisor at leastper quarter.

3. TheMoMP shoulddevelopa clearmechanisnfor collectingproductiondataandensuring
that this informationis updatedon the TransparencyPortal in atimely andsystematic

manner.
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Extractiveindustriea édntribution to the economy

WHATISCONTAINEIN THISCHAPTER

Thischapterprovidesthe extractiveA y' R dzicanhiButoat@the economyof Afghanistan(EIT]
Requiremen®.3). Theobjectiveis to providea snapshobf the economiampactof the mining, oil
and gas industries, including on gross domestic product, government revenues,exports and
employment.

Contributionto GDP

I F3KI ypastHITIReMitshave sourcedGDPfiguresfrom NSIA albeit without clarifying
whether these are GDPfigures at current or constant prices, nor whether the GDPfigures
providedincludepoppies.ThisReportcitesdatafrom the NSlAand the World Bankto identify the
contribution of extractiveindustriesto the GDP.

NSIAData

The NSIADataclassifieshe contribution of extractivessectorto the GDPin the form of two-
line items, i.e. 'mining and quarrying', and 'electricity, gas and water'. As the latter includes
electricity and water as well apart from gas, the overall estimatesfor the contribution of the
extractives(oil, gasand mining alone)sectorto the GDPcannotbe accuratelyestimated.However,
the estimatedcontribution of miningandquarryingto the GDFs accurate.

Table5 belowdescribeghe NSlAassessmenof the contribution of extractivesto the GDP

Table5 Contributionof the mining and quarryingsectorsto GDPfrom NSIA

GDPat Current  Contributionof % Contributionof  Contribution of % Contribution of
Year/FY Price(in Mining and Mining and Hectricity, Gas  Electridty, Gasand
Million AFN) Quarryingto GDP Quarryingto GDP andWater to GDP Waterto GDP

201718
0 0
(1397) 1,434,553 25421.17 2% 22688.62 2%
201819
0 0
(1398) 1,478,707 27753.80 2% 29914.04 2%
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World BankData

Unlike the NSIAData, which measuresall economicactivity pertaining to extractivesas a
portion of the GDP,the World Bank data measuresonly Rentsfrom extractive resourcesas a
portion of the GDP Table6 below describesrariouscalculationsof the World Bankin determining
the share(%)of extractivesrents to GDP.Thisis of three types: contribution of natural resource
rents (extractivesandforests),oil andgasrents,andcoalrentstothe! F A K| y@DPO | Y Q&

Table6 Naturalresourcerents* in Afghanistan

Year g:::srzlsi\;f? g%ep Oiland GasRentsas%of GDP CoalRentsas%of GDP
2009 0.40648527 0.00544297 0.11649807
2010 0.58800729 0.00497397 0.19302219
2011 0.84194929 0.00661517 0.47317264
2012 0.68063142 0.11033069 0.2521995

2013 0.52611123 0.0040292 0.21820461
2014 0.49568247 0.00316892 0.2134763

2015 0.47903252 0.00107623 0.16210414
2016 0.62585979 0.00082412 0.23355323
2017 0.69353068 0.00125469 0.30384429

*Total naturalresourcesentsare the sumof oil rents,natural gasrents,coalrents (hard and soft), mineralrents, and forestrents.
SourceEstimatesasedon sourcesand methodsdescribedn "TheChanging/Nealth of Nations:MeasuringSustainabléevelopmenin the New
Millennium"( World Bank,2011)

Recommendations

Based on the data avalable with the NSIA,it is possible to accurately determine the
contribution of miningand quarryingto the GDP However,sincethe gassectoris measuredalong
with electricity and water, it is not possible to accurately determine the contribution of
hydrocarbons to the GDP.The Ministry of Mines and Petroleum, Governmentof Afghanistan
(MoMP) shouldwork with the NSIAto determine the contribution of hydrocarbonsaloneto the
GDP,such that it can be totaled among with the contribution of the mining and quarrying to
identify the total contribution of extractivesto the economy.

Contributionto Revenues

Priorto understandingthe contribution of extractivesto ! ¥ 3 K | y rev@riuds jf ©eéssential
to first understandthe contribution of I ¥ 3 K | y feerués e O 2 dzy leddddriydn a
country that is severelydependentupon foreign aid. Table7 below describeshe contribution of
non-grantrevenuesfor the CentralGovernmentof Afghanistarasa percentageof its GDPoverthe
pastdecade.Fromthe trends it is visiblehow non-grant revenuesin Afghanistarhavebeenvery
low, makingthe countrydependentuponforeignaid.
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Table7 Totalrevenueexcludinggrantsfor generalgovernmentn Afghanistan

Calendar Year Non-Grant Revenesas % of GDP
2010 10.88
2011 10.99
2012 10.12
2013 9.76
2014 8.45
2015 9.97
2016 11.54
2017 13.09
2018 14.30
2019 14.09

Source:
InternationalMonetary Fund,TotalRevenueExcludingsrants,for GeneralGovernmenfor Afghanistanretrievedfrom FREDFederaReservéBank
of St.Louishttps://fred.stlouisfed.org/series/AFGGGRXGGDPGINIEmbert, 2020.

In this context, table 8 below describeghe contribution of extractivesto national revenuesfor
the years under consideration®? Thesefigures indicate significant potential for the extractives
sectorto contributeto ! F 3 K | y veveriuésylie tact that the nascentformalizedextractives
sector, predominantlythe mining sector, alreadycontributesto more than 10%of ! F3IKF y A & 0 |
non-grant revenues(but only 1.5%to total revenues)while the informal sectoris muchlargeris a
challengeas well as an opportunity. If the informal sector is formalized, and illegal mining is
prevented,the sectorcanbe aviableavenuefor! ¥ 3 K I yrévérielgshddation.

Table8 Contributionof the extractiveindustriesto governmentevenues13971398

Total Revenuesn AFNMillion, Total ExtractivesRevenuesn % of ExtractivesRevenuego Total

VEED ExcludingGrants(CurrentLCU) AFNMillion Revenues
2017-18(1397) 189,909 2,306.9 1.2%
201819(1398) 207,250 362 0.17%

Employmentrate at the ExtractivesSectorof Afghanistan

| F 3K y doataktimgaDdsthat proper documentationof employmentis problematic. The
MOMP does not track employment by private companies. For this report, the a h a t Kliging
Inspection Directorate has collected employment information from the private companies
engagedin smallscalemining, while the General Directorate of Large-Scale Mining hascollected
information from companiesengaged in largescale mining and the General Directorate of
Hydrocarbos collectedinformation on employmentin oil and gas companies The government
employmentlist and private sectorlist is availablehere.

TheNSIApublishesdata on employmert in the Ministry of Mines and Petroleum,in its annual
StatisticalYearbookghat provide employmentdata for all Ministries. However,in collectingdata
for this 7" AEITIReportfrom thea h a t ludhanresourcesdepartment, the MSGreceiveddata
that differed from the data sets of NSIA.Thus,for 2018, the NSIAreported MOMP staffing of

32Whilethe total revenuesare based on the InternationalMonetary Fund GovernmentrinanceStatisticsy earbookand datafiles, the data for
extractivegrevenueshasbeensuppliedto the AEITMulti-StakeholdeGroupby the Ministry of FinanceGovernmenbf Afghanistan.
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21322 while the MOMP HR department reported 2170 (of which 1915 are male and 255 are
female).For2019,the NSIAreported MMOMP staffing of 1568* while the MOMPHRdepartment
reported 3895.No explanationhasbeenprovidedto the AEITFor thesediscrepanciesTheMOMP
HRR S LJ- NJi staffiggligur@sinclude permanentstaff, contractorson annualbasis(NTA) and
contractorson a daily basis(Belmagqta).

Table9 providesthe employmentat the MOMPin 1397-1398(20182019),sourcedfrom NSIA.

Table9 Numberof Employeest MOMPin 2018and 2019

S.No Year No. of Employees Entity
1 2018 2132 MOMP
2 2019 1568 MoMP

SourceNSIAW! ¥ 3K I-S}éﬁsﬁcél\f-egfrbooIQON-M y(f®ps://www.nsia.gov.af:8080/wpcontent/uploads/D1904/AfghanistanStatistcal- Y ear
book201718-3.pdf)andW! T I K I-S%tﬁsﬁcél\{-eybookzomm gfl@tps://www.nsia.gov.af:8080/wpcortent/uploads/2019/11/Afgharnstan
StatisticalYearbook201819.pdf

The MOMP website has publisheddata on employmentin the extractive industries, sourced
from the MOMP basedon companyreporting3® Thedatais presentedbroken down by company,
by type of role (managerialtechnicd, support), by contracttype (permanent,temporary)and by
gender. Total private-sectoremploymentin the extractiveindustriesreached3367in 1397 (2970
in mining, 397 in oil and gas)and 4852in 1398 (4455in mining, 397 in oil and gas).The MSG
consicers that these employment statistics may under-estimate the size of employmentin the
miningsectorin particular,giventhe potential for companiego underreport their employmentto
the MOMP.

There is no reliable source of information on total formal employment in Afghanistanon
government websites. The Central Satistics Organization (CSO)(since renamed the NSIA),
publishesthe AfghanistanLiving ConditionsSurvey(ALCSkgvery four years, which providesan
estimate of total employment in Afghanistan.The latest ALCSpublished, covering 20162017
(13951396), provides an estimate of the size of total formal employmentas 6.5m people in
201736 Usingthis figure for total employmentimplies that total extractiveindustry employnment
reached 0.0518%of total formal employmentin 1397 and 0.0746%in 1398. However, the
governmentemploymentdata collectedfor this report which is also broken down by Entity, by
role (managerialtechnical,suppot), by contracttype (permanent,temporary) andby gender.The
total governmentemployment data reachedto 3856 (Male 1915, Female255) in 1397 (2170
MoMP, 952 AGE,675 NCE,4 NEPAand 55 other Governmententities) and 3895 (Male 1951,
Female250)in 1398(2201MoMP,952 AGE675NCE4 NEPAand 63 other governmententities.

33 Seepage?25 at AfghanistarStatisticalY earbook?01819.pdf(nsia.gov.afaccessedby 23 Feb2021at 9:00AM

34 Seepage29table no. 3-1 at AfghanistarStatisticalY earbook2019-1st-Version.pdfnsia.gov.afaccessedy 23 Feb2021at 9:00AM.
35SeeW m 0&di 898 ExtractiveEmploymenData accessiblat https://momp.gov.af/eiti-disdosures

36 CentralStatisticsOrganizatior(2018),W! ¥ 3 K ILiyidg@oiditighsSurvey2016-m T d@cessiblen
https://www.ilo.org/surveyLib/index.php/caltag/2114/downbad/17907
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https://www.ilo.org/surveyLib/index.php/catalog/2114/download/17907

Recommendation:

4. TheMoMP shouldcollectemploymentdatafrom all extractivecompanieghroughthe
relevantdepartmentat leaston anannualbasisandensureit is published on the
Transparencyortal in atimely manner.

5. TheMSG in coordinationwith the NSIAshouldmapout all of the extractivesector
governmententitiesthat collectemploymentdataandensureextractivesector
employmentis published annualy on the NSlAand MOMPwebsites.
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Collectionof extractive industry revenues

WHATISCONTAINEIN THISCHAPTER

This chapter provides information on the governmentrevenuescollected from companies
operating in the mining, oil and gas sectors,including the value of eachtype of paymentby
company(EITIRejuirement4.1), by individwal project (EITIRequirement4.7), and whether the

data is timely (EITIRequirement.8) and reliable enough(EITIRequirement.9) to be of useto
publicdebateand policymaking. Theobjectiveis to inform the public of the specific government
revenuesollectedfrom eachprojectasa basisfor assessingachmining,oilandgasO2 Y LJ y & Q&
contributionsto economiadevelopment.

What does the governmentcollect in revenuesfrom companiesin the mining, oil and gas
industries?Thisis akey questionat the coreof the 9 L @marfdld@te. Thedata in this report is based
onthe 3 2 @S N/ ihayekaldisclosureof revenuescollectedfrom companiesholding mining,
oil and gas licenses.The reliability of the data in this report is assued through the { | h Qa
certification that it is the samefinandal data asin in the 3 2 @ S NJy/ Q&igaccQuintreports,
whichare auditedby the SAO.

Fulldisclosureof tax and non-tax revenues(Requirement4.1)

Disclosuresf governmentextractiverevenue data for 1397-1398

The god S Ny Y Bnylafle@laisclosureof revenuesis provided in the SummaryData Tables
(SDTsYor 1397 and 1398 (availablehere) publishedon the AEITIwebsite®”, disaggregatedoy
company,revenue stream, and govenment entity and, for non-tax revenuescollected by the
MOMP,by license.

Forthe first time, the AEITdataincludesboth companieghat hold mining, oil and gaslicenses,
but also companiesthat export mineral commodiies without themselvesmining, given the
importanceof trade for manyof ! ¥ 3 K | yrhiderals. y Q &

Thedatain the SDTsnostrelevantto this chapteris structuredin the following way?e:

1 Part 3 (Reportingentities): Theseare the reporting entities (Governnent agencies,
companiesandprojects)andrelatedinformation.

1 Part4 (Governmentrevenues):Thisis data on governmentrevenuesin aggregateper
revenuestream,accordingo GFSlassiication.

37SeeW C, H2019(1L398)AfghanistarBummanDataH ®an@¥ C , H2018(1397)AfghanistarBummanData2.0publishedon AEITivebsite,
accessiblen http://aeiti.af/fen/documerts/category/datafor-7th-aeiti-report

38 Partl (about),and Part2 (disclosurechecklist)of the SDTsre outsidethe scopeof this chapter.Part1 discloseshe countryanddata
characteristicswhereaspart 2 disclosezontexual andaggregte financialdatafor EITIRequirement®,3,4,5and 6.
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1 Part 5 (Companydata): This is company- and projectlevel government extractive

revenuedataper revenuestream.

What revenuesdoesthe state collectfrom the mining, oil and gasindustries?

Thereare four governmententities collectingrevenuesfrom mining, oil andgascompanies.

MINISTR OFHNANCE leviestaxes on companiesand
receivedividendsfrom state-ownedenterprises.
Since2018,the LargeTaxpayerOfficehassole
jurisdictionfor collectingtax revenuesrom the
extractiveindustries.TheRevenueDepartment
collectsSOHranstfers of net profits.

MINISTRYOFMINESAND PETROLEUMeviesnon-
taxrevenuegelatedto the licensingof mining,oil
andgasrights. TheRevenudDepartmentoperates
the nontax revenuesystem(NTRS)whichis
integratedwith the MCASsystemon the
TranspaencyPortal.

QusTOMPEPARTMENTpart of the Ministry of
Financecollectsexportdutieson the mining
commoditytrade. Thereis at presentno oil or gas
exports.

NATIONAIENVIRONMENTAPROTECTIOAGENCY
collectsenvironmentallicensingfees.

Thefull list and descriptionsof revenuestreamslevied on extractive companiesare available

here.3°

Figure5 lists the largestgovernmentextractive revenue streamsby value in 1397 and 1398.
Thisdata is presentedon a cashaccountingbasis,representingpaymentsactually made in the

fiscalperiodunderreview,in USDollars.

39 SeeW T AEKTReportSupportingDocuments RevenueStreamd A dodufaenton AEITvebsite, Wt dz6 £ ® @Y St éssiblhen

http://aeiti.af/en/documents/category/publidocuments
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Figure4 Largest governmentrevenuestreamsfrom the extractiveindustriesin 20182019(1397%1398) in USD
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Eachof the four government Sy (i A share®fiaial governmentextractiverevenuesin 1397
and 1398is presentedin Figureb.

Figure5 Fourgovernmeniagenciesshareof extractiverevenuesn 20182019(1397%1398)

2018 (1397) 2019 (1398)

m Ministry of Finance m Ministry of Finance
= Ministry of Mines and Petroleum = Ministry of Mines and Petroleum
m Customs Department = Customs Department

National Environmental Protection Agency National Environmental Protection Agency

Source! ¥ 3 K I y BIHEsiinhméayXxtata, http://aeiti.af/ en/documents/category/dateor-7th-aeiti-report

Giventhat the MSG adopted an approachto publishingdata basedon the 32 S NY Y Sy (i ¢
unilateraldisclosureof data, it hasnot set any materiality thresholdfor revenuesandis disclaing
the full list of all governmentrevenuesfrom all companiesoperatingin the extractiveindustriesin
20182019(139%1398).

2 K| in&xérial? Largestrevenuestreamsin 13971398

Thetop ten largestrevenuestreamsfrom the extractiveindustriesto governmentin 1397 and
1398 consist of revenues collected by three government entities: the Ministry of CA Y I y OS Q3
RevenueDepartment(LargeTaxpayelOffice),the CustomDepartmentand the Ministry of Mines
andt S i N2 R&/dnMeDapartment.

The governmerii Qidilateral disclosue of extractive revenuesprovidedin the SummaryData
Tables(SDTs)Yor 1397 and 1398 (availablehere) includesrevenueslevied on imports. These
revente streamsincludelmport Duty, BRTon Imports, FixedTaxon Imports, Other Feeon Imports
and Penaltyon Imports. The first two revenue streams (Import Duty and BRTon Imports) in
particular are listed as amongthe top governmentextractive revenuestreamsby valuein both
1397and 1398.Howeverthe MSGhasagreedto excludetheserevenuestreamson imports given
that they are not consideredo be forms of levieson extractivecompaniesactivities.

Figure6 presentsthe value of the largestgovernmentrevenue streamsfrom the extractive
industriesin 1397and 1398,drawingon AEITsummarydatafor the two years.
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Figure6 Largestgovernmentrevenuedrom the extractiveindustriesin 20182019(1397%1398)

Largest government extractive revenues by stream, 2018 (1397)
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Largest government extractive revenues by stream, 2019 (1398)
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SourceAfghanigay” (E&Tlsummarydata: http://aeiti.af/en/documents/category/datafor-7th-aeiti-report

Requirementsof the EITIStandardthat did not apply in Afghanistanin 1397-1398

The MSGhas reviewed the extractive industry activitiesunder the 3 2 @ S NJ/ Mrdictiof &
and not found any evidenceof arrangementscovering either transport revenues,barter-type
arrangementsor infrastructure provisionsinvolving the government. It is possiblethat such
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provisionsexist within private to private arrangements,but not involving revenuesor benefits
accruingto the government.

Barterarrangementsand infrastructure provisions(Requirement4.3)

The MSGhas confirmedthat there were no barter-type arrangementsactivein Afghanistann
1397-1398.Indeed,there are no agreementsthat fit the desciption of & A Y @ 2He grdvigiahof
goodsandservicegincludingloans grantsandinfrastructureworks),in full or partial exchangedor
oil, gasor miningexplorationor productionconcessionser physicaldeliveryof suchcommodities®d ¢

Transportrevenues(Requirement4.4)

The MSGhasconfirmedthat there were no revenuescollectedby either governmentor SOEs
(AfghanGasandNorth Coal)from the transportationof extractivecommoditiesin 1397-1398.

Largestcompaniesby payments to governmentin 1397-1398

The list of top mining, oil and gascompaniesrankedby the value of their annualpaymentsto
governmenthasfluctuated widely in the 13881398 period. Signaturebonuspaymentsrelated to
copper, oil and gas projects in 1383, 1391 and 1392 meant that companies making those
payments(MCGJCLand CNPGWatan Oil and Gasin particular) were the largestcontributors to
governmentrevenuesn thoseyears.Theone consistenttrend duringthe 13881398periodisthat
the two SOEg AfghanGasand North Coal¢ were amongthe largestcontributorsto government
revenues.

Thistrend continuedin 1397 and 1398, when the two SOEsccountedfor a combined60.18%
and60.16%of governmentrevenuesrespectively.

Forthis 7" AEITIReport,the MSGhasdecidedto include mineral commodity exportersin the
scopeof the 3 2 @S N/ MiIgsir€saf extractiveindustry revenuesfor the first time. Thisis
becausemineralexportersaccountfor a largeshareof the export dutiesandtaxespaidrelated to
mining commodity exports. Given that non-licensingowning companieswere not includedin the
scopeof past AEITIReports,the inclusionof all mineral exportersin the scopeof this report has
causedargervalueof exportdutiesandtaxesbeingdisdosedin this report.

Tabe 10 presentsthe valueof the largest20 extractiveO 2 Y LI pagn&dtsb governmentin
1397and 1398, includingmineralexporters.

Table10 Annualtop 20 extractivescompaniedy (tax and norrtax) payments to government(1397%1398)
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1397(2018) 1398(2019)

Company name (usp) %o pany hame Revenues (USD) Revenue %
North Coal Enterprise (NCE) 39,289,628 58.94% North Coal Enterprise (NCE) 32,270,960 58.70%
Ghulam Sarwar Stanikzai Limited 3,262,157 489% Ghulam Sarwar Stanikzai Limited 2,064,295 3.75%
Sang Siya Afghanistan Limited 2,248,822 337% Usman Izzat Limited 1445917 263%
Mohammad Omar Noorzai Limited 1,646,509 247% Sang Siyyaa Afghanistan Limited 1,165,651 212%
Hakeem Tareen Limited 1,443,924 217% Khoshak Brothers Co 1,074,273 1.95%
Khoshak Brothers Co 1,245,473 Mohammad Omar Noorzai Limited 1,012,568 1.84%
Zakir Fareed Limited 1,098,322 Afghan Gas Enterprise 804,062 146%
957,585 Yasir Mohmand Limited 751,539 137%
927,768 Sahil Bilal Limited 710,567 1.29%
925,940 Noor Abas Khoshiwal Limited 612,533 111%
828943 1.24% Farshad Mohidi Limited 608,439 1.11%
825777 1.24% Farhan Zadran Limited 605,129 1.10%
770712 1.16% TP Afghanistan limited 582,759 1.06%
. N %
Hikmat Mohammad Sherzad Limited 737,343 111% Misaq-E Sharq Company 575,105 105%
Usman lzzat Limited 95,000 1048 Mirwais Qarizada Limited 533,360 0.97%
sman lzz 595, 04%
Hakeem T. Limited 513,266 0.93%
Farhan Zadran Limited 655,950 0.98% ekeem fareen Hmite -
. Hikmat Mohammad Sherzad Limited 498,827 0.91%
Misaq-E Sharg Company 655,704 0.98%
. Nek Hakimzada Limited 489,247 0.89%
Javed Liagat Ali Limited 546,526 0.82%
2L 3 258 1t Kod-e-Barq 410,204 0.75%
Farshad Mohidi Limited 545,195 0.82%
. A . . Haji Nabi Jan Limited 400,542 0.73%
Sajjad Hashimi Limited 535,555 0.80%

Source! ¥ 3K I y BIHEsiinhmagdata: http:/aeiti.af/en/documents/category/datafor-7th-aeiti-report

How hasthe governmentrevenuedata beencollectedand disclosed?

The MSGdecidedto prepare the 7" AEITReport coveringfinancialdatafor 13971398,0n the
basisof unilateral governmentdisclosuresof extractiverevenues.There have been advancesn
systematicdisclosureof sectorspecificrevenuescollectedby MOMP through the Transpaency
Portal,but not yet in tax disclosure.

Datacollectionfor the 7" AEITIReportwas conductedwith the four governmententities that
collected extractive industry revenuesin 13971398: the Ministry of CA y | [ dbde Taspayer
Office, the Customs Department, the Ministry of Mines and Petroleum and the National
EnvironmentaProtectionAgency.

Theserequests for data were sent in August 2020. The governmentS y (i A iditlalSdat®
disclosureswere submitted to AEITIin September,with additional data collected in October
Novenber 2020.

The data was collected by the AEITISecretariatand handled accordingto the confidentiality
provisionsagreedby the MSGat its meetingon 22 September2020as part of its approvalof the
7™ AEITinceptionreport (seehere).

Systematiadisclosuresof governmentextractive revenuesdata

Afghanistan operates a partial government disclosure of revenues from the extractive
industries.TheMOMP Transparencyortaldisclosesloseto real-time unaudted non-tax revenue
informationdisaggregatedy companyandby license.

However, while government tax revenue data is systematically maintained within the
3 2 @S Ny SIGTAGmEanagemensystem,disclosureso the samelevelsasnon-tax revenues
have been hindered by taxpayer confidentiality provisionsin the 2009 Income Tax Law. The
AfghanistarRevenueDepartment,part of the MOF,publishesannualtax collectionreports for the
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period 13951400 in open data format.*° The monthly revenuedata is broken down by type of
revenuecollectingdepartment(LTOMTO,STOMustofiats, Customsoffice) and split betweentax
revenuesandcustomsrevenues.Thedatais not further brokendown by individualtype of tax.

TheMOMP,throughits service provider RDFhasdevelopeda virtual private network (VPN)to
connectthe a 2 CSIGTASASYCUDANd RMISsystemsto thea h a t M@ASand NTRSystems
to primarily alert the tax authorities of TaxIdentification Numbers(TIN)of companiesawarded
extractive licenses.

In preparingthis 7" AEITReport,the MSGidentified someapparentinconsistencies the data
onthe Transparencyrortal. Tablell presentsa few examplesof theseapparentinconsistencies.

Tablell Comment®n apparentinconsistencigin the MOMPTransparencyortal

Companyname Licensenumber Commentson the MOMP TransparencyPortal data

Thislicenseis markedasexpired, and yet there continue to be paymentsrecorded
asassociatedo this licenseuntil at leastSeptembe2020.However,no
productionis reported asassociatedwith this licensesinceSeptember2017(even
thoughthe licenseis only markedasexpiredsince July2020).It isundearwhy any
productionis recordedasbeingassociatedwvith this licensegiventhat the license
ismarkedasW S E LJ #ickid& Sn@h2 portal.

KhoshakBrother Ca | EXP11/2006

Thelicenseismarkedasand S E LIt # MIOBas#isSiaceawhy any
productionis recordedasassociatedvith this license It is alsounclearwhy
paymentsto MOMParerecordedup to September2020,when production
associatedvith this licenseis only reported up until July2017.

KhoshakBrother Ca | EXP.2/2012

It isunclearwhythe applicationdate is the sameasthe date of awardof the
licenselt is alsounclearwhy there were three paymentsof surfacerent
associatedvith this licensein 2018, but only one paymentof surfacerent in 2019
(andnonesofarin 2020).

TPAfghanistanLtd | PEXPI1/2013

It isunclearwhythe applicaton dateisthe sameasthe date of awardof the
license lt is unclearwhy no paymentsassociatedvith this licensewere recorded

DragonOil Sandugli PEXPI2/2013 in 2019(there were three paymentsof SurfaceRentin 2018).In the contract

Ltd terms, it isunclearwhat the meaningof the followingsentenceis: "DragonOil
Sandiqil Limitedhasto pay 0.126royalty for CurdQil £
Itis unclearwhy productionassociatedvith this licerse isreportedupto and
HashimyGroup EXPZ/2012 includingin 2018,whenthe licenseis markedasanda S E LJt # MIOBMBEE\S €

Transparencyortal.lt is alsounclearwhy royalty paymentsare reported for 2019,
whenthe latestproductionfiguresreported are only for 2018.

BEvolution of governmentextractive revenuesover the past12years

The promiseof significantrevenuesrelatedto explorationand productionof copper,oil andgas
has not lived up to the expectationsto date (i.e. in the 13881398 period). The majority of
extractiveactivity, and hencerevenues(when excludingsignaturebonuseshasbeen from smalt
scaleminingandthe two extractiveSOEsAfghanGasEnterpriseand Northern CoalEnterprise.

40 AfghanistarRevenueDepartmentwebsite, 't NJB YehriDdniesticRevenuav S LJ2 atcieasi®n
https://ard.govaf/category/?s=english&c=PrevieMsarsDomestieRevenueReports
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Thesignaturebonusespaid related to the Mes Aynakcopperproject and CNPGAI2 | (i | off Q &
andgasprojectin the years1388,1391and 1392 skewedthe trend of extractiverevenuesin the

1388-1398period andshouldbe excludedfrom a trend analysisof governmentrevenuesfrom the
extractiveindustries.

Thetrend in tax revenuesin the 13881398 period hasbeenuneven,with a gradualrise in tax
revenuesirom the extractiveindustriesin 13881392before a slumpin tax revenuesin 13931394.
Taxrevenuesirom the extractiveindustrieshasplateauedat arelativelylow levelsince1395.

Thetrend in non-tax revenuesin the 13881398 period has oscillated,with relative peaksin

non-tax revenuecollectionsin 1392,1394and 1396andtroughsin non-tax revenuecollectionsin
1391,1393and 1395.

Figure7 Taxv nontax governmentextractiverevenuesexcludingsignaturebonusin 2009-2019(13881398)
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Source! ¥ 3K | y BIBEstinlhmaSdata: https:/drive.google.con/drive/folders/0BIBI74flArzakixaUIQbENENUU

Figure8 Taxv nontax governmentextractiverevenuesincludingsignaturebonusin 20092019(13881398)
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Source! ¥ 3K I y BIHslinnméagdata: https:/drive.google.com/drive/follers/0BIBI7 4fkjArzakixaQbEN6NUU

Keyfindingsfrom analysisof governmentextractiverevenuesin 13971398

The financial data on governmentextractive revenuesin 1397 and 1398, broken down per
company,raisesseveralquestions.Thisreport recommendsthat the governmentusethe EITIto

identify the answersto thesetypes of questions,which might inform required improvementsto
governanceprocesses.
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Smallnumber of mining, oil and gascompaniespayingboth tax and non-tax.

Extractive companiestend to pay either tax (e.g. CIT,BRF4%, various withholding taxes)or
non-tax (e.g.royalties,licensefees...),but rarely both in the sameyear. Onlythe largerextractive
companiesmaking paymentsto governmenttended to make both tax and non-tax types of
paymentsin 1397and1398.

The data in the SummaryData Tablesfor 1397 and 1398 (availablehere) includesdata on
companiegpayingcustomsdutiesrelated to minerals,but that do not hold any extractivelicense.
The MSGdecidedto include companiesinvolvedin the export of mineralsin the scopeof this
report. Companieshat do not hold a mininglicensedo not makepaymentsto the MOMP.

Figure9 Compodion of paymentsto govenmentof top 10 extractivecompaniesby shareof governmentevenuegin 1397-1398)

Tax & nontax revenues by top 10 revenue companies
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Source! ¥ 3K I y BIHslinmnméagdata: https:/drive.google.com/drive/folders/0B9BI74fkjArzakixaUIQbEN6NUU

Somecompanieshavepaid penaltiesfor late paymentof both tax and non-tax.

Some mining, oil and gascompanieshave paid higher penaltiesfor variousreasonsthan they
havepaidactualtax ¢ CorporatelncomeTax(CITand BRT¢ 4%.Thedetailedper-companydatain
the SummaryDataTablesfor 1397and 1398 (availale here) reflect this. Thereasonfor this is that
companieshavetendedto paytheir CITand BRTwith somedelay.In somecasesthis could have
led to the whole paymentbeing bookedasa penalty.
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Figurel0Topten companiedy penaltiespaidin 20182019(1397%1398) penaltiesvsroyaltiesrevenuesn 2009-2019(13881398)

Top 10 companies paid for penalties

Company name Year Revenues (USD)
-

Morth Coal Enterprise (NCE) 2019 954,523
Khoshak Brothers Co 2018 59,929
Amania Mining Company 2019 27,946
i 3 8 i 2019 22,430
Sylladl Galaa g g s il ilerd =€ 5 Afghan Knight Geo & 2019 17,312
Mining Co

L il o, 2018 17,086
Abdul Rahman Baba Steel & Iron Company 2019 13,915
Mohammad Omar Noorzai Limited 2018 12,204
Sang Siya Afghanistan Limited 2018 12,194
Ghulam Sarwar Stanikzai Limited 2019 9,979
Ghulam Sarwar Stanikzai Limited 2018 5,840
Mohammad Omar Noorzai Limited 2019 3,030
Amania Mining Company 2018 1,801
Ll il o€ 2019 1,142
Total 1,159,332

Royalties and penalties by year
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QualifyingExtractivelndustriesTaxpayersontinuedto pay BRT4%n 13971398

QualifyingExtractivelndustriesTaxpayergQEITsare legalentities that hold a mininglicenseor
is party to a hydrocarbonscontract. Article 80 of the 2009 Income TaxLawindicatesthat BRTis
not expectedto be levied on QEITshor on the salesor transfers of mining or hydrocarbons
licensesand contracts.However,extractivecompaniedike MCChavecontinued to pay BRTto the
Ministry of C A Y | Yamp8TaxpayerOfficein 1397-1398. 1t shouldbe noted that sincethis AEIT]I
Reportalso coverspaymentsfrom companiesexporting mineral commaodities,these companies

are not exemptfrom BRT4%.

Thetwo extractiveSOEg AfghanGasand North Cod ¢ are consideredQEITsand exemptfrom
BRTHowever,the { ! hadit of the two { h 918931396 financialstatementshighlightedthat
the two continuedto pay BRT4%to the Ministryof C A Y | YatyST@gayerOfficein this period.
The paymentsto govenment of AfghanGasand North Coalindicate that the two companies
continuedto pay BRTto the LTOin 1397-1398. Table 12 presentsthe value of each{ h 9BR&
payments in 13971398 combined, and their share of total BRT payments from extractive

companiesn this period.

Tablel2Valueof the two extractive{ h 9pay@entsof BusinesReceipfTax(BRT)n 20182019(139%1399

Company name

Revenues (USD) Revenue %
w

North Coal Enterprise {NCE)
Afghan Gas Enterprise

4,722,009 75.51%
553,586 8.85%

Source! ¥ 3K I y BIHslinhmastata: http:/aeiti.af/en/documents/category/datafor-7th-aeiti-report

While North Coal Enterprisedominates BRTpaymentsby extractive companies,there have
beensizableBRTrevenuesfrom extractivecompaniesn severalof the past11 years,includingin
2013,2014,2016and 2019.Figure8 presentsthe . w ¢ska@eof total extractiverevenuesin each

of the pastllyears.
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Figure11Mining,oilandgasO 2 Y LJ- BRAp&ymentsto the Ministry of Financeover20092019(13881398)

BRT per total revenue by year
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Source! T 3 K | y ElIHslichmaQdata: https:/ drive.google.com/drivetlders/0BIBI74fkjArzaklxaUIQbENENUU
Implementing the exemption from BRTfor extractive companieswould lead to a loss of
revenuefor the government,of between 2% and 20%of extractive revenuesdependingon the
year. Therefore,further analysisis recommended prior to consideringany possibleretrospective
refund of a pastBRTpaymentsmovingforward, especiallygiventhe pressureson the Afghanistan
domesticrevenuecollectiondueto COVIBEL9.

Fromdata collectionto data analysis

AT 3 K | Y EldIRdpofs@idate havefocusedon publishingdataon the extractiveindustries,
including extractive O 2 Y LJI yayrBefit€Xo government. They have not yet moved towards
assessingvhether mining, oil andgasO 2 Y LJ gaknét€re in line with the legal, regulatory
and contractual framework. ! ¥ 3 K | y EI&l éepoyfighas not meant to duplicate the tax
assessmentnd enforcementresponsibilitiesof the Ministry of CA Y | YRév&nQeepartment
(ARD).Yetit doeshave a key role to play in communicatingthe mechanisns for collectingand
managingrevenuesfrom the extractive industries,to a broad public audienceof stakeholders
includingindustry, civil societyandthe generalpublic.

Analysisof non-tax paymentsbasedon TransparencyPortal data

Thea h a t Tda@nspaencyPortal provideslicenselevel dataon mining,oil andgasO2 Y LI Y A S & ¢

production (on a quarterly basis),fiscalterms (includingroyalty rates) and non-tax paymentsto
the MOMP (includingroyalties).Onthe basisof this information, it is now possibé to makebasic
calculationsof the valueof royaltiesthat shouldhavebeenpaid basedon reported productionand
the fiscalterms of the specificcontract. Thisdata canthen be compared to actual paymentsof
royalties, providing for time gapsin the actual settlement of royalty liabilities, which can take
placein the subsequentyear. Thistype of analysiscan form the basisfor public discussionof
whether specificmining, oil and gas companiesare adheringto their contractual requirements
relatedto non-tax paymentsto government.

However,there are challengeswith the data in the MOMP TransparencyPortal. Figures9-12
presentthe production volumesand royalty paymentsassociatedwith specificmining licenses
held by four companies.
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Figurel2 QarizadalTomatoPaste/

2 Y LJ sélép@ductionand royalty payments LicenseSSMiFary5/2015,20162019
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Royalty:AFN1122perton. Source MOMPTransparencyPortal (https://transparency.mom.gov.af/liceng@485)

Figurel3HashimyD N2 dzhdprdductionandroyalty paymentsLicens&EXPI7/2015,20132019

Production volumes (tons)

Royalty payments (AFN)

Royalty:AFN1150perton. Source MOMPTransparencyPortal (https://transparency.mom.gov.af/license/696

Figurel4 Khoslak Brothers/ 2 Y LJI opapfbductionandroyalty paymentsLicensdEXPI12/2012,20132019
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Royalty:AFN1270perton. Source MOMP TransparencyPortal (https://transparency.mom.gov.af/license/3%8

Figurel5MisagE SharqCompany coalproductionandroyalty payments LicenséEXP11/2009,20092019
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Royalty:USD14 perton. Source MOMPTransparencyPortal (https://transparency.mom.gov.af/license/716

36




While there appearsto be some correlation between production volumes and royalty
paymentsin certainyears,there is no suchlink in the majority of years.Thereare severalpossible
explanationsfor this lack of correlation between reported production volumes and royalty
paymentsto government,ncluding:

Gapsin dataon productionand/or royaltiesdisclosedon the MOMPTransparencyortal.
Delaysin the company@ royalty payments, with delayed royalty payments possibly
categorizedaspenaltiesrather than royalties.

1 Significantbacklogin royalty liabilities from previous years, which is unlikely given the
royalty paymentsassociatedvith theselicenseswvere paidin previousyears.

1
1

Thesefour examplesof Transparencyortal data for specificcompanieshighlightthe needfor
further explanationsand potentially reformsto the Transparencyortalto ensurecomprehensive
and reliable data. The examplespoint to the need for cautionin estimatingspecificO2 Y LJ Yy A Sa ¢
nontax liabilities using Transparency Patal data. Further work on assessing the
comprehensivenessand reliability of data in the TransparencyPortal is needed. The AEITIcould
playakeyrole in providingannualdiagnosticof the Transparencyortal.

Comparison®f actualextractive revenuecollectionsagainsttargets

Twelve years of AEIT data can also be compaked to other sources,such as the aggregate
extractiverevenuedatain the annualQatiaaccountreports. It is alsopossibleto compareit to the
(higher) extractive revenue projections in the 20172021 Afghanistan National Peace and
DevelopmentFramework(ANPDF)Figure9 presentssucha comparisonfor 20152019 (1394
1398).

Figurel6 GovernmenextractiverevenuesQatia, DABand ElTlagainstANDPPprojectionsin 20152019(13941398)

Extractive government revenues, 2015-2019 (AFN)
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The ANPDAH projections stand out as too optimistic comparedto actual extracive revenue
collection in the 20152019 (13941398) period. There are severalreasonsfor this, including
securityconcens,legalandregulatoryreformsin 20182019andlower than projectedcommodity
prices.

The ANPDHI framework* agreedat the Genea Conferenceon 23-24 November2020provide
revisedprojectionsfor extractiverevenuegrowth over 2021-2025.

Granulardata: disaggregatiorto the projectlevel (Requirement4.7)

In order to ensuredisaggregationn public disclosuresof companypaymerts and government
revenuesfrom oil, gasand mining that enablesthe public to assessthe extent to which the
governmentcanmonitor its revenuereceiptsasdefinedby its legalandfiscalframework,dataon
company paymentsto governmentand government revenues from the extractive industries
should be disaggregatedoy company, revenue flow, recipient government entity and, where
applicablepy license.

TheMSGhasagreedthe following definition of projectasconfirmedat the G1WorkingD N2 dzLJQ a
25Novembe 2020meeting®, for the purposesof EITIreporting:

A project is defined as operational activities that are governedby a single contract, license,
lease, concessionor similar legal agreement,and form the basisfor payment liabilities with a
government The AEITIMSGis not aware of any projectsin which multiple suchagreementsare
substantiallyinterconnected,and thus considersthat projects are alwaysdefined per licensein
Afghanistan.

TheMSGconfirmsthat only nontax revenuestreamsare leviedon a per-licensebasisin 1397
1398. From 1399 onwards however, the Ministry of CA Yy | yL@geTa&payer Office has
implemented the tax ring-fencing provisions of the 2009 Income Tax Law and has started
collectingtax revenueson a per licensebasis.In preparingthis report, the Ministry of Finance
clarified that most mining companiesonly operated one mine and already reported their
paymentsby project. Forthe few companiesholding severallicensesthe MOMPwould alert the
AfghanistanRevenueDepartmentto requestthe tax clearancefor additional extractive projects
and split the paymentsby project Thus, for EITIreporting covering 1399 onwards, the MSG
intends to publish data on both tax and non-tax paymentsto governmentdisaggregatedoy
project, whichin the contextof Afghanistammeansdisaggregatedby individuallicense.

Thefollowing revenuestreams collectedby governmentwere levied and collectedeither on a
consolidatedcompanybasisor on a per-licensebasis,asconfirmedby the MSG:

41 Ministry of FinancgNovembe2020),W! ¥ 3 K INsttibrialRdacgand DevelopmenFrameworKANPDH) 2021-H 1 H ged@gsiblen
https://www.af.undp.org/content/dam/afghanistan/docs/Events/202013A8PDF%20II.pdf
42 SeeG1WorkingGroupmeetingminutesavailablehere: http://aeiti.af/en/documents/category/workingroup-meetingminutes
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Tablel3Listof governmentextractiverevenuestreams projectlevelvscompanylevel

Revenue steam

Government recipient

Levied by project or corporate entity

Corporate Income Tax (CIT)

MOF Revenue Department

Levied by corporate entity

Business Receipts Tax (BRT)

MOF Revenue Department

Levied by corporate entity

Export Duty

MoFRevenue Department

Leviedby corporate entity

Fixed Tax on Exports

MoF Revenue Department

Levied by corporate entity

Import Duty

MoF Revenue Department

Levied by corporate entity

Other Fee on Exports

MoF Revenue Department

Levied by corporatentity

BRTon Imports

MoF Revenu®epartment

Levied by corporate entity

Fixed Tax on Imports

MoF Revenue Department

Levied by corporate entity

Other Fee on Imports

MoF Revenue Department

Levied by corporate entity

Withholding Tax

MoFRevenue Department

Levied bycorporate entity

Penaltes and Fines

MoF Revenue Department

Levied by license/project

Transfers of SOE net profits (dividends)

MoF

Levied by corporate entity

Customs Duty

MoF Customs Department

Levied by corporate entity

Fixed Tax

MoF Customs Departmén

Levied by corporate dity

Penalties and Fines

MoF Customs Department

Levied by corporate entity

Royalties

MOMP Revenue Departmeni

Levied by license/project

Land Rent

MOMP Revenue Departmeni

Levied hylicense/project

Late payment penalty

MOMP Revenu®epartment

Levied by Gense/project

Exploitation License Fee

MOMP Revenue Departmeni

Levied by license/project

License Extension Fee

MOMP Revenue Departmeni

Levied by license/project

Exploratory License Fee

MOMP Revenue Departmeni

Levied by license/pject

Bidding Fee

MOMPRevenue Department

Levied by license/project

Premium and Bonuses

MoMP Revenue Department]

Levied by license/project

Penalties and Fines

MoMP Revenue Department]

Leved by license/project

Surface Rights/Rental Fees

MoMP Revenue DepBnent

Levied by licengproject

Permitting Fee

MoMP Revenue Department]

Levied by license/project

Environmental License Fees NEPA Levied by corporate entity
Environmental Licendeenewal Fees NEPA Levied by corporate entity
Waste Management License NERA Levied by corporate dity

SourceAEITIdrawingon MOMPand Ministry of Finance_argeTaxpayeOfficedata.

Timelydata for policy-makingand public debate (Requirement4.8)

TheMSGhasagreedthe reporting period for the 7" AEITIReport,which is Afghanistanyears
1397-1398 (21 December2017 - 20 December2019). The disclosuresn the 7" AEITIReportare
presentedon a cashaccountingbasis.

- For1397,any paymentmade prior to 1 Jadi1397 (21 December2017)or after 30 Qaws
1397 (20 December2018) will be excluded;

- For 1398 any paymentmade prior to 1 Jadi1398 (21 December2018)or after 30 Qaws
1398(20 December2019)will be excluded.

The AEITIMSG applied to the EITIBoard for an extensionon its reporting deadline of 20
December2020for publishingthe EITIRepat on fiscal1397(20172018),citing the impactof the
Covid19 pandemicon the preparationsfor this EITIReport. The EITIBoardgrantedthe extension
on 18 February202143

S EITFebruan2021),W! F 3 K lisgligitilaior ayi extensiorof the reportingR S | R fadcesSbh https:/eiti.org/board-decision/202107
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Isthe data completeandreliable?(Requirement4.9)

Audt and assurancepracties in both the governmentand extractivescompaniesare still
relatively weak in Afghanistan. While the rules for government audits are aligned with
international standards these haveyet to be fully implemerted in practice. Thefollowing review
of audit and assuranceracticesis basedon publicreportsincludingthe overviewof publicsector
audit proceduresn the 2018PublicExpenditureand FinancialAccountability(PEFAfssessment.

How robust are extractive companyaudit and assurancepractices?

The Corporationand Limited Liability Lawhasnot required most companiesin Afghanistanto
appoint external auditors for the audit of their financial statements, aside from oil and gas
contractors operatingunder ProductionSharingContracts.However,the 2019Mining Regulations
have introduced provisions requiring all mining companiesto have their annual financial
statements audited by an external auditor. Compliance by companies with these audit
requirementsisunclear.

Companiesare now requiredto follow the International AccountingStandardIAS/IFRSyom
the International Accounting StandardsBoard (IASB)in the preparation of their financial
statements.The2018 PEFAassessmentonfirms that mostaudit firms conductauditsaccodingto
the Internaional Standardon Auditing(ISA).

Article 3 of the 2009IncomeTaxAct setsthe fiscalyearfrom the first day of Hamal(21 March)
to the last day of Hoot (20 March). Yetwith exemptionfrom the MoF, the majority of extractive
companiesin Afghanistanasde from SOEqAfghanGasand North Coal)appearto operate on
accountingperiodsof 1 Januaryc 31 Decemberwhile submitting annualincometax returns for
the period21 Decemberg 20 Decenber.

Thereis no publicly accessiblesoure for assessingvhether extractive companiesundertake
audits of their financial statements on an annual basis. None of the extractive companies
operatingin Afghanistanpublishtheir financial statements(audited or not), asidefrom the two
SOEsAfghanGasErnerpriseand North CoalEnterprise.

How robust are governmentaudit and assurancepractices?

The SupremeAudit Office of Afghanistan(SAO)is independentfrom the executivebranch of
government,responsiblefor auditing the publicad S O (ifieaNd@sjservice delivery, managenent
and public assets.The SAOhasthe mandateto conductQatia StatementAudit, FinancialAudits,
Compliance Audits, Performance Audits, and special audits on pre-determined government
institutions. Its mandate,functions,and powersare enshrinedin the SupremeAudit OfficeLaw.

Since2013,the SupremeAudit Office (SAO)has adopted International Standardsof Supreme
Audit Institutions (ISSAlas the national standardsfor its annualaudits of budgetarygovernment
entities. Headquartered in Kabul, but with four provincial branch offices in Nangarhar,Balkh,
Kandaharand Herat, the SAOis a member of the International Organizationof SupremeAudit
Institutions (INTOSAIThe SAOestablisheda training institute with support from the Eurgean
Unionin 1398(2019)and recruited 50 new auditors,who were undergoingthe one-yeartraining
coursein 1399(2020)before assumingheir functionsat the SAO.

The { ! h iQdependenceis basedon Articles 50, 75 and 98 of the 2004 Constitution of
Afghanistan, which covea accountability in the budgetary process. The 2013 Audit High
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AdministrationLaw (AHAL )establisheghe independenceand neutrality of the SAOwhich holds
the legalresponsibilityto audit all budgetaryunits, the legislativebranch, the AGO,independent
commissions, ministries, municipalities and publiogprivate partnership organizations at the
national and local levels. The 2013 AHALencouragedcloserrelations betweenthe SAOand the
Paf A | Y Biyafic&ddBudgetCommittee.

While Article 55 of the PEEM Lawrequiresthe MoFto publishboth financialstatementsin line
with international accounting principles and the Qatia accounts,it has only published Qatia
accountssince2011(1390).Since2013,the SAGChasmovedfrom examinng public sectorfinancial
and accountingrecordsdirectly to examiningthe public & S O (ifidaNd&kreports to assesshe
strengths and weaknessesof internal audit practices?* The SAO has developed audit and
complianceaudit manualsconsistentwith IS&I 300 and 400. The PEFAassessmennotes that
documentationis limited to supportingdocumentsfor the audit observationswithout review of
the audit NS LJ2chidipiaacewith applicablestandards.The{ ! haRdis of the Qatiaaccounts
are based on INTOS L &@rnational Standards for Supreme Audit Institutions (ISSAIs)as
confirmedin its audit opinionson the 1397and 1398Qatiaaccounts.

Since2002,the SAOhas contracteda number of audit consultancycompanies (includingPKF
International,Deloitte and SN Nanda& Co)to provide capacitybuildingto SAGOstaff. Thistraining
hashelpedimprovethe SACA U | t&chnizalcapacitiesn audit planning,execution,reportingand
adherenceto INTOSAktandards.The SAOstaff is able to conduct Qatia Audit, Canpliance
RevenueAudit, ComplianceExpenditureAudit and World BankGrantsand ARTFAudit.*

The{ ! hdardual Qatiaaccountaudit reports are financialreport comparingannualfinancial
performanceagainstbudgetedrevenuesand expenditures. The SAOproduces three audit reports
on an annual basis:a ComplianceAudit Report on revenues,a ComplianceAudit Report on
operational expenditures and a Compliance Audit Report on development expenditures
(investment).While extrabudgetaryfunds and autonomousagencie are not consolidatedin the
governmentfinancialstatements,there do not appearto be anysuchentities collecing extractive
industry revenuesin Afghanistan.The Qatia accountsprovide information on budget, revenue,
expenditure,cashbalancesfinandal assetsand liabilities, with a supportingreconciledcashflow
statement. The Qatiaaccountsdo not provide information on guaranteesand other contingent
liabilities, suchas those related to PPPsAs confirmedin the { ! h 138 annualreport, its first
ever, the { ! hdudit of the Qatiaaccountsis limited to a review of budgetarycompliancebut
doesnot coverindividualtransactionsat a granularlevel 6

The { ! h Qadia reports focus on audit findings rather than the full set of findings and
recommerdations, whichare communicatedseparatelyby the SAQto the relevantMinistries. The
SAOreviews support their findingsin the Qatia but provide little insightinto a5 S LI NI Y Sy (i ¢
operationsor performance.In 2015, the civil society organizationintegrity Watch Afghanistan
guoted a SAODirector of Plan and Policy who noted the uneven implementation of SAO

44 |ntegrity WatchAfghanistarand Transparencynternational(2015),W b I { int&gyfty sfstemassessmentAfghanistari 1 mgr€@Ssiblen
https://images.transparencycdn.org/images/2015 AfghanistanNIS EN_V2.pdf

4SNPA(2017),W ¢ S bEReferencétor) for consultancyservicedirm to supportaudit operationsandcapacitydevelopmentwithin the Supreme
AuditOfficed { ! hcoeSitile on
http://legacy.npa.gov.af/Uploads/INPA9990/BiddingOpportunities/2492/BidDocuments/TOR%20Consultancy%20firm%20Servicesya0tt#20Su
20Audit%200perations%20and%20Capacity%20Development#iR0e#dthe%20%20(SAO).pdf

46 SupremeAudit Office (Septembe2020),W { 1398(2019)annualNB LiAadtdsshimn https://sao.qov.af/en/sa@nnuatreports, p.41.
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recommendtions by publicsector departments,due to a lack of penaltiesfor not following the
recommendations’

In the 1397 Qatia, total tax revenueswere reported as 113%of advanceestimatedrevenue,
and 97% of assessedevenue,while total Customsrevenueswere reported as 89%of advance
estimatesand 100%of assessedevenues,accordingto the IndependentJoint Anti-Corruption
Monitoring and Evaluaton CoY' Y A (i (1 (§AQM&ECYanuary 2020 vulnerability to corruption
assessmenodf the Ministry of Finance®

In June 2019 (1398),the Minister of Financeissueda memorandumbanninginvestigativeand
security agenciesincluding the SAO from investigating or monitoring revenuegenerding
departmentsof the Ministry of Financeaccordingto the SpecialnspectorGeneralfor Afghanistan
wS 02y a il KSiIgdRJan2afy@020 report to the USCongres$? However,this directive does
not extendto the { ! haQdit of the Qatia accounts as confirmed by the Ministry of Financeand
SAOQin preparing this report. Indeed, the Ministry of Finance representativesconsulted in
preparing this report quoted a December 2020 response from the Afghanistan Revenue
Departmentto the SGARreport, which noted that the SAOcontinuedto audit the Ministry of
Finance®®

Governmentaudit timeline

The PFEMLawrequiresall ministriesandindependentdirectoratesto submittheir annualQatia
accountsto the a 2 CTeaasuryDepartmentwith a copy to the SACby the end of the first month
of the subsequenfiscalyear.Uponreceipt,the TreasuryDepartment consolidategsheseaccounts
and submitsto the SAOfor auditing within three monthsin the next financialyear. In turn, the
SAGsrequiredto complkete and submitan audit report on the Qatiaaccountswithin sixmonthsof
the endof the fiscalyear.

However,the PEFAassessmengxplainsthat the three-month timeline for MoFto submitQatia
accountsto the SAOwas not compliedwithin the 2016 (1395) Qatia accountssubmited to the
SAOon 10 April 2017.1n the years13931395,there wassomedelayin the a 2 C<guldmissionof
Qatiaaccountgto the SAOalthoughthe SACrespectedthe sixmonth deadline.Althoughthe 1397
Qatiaaccountswere submitted by the MoFto the SAOwith only four daysdelayon the deadline,
the 1398Qatiaaccountswere submittedto the SAQwith 41 daysdelayon the deadline.

47 Integrity WatchAfghanistarand Transparencynternational(2015),W b I { int&gyfty sfsemassessmentAfghanistari 1 mgrc@Ssiblen
https://images.transparencycdn.org/images/2015 AfghanistarBNS V2.pdf

48 IndependentlointAnti-corruption Monitoring and EvaluatiorCommittee(Januan®020),W a A y-widetiukiBrabilityto corruptionassessmenbf
the Ministryof C A ¥ | 36€e&@IBn https://mec.af/wpcontent/uploads/2020/07/EnglisMlOFEMVCAFinalDraftJune2020.pdf

49 SpecialnspectorGenerafor AfghanistarReconstructiorfJanuan2020),Wv dzl Mdp@thlthé UnitedStates 2 y 3 Naessiblech
https://www.ecoi.net/en/file/local/2023927/202M1-30qr.pdf

50 SeeW Wdza (i xofSIGAMREpdrta Pt | daNhigof MoFl dzRdodugnenton the AEITivebsite, W AEITReportR | (séctidn,accessiblen
http://aeiti.af/en/documents/category/datdor-7th-aeitireport?page=1
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https://images.transparencycdn.org/images/2015_AfghanistanNIS_EN_V2.pdf
https://mec.af/wp-content/uploads/2020/07/English-MoF-MVCA-Final-Draft-June-2020.pdf
https://www.ecoi.net/en/file/local/2023927/2020-01-30qr.pdf
http://aeiti.af/en/documents/category/data-for-7th-aeiti-report?page=1

Tablel4 Timelines®f Qatiaaccountreporting

Fiscalyearcoveredby Qatia Date of submissionof Qatiaaccounts Date of SAOCAudit Report
report to SAO submissionto Parliament

1393 26 April 2015 21June2015

1394 8June2016 21June2016

1395 10 April 2017 21June2017

1396 13May 2018 21June2018

1397 20March2019 7 June2019

1398 1 May 2020 28July 2020

SourceMinistry of Finance PublicExpenditureand FinancialAccountabilitf PEFAAssessmer2018on
https://w ww.pefa.org/sites/ped/files/assesments/reports/ARun18PFMPRPublicwith-PEFACheck.pdf

The SAOpublishedits audit opinion together with the 1397 (2018)Qatiaaccountsreports’!in
December2019 (1398). The SAOpublished only its audit opinion on the 1398 (2019) Qatia
accounts?in December 2020, and the Qatia account reports themselves(in Dari) in February
202153 In preparing this 7" AEITIReport, the Ministry of Financeprovided the AEITIwith a
spreadsheetextracting the value of extractive industry revenuesfrom the 1398 Qatia account
report.

Thet I NX A PYoAdcauatsCommittee(PAChasthe responsibilityto review the SAQ &
annualauditsof the Qatiaaccounts However,it doesnot receiveother SAGCaudit reports, suchas
complianceaudits or performanceaudits, ashighlightedinthe { ! h1Q38(2019)annualreport.>
Thelist of Parliamentariansnemberof the PublicAccourts Committee(andtheir contactdetails)
islisted on the ParliamentWolesiJirgawebsite>®

SAQaudit opinionson 1397 and 1398Qatiaacmounts

The { ! h &udit of 1397 (2018) Qatia accountsconcluded an unqualified opinion on the
accuracyof the Qatia accounts,noting that these representeda true and fair representationof
budgetexecutionin the yearreviewed>® The SA Qaaudit of 1398 (2019) Qatia accountsdid not
concludeon an opinion on the accuracyof the Qatiaaccounts2’ The{ ! hdixéaimerof opinion
noted that it wasd Yy # Kable to obtain sufficientappropriateaudit evidenceto provide a basis
for an audt opinion on the Qatia{ U I ( S YThigdisalaimierwas basedon the delaysin the

51 SupremeAudit Office(Decembe019),W ! dzRGeidegalReport& OpinionQatiaStatementof FY1397atcessiblen
https://sao.gov.af/sites/default/files/20231/Final%20with%20Cover%20Page%200Qatia%20Audit%a2OR2p1 39 V5 pdf

52 SupremeAudit Office(Decembe020),W v | AuditReport:independentAuditReportof the Auditor Generabf Afghanistaron QatiaStatements
for the fiscalyearended30th Qaws1398,21stDecH n map&essiblen https://sao.qov.af/sites/default/files/2020
09/Audit%200pinion%200n%20132819%20Qatia%20Statements. pdf

53See 0 py Qeport on the SAOwebsite, W @ernmentQatiaAccountReportsd 5 | akkedsb®n
https://sao.gov.af/ind&.php/dr/%DA%AF%D8%B2%D8%A7%D8%B 1 %2888 7 %D8%A7 %D BREU8%AZD8%B3%D8%A7%D8%A8
%D9%82%D8%B7%D8%B9%DB%8C%B838AF%D9I%88%D9%84%D8%AA

54 SupremeAudit Office(Septembe2020),W { 1398(2019)annualNB LIAadtEsshion https:/sao.gov.af/en/sa@nnualreports, pp.11-:12,45.
55WolesiJirga(Houseof the Peoplewebsite,Houseof PeopleCommissiondembers 16th Term: 17th Yearaccessiblen
http://wolesi.website/pve/showdoc.aspx?ld=6530

5 g ipremeAudit Office(Decembe019),W ! dzRGerdegalREeport& OpinionQatiaStatementof FYm 0 haceessiblen
https://sao.qgov.af/sites/default/files/20191/Final%20with%20Cover%20Page%200Qatia%20Audit%20Report%28 1R H.5.

57 SupremeAudit Office(Decembe020),W v | Audt Report:independentAuditReportof the Auditor Generabf Afghanistaron Qatia Statements
for the fiscalyearended30th Qawsl398,21stDecH n mabc&essiblen https://sao.gov.af/sites/default/file2020
09/Audit%200pinion%200n%20132819%20Qatia%20Statements.jaib.1-2.
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https://www.pefa.org/sites/pefa/files/assessments/reports/AF-Jun18-PFMPR-Public-with-PEFA-Check.pdf
https://sao.gov.af/sites/default/files/2019-11/Final%2520with%2520Cover%2520Page%2520Qatia%2520Audit%2520Report%25201397-V5.pdf
https://sao.gov.af/sites/default/files/2020-09/Audit%2520Opinion%2520on%25201398-2019%2520Qatia%2520Statements.pdf
https://sao.gov.af/sites/default/files/2020-09/Audit%2520Opinion%2520on%25201398-2019%2520Qatia%2520Statements.pdf
https://sao.gov.af/index.php/dr/%DA%AF%D8%B2%D8%A7%D8%B1%D8%B4-%D9%87%D8%A7%DB%8C-%D8%AD%D8%B3%D8%A7%D8%A8-%D9%82%D8%B7%D8%B9%DB%8C%D9%87-%D8%AF%D9%88%D9%84%D8%AA
https://sao.gov.af/index.php/dr/%DA%AF%D8%B2%D8%A7%D8%B1%D8%B4-%D9%87%D8%A7%DB%8C-%D8%AD%D8%B3%D8%A7%D8%A8-%D9%82%D8%B7%D8%B9%DB%8C%D9%87-%D8%AF%D9%88%D9%84%D8%AA
https://sao.gov.af/en/sao-annual-reports
http://wolesi.website/pve/showdoc.aspx?Id=6530
https://sao.gov.af/sites/default/files/2019-11/Final%2520with%2520Cover%2520Page%2520Qatia%2520Audit%2520Report%25201397-V5.pdf
https://sao.gov.af/sites/default/files/2020-09/Audit%2520Opinion%2520on%25201398-2019%2520Qatia%2520Statements.pdf
https://sao.gov.af/sites/default/files/2020-09/Audit%2520Opinion%2520on%25201398-2019%2520Qatia%2520Statements.pdf

Ministry of C A ¥ | ¢uDrBigdd of documentsrequiredfor the { ! ha@dit and the fact that the
SAOwasnot providedaccesdo three key Ministry of Financeinformation management systems,
namely SIGTASfor Treasurymanagement) ASYCUD#or Customsmanagement)and the Debt
Managemen Information System.The { ! h dis&laimerof opinion meansthat there are no
independentassurancef the comprehensivenessnd reliability of revenuesreported in the
1398(2019)Qatiaaccounts.

A representativeof the AfghanistanRevenueDepartment(ARD) hasreported to the AEITkhat
the 1398Qatiawascertified by the SACafter the necessaryorrections.However,ithe{ ! haQdit
opinion on the 1398 Qatiaaccountspublishedon the SAOwebsiteretainsa disclaimerof opinion
onthe 1398accounts.

How robustare SOEaudit and assurancepractices?

The SAChasthe statutory authority to audit the financialstatementsof the variousbranchesof
government, including state-owned enterprises. However, it was only in 1398 that the SAO
conductedthe first audit ever of AfghanGasEnterpriseand North Coal9 y (i S N11Ba%1296 Q &
financialstatements,afinancialcomplianceaudit. Theseauditsresulted in adverseopinionsby the
SAGn both casesjndicatingmaterialmisstatements.

The MOMP has requestedthe SAOto undertake audits of the two { h 9 (AGEand NCE)
financialstatementscovering13971398. Followingsubmissiorof the managementesponseand
follow-up on the SAOrecommendationsn November2020,the SAOstarted the audit of the two
{ h 918921398 financialstatementsin the first quarter of 2021 The audits are expectedto be
completedin the secondquarter of 2021

Governanceisks

The seventh Open Budget Surveg (OBS)in April 2020 registered a drop in the { ! h Qa
transparencyscore (from 67 to 50, where scoresof 61 or aboveindicatethat a country is likely
publishingsufficientmaterialto supportinformed publicdebateon the budget)duetothe2 ¥ FA OS Q &
weakindependencen terms of its budgetandthe appointmentof its top management?

The{ ! hffancialand administrativemanagementis governedunder the Civil ServiceAct,
meaningthat positions,recruitmentand pay are partly outside the control of SAOmanagement>®
The U4 Anti-Corruption ResourceCentre has highlighted close connectionsbetween past SAO
leadershipand national politiciansand considersthat & (i &A0doesnot wield the independence
necessarnyfor Afghanistanto meet international auditing institution & G | Yy R ked&Rt &forins
notwithstanding® The L W! / aJaru&n&020 vulnerability to corruption assessmentf the
Ministry of Financequoted AfghanistanRevenueDepartment (ARD)officials claimingthat SAO

%8 |ntegrity WatchAfghanistar(April2020),W h LEiggetSurvey2019:AfghanGovernmentailsto further openupits budgetasreformeffortsa G | £ £ QX
accessiblen https://iwaweb.org/news/operbudgetsurvey2019afghangovernmen-failsto-further-openup-its-budgetasreform-efforts-stall/

58 SwedisiNationalAudit Officewebsite W ! F 3 K | d¢veldpinénga@perationwebpageaccessibl@n
https://www.riksrevisionerse/en/internationaloperations/developmentooperation/afghanistan.html

60 U4 Anti-CorruptionResourc&Centre(2019),W/ 2 NNddzAflihan&tdrandthe role of development: & & A & dctesfilidm =
https://www.u4.no/publications/corruptiofin-afghanistarand-the-role-of-developmentassistance
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staff were open to bribery to underreport discrepanciedbetween expendituresnot justified by
supportingdocumentation,identified duringthe audit process3!

Reformof public-sectoraudit legislation

The SAOLaw was revised through Presidential LegislativeDecree 45 on 5 March 2020
(15/12/1398) (the new SAClaw is availablehere in Dariand here in English)expandingthe SA Q a
mandateand operatingprocedures.Thelaw wasimplementedupon adoption. Thelegalchanges
alignthe { ! hr@léand mandatewith the LimaDechration of Guidelineson Auditing Precepts
andthe MexicoDeclarationon SupremeAuditL y a (i A ndepehdnygeiTelaw expandedthe
{ ' hmeadateto include conductingemergingtypes of audits such as performance,forensic,
systemandenvironmentalaudts.

A full andaccuratepicture? Assessmenbf comprehensivenesand reliability

In preparingthis 7" AEITIReport under an alternative approach,the MSGhas led the data
collectionand analysisprocessthrough its G1 Working Group. Thiswork has been conducted in
accordancewith the Termsof Referencedor this 7th AEITReport(accessibldere), agreed by the
MSGon 20 July 2020.

Toensurethe reliability of financialdatadisclosedn this report, the MSGhasagreedmeasures
to ensurethe reliability of disclosuresof governmentrevenuesfrom mining, oil and gasin 1397
1398. Theseconsistof an attestation by eachof the reporting governmententities that the data
submitted for this 7" AEITIReportis complete and accurate The following governmententities
providedthis attestation: MoMP-GD Cadaster MoMP-Mining InspectionDirectorate, MoMP-GD
of Hydrocarbons, MoMP-Revenue Management Directorate, MOMP-General DirectorateLSM,
MoMP- Mining Protection Committee MoMP- HR Directorate, Mo~ SOESGeneralDirectorate,
MoF LargeScaleEconomyDirectorate, Mo~ ARD Mo~ ACDNCEAGE JSCEndNEPA,

In addition, the MSGrequestedthat the SAQprovidea certificationof the governmentrevenue
datain this report but SAOdid not certify the financialdata for the 7" AEITIReport.Rather,the
SAOreferred to the ongoingaudit of the two extractive SOR ©B97-1398 financial statements,
expectedto be publishedby the end of April 2021, andits completedauditsof the 1397and 1398
Qatiaaccounts

The MSG has reviewed assurancesreceived related to the 13971398 financial data on
extractive industry revenues submitted for this 7" AEITIReport by the Ministry of Finance
(includingthe LTOand CustomsDepartment)and the Ministry of Minesand Petroleum. TheMSG
considerghat theseassurancesonfirmthat the financialdatain this report is consistentwith the
revenuedata submitted by the Ministry of Financeas part of the 1397 and 1398 Qatiaaccounts.
Giventhe { ! h uddualified opinion on the 1397 Qatia accounts,the MSGconsidersthat the
financial data related to 1397 in this report represents a compehensive and reliable
representationof governmentrevenuesfrom the extractiveindustriesin 1397 (2018).However,
giventhe { ! hdiddaimerof opinionon the 1398Qatiaaccountsthe MSGdoesnot considerthat

61 IndependentointAnti-corruptionMonitoring and EvaluatiorCommittee(Januan®020),W a A y-widetiukiBrabilityto corruptionassessmenf
the Ministryof C A y' | 36€&s@IBn https:/mec.af/wp-content/uploads/2020/07/EnglisiOFEMVCAFinalDraftline-2020.pdf

45


https://sao.gov.af/sites/default/files/2020-07/%25D9%2582%25D8%25A7%25D9%2586%25D9%2588%25D9%2586%2520%25D8%25A7%25D8%25AF%25D8%25A7%25D8%25B1%25D9%2587%2520%25D8%25B9%25D8%25A7%25D9%2584%25DB%258C%2520%25D8%25AA%25D9%2581%25D8%25AA%25DB%258C%25D8%25B4%2520%25D9%2582%25D8%25A7%25D9%2586%25D9%2588%25D9%2586%2520%25D8%25AA%25D9%2586%25D8%25B8%25DB%258C%25D9%2585%2520%25D8%25A7%25D9%2585%25D9%2588%25D8%25B1%2520%25D8%25B2%25D9%2586%25D8%25AF%25D8%25A7%25D9%2586%2520%25D9%2587%25D8%25A7%2520%25D8%25B6%25D9%2585%25DB%258C%25D9%2585%25D9%2587%2520%25D8%25B4%25D9%2585%25D8%25A7%25D8%25B1%25D9%2587%2520%25DB%258C%25DA%25A9%2520.pdf
https://momp.gov.af/sites/default/files/2021-01/SAO%2520Law%2520-No%2520%252845%2529-%25201398.12.15.pdf
http://aeiti.af/Content/Media/Documents/Terms_of_Reference_for_Flexible_EITI_reporting_Afghanistan_2020V3_clean1232021234352419553325325.docx
https://mec.af/wp-content/uploads/2020/07/English-MoF-MVCA-Final-Draft-June-2020.pdf

the financial data related to 1398 in this report representsa comprehensive and reliable
representationof governmentrevenuesfrom the extractiveindustriesin 1398(2019).

Recommendations

6. TheAEITMSGisencouragedo pursuea dialoguewith the four revenuecollecting
governmentagenciedo explore waysof systemaically disclosinghe extractiverevenues
they collect,potentially addingaggregataevenuetablesto thea h a t Teansparency
Portal.

7. The managemenbf AfghanGasStateOwnedCorporationand North CoalEnterprisejn
collaboratian with the NationalDevdopment Corporation shoulddevelopa responseo
pastauditfindingsthat addresseshe two { h 9oagaQingpaymentsfor BRT4%despite
their exemptionfrom this tax underthe 2009IncomeTaxLaw.TheAfghanistarRevenue
Departmentis advsedto consultthe SOE®n thesepaymentsandhow the pastpayments
will be addressed.

8. TheAEITkhouldundertakeanannualdiagnosticof the comprehensivenesandreliability
of productionand non-tax revenuedatain the MOMPTransparencyortal. The MOMP
shoulddraw on the findingsof this diagnostido further improvethe coverageqguality and
accessibilityof datain the Transparencyortal. The AEITImay considermore data
visualizationsf specificO 2 Y LI (6rig®up<df companiespaymentsto govenment
againsttheir reported production.

9. TheMinistry of Finances invited to work with the AEITEo explainthe reasondor the lack
of achievemenbf pastdomesticrevenuetargetsfor the extractives(e.g.in ANPDH), with
aviewto strengtheninghe 3 2 @ S Ny doSg5it r@v@nuemobilizaion efforts.

10. TheMinistry of Financeandthe Ministry of Minesand Petroleumshouldsanitizetheir
extractiverevenuedatain accordancevith the EITISummaryDataTemplateto ensurethat
ElTldatais preparedin atimely andinter-operable manner. The AEITIto actasadvisorfor
the Ministriesin their duration of governmentextractiverevenuedata.

11. TheEITko coordinateregularupdatesof dataand statisticspublishedon governmentand
companywebsitesto enaure that publicationsare institutionalizedassystematic
disclosurespublishedin atimely manner(ideallywithin ayearof the end of the fiscal
period covered)on relevantwebsites.

12. TheMinistry of Financds urgedto ensuretimely cooperationwith the SAQ@ @questsfor
acaessto internal controls, supportingdocumentsandother relateddatato enableit to
completeauditsof the Qatiaaccountsin accordancevith International Standardof
SupremeAudit Institutions (ISSAIs)TheMinistry of Financas encouragedto formulate a
publicresponseo the { ! hdid@aimerof opiniononthe 1398Qatiaaccountsandto
announceplansto remedysuchshortcomingsn future years.

13. TheMSGshouldensurethat it planscoordinationwith the SACaspart of the annualAEIT
work planto ensue that the SAQs ableto providesomeform of certificationfor the
financialdata (on governmentrevenues)n future AEITReports,deallyin conjunctionwith
its annualaudit of the Qatiarevenueaccount

14. TheMSGhighlyrecommendsthat SAGshouldstrengthenandimproveits audit procedures
andpracticesby implementinginternationalaudit standardsn its auditsof government
extractiverevenues.
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Managementof revenuesfrom the extractiveindustries

WHATISCONRINEDIN THISCHAPTER

This chapter provides an overview of the managementof extractive industry revenuesin
Afghanistan,information on audits performedby the MOMP and links to the budget execution
reportsof Afghanistanfor further reading (EITIRequiement5.3). Theobjective isto strengthen
the LJdzo fudd€r<taddingf how extractiveindustryrevenuesare managed.

Accountingof ExtractivesRevenuesn Afghanistan

Afghanistaroperatesa singleTreasuryaccountsystem.Lawsin both the miningand oil andgas
sectorsrequire that all paymentsbe madeto the singleTreasuryaccount.

Article 49 of the 2018 MineralsLawrequiresthat all revenuepayableunder the law, including
royalties, surfacerent, feesand penaltiesbe paidinto the generalrevenueaccaint of the state.
Thesepaymentsare to be allocateda codein the state'srevenueaccountsto identify it asmining
revenue.In terms of actualimplementation, mining revenuesare depositedwith codesgivenby
the MOMP non-tax revenuesub-accountin Kabulor though provincil directorates(Mastofiats).
However,the codificationof these revenueson a per-companybasisas required by the law has
not yet beenimplemented.

Similarly,Article 81 of the 2017 Hydrocarbond_awrequiresthat all revenuesgeneated from
hydrocarbonsoperations,includingissuinglicenses pe depositedinto the & (i I BaSk@ctount.In
practice this has meant that the revenuesfrom hydrocarbonshave also been depositedin the
singleTreasuryaccount.

Thereare no earmarkedextractive industry revenuesin Afghanistanasidefrom the provisions
related to subnationaltransfersof mining non-tax revenuesthat havenot yet beenimplemented
asof 1399(2020)(seechapteronW & dzo y IOV FWRYD dzil A 2 y & Q

BudgetExecutionReports

The Ministry of Finane publishesthe O 2 dzy” huddet®gecutionreports severaltimes each
month, availablehere.?? Annual budget executionreports (Qatia reports) are also published by
Afghanisan. For the 1397 and 1398,! ¥ 3 K | y hudgétlexe€ution reports provide a good
practice example of budget transparency, providing for details such as project-by-project
expenditures,and budget utilization details by classificatbns such as discretionary and non-
discretionaryexpenditures.

62 DirectorateGenerabf Budget,Ministry of Financewebsite,W . dzrese8utionNS LJ2 dddessibl@n
http://www.budgetMOF.gov.af/index.php/en/88ews/29budgetexecutionratel
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For the years 1397 and 1398, the Qatia reports have been audited by the SupremeAudit
Office83 The detailed SAOopinion on the Qatiaaccountsis availablehere for 1397,and here for
1398 However while the Englishversionof the Qatiaaccountthemselveshad beenpublishedfor
previousyearson the SAQwebsite,it wasnot publishedfor 1398(2019).

Recommendation

15. 1t isrecommendedhat the AEITMSGfollow up with the Ministry of Finarceand SACon
the reasondor non-publicationof the detailedQatiaaccountreportsin Dari,Pashtoand
English.

16. The MOFshouldensurethat the annualQatiareport is completedon time and submitted
to the SAQnN atimely mannerto ensurethat the { ! hf@2 @&n annud audit of the Qatia
accountscanbe completedin accordancewith the timelinessetout by law.

63 SupremeAudit Officewebsite, W D 2 @ S NQatas ¢ 0 2 dagcésailidesh https:/sao.govaf/index.php/en/governmentjatia-accountsreports
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Chapter5

Overviewof the extractive industries

WHATISCONTAINEIN THISCHAPTER

Thischapterprovidesinformation on the exploraton activities ongoingin the extractivessector
(EITIRequirement3.1) and the contribution of the extractivessector to the economy (EITI
Requiremen®.3). Goingbeyondthe requirementsof the EITIStandard,2019,the geobgicaldata
of Afghanistanis also providedin this Chapter. Togetherthesedatasetsprovidea comprehensive
overviewof the extractivessectorin Afghanistan.

Mineral Occurrencesn Afghanistan

Thereare considerablemineral depositsin Afghanistanwhich have been mappedin detail by
the United StatesGeologcal Survey(USGS)Figure22 below providesan overview of mineral
occurrencesn Afghanistanin the form of Areasof Interest the greenboxesdenoting minerals,
blue circlesdenoting cementand yellow boxesdenotinglithium. Thedetailsof thesedeposis, as
well as geologicaldata pertainingto eachindividual area of interest are availableby clickingthe
onlineinteractivemapavailablehere: https://afghanistan.cr.8gs.gofinfopackindex

Figurel7 below displaysthe areasof interest identified by USGSor mining feasibility studies
for the Governmentof Afghanistan.

Figurel7 Areasof interestin mining
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The governmenthas found the USGSjeologicaldata to be accurateand comprehensive put
hasarguedthat making! ¥ 3 K I Y detaiidggofddicadatasetsavailableonline was necessary
to abide by the principle of treating geologicaldata as a public good, as a meansof promoting
investmentin the miningsector.

Informal and illegal mining in Afghanistan

One of the challengesglobally is to accurately estimate volumes, values and locations of
informal mining. Thereis often a challengeof defining informa mining vis-a-vis illegal mining.
Broadly,miningthat is outsidethe scopeof the formal sectoris of three typesin Afghanistan({i)
informal miningby artisanalminers which canbe formalized into the economy (ii) illegalminingin
Talibancontrolled territories, and (iii) illegal mining by licensedcompanies.Theissueis complex,
especiallyin caseof illegalmining by licensedcompanies Someof them havecommencedmining
with just explomtion licensesor mining in areas adjacentto their mining license illegally*.
However,in other casesthe issueis alsoadministrative,where the licenseholdersof smaltscale
mining licenseshave continued production during the period of lapsingof a licensebecausethe
mining licenses/contractsare given for durations that are too short and take long periods to
renew®® Thus,the companiescontinue production without a valid mining contract during the
interim.

Thesevarying interpretations of the terms illegal and informal mining have also, in part,
resultedin varyingfigureson the contribution of informal mining (for gemstonesgold dimension
stones,and someindustrial minerals)to the economy.Thereis anealotal evidencethat suggets
informal mining playsa significantrole in the livelihoodsof Afghans particularlyin the rural areas.
Forexamplejthe MoMP publishedalistof & A f £ S Fnfiagt YOI (i $nAuind2@28, iglentifying
more than 480sitesfollowing aninspection of 16 provinces® by the Mines ProtectionCommittee;
and a study by Alcis(commissionedy the USInstitute of Peaceusessatelliteimageryto analyze
and monitor extractiveactivitiesin Afghanistarf’ Both datasetsindicate that mechanizedmining
is prevaknt acrossthe country, howeverthe reports neither quantify the scalenor value of the
informal miningsector.

TheUSG$asidentified areasof informal mining,asdescribedin Figure18 below. However,it
doesnot estimatethe volumesor valuesof produdion from theseareas.

64 & Istudyconductedamongfive minesacrosshe countryshowedthat mineseither operatedunderan explorationcontract,or minedin areas
adjacentto the areasto whichthe miningcontractt LILJ RitfalRabdPromiseMineralsExtractionin Afghanista, AfghanistarHuman
DevelopmenReport2020,UNDR(2020)at p. 51.

854 h8R1smallminingcontracts,about15 per centwereissuedor periodsrangingfrom oneto eightmonths,another56 per centwereissuedfor
oneortwo years andthe remaining29 per centwereissuedor longerthantwo & S I Rifialsand PromiseMineralsExtractionin Afghanistan,
AfghanistarHumanDevelopmenReport2020,UNDR2020)at p. 51.

66 Kabul ParwanHera, NangarharKapisal. aghmanPanjshirBamyanNuristan,Khost,PaktiaSamangarBalkh JawzjanKandahaandKunar.
sociaf’ In PlainSight- Useof Satellitelmageryto Analyzeand Monitor ExtractiveActivitiesin AfghanistanFebruary2019,United Staes Institute of
PeaceandAlcis;availableat: https://sway.office.com/Yz2A365TI20FATmz
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Figurel8 Selectareasof informal miningactivities
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The governmentand variousinternational agencieshave attempted to quantify the lost fiscal
revenue. Thegovernmentthrough the Afghanistan National Peaceand Developmentramework
(ANPDFR017to 2021, estimateslost revenuesfrom the informal mining sector at about USD
300mayear,a report to NATOestimatesTalibanrevenue of approximatelyUSD464 million per
annumfrom the mining sector, and UNCP estimatesfor 2017 revenuefrom royaltiesand export
dutiesshouldhavebeenUSD123.4million.

Tablel5 below summarizegstimatesof illegalminingfrom varioussources.

Tablel5 Estimatesof illegalminingfrom varioussources

Author Estmated Revenue

Reportto NATO (2020) UsD464 million miningrevenueper annumgeneratedby the Taliban

UNDP(2020) Potentialtotal revenue(royaltiesand exportduties)for 2017USD123.4million

AfghanistanNational Peaceand
Development Famework (2016)

USsD300million
Estimaterevenuelost per annum

51



TheMinesProtectionSupportDirectoratewasestablishedn 1398and hasidentified 388illegal
mining sitesat 16 provincesof Afghanistanin 1398. Prior to its establishmentin 1398, data was
sourcedby AEITFromthe a h a t Iiding InspectionDirectoratefor 13978 that hasidentified 92
illegal mining sites Belowis the summarytable of 1398 illegal mining sites. The data on illegal
mining sites in 1398 provided by the MOMP Mining Inspecton Directorate and the new Mines
ProtectionSupportDirectorateis publiclyavailablein Darihere. Below, Table 16 presentsthe data
on illegal mining for 1397, while Table17 presens the data on illegal mining for 1398 from the
MinesProtectionSupportDirectorateavailablehere.

Tablel6 lllegalminingsitesin 1397(2018)asreportedbya h a t Mirding Inspectia Directorate

Province Number of Sites Mineral Types
Kapisa 19 Construction Materials
Baghlan 1 Gypsum
Baghlan 1 Construction Material
Samangan 4 Coal
Samangan 1 Construction Material
Khost 13 Construction Materials
Paktia 10 ConstructionMaterials
Ghazni 6 Corstruction Materials
Takhar 3 Gold
Takhar 2 Coal
Takhar 1 Salt
Badakhshan 5 Tourmaline
Herat 8 Construction Materials
Daikundi 1 Gypsum
Daikundi 4 Construction Materials
Sare Pol 1 Coal
Ghor 8 Construction Materials
Ghor 3 Coal
Ghor 1 Gypsum
TORL 92

Sourcé MOMPMinesProtectionSupportDirectorate

68 |llegalMining Sitedlist providedby Mining InspectionDirectorateof MOMPiIn Dariis accessibl®n https://momp.gov.afillegitimateactivities
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https://momp.gov.af/sites/default/files/2021-04/List%20of%20illegal%20mining%20sites%20identified%20during%201397%20by%20GD-Mining%20Inspection.xlsx
https://momp.gov.af/sites/default/files/2021-04/list%20of%20illegal%20mining%20sites%20reported%20by%20Coordination%20Directorate%20of%20Mines%20Protection%20Committee%20for%20FY%201398.%20.xlsx

Tablel7 lllegalminingsitesin 1398(2019)accordingto a h a t MirdesProtectionDirectorate

Province Number of Sites Mineral Types
Kandahar 34 Congruction Materials
Kapsa 14 Construction Materials
Paktia 12 Construction Materials
Khost 20 Construction _Materials
5 Chromite
Noori 18 Tourmaline
ooristan 4 Construction Materials
13 Construction Materials
2 Gypsum
Samangan 3 Coal
1 Dolomite
Nengarhar 23 ConstructionMaterials
16 Construction Materials
Herat 6 Gypsum
1 Barite
41 talc
Kabul 48 Construction Materials
1 Travertine
11 Construction Materials
Parwan
1 talc
Panjsher 13 Construction Materials
4 Emerald
24 Constuction Maerials
10 Caal
7 Gypsum
Bamyan 3 Travertine
1 Turquoise
1 Serpentine
Balkh 14 Construction Materials
4 Gypsum
Jawzjan 6 Construction Materials
12 Construction Materials
Konar
1 talc
Laghman 14 Construction Materials
TOTAL 388

Soure: MOMPMinesProtectionSupportDirectorate
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Extractiveproduction and exports

WHATISCONTAINEIN THISCHAPTER

This chapter provides information on the oil, gas and mining production data, including
productionvolumesand valuesby comnodity, in Afghanistan(HTIRequiremenB.2). Thechapter
alsoprovidesinformation on the extractivesexportsfrom Afghanistanby volumesand valuesper
commodity,andprovidesdetails on how they are calculated(EITIRequiremen8.3).

Publicdisclosureof produdion and export data for the mining, oil and gasindustriesis critical
to understanding T 3 K | y éxtadtivejfdustries. Thevolumesof output, the official valuation
of these commodities and the location of production and exports is key for the publiO Q &
understandng of extractiveactivities.

Certain government nontax revenues from the mining sector are calculated based on
production volumes. Most importantly royalty that is calculatedas a fixed price (in AFN)per
volume produced.Royaltyrates varied per license until royalty rates for all new licenseawards
were standardizedvith the 2018MineralsLaw.Thereis widespreadllicit andinformal production
andexpotts of mineralcommoditiesin particular(seeoverviewof the extractiveindustries.

Thischapterfocuseson formal production and exportsin areaslicensedby the government,
addressingRequirements3.2 and 3.3 of the EITIStandard It alsoaimsto contextualizethis official
governmentdata with estimatesof illicit and unrecoided activities, suchasillicit miningin areas
outsideofthe 3 2 @S NJ/ a0l Q &

ProductionData(EITIRequirement3.2)

Mineral, oil and gas production data is collected by the a h at ®#es Inspectorate
Department, based on selfreporting of production volumes and values by each extractive
company. The MOMP Mines Inspectorate Department undertakesverification of the reported
productiondata, with a staff of some90 minesinspectors coveringonly solid mineral contractsin
the 34 provinceson ad-hoc basis (two to three times) while ongoing inspections are the
responsibilityof the provincialdirectorate. Most producingmineswere smaltscalein 1397-1398.

What are the different governmentdata sources?

| ¥ 3K y pradiidtiof @ata is disclosedin the O 2 dzys(iThBs@arencyPortal. These
disclosuresare by volumeson a per-licensebasis,and by valuesoverall. Thisproduction data per
licenseis updatedmanually,basedon reports from the MOMPMinesInspectorateDepartment.|t
is not possibleto download produdion volumesdata for all licensescombinedin open data
however:it is necessaryo searchfor individuallicensesandaccesgroductiondata per individual
license.

54



TheMOMPwebsiteé®® haspublishedmineral productiondata for the first time for 1395-1396in
2020 (1399) as part of ! ¥ 3 K| y préparatign@far its second Validation under the EITI
Standard. This data in open format (.xls file) is broken down by company and by mineral
commodity, with production volumesand valuesprovided. In prepaiing this 7" AEITIRepot, the
MOMPhaspreparedandpublished(here) productiondatafor 13971398.

The National Staistics and Information Authority (NSIA)publishesproduction volumesand
valuesdata on an annualbasis,aggregatedoy mineral commodity. Theb { L &nfual Statistical
Yearbooksre publishedon its website’°, usuallywith around9-12 monthsdelayon the end of the
period covered. The latest annual publication reviewed for this 7" AEITIReport are the
AfghanistanTrade Statistics Yearbook2019* published in October 2020 and the Afghanistan
Staistical Yearbook201972 publishedin May 2020.

TheUnited StatesGeologial SurveypublishesannualWa A y S B . far 2fyhéaristarwith
aroundthree & S | tixii-8g. At the time of publication,the latest AfghanistarMineralsYearbook
for 2015had beenpublishedin October2018,with only statisticaltablesfor 2016 avaibble on the
USGwebsite’3

Comparingofficial production data for mining, oil and gas

Thereare differencesin the data setsof official mining production data publishedby the three
governmentsources.Tables18 and 19 presentcomparisonsof mining produdion data between
the two main sourcesthe MOMPand NSIA,in 1397 and 1398respectively.Thereare important
discrepanciedoth in the volumesand valuesof reported production, but alsoin terms of the
typesof mineralsthat were producedin this period.

6 MOMPwebsite, W/ &alatdprovincialproductionvalueandvolumeA y F 2 NXvakcéskifigh@iths://MOMP.govaf/centratand-provincial
productionvalueandvolumeinformation.

70 NationalStatisticsand InformationAuthority (NSIAebsite, W ! v \f dizoff A Gecéssiey Bitt@s:/nsia.qov.af/library

7 NationalStdisticsand Information Authority (October2020),AfghanistarT radeStatisticsy earbookd 1 mapceasiblen
https://www.nsk.gov.af:8080#p-content/uplbads/2020/10/Afghanistafi radeStatisticsY earbook2019.pdf

72 NationalStatisticsand InformationAuthority (May2020),W! F 3 K IStétisticalykeaybookt n mapc@gsiblen https://www.nsia.gov.af:8080/wp
content/uploads/2020/05/AfghanistaStatisticalY earbook2019 1st-Version.pdf

73 United StatesGeologicaBurvey(USGSW b | (i Wigeyalsifformation Center:Asat | O Ja@&es<ibRon
https://www.usgs.gov/centers/nmic/asi@nd-pacific
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https://momp.gov.af/sites/default/files/2021-03/Estimated%20production%20and%20Value%20for%20FY%201397%20and%201398.xlsx
https://momp.gov.af/central-and-provincial-production-value-and-volume-information
https://momp.gov.af/central-and-provincial-production-value-and-volume-information
https://nsia.gov.af/library
https://www.nsia.gov.af:8080/wp-content/uploads/2020/10/Afghanistan-Trade-Statistics-Yearbook-2019.pdf
https://www.nsia.gov.af:8080/wp-content/uploads/2020/05/Afghanistan-Statistical-Yearbook-2019-1st-Version.pdf
https://www.nsia.gov.af:8080/wp-content/uploads/2020/05/Afghanistan-Statistical-Yearbook-2019-1st-Version.pdf
https://www.usgs.gov/centers/nmic/asia-and-pacific

Table18 Comparisorof Afghanistan'sl397(2018)extractiveindustryproductiondata from varioussources

NSIA2019StatisticalYearbook(here) MOMP
Commodity
Volume Value Volume Value
Coal 2,444,600o0ns AFN3,620.3m 859.6tons AFN696,276
Naturalgas 153.2mcu meters AFN519.6m
Salt 47,943.50ns AFN119.9m
Marble 43,594.3ons AFN27.4m 4,446tons AFN1,042,4A
Stucco 36,160.7tons AFN24m
Stonemortar 322,200cu meters AFNG6.3m
Sandand gravel 379,200cu meters AFN16.4m 119,938cu meters AFNG68,250,261.87
Wh i KB WS NI N/A AFN213.9m

W/ 2y a iWHiOSiM

215,275cumeters

AFN205,398,033

Halite 55.59tons AFN172,579.26
Gypsum 32,574tons AFN41,321,882
Aragonite 84,777tons Not provided
Travertine 142,768t0ns Not provided

Table19 Comparisorof Afghanistan'sl 398(2019)extradive industry productiondata from varioussources

NSIA2019StatisticalYearbook(here) MOMP
Commaodity
Volume Value Volume Value
Coal 2,139,200t0ns AFN3.390.3m 25,438tons AFN3,717,706.0
Naturalgas 128.7mcu meters AFN417.7m
Salt 114,244 .50ns AFN119.9m 77,211.%0ns AFN83,202,075.7
Marble 49,178.9%0ns AFN30.7m 27,616.7tons AFN16,664,718.8
Stucco 24,370.9%0ns AFN11.3m
Stonemortar 604,600cu meters AFN14.9m 9,605.9cumeters AFN2,909,985.0
Sandandgravel 2,260,200cu meters AFN24m 136,364cu meters AFN33,375,559.2
Wh KB WS NI N/A AFN166.2m

W/ 2y & iWHZOSIN

38,978.7cumeters

AFN11,598,168.0

Halite
Gypsum 23,538tons AFN10,742,400.0
Aragonite 500tons AFN22,500,000.0
Travertine 3,000.2tons AFN1,344,123.2
Talcstone 238,746.80ns AFN595,466,442.5
Chromite 1,648.9tons Not provided
Fluorite 10,812.%ons AFN194,6241
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https://www.nsia.gov.af:8080/wp-content/uploads/2020/05/Afghanistan-Statistical-Yearbook-2019-1st-Version.pdf
https://www.nsia.gov.af:8080/wp-content/uploads/2020/05/Afghanistan-Statistical-Yearbook-2019-1st-Version.pdf

Meanwhie the latestdata accessiblen the USGSvebsite,covering2016,indicatesproduction
of the following mineral and fossil fuel commodities: cement, hydraulic chromite, fluorspar,
preciousstones,semipreciousstones,gypsum,lime, nitrogen, salt, stone, marble, coal, natural
gasandpetroleumcondensate’*

However,the MSGtakesnote of the largedifferencesboth in the valuesreported but alsothe
typesof mineralcommoditiesreported asproducedin 1397and 1398. TheMSGunderstards that
the reans for these discrepanciesvere due to severalfactors, includinglack of coordination
betweenNSIAandthe directoratesfrom whichit collectsinformation,employeeturnoverandlack
of reconciliationin the collectionof NSlAdata.

There wasno longerany crude oil productionin 1397-1398,giventhat productionfrom the oil
blocksin the Amu Daryanbasin had been suspendedby the operator, CNPCMWatan Energy
Afghanistanin 1396. All commercialnatural gasproductionin Afghanistans operated by Afghan
GasEnteaprise,a SOBvhoseproductionfiguresare overseernby government.

Figure19! T 3 K | y dil pradlicio, 3881396

QOil Production 2003-2017 (Barrels)
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SourceAEITsummarydata: https://drive.google.com/drive/folders/OB9BI74fkjArzakIXQHEN6NUU

TheMarch2020HumanDevelopmentiReporton Afghanistanby the UN DevelopmentProgram
(UNDP)attempts a review of estimatesof total productionandexportsin the countryup to 2017,
estimating that the governmentcould have collectedover $123million from mineralsin royalties
andexport dutieson unrecordedandillicit miningin 2017alone

Exportdata (EITIRequirement3.3)

There are two main sources of export data in Afghanistan:the Afghanistan Customs
Department (ACD®, and the NSIAY The MOMP website has republishedthe Customsdata on
mineralexportsin 1398(2019)on its website (here).”® Discrepanciegxistbetweenthe mannerin
which exports are recorded by both these departments, in terms of the types of mineral
commodities exported as well their volumes and values. Oil and gas are not exported from

74 United StatesGeologicaBurvey(USGSW b | (i WigeyalsifformationCenterAsiat | O Ja@Ees<ibRon
https://www.usgs.gov/centers/nmic/asi@nd-pacific

5 UnitedNationsDevelopmenProgrammgUNDP]March2020),W! ¥ 3 K [2¢2aHumanevelopmenReport:Pitfallsand promise minerals
extractionin AfgK |y A &dcéssib@A http://hdr.undp.ora/sites/default/files/2020 _nhdr_afganistan_en.pdf

76 Availableat: https://customs.MOF.gov.af/afghatas-customsstatisticsreports/

77 Availableat: https://nsia.gov.af/services

78 Ministry of Minesand Petroleumwebsite, W 9 E IR2 KdkcesEiblat https://momp.gov.af/expordata
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https://momp.gov.af/export-data

Afghanistan.Table 20 presentsthe mineral commoditiesexport data from both NSA and the
CustomDepartmentfor 1397(2018)while Table21 presentsthe same datafor 1398(2019).

Table20 Comparisorof Afghanistan'sl397(2018)extractiveindustryexportdata from varioussources

AfghanCustomsDepartment(here) NSIA2019StatisticalYearbook(here)
Commaodity
Volume Value Volume Value
Coal 1,116,654,71%g AFN6,461,836,240 1,116,655,00 kg $89,390,000
Talcstone 356,358,47%g AFN689,536,476 356,789,00kg $9,492,000
Alabasterstone 12,444,63%g AFN62,573,485 0 0
Marble andfluorite 2,398,59%g AFN1,002,000 15,140,00kg $1,002,000
Lapidazuli 0 0 0 0

Table21 Comparisorof Afghanistan'sl 398(2019)extractiveindustryexportdata from varioussources

_ AfghanCustomsDepartment(here) NSA 20198?:;32%;;;:2% and 2019
Commaodity
Volume (Kg) Value(AFN) Volume Value
Coal 772,248,547.15 1,241,778,749| 772,137,45kg $69,549,235
Talcstone 370,926,285 106,846,578 | 370,926,29%g $18,569,603
Fluorite 9,942,230 4,889,953
Marble andfluorite 13,901,000kg $409,000
Lapidazuli 726kg $8,034
Constructiormaterial N/A $79,012
Marble 105,640 24,557 13,900,68kg $408,816
Preciousstones 43,531kg $33,942

Froman analysisof the export data from NSIAand the ACD,data regardingcoal which is the
largest mineral commodity of export from Afghanistanboth by volumes and values, tallies
between the two sources.There is, however, a mismatchin how all other commodities are
reportedin termsof their codes,volumesaswell asvalues.

Therefore there are two valuesgeneratedfor the percentageof mineral exportsasa shareof
total exports, basedon the NSIAand ACDdata. However,due to the coal valuestallying the
difference in exports does not appear large when expresed in terms of percentaye of total

exports.
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https://customs.mof.gov.af/afghanistan-customs-statistics-reports/
https://www.nsia.gov.af:8080/wp-content/uploads/2020/05/Afghanistan-Statistical-Yearbook-2019-1st-Version.pdf
https://customs.mof.gov.af/afghanistan-customs-statistics-reports/
https://www.nsia.gov.af:8080/wp-content/uploads/2020/05/Afghanistan-Statistical-Yearbook-2019-1st-Version.pdf
https://www.nsia.gov.af:8080/wp-content/uploads/2020/10/Afghanistan-Trade-Statistics-Yearbook-2019.pdf

Table22Mineral exportsasa shareof total exports

Year Total Exports(USD| Mineral Exports Mineral Exports Mlgﬁ;a:le?(_rl)_ggslas Mineral Exports as
Million) (USDMillion) (UsDMillion) Shareof Total Exports
Exports
1397
0, 0,
(2019 875 91 93.89990549 10% 11%
1398
0,
(2019 864 70 NA 8% NA
Source NSIA NSIA Custom®Department NSIA Custom®epartment
Recommendations

17.1t isrecommendedhat the MOMPpublishmineralcommodityproductiondatain a
sysematicmannereveryquarterandyear,both on the MOMPwebsitein aggregateand
onthe Transparencyrortal brokendown by license.

18. The NSlAand AfghanCustomsepartmentshouldagreeupona commontemplate of
reportingexports,with harmonizationof the reportingcodesbasedon the internationally
recognizecHarmonizedSystem(HS)codes.

19. 1t isrecommendedhat Afghanistarcontinueto publishits exportdatain a periodicand
systematiananneron the Qustomwebsite providedthe website is maintained and
operationalat all times. It isrecommendedhat the AfghanCustomsepartmentpublish
an explanationof the methodologyfor collectingminingexportvolumesandvalues,to
supportan assessmenof the reliability of export databy usersof the information.
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Chapter7

Legalframework and fiscalregimegoverningthe extractive industries

WHATISCONTAINEIN THISCHAPTER

This chapter providesinformation on the legal framework and fiscal regime governing the
extractiveindustriesin Afghanistan(HTIReqiirement2.1).1t alsodetailsthe significantlegaland
fiscalreformsthat governments currentlyundertakingor hasrecentlycompleted.

LegalFramework

Constitution

Thefundamentallegal basisfor the governmentto regulateAfgha/ A & (ektrfdiyé resources
liesin the Constitutionof Afghanistar’® Article9of | F 3 K I y Qoastitlitigh§pacifieghat mines
and other subterraneanresourcesshallbe the property of the State,andthat the managementf
naturalresourcesshallbe regulatedby law.

Policies

The government has establishedseveralpoliciesto governthe mining sector. On the other
hand, while there are detailedlaws and regulationsto governthe oil and gassector, Afghanistan
hasNationalPriority Prograni® for five years(1396¢ 1400)and a CNGpolicy but Afghanistardoes
not havea nationalpolicyfor hydrocarbons.

The key strategic document related to the mining sector is the Mining Sector Roadmap,
originallyapprovedby the governmentin December2017* and updated in 201982 Theroadmap
providesan overviewof | ¥ 3 K | y daturél rego@eesthe regulatoryand oversightchallenges
of sector, the legal framework and proposed reforms, including prospects for establishing
industriesand markets.

Figure20 below descibesthe various polides of the governmentrelatedto the governanceof
the mining,oil andgassectors.

79 SeeArticle9, TheConsitution of the IslamicRepblic of Afghanistar{Januan®2004),accessiblet www.president.gov.af

80 http://policymof.gov.af/fhome/wpcontent/uploads/2019/01/ExtractivéendustriesNPP. pdf

81 Ministry of Minesand Petroleum(Decembe017),W L & fRep¥blicdf AfghanistanMining Sectorw 2 | R Yalcded@iBl@nly on a third-party (civil
society)websiteat https://miningwatch.af/wpcontent/uploads/2018/02/MoMMRoadMap. pdf

82 Ministry of Minesand Petroleum(2019) W a A \S&cii @ 2 | R Yatckd@itllat https://momp.gov.af/sites/default/files/2020
07/MoMP%20Roadmap-merged.pdf
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https://president.gov.af/en/afghan-constitution-2/#:~:text=The%20present%20Constitution%20of%20the%20Islamic%20Republic%20of,a%20ceremony%20in%20Kabul%20on%20January%2026%2C%202004.
https://miningwatch.af/wp-content/uploads/2018/02/MoMP-Road-Map.pdf
https://momp.gov.af/sites/default/files/2020-07/MoMP%2520Roadmap-1-merged.pdf
https://momp.gov.af/sites/default/files/2020-07/MoMP%2520Roadmap-1-merged.pdf

Figure20 Governmenpoliciespertainingto the extractiveindustries

National Mining

Policy
Social Policy for Mining
Environmental Sactar
Protection Policy
Occupational Health and
Access to Geoscience Data Safety policy
and Information Policy
Explosive Safety Policy
Industrial Minerals Rare earth Element
Policy and metal policy
rational Coal Radioactive
Policy Mining Policy
metal Mining CNG
Policy Policy

Artisanal and Small
Scale Mining Policy

Gemstone Cons truction Dimension Stones
Policy Materials Policy Policy
SourceMoMP Website

The original texts of the Poicies governirg extradive industriesin Afghanistanare available
here.

Lawsandregulations

Forthe Afghanistaryear1397(201718),the miningsectorof Afghanistarwasregulatedby the
Minerals Law,2014and the MineralsRegulation2010. The MineralsRegulation2010wasin turn
a legacyof the MineralsLaw,2010. No Minerals Regulationsvere drafted to correspondto the
MineralsLaw,2014.

From the Afghanistanyear 1398 (201819) and until presently,the mining sector has been
regulated by the 2018 Minerals Law, and 2019 Minerals Regulation.The MOMP in June2019
(Saratan1398) issueda GemstoneExport FacilitationProcedure through which the MOMP has
awardedseven GemstoneExportpermitsin FY1397and 1398. Curently, the CadasteDirectorate
of the MoMP hasreported that the GemstoneExportFacilitationProcedures suspendedandthe
MoMP is working on drafting a new procedure.Thetexts of the 2018 MineralsLawns, 2019 Mining
Regulation,2010 Minerals Law and 2010 Mineral Regulationare availableon the website of the
MoMP here. The Englishtext of the 2014 MineralsLawis availableat a third-party website here.
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https://momp.gov.af/index.php/momp-polices
https://momp.gov.af/index.php/laws-and-regulation
https://www.ilo.org/dyn/natlex/docs/ELECTRONIC/99023/118023/F-1539941602/AFG99023.pdf

However,it is worth mentioningthat the majority of active contractsawardedin previousyears
are still governedby previouslawsunderwhichthe contractswere granted?®?.

Afghan& ( I hjdio&arbonssectorwasgovernedby the 2017 Hydrocartons Lawand the 2014
Hydrocarbonskegulationn 1397and 1398 TheHydocarbonsReguationswere alegacyfrom the
2009 Hydrocarbond_aw While both the 2009and 2017 Hyd ocarbonsLawsare avalable online,
the Hydrocarbondkegulationsre not.

Afghanistanhas also publishedthe other important Lawsand Regulationsthat impact the
sectorgovernanceTheseincludethe 2004 CustomsLaw the 2007 EnvironmentalLaw, the 2009
IncomeTax Law, the 2015 TaxAdministrationLaw, and the 2007 AfghanistanNational Standards
Law

The 2018 Stae-Owned Companied.awis alsoan important addition to the abovelist of laws
that governthe extractivessector,havingsignificantimplicationson StateOwnedEnterprisesuch
as AfghanGasEnterprise(AGE)nd North CoalEnterprise(NCERnd JabalSirg Cement The Dari
versionof SoCdaw is publishedat the time of data collectionfor this report but the unofficial
translatedEnglishversionof SoCdaw is not available.lt is alsorecommendedhat the NDCshall
perform an analysisof the governanceof the extractivessector SoEsthe changesongoingand
expectedunder the new SOCdaw, and its implementationstatus. For more information on state
participationin the extractiveindustries,includingthe new National DevelopmentCo.,see Stae
Participaton Chaper.

Rolesandresponsibilitiesof governmentagencies

The 2018 Minerals Law describesthe functions of the main GovernmentAgenciesnvolvedin
regulation of the mining sector. Apart from these agenciesthe Ministry of Finance(the main
departments are Treasury,Budget,AfghanistanRevenuePepartment(ARD)and AfghanCustoms
Department(ACD))s alsoinvolvedin regulationof the mining sector, from the angleof tax and
non-tax revenuecollection.

Onthe allocationof mining concessinsor the mining exploration and exploitationlicensesthe
mainagencieslescribedn the 2018MineralsLaware:

MOMP

AfghanistarnGeologicaBurvey

Mining TechnicalCommittee
HighEconomidCouncilHEC)
NationalProcurementAuthority
NationalProcuremen Commission

The cabiret of the IslamicRepublicof Afghanistan.

NoghkrwhpE

Apart from the aboveagenciesthe AdministrativeOffice of the Presidentof Afghanistargiven
the strategicimportanceof the O 2 dzy” éxidctiyéssector, alsoperformsan overall supervisry

83 Seearticle 74 locatedon page48 andasof Jan02 accessiblat minerals _law 2019english.p@OMP.gov.af)

62


https://momp.gov.af/sites/default/files/2020-06/2017%2520Hydrocarbons%2520Law%2520vEnglish.pdf
https://momp.gov.af/sites/default/files/2019-03/Hydrocarbons_Law_2009-%2528Unofficial_English_Translation_dated_March_2014%2529-Final_0.pdf
https://momp.gov.af/sites/default/files/2019-03/847-Customs.pdf
https://momp.gov.af/sites/default/files/2019-03/Environmental_Law.pdf
https://momp.gov.af/sites/default/files/2019-03/Income_Tax_Law.pdf
https://momp.gov.af/sites/default/files/2019-03/Income_Tax_Law.pdf
https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=&ved=2ahUKEwjf5_mhnt3tAhVmyzgGHSNYCqQQFjACegQIAxAC&url=https%253A%252F%252Fard.gov.af%252Ffile_download%252F47%252FTAL%252B%252528Tax%252BAdministration%252BLaw%252529.pdf&usg=AOvVaw3KXEBAzTrjy_6PJupQ6OO4
https://momp.gov.af/sites/default/files/2019-03/The_Afghan_Standards_Law_Final_Edition_Yarmand_Based_on_PATA%255B1%255D.pdf
https://momp.gov.af/sites/default/files/2019-03/The_Afghan_Standards_Law_Final_Edition_Yarmand_Based_on_PATA%255B1%255D.pdf
https://momp.gov.af/sites/default/files/2020-10/%25D9%2582%25D8%25A7%25D9%2586%25D9%2588%25D9%2586%2520%25D8%25B4%25D8%25B1%25DA%25A9%25D8%25AA%2520%25D9%2587%25D8%25A7%25DB%258C%2520%25D8%25AF%25D9%2588%25D9%2584%25D8%25AA%25DB%258C.pdf
https://momp.gov.af/sites/default/files/2020-10/%25D9%2582%25D8%25A7%25D9%2586%25D9%2588%25D9%2586%2520%25D8%25B4%25D8%25B1%25DA%25A9%25D8%25AA%2520%25D9%2587%25D8%25A7%25DB%258C%2520%25D8%25AF%25D9%2588%25D9%2584%25D8%25AA%25DB%258C.pdf
https://momp.gov.af/sites/default/files/minerals_law_2019english.pdf

function. The Office of the Presidentprovidesstrategicoversightto sectorgovernanceparticularly
throughits InvestmentFacilitationUnit and LegalAdvisorOffice.

A brief overview of the activities of these entities is availablein the 6th AEITIReport (1395
1396)at P.32-35, availablehere.

The main Govenment Agenciesinvolved in the regulation of the oil and gas sector in
Afghanistarare:

0] MoMP;
(i) Afghanisain Oil & GasRegulatoryAuthority.

A brief overview of the activities of these entities is availablein the 6th AEITIReport (1395
1396)on pp.36-38, availablehere. TheAfghanistarOil & GasRegulatoryAuthority wasestablished
in 2013asthe sectorregulator,althoughthere islittle information on its work availableonline

Organizationof the MOMP andits regulatoryfunctions

Thegeneal vision, missionand purposeof the MoMP is availablehere. TheMoMPis organized
into variousDirectorateswhoseduties and descriptionsare availableonline. Theseinclude: Chief
of Staff Human ResourceDirectorate, Directorate of information & Public Communication
Afghanistan Petroleum Authority,  Directorate of Cadaster, Directorate of State Owned
Enterprise Internal Audit Directorate Directaate of Mines Inspection,_Directorateof Information
TechnologyDirectorateof ProcurementDirectorateof LegalServicesind Directorateof Policy

TheMoMP hasa Directorate of InvestmentPromotion& SmaltScaleMining and a Directorate
of Financeand Accountingwvhoserolesand responsibilitieshavenot yet been publishedonline. It
isrecommendedhat this be done soin orderto further enhancethe transparentandaccountable
functioningof the MoMP.

TheMoMP alsohasa ProgramCoordinationand Design(DonorCoordinationUnit) which holds
regular Donor CoordinationMeetings, the minutes of which are publishedhere (althoughthere
are only three meetingslisted, most recentin 2019). The MoMP has also publisheda list of its
MoUsonline,availablehere.

Ministry of Mines and Petroleumreforms since2020

In early 2020, the Presidencyannounceda restructuring of the Ministry of Mines and
Petroleum, splitting the Afghan GeologicalSurveyfrom the Ministry. Accordingto the MOMP
leadership,the re-structuring of the MoMP sinceis ongoingand wasrequired giventhat the old
ministerial structure was consideredoutdated and did not allow the MoMP to addressrecent
challenges As of 2021, the documentationunderpnning the Ministreé Qréstructuting has been
completedandapproved.A numberof reformsinvolvingthe MOMPare ongoing.

A focus of reform is currently on the digitizationof MOMP functions. A Cabinetdecisionwas
issuedin 2020 requiring the digitization of processesand proceduresof all state institutions. To
implementthis decisionthe MOMPestablishedateamto assesshe usageof existinginformation

84 Ministry of Minesand Petroleumwebsite,W ! T 3 K IPgtrbléuin!l déli K 2aNdesidle Htps:/momp.gov.af/afghanistapetroleumauthority
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systemswithin the a h a t &ldinistration.By30 March2021,a total of 17 different information
sysemswere found, although analyss of MOMP systemswas ongoingin April 2021. Buildingon
this analysisthe MOMP plansto re-designits information architectureand integrate all existing
systemsinto one integrated mining information system.The MOMP plans to engagethe private
sectorin this process,solicitingfeedbackon the use of the current information systemsto plan
improvementsin the accessibilityof the a h a t @anned new integrated mining information
system.TheMinistry hopesto improvethe efficiencyof miningcertifications, hoping to reducethe
time for administrativeprocedureso afew hours.

Second,the MoMP plans to establisha Mining Institute, intended to cover the internal
technical capacity building needs of the a A y A astatlE @avoid confusion and potential
duplication of mandatesand functionsbetweenthe & Y t dandthe Mining Institute, the latter will
be designedto servethe needsof the MoMP only. The Mining Institute will provide technical
trainingsnot only to governmentstaff, but will alsocaterto capaity building needsof the private
sector. The MOMP plansto seek support for the establishmentof the Mining Institute from
development partners, potentially through the GiZMinGov project. The MOMP leadership
considersthat past capacity building measures provided by the GiZMinGov project (such as
technical coursesfrom accredited universities)could be integrated into the Mining L y & G A G dzi S
operations.

Third, the MOMP is currently conductinganalysison how to legalizethe gemstone mining
sector and increaseits attractivenessto investors.The aim is to create enablingconditionsfor
gemstoneexportershy offering competitiveroyalty rates. Theministry plansto developa planfor
formalizing and legalizingthe gemstone mining sector, for review and approval by the High
EconomicCouncil(HEC)Another aim of this planned mechanismis to build trust between the
Governmentand gemstonedealers,bridgingthe pastgapin trust and cooperationbetweenthe
MOMP and the private sector. The MOMP is identifying waysto establisha legal procedurefor
issuinglicensesfor gemstonedealersand hasrequestedsupportfrom the GiZMinGovproject to
introduce companiesn this sectorto the MOMPIn order to gatherinitial insights. TheGiZMinGov
project has supportedthe MOMP in conductingworkshopsfor developinga h a t Q&instone
ActionPlanin the past.Moreover, GlZhasalsosupportedthe gemstonesectorin the pastthrough
variousprograms(includingNaWi, GFAand GIZIS).While these programswere since phasedout,
the information generated from the programs could be collected by GiZMinGov and made
availableto the MOMP.

The MOMP s alsofocusingon developingpolicieson mineral value chains.The Ministry has
developeda conceptnote related to marble blocks,which it anticipateswill facilitate increased
exports of marble. Finally,the MOMP is working on improvingthe attractivenessof the mining
sectorto investorsand plansto developlnvestmentPackagesvith sufficientinformation on mines
andtenders.

Fiscaregime

Thefiscalregimegoverningthe extractivessectorwasgovernedby the following legislationsin
the Afghanistarreportingyears1397and 1398:

® 2009IncomeTaxLaw
(i) 2010IncomeTaxManual

(i)  2015TaxAdministrationLaw
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(iv)  2014(1393)MineralsLawand2018(1397) MineralsLaw

(V) 2010(1398)Mining Regulationand2019(1398)Mining Regulations
(vi)  2017Hydrocarbond.awand2014Hydrocarbonkegulations

(vii)  2005Customd.aw

(viii) 2007EnvironmentalLaw

(ix)  1955CommercialCode

(x) 2015TaxAdministrationLaw

An overview of the various revenue streamsfrom the extractivessectorin Afghanistanand
their collectingentities for the specificyears1397 and 1398 are providedin Table23 below. The
table also providesthe correspondingGovernmentFinanceStatisticsManud (GFSxlassiication
codesas per the IMF that correspondto eachrevenuestream,to enable possiblecomparisons
with other countries.lIt isto be noted that this table differs from the list of governmentrevenue

streams provided in the W NB @ Eojledd® y dhapter of this report, which providesthe entire
ambit of tax and non-tax revenuesthat couldbeleviedunderthe lawsof Afghanistan.

Table23 Typesof GovernmentaRevenuesStreamsn Afghanistanin 1397and 1398

GFS Classition Reve:;;s;ream Collecting Government Entity Sector
Emission and pollution taxes (114522E)| Waste Management Feg National Envx;g;nceyntal Protection Oil &Gas
Emission and pollution taxes (114522E) Environmental License| National Enviromental Protecion Mining
Fee Agercy
Emission and pollution taxes (114522E) Environmental License| National Environmental Protection Mining
Renewal Fee Agency
Ministry of Finance (Customs Not
Taxes orexports (1152E) Export Duty Department) applicable
. Ministry of Mines and Petroleum .
Royaltes (1415E1) Royalty (Revenue Department) Mining
Ministry of Mines and Petroleum .
Other rent payments (1415E5) Surface Rent (Revenue Department) Mining
. . . Ministry of Mines andPetroleum .
Fines, penalties, and forfeits (143E) Penalty Fee (Reenue Deprtment) Mining
Administrative fees for government service Bidding Eee Ministry of Mines and Petroleum Minin
(1422E) 9 (RevenueDepartment) 9
Site Accommodation Ministry of Mines and Petroleum .
Other rent payments (1415E5) Rent (Revene Department) Mining
. License fee Ministry of Mines and Petroleum .
License fees (114521E) Exploitation (Revenue Department) Mining
Administrative fees for government service Document Fee Ministry of Mines and Petroleum Minin
(1422E) (Revenue Department) 9
License fee (11452E) License Fee Ministry of Mines and Petroleum Mining
(Revenue Department)
Administrative fees fogovernment services Guarantee Fee Ministry of Mines and Petroleum Minin
(1422E) (Revenue Department) 9
. . . Ministry of Mines and Petroleum -
Fines, penalties, and forfei(443E) Penaly for Lae Payment (Revenue Department) Mining
5 — - — -
From stateownedenterprises (1412E1) Transfer of 75.A) of SOE Ministry of Finance (Revenue Mining, Oil
net profits Department) and Gas
Ordinary taxes on incomeyofits and apital | Corporate income tax Ministry of Finance (Revenue Mining, Oil
gains (1112E1) (CIT) Department) and Gas
General taxes on goods and services (VA Business Receipts Tax Ministry of Finance (Renee Mining, Oil
sales tax, turnover tax) (1141E) (BRT) 4% Departmen} and Gas
Withholding Tax on Ministry of Finance (Revenue Mining, Oil
Taxes on payroll and workforce (112E) Contractors Department) and Gas
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Ministry of Finance (Revenue Mining, Oil

Other rent payments (1415E5) Other Tax Department) and Gas
Fnes, paalties, and forfeits (143E) Penalties of Delay MinistryDo;‘pF;?t?gst)(Revenue M;:?%;Ssil
Taxes on exports (1152E) Fixed Tax on Exports MinistryDo;‘plzzﬂg;)(Customs Mining
Customs and other import d@s (1151E) Peralty onimports MinistryDo;‘plzzerT?;?t)(Customs Mining
Taxes on exports (1152E) Other Fee on Exports MinistryDo;‘plzzerT?gst)(Customs Mining
Taxes on exports (1152E) Penalty on Exports MinistryDo;‘plzz?T?;% (Customs Mining

A detailed descriptionof how these variousrevenue streamsare levied and collected, their
materiality and amountspaid by companiesand receivedby the governmentare describedin the
chapter on revenue collection of this report. The details of how the fiscal regime providesfor
devolutionof extractivessectorrevenuesbetweenthe federaland provinciallevelsare contained
in the chapteron W & dzo y IO A 21 Y fof trs repdry, & Q

Anexaminationof the overallfiscalregimerevealsone particularissuethat Afghanistanwould
benefit from addressing! ¥ 3 K | y 20891ncom@Eax Law® (Article 80) exempts extractives
sector SoEsand companies,categorizedas Wv dzl fExtrackiv@IRdustries¢ | E LJI- florf thd) >
paymentof the BusinesfRecepts Tax(BRT)Thiswas alsoaffirmedin the AET Ifacilitatedauditsof
AGEand NCEby the State Audit Office of Afghanistanfor 13951396. However,the extractive
sector SoEsand most companies,unaware of this provision, have continued paying BRTto the
governmentof Afghanstan. It is recommendedhat the governmentconsiderhow to treat these
excesstax paymentsand refund them to the extractives SOEsin a manner that is not too
disruptiveto governmentalrevenuesand the Statebudgetin an alreadyfragile fiscalsituation in
Afghanistan.

Updateson legalreforms

Considerabldegislativeand regulatory changesare being undertakenin Afghanistan.A new
Hydrocarbons Law and Hydrocarbons Regulations have been drafted and are pending
considerationn the parliament.

Importantly, a new StateOwnedCompaniefSoC).awhasbeenpassed,on October24, 2018,
accessiblein Official Gazette No. 1322. The SOCslaw consolidatesdifferent categories of
governmentowned companiesin Afghanistaninto a singletype of entity known as State Owned
CompaniesPreviouslythesewere of three types,namely:StateOwnedEnterprises StateOwned
CompaniesaindMixed Companies.

TheSoQ.awhasthe following objectives®:
- To set out the processfor the establishmentand liquidation of state-owned
comporations.

85 AfghanistaincomeTaxLawv 2009,Englishversionaccessiblat https://momp.gov.af/sites/defult/files/2019-03/Income Tax Law.pdf
Dariversionaccessiblat https://mof.qgov.af/sites/default/files/201®2/IncomeTaxLaw_0.pdf
86 SeeArticle2 of the SOQ.aw,2018
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- To encourage-state owned corporationsto operate as commercialentities on a
levelplayingfield basedon the principlesof efficiency profitability andcompetitiveness.

- Toclarifythe ownershipresponsibilitiesof the governmentauthoritieschargedwith
the oversightof state-ownedcorporations.

- To ensure the governanceof state-owned corporations is carried out in a
transparent,responsibleandaccountablemanner.

- To ensurethe audit, supervisionand evaluationof activities and affairs related to
the finance/accountingf state-ownedcorporations.

- To ensurethat state owned corporationsare effective in the managementand
deliveryof publicservices.

- Topromote fiscalsustainabilityand ensurethat the fiscalrisksassocated with state
owned corporationsare effectivelymanaged.

- To contribute to the broader national objectives of economic growth, social
developmentandjob creation.

- Topromote anenvironmentthat enablesinvestmentinto Afghanistan.

Preparationsvere made in Afghanstanyears1397and 1398for implementingthe ring-fencing
of CorporatelncomeTaxin the mining sector,which wasrequired by the 2009 Income TaxLaw.
Theprovisionwasimplementedfrom the Afghanistaryear1399onwards.

An artisanalmining formalizationpolicy was adopted by the MoMP in FY1397,availablehere.
Thedocumentprovidesa baselinestudy of the ASMsecbr in Afghanistandefinesthe rolesand
responsibilitiesof variousgovernmententities in regulatingASM,and providesrecommendations
to formalizethe ASMsectorthroughlicensingand capture of tax and non-tax revenues.

There have been efforts by Parlament to propose reforms of the 2018 Minerals Law and
ensuringthat it is submitted to and enactedby Parliament.For more information pleaseread
(updatesin Dar) on the MOMPwebsite. TheMOMP leadershiphasconfirmedthat it is considemg
amendingthe 2018 Mining Law plans which have been discussedwith the Cabinetand the
Ministry of Justiceas well aswith the World Bank.The MOMP has submitted to the Cabinetfor
approvalalist of large and smallscaleminesthat it plansto tender.
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Recommendations

20.

21.

22.

23.

24.

25.

26.

OnHydrocarborRegulationsit isrecommendedhat the governmentincrementally
constructseparate subjectspecific regulations, essentiallydbreakingupé the draft
HydrocarbonRegulationsnto distinct parts.

While the Governmentof Afghanistarhaspublishedcopiesof someof the legislations
mentionedin this Chapter,a numberof theselegislationsare not availableonline.
Publishinghe lawsof Afghanistarthat regulatethe extractivessectoronline would greatly
increaseinvestorawarenessandconfidencein the sector.It will alsogreatlyenhance
citizenawarenes®f the functioningof the sector. Thus the MoMP and AEITMSGshould
underteke areviewof the legslationsthat are publishedonline with referenceto those
listedin this chapterandensuretheir publication.

It isrecommendedhat the NationalDevelopmentCorp.publishthe Englishversionof new
SOQGaw (publishedon the MOMPwebsitehere) on its own websiteand ensurethat all
relevantregulationsare publishedonline. TheNationalDevelopmentCorp.jointly with
MoMPis encouragedo performananalysiof the governanceof the extractivessector
SoEsthe changesongoingandexpectedunderthe new SCCslaw, andtheir
implementationstatus.Benchmarkingor comparingthesereformsto globalgoodpractices
with the help of technicalassistancérom developmentpartnerswould enablethe
strengtheningof goodgovernancen state-owned enterprisesin Afgharistan.

TheAEITMSG/MoMPshouldensurethat updatedinformation on the reformsand
developmentdn the legalframeworkandfiscalregimeare displayedon the MoMP
websiteafter adequatefact-checksandapprovals TheMOMPmaywishto establisha
single pageon its websitethat consistentlytracksall reforms, clearlycategorizinghem as
completed(andincludinga link to the full text of the legal,regulatoryor administrative
amendmentor reform), ongoingor planned.

TheMoFandMoMP shouldconsicer how to treat the excesBusinesfReceiptTax(BRI)
paymentsby extractivessectorand devisemechanismgo refundthem if possible to the
extractivessectorin amannerthat is not disruptiveto the Statebudgetin analready
fragilefiscalsituationin Afghanistan.

It isrecommendedhat the 2018MineralsLawbe revisedto eliminatethe duplicative,
multi-tiered review of all but the mostsignificantprojects,and simplifyingthe current 18-
stepreview processwith multiple levelsof reviewandapprovds to ensuretransparencyin
the licenseallocationprocess.

It isrecommendedhat a comprehensiveeviewandharmonizationof other laws
applicableto the miningsectorbe undertaken,sothat legalprovisionsin lawsrelatedto
tax, labor and customswork effectivelytogetherwith the MineralsLawto promote mining
investment.
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Contracts permits and licensemanagement

WHATISCONTAINEIN THISCHAPTER

Thischapter providesinformation on the register of mining, oil and gaslicenses(EITI
Reuirement 2.3),the wayin whichlicensesand contractsare awardedand transferred
(EITIRequirement2.2) and the publicationof the full text of licensesand contracts(EIT]I
Requirement2.4). The objective is to inform the public of the rules and practicees
governingproperty rightsin the extractiveindustriesof Afghanistan.

Registerof mining, oil and gascontractsand licenses(EITIRequirement2.3)

| ¥ 3K y dadastialyhghagementsystemis now publicly accessiblesince mid-2018. The
MOMP Transparacy Portal providesinformation on licensesand permits coveringmining, oil and
gasexplorationand production, includingsmaltscaleand large scaleprojects. The Transparency
Portal integrateslicenseand ownershipdata directly from the MCASand non-tax revenuedata
from the NTRSpayment processingsystem. This AEITIReport servesas a diagnosticof the
TransparencyPortal, assessingwvhether the data disclosuresare complete and reliable. The
Transparencyortalis regulatedby the 2018 MineralsLawanditsimplementingregulation.

Dataspecifications

The information availablefor all licensesfrom the TransparencyPortal includeslicenseand
licenseholder names,datesof application,awardand expiry,commoditiescoveredfor production
licenses,and licerse coordinates.In addition to the licensedata from the MCASsystem,the
TransparencyPortal integratesother data per licenseincludingfiscalterms, production volumes,
beneficialownershipandnon-tax payments(royalties,licensefees,etc.)to the MOMP.

Figure21 presentsa diagramof the integration of the MCASand NTRSsystemsthrough the
Transparencyortal.

Figure21 Technicatliagramof the cadastefMCASgand nontax revenuesystem(NTRS)

MoMP link Repository MolC /
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RDx API firewall
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Atotal of 15 of the 34 provincesof Afghanistarhavebeenconnectedto the MCASsystem,asof
November 2020. A total of four new provinces (Nangarhar,Herat, Balkh and Parwan)were
connectedto the MCASn 2018(1397)and five new provinces(Logar,Kandalar, PanjshirBamyan
and Kapesa)ere connectedin 2019(1398).Thea h a t QadlasteDepartmenthaspublisheda
standardoperatingprocedure(SOPpn DataCollectionand DataQuality Controlfor the MCASand
NTRSystemsin March 2020 with two dedicatedchapters on Data Collectionand Data Quality
Control87

Accordingto the MOMP,the numberof registereduserswith accesgo the Transparencyortal
has grown from 130in 1397 (2018)to 183in 1398 (2019)and 225 in 1399 (2020). It shouldbe
noted that unregistereduserscan still accesdasiclicenseinformation without registeredaccess
to the TransparencyPortal, although more advancedfunctionalities such as open data format
downloadsare only accessibléo registeredusers.

Propertyrights: permits, licensesand contracts

The EITIStandardprovidesa definition of licensesand contractsunder Requirement2.4.de,
whichdefinestheterm Wt A CaSayiiceii3e |ease title, permit, contractor concessiorby which
the government confers on a companyor individual the rights to explore or exploit mineral
resources oil and/or gas.In the Afghancontext, the extractiveindustriesare governedby both
contractual and licensingregimes. With regardsto W K | N\BROxiinig, a Wa A YIA2WAO S dsa A 2 ¥ C
definedin the 2018 Minerals Lawand its 2019implementingregulationas a éwritten agreement
enteredinto by the State and a ConcessiorHolderin connectionwith the conductof Mineral
Activitieswhich providesfor the grant of an Exploitation Licenseg or providesfor the grant of an
ExplorationLicenseand a right of priority for the grant of an Exploitation] A O S8/Taelern®d
license appliesto both largescaleand smallscale mining, and refers to ExplorationLicenses,
Exploitaton Licensesind Smal-ScaleMining License¥.

Thereare four typesof the licensesthree typesof permits,andtwo types of miningconcession
definedin the 2018MineralsLawandits 2019implementingregulation:

Fourtypesof licensesn the mining sedor:

1 InvestmentLicerse: a licenseissuedby the AfghanistanCentral BusinessRegistrywhich
identifiesthat the Personis engagedn miningindustryactivities?°

1 Exploration License:a license granted under Article 28(1) and Article 28(1), which
authorizes Explorationin respect of largescale mining projects in accordancewith this
Law?®!

1 ExploitationLicense:a licensegranted under Article 28(3), Article 28(3) or Article 28(9),
which authorizesExploitationin respectof large-scalemining projectsin accordancewith
this Law.%?

87 TheSOPon DataCollectiorand DataQualityControlfor MCASandNTRSY STEMSaccessibléerein Daii
(https://momp.qgov.af/sites/default/files/20206/MCAS.pdf

88 Article4.100f minerallaw2018

89 Article4.120f minerallaw2018

% Article4.150f minerallaw2018

91 Article4.160f minerallaw2018accessedn Dec12,2020

92 Article4.17of minerallaw2018accessedn Dec12,2020
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1 SmaliScale Mining License: a license granted under Article 29, which authorizes
Explorationand Exploitationin respectof smallscalemining projects, includingartisanal
operations,in accordancawith this Law?®3

Fourtypesof permitsin the mining sector:

1 Processindg?ermit:a permit issuedin accordancewith the 2019 Mining Regulationsyhich
authorizesthe holderto conductprocessingn landother than a licensearea.

1 EnvironmentaPermit:a permit grantedunder Article 16 of the Environment_aw, to cover
the environmentalimpactsof extractiveactivities.

1 Permitfor infrastructureconstruction:a permit under Article 37 requiredto be issuedprior
to the constructingany smallscaleinfrastructure,includingfor miningoperations.

1 Mineral Expat Permit: a permit awardedby a h a t Qa@lasteiDepartmentunder Article
35o0f the 2019Mineral Requlatiorfor exportingminerals.

Reviewof data on the TransparencyPortal

Accordingto data from the TransparencyPortal asof February2021,there are a total of 1132
mining, oil and gaslicensedlisted, coveringexploration,exploitation and smaltscalemining. This
total number of licenseslisted on the TransparencyPortal includesall licensesthat are active,
cancelledgexpired,surrendered suspemed and currentlyunderreview.

In preparingthis 7th AEITIReport,the a h a t QailasterDepartment confirmed that there
were atotal of 153 smallscak Mineral Licnesesn 1397(2018),131 activelicensesn 1398(2018)
and only 90 active licensesin 1399 (2020). The list of active licensesreported by the MOMP
CadasterDepartmentfor 1397,1398 and 1399 is publishedin open format (.xIsx)on the AEITI
website94 andin PDFormat onthe MOMPwebsite95

On the other hand, the 2020 UNDPhuman developmentreport noted that there were 161
smallscaleand six mediumscalemineswith active contracts(licenses)and additional 660 mines
with expiredor cancelledcontracts,asof November201896

Thedifferencesin numbersof activelicensegelatesto mining,not oil andgas.Asconfirmedby
thea h a t KydrocarborDirectorateand a review of the TransparencyPortal,there were three
active oil and gas contracts and licensesin 1397-1398 (20182019), although one of these
contractswas terminated in June2020. Tabk 24 presentsthe status of the three oil and gas
contracts,asof 1399(2020).

93 Article4.180f minerallaw2018accessedn Dec 12,2020

% SeeW [ df AcfiveContractistFYdh T X b gpEeduigh@ebn AEITivebsite,W 5 IHai 7th AEITiv S LJ2abtBsSitlen
http://aeiti.af/en/docunents/categoryflata-for-7th-aeiti-report?page=1

%BSeeW! O Gon@a&distfor Fiscal S 113@M1398and13990n MOMPwebsite, W 9 & & & O f acécadidion 9tFs://MOMP.gov.af/eiti
disclosues

% UNDRMarch2020),W! F 3 K [HymaaDévelgpmenReport2020:Pitfallsand promise mineralextractionin! ¥ 3 K | yakcas$day Q =
http://hdr.undp.org/en/content/natioraFhumandevelopmentreport-2020-afghanistan
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Table24 Activecrudeoil activecontractsin 1397-1398

S.No.|ProjectName | Company Name Date of project (inftial Exploration &\ o iniial Exploration Period | Project Current status
Amu Darya Chinese National Petroleum
Exploration and Corporation International December 26, |Four Years and Six . Terminated on June 15,
" |Production Sharing |Watan Oil and Gas Alg Lid |2011 Months June 25, 2016 (Estimated Date) |,
Contract "EPSC" "CNPCIW"
Consortium (Dragon Qil
Sandugii Sandugli Lid ('DOSL), As per the request of the
. ) Contractor and the approval of
Exploration and Turkish Petroleum October 8, . . . . .
2 . ) . , Four Years Cabinet, the Initial Exploration in operation
Production Sharing |Afghanistan Ltd ("TPAL"), 2013, . I
Contract "EPSC" Ghazanfar Investment Ltd Period had been extended til
(G December 31, 2021
Consortium (Dragon Oil
Mazar-e-Sharif |(Mazar-e-Sharif) Ltd As per the request of the
) ) W X Contractor and the approval of
Exploration and ('DOML"), Turkish October 8, ) . . . .
3 . ) . Four Years Cabinet, the Initial Exploration in Operation
Production Sharing  |Petroleum Afghanistan Ltd 2013, . "
" ) .. Period had been extended fill
Contract "EPSC" ("TPAL"), Ghazanfar December 31. 2021
Investment Ltd ("GI") ’

A first key findings of this AEITIReportrelatesto the inconsistenciesn mining licensedata
provided by the MOMP TransparencyPortal and the MOMP CadasterDepartment. The MOMP
CadasterDepartmenthas explainedthat the TransparencyPortal categorizesmining licensesas
a | O Gekediftlis includeslicensesvhosetermination is pendingbut not yet decidedaswell as
licensesthat are technicallyactive but where the mining companyhas ceasedactivities due to
technical, financial, social andor envirormental problems. On the other hand, the Cadaster
Departmentexplainedthat the Transparencyortalmarkedaseither & dzy’ RS KUA0BWSEE LIA NB R ¢
those licenseswhere an applicationfor a licenserenewal had been submittedto the MOMP but
not yet approved,giventhe time-consumingnature of the licenserenewalprocess.

A secondkey finding is that the TransparencyPortal categorizesall construction material
licensesas a separatecategoryof license,distinct from exploration, exploitation and small-scale
mininglicenses.

A third key finding is that a total of eight smallscalemining licenseswere found to sharea
licensecodewith other smallscalemininglicensesalreadylisted on the TransparencyPortal. This
duplicationof licensecodeson the MCASsydem andthe TransparencyPortalraisesconcernsover

the accuracyof licensedata availableon the TransparencyPortal. Table25 presentsthe list of
eightsmallscalemininglicenseghat haveduplicatecodeson the Transparencyortal.
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Table25 Eightlicenseswith duplicatelicensecodesin the Transparencyorta

Date of : Nameof licenseholding . Commodity(ies)
Licensecode Typeof license
award company covered
. Gravel
11/28/2017 | SSMETakh1/2017 |  (Ministry of minesand iﬁi&i‘;am'(ﬂﬂ Sand
PetroleumAgreements) ConstructionStone
SmallScalaviinin ConstructionStone
11/28/2017 | SSMIBaghl1/2017 (Ministry of minesand License BAGHL%N Sand
PetroleumAgreements) Gravel
8/20/2016 | SSMETakh1/2017 SL:';Z&SS‘;‘&'TG'A\"}L’L’ER Gravel
7/23/2016 | SSMiHera6/2016 | = S[?g':if'%‘gfg %r::]’g'
SmallScaleéMining .
3/6/2016 SSMIBagh1/2017 > License BAGHLAN ConstructionStone
1/2/2016 | SSMEHera6/2016 S[?fgfg:'%‘gﬁ Gravel
12/7/2015 | SSMEKapid/2015 S[?(f‘;':;:'ﬂg‘gi Gravel
10/4/2015 | SSMtKapi4/2015 b2 S[?(ilfscjlgxggi ConstructionStone

SourceMOMPTransparencyortal

The MOMR) @adasteDepartmentexplainedthat this duplicationof certainlicensecodeswas
dueto the uploadingof historicallicenseinformationin bulkin the MCASsystem,whenit wasfirst
establishedGiventhat the licensecodesrelate to the date of awardof the license certainlicenses
were erroneausly giventhe samelicensecode. The MOMP Cadasterand its serviceprovider RDF
havestarted addressingheseinconsistenciesn the MCASand TransparencyPortal data, focusing
first on sanitizinglicensedatarelatedto licensesawardedin 1397and 1398.

The MSGhas found that there have been gapsin some of the 15 MOMP provincial offices
uploadingnew licenseawarddatain the MCASsystem(whichfeedsinto the Transparencyrortal).
Although the provincial branch offices were given rights to the MCASsysem and funds for
Internet connectivity the MSGfound instancesvhendatawasnot uploadedon the MCASsystem.
TheMSGwasnot ableto identify the reasonsfor the lackof updatingof somelicenseinformation
by certain MOMP Provincialoffices, but consicers that further work is needed to clarify the
reasongdor gapsin datauploadedon the MCASsystem.

The MOMP CadasterDepartment has prepared an action plan for further improvements
(categorizedas customizationand configuration)to the a h a t KMGASNTRS and Transparency
Portal systems. The plan, developed with technical assistancefrom the EU, was pending
Ministerial approvalas of March 2021. Theaction planincludesa total of 156 recommendations,
of whicheight are relatedto coordinationbetweengowernmentofficialsand departments,58 are
relatedto the MCASsystem 55to the NTRSystemand 35to the TransparencyPortalitself.
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Finally,the MSGhasreviewedthe licensedata availableon the Transparencyatal, basedon
the MCASsystem,to assessvhether it is complete. The MSGconsidersthat the data on licenses
awarded since 1396 (2017) appearsto be complete. However, the MSG considered that
information on licensesnow expiredthat had beenawardedin earlier years(since2006)was not
comprehersivelypublishedon the TransparencyPortal. Therefore the MSGconsideredthat there
are gaps in the retention of older historical data that predates the establishmentof the
TransparencyPortal. TheMSGrecommend to the MOMP CadasteiDepartment,in collaboration
with its serviceprovider RDF,to more clearly indicate the coverageof the MCASsystemand
TransparencyPortal in terms of the time period coveredand whether the systemcoversboth

licensesawardedat the nationalgovernmentlevel and licensesgrantedat the provinciallevel (in
the past).

Accessibilityof the TransparencyPortal

The MOMP Transparencyortaliis availablein English Dari and PashtolanguagesThe system
allowsfor bulk downloadsof certain types of data, suchasbasiclicenseinformation and data on
licenseapplicationsin open data format (e.g..xls). However,bulk download functionality is not
availablefor other types of data such as production volumes, non-tax revenuesand company

ownershipdata, whichcanonly be downloadel in opendataformat per individuallicense not for
all licensescombined.

Figure22 Map-baseduserinterfaceof the cadastralsystem
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Recommendations:

27.1t isrecommendedhat the MOMPCadaste Departmentensurethat the Transparency
Portalincludesinformationon all typesof licensesand contracts,includinglicensegelated
to constructionmaterials.It isrecommendedhat the AEITMSGtogetherwith the MOMP
CadasteDepartmentinvestigatethe reasondor the lackof uploadingof certainlicense
databy certainMOMP Provinciabffices,and publishan explanationon the MOMP
website.

28. 1t isrecommendedhat the MOMPshouldcreatethe MOa t (Ii@nsparencyortal
MaintenanceCommitteeto provideregularupdatesto the AEITMSGon the statusof
implementationof its MCAS/NTR&ustomizationactionplan,to seekthe a { Difpdton
new datathat couldpotentially be requiredandto solicitfeedbackfrom the MSGon
further improvementsthat couldpotentially be requiredfrom a dza Spedp&ctive.

29. 1t isrecommendedhat the MOMPprovidemore clarificationson the TransparencyPortal
of the scopeof dataavailablethroughthe MCASandNTRSystemsincludingthe time-
periodscoveredin terms of licensedataand(ii) the geographicascopeof the system,i.e.,
whetherit coversolder licensesawardedat the provinciallevel.

30. TheAEITMSGis encouragedo undertakean annualdiagnosticof licensedataavailable
onthe MOMPTransparencyrortalto provideregularfeedbackio the MOMPon anygaps
or ambiguitiesthat shouldbe addressedn orderto ensurethat licensedataon the
Transparencyortalis both completeandreliable.

31. TheMOMPRMD departmentis highlyrecommendedo completethe dataentry of
revenuesfrom companieson a daily basis andthe MOMP shouldproviderequired
resourcedo the serviceprovider(RDIFrto maintain the TransparencyPortal.

How are rights to mining, oil and gasawardedand transferred?(EITIRequirement2.2)

The MOMP Transpaency Portal tracks applicationsfor new mining, oil and gaslicenses.This
EITIReportprovidesan overview of the way in which the award and transfer processshouldbe
conductedand a diagnosticof the actual practicein 1397-1398.In particular, this section reviews
the reforms to the regulatory framework for awardingand transferring licenses,with the 1396
(2017)Hydrocarlons Law and the 1397 (2018) Minerals Law. It then reviewsthe actual awards
andtransfersof mining,oil and gaslicenseghat took placein 13971398, includingan assessment
of whethertheseawardsandtransferswere in accordancewith the regulatoryframework.

Evolutionof the mining licenseaward process

Therehavebeenseveralreformsof the legalandregulatoryframeworkfor the managemenbf
mining rights, includinglicensingand contracting.Althoughthe 2014 Mining Lawenactedreforms
to mininglicensingregulationswere neverissuedor implementedto implementthe law.

The2018MineralsLawwas passedby the GovernmentCabnet on 14 Junel397(2018)and it
was publishedin the official gazette on 21 July 1397 (2018), the date from which it became
effective. The 2019 Mining Regulationswere issuedas implementing regulationsfor the 2018
Minerals law. The licensingregime has moved from a contractbased systemunder the 2014
Mining Lawin which the MOMP negotiatedthe terms of each mining contract separatelyto a
concessiorbasedlicensingsystemin the 2018 MineralsLawin which standardmodel agreemens
¢ one for exploration and one for exploitation ¢ reduce the need for lengthy negotiations.
Royaltiesare now set by the 2018 Minerals Law, which easesthe administrativeburden on the
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MOMP and, accordingto UNDP’and some law ¥ A Na6@rtentary?, reducesthe scope for
corruption. The2019Mining Reguationsare keyto definingmore detailedaspectsof the licensing
processjncludingdescribingthe contentsof I LILI A YD My L&A fGASGYeS y G a4 Q @

Table26 presentsthe evolutionin mining licensingproceduresunder the different regulatory
frameworks,includingtechnicalandfinancialcapacitiesassesseduringthe licensingphase.

Table26 Procedurdor mininglicenseawards,includingtechnicalandfinancialcriteria

. Periodof . Technicabnd financialcriteria
Law/regulation . Statutory licenseaward procedure
effectiveness assessed
Theprocedurescoverthe licenseand contractallocation . .
" - ) TheRegulationsefer to applicants
procedurethrough competitivetenderfor mineralrights . . ) .
. . . - andbidderstechnicalandfinancial
. (Articles8-20), first comefirst servedfor mining N -
2010Minerals s ) N capacitywithout definingthe
- 2010¢ 2018 | explorationlicenseqArticles23-29),exploitationlicenses e .
Regulations . . . . criteriaconsideredn the
through competitivetender (Articles35-41), first comefirst = .
TV k assessmendf I LILX Ateshnital
servedfor small-scalemininglicenseqArticles46-50) and andfinancialcapaities
quarryinglicenseqArticles52-60). P '
The2014Lawdefinesthe statutory procedurefor )
- N . ; . TheLawincludesreferenceto
awardingmininglicenseqArticles16-23),including =
. . . . assessmenvfanl LILIE A O
ReonnaissancéicensegArticles42-44), Exploration technicalandfinancialcapacit
2014Mining Law | 2014¢ 2019 | licenseqArticles47-50), ExploitationLicensegArticles55- . ne pactty,
- - . : but without definingclearcriteria
57),SmaHlScaleMining LicensegArticles61-63), Artisanal -
- ; . . consideredn the assessmenbf
Mining LicensegArticles67-69),and Construction b LILJ Acidaofyi & O
MaterialsAuthorizationg/Articles 73-78). W
TheLawdescribeghe lengthyprocedurefor awarding
mineralrightsby approvalfrom Mining Technical
Committee,NPA ,Cabinet HEGand MOMP,including Article 29requiresthat applicants
Mining Concessioffor explorationand expbitation, the demonstratetheir capacityto
2018Minerals 2019 ¢ explorationlicensesgxploitationlicensessmaltscale undertakethe work programs
Law present mininglicensesandpermitsfor constructionmaterials, | throughthe W O | LJladiA- fGASH
Infrastructureauthorization,Environmentaland but without describinghe
Processingermit (Articles4, 26-33). YOI LIadiA tiASaBuythe
TheMOMPwebsitepublishesa businesgprocessmapfor
large-scalemininglicenses
Schedule8 in annexof the
Regulationglefinethe elements
2019Minin Articles9to 18 of the 2019Mining Regulationglescribe consideredaspart of the
2RI 2019¢ present| the statutory processor mininglicenseawards.Articles I LILI Ac@dabflitystatement
Regulations

19-20 describethe procesdor smaltscalemininglicenses.

relevantboth for exploration,
exploitationand smaltscalemining
licenses.

97 UNDRMarch2020),W! ¥ 3 K [HymaaDévelgpmenReport2020:Pitfallsand promise mineralextractionin! ¥ 3 K | yakcas$day Q
http://hdr.undp.org/en/ontent/nationathumandevelopmentreport-2020-afghanistan

98 KakarAdvocated awFirmLLQMay2019),W 1 n They¥arof Investmentin the AfghanMining{ S O (a&&Elbion
https://www.kakaradvocates.com/20i8e-yearof-investmentin-the-afgharmining-sector/
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https://www.kakaradvocates.com/2019-the-year-of-investment-in-the-afghan-mining-sector/

The MOMP website publishesthe bidding documentation (including the list of interested
companiesthe companiesshortlisted, evaluationcriteria, etc.) for smallscalemining licensing
awardedunderthe previous(2014)Mining Law99

How are mining licensesto be granted?

The 2018 Minerals Lawdefinessmallscalemining licensesand largescalelicenses|t replaces
the previousbidding-basedsystemof royaltieswith a set of fiscalterms (e.g.,royalty) codifiedin
law. The law establishesan independen Mining Technical Committee to assistin the fair
assessmenbdf mining applications It alsorequiresall mining licenseapplications,includingsmalt
scale licenses,to be approved by the High Economic Council, composed of cabinetlevel
governmentofficials.

Forlarge-scalemininglicensesthe law definesboth explorationand exploitation (production)
licenses,but anticipatesthat in most caseslargescalemining concession will be awardedin a
two-step process, with an exploration license subsequently converted into a exploitation
(production) license. Largescale mining licensesare awarded based on competitive tender
conducted by the MOMP. The bids are reviewed by the Mining TechnicalCommittee, whose
recommendationis submittedto the HighEconomicCouncil,and then Cabinet,for approval. The
MOMPfinally awardsthe licenseto the successfubidder.

Smaliscalelicensesare reservedfor Afghannationals and companies.The artisanal mining
licensesand quarryingpermits under the 2014 Mining Lawhavebeenreplacedby the singletype
of smalltscalemining license.The 2018 Minerals Law replacesthe previoustender processfor
smallscalelicenseswith a first-comefirst-served applicationprocess throughthe MOMPR MCAS
system, publicly-accessiblethrough the TransparencyPortal. The MOMPR Mining Technical
Committeereviewsapplicationsand makesa recommendationto the High EconomicCouncilfor
approval. TheMOMPfinally awardsthe licenseto the successfuapplicant.

The 2018 Minerals Law requires the MOMP to publish all mining concessionsand licenses
includingbeneficialowners of companiesinvolved. Licenseapplicantsare required to submitan
environmental protection plan and an employee safety plan. Largescale license holders are
requiredto submitalocalcontentplananda communitydevelopmentplan.

Tables27 and 28 provide a descriptionof the types of mining licensesunder the (previous)
2014MineralsLawandunderthe current2018MineralsLaw.

9% MOMPwebsite, W L y F 2 Nivsiillacalgy A y Aagcasifl@n https://MOMP.gov.af/informatiomboutsmaliscalemining
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Table27 Descriptiorof Licensé ypesn Accordancevith the 2014Mining Law

Typeof Mining Area Duration
A ReconnaissanddcenseAreashallconsistof . .
. . . A Reconnaissandecenseshallbe

Reconnaissance| contiguousblocks suchthat its Areashallnot

. grantedfor up to two (2) yearsandmay

License exceedwenty thousand(20,000)square

. not be extended
kilometers
An ExplorationLicenseAreashallbe madeup | Fromthe date of registry,the

Exoloration of adjacentbloksandthe areaof land on Exploraion Licenseperiod shallbe for

LicZnse whichan ExplorationLicensanaybe granted | up to three (3) yearsandmaybe
shallnot exceedwo hundredandfifty (250) extendedfor two (2) additional
squarekilometers consecutivaerm

— ExploitationLicensamaybe grantedshallnot | Theduration of an ExploitationLicense

Exploitation i . .

License exceedfifty (50)squarekilometersor beless | shallnot exceedthirty (30)yearsfrom
than one (1) squarekilometer the time of its registry,
TheAreadefinedin a SmalScalevining - .

. i A SmaltScaleMining Licenseshallbe

SmallScale Licenseshallbe of adjacentblocksand shall g

Mining License

not exceedone (1) squarekilometeranda
depth of sixty(60)meters

for aperiodten (10)yearsfrom the
date of registraion andis extendable

ArtisanalMining
License

Theareain respectof an ArtisanalMining
Licenseshallnot exceedone (1) hectare,as
adjustedto the cadastrablocksystemandits
areacannotbe expanded

An ArtisanalMining Licenseshallbe
validfor five (5) yearsafter its
registrationand canbe extendedfor (5)
yearstill finishdeposit

Development
Contract

Theholderof a MineralsDevelopmeniContractmaybe grantedup to (5) Exploitation
Licensedn the Areaof the ExplorationLicenseof its Contract

Applicationfor
Quarry

Theareain respectof a Quarryand
ConstructionMaterialsAuthorizationshallnot
exceedone (1) hectare,andthirty (30)meters
in depth

A Quarryand ConstructionMaterials
Authorizationshallbe validfor five (5)
years after its registrationandmaybe
extendedfor continuoustermsup to
five (5) yearseach

Source 2014Mining Lawascited by addendumto 6th AEITReportavailableon
https://eiti.org/files/documents/6th_aeiti_addendum_report 20200515.pdf
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Table28 Descriptiorof Licensél'ypesn Accordancevith the 2018Mineral Law

Typeof . Licenseaward Technicakndfinancial
S Area Duration L -
Mining procedure criteria for licenseawards
Article 15(4) of the 2019
RegulationThe weightto
Article 28.(1): Uponexecution " be givento the tender
of aMining Concessiomhich | Article31: ggr&jpetltlve evaluationcriteriashallbe
providesfor the grantofan | (1) AnExploration | specifiedin the requestfor
Epr|_0rE_i;[I0fnL|;:r(]ansean(tjafnght Licenseshallbe Article41.(2):A proposal
otpriorityforthegrantotan | grantedfor an biddingprocess
ExploitationLicense, initial termof 3 | for the awardof a | Article 15.(2) of the 2019
Article 30.(2) Theareaof an | Yearsandupto 2. | Mining RegulationTheMining
ExplorationLicenSSha”not addltlonaﬂe_l’ms Concessiomnay TeChn|CaC0mm|tteesha"
Mining exceedatotal area of 250 of 3yearswith the | peinitiated by the | €valuatetenderproposals
Concessiofor | squarekilometersandbe approvalof the publicationofa | havingregardto the
largescale reducedin areaby 50%by Ministry. noticeon the followingevaluation
mining partial relinquishmentasa (2) AnExploitation | Ministry's criteria
conditionof renewaland Licenseshallbe | Website Article 15. (3) of the 2019
alwayscompriseadjacent grantedfor aterm | intemational RegulationThecriteriato
cadastralblocks. of 30yearsand websites local assesshe capacityof the
Article 30.(3) Theareaof an | additionalterms andnational bidderin regardto
ExploitationLicenseshallnot | Of upto 15years newspapersand | executionof promisesjs as
requiredfor the Conductof Of the Mlnlstl’y |nternat|0na.| CapaCity;Z. Financial
ExploitationActivities. newspapers capacity;and 3. experience
in Afghanistaror anyother
similarjurisdicton.
T_heareaof anExploration A_n Exploraton Article 29 of the 2018
Licenseshallnot exceeda Licenseshallbe .
MineralsLawand Schedule
total areaof 250square grantedfor an -
- i 2 3 of in annexof the 2019
. kilometersandbe reducedin | initial term of 3 . . . .
Exploration : Competitive Mining Regulationglefine
; areaby 50%by partial yearsandup to 2 - =
License S . o bidding the Capability Statement,
relinquishmentasa condition | additionalterms o .
- whichincludestechnical
of renewalandalways of 3yearswith the ) e
i . andfinancialcriteria
compriseadjacentcadastral | approvalof the assessed
blocks. Ministry. '
AnExploitation Article 29 of the 2018
o Licenseshal be MineralsLawand Schedule
Theareaof anExploitation -
. grantedfor aterm 3 of in annexof the 2019
o Licenseshallnot exceedthe . - . .
Exploitation ; of 30yearsand Competitive Mining Regulationslefine
; areareasonablyrequiredfor o - -
License - additionalterms | bidding the CapabilityStatement,
the conductof Exploitation L .
o of upto 15years whichincludestechnical
Activities. . ; L
with the approval andfinancialcriteria
of the Ministry. assessed.
Themaximumareaof Smalt A Smaliscale
scaleMining Licensesn the I Article 29 of the 2018
- Mining License .
relevantSmaliscaleMining shallbe granted MineralsLawand Schedule
Areawhichshallnot exceed for atergw of 5 3 of in annexof the 2019
SmallScale one (1) squarekilometer.The Firstcomefirst Mining Regulationglefine

Mining License|

maxmum depth of Smalscale
Mining Licensesn the
relevantSmaliscaleMining
Areawhichshallnot exceed
60 meters.

yearsand
additionalterms
of upto 5years
with the approval
of the Ministry.

served

the CapabilityStatement,
whichincludestechnical
andfinancialcriteria
assessed.

Source2018 MineralsLawavailableon https:/momp.gov.af/sites/default/files/minerals law 2019english.pdf
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One component of a USD20m five-year USAIEDepartment of Commerceagreementis to
improve the legal and regulatory regime in the mining sector and building capacityofa h at Qa
staffin grantingandadministeringmining contracts®°

How are oil and gaslicensesto be granted?

The AfghanistanOil and Gas RegulatoryAuthority (AOGRAWas establishedin 2013 and is
tasked with project managment, governance,regulation and supervisionof the oil and gas
sector%* Underthe 2017 HydrocarbonsLaw, the AfghanistanQOil and GasRegulatoryAuthority
(AOGRAJs responsiblefor awardingoil and gasexplorationand production licenses,subjectto
approval by the HighEconomidCouncil.

During 1397-1398 (201819), ! ¥ 3 K I y aildand ges®éctor was governed by the 2017
Hydrocarbond_awand the 2009 HydrocarbonsRegulationsThe 2009 HydrocarbonsRegulations
are a legacythat correspondto the previous2009 Hydrocarbondaw. Regulationgo implement
the 2017Hydrocarbond. awhavebeendevelopedbut are awaitingformal adoptionby the MOMP.
Table29 belowdescribeghe typesof licensesasapplicableto the hydrocarbonssector.

Table29 Descriptiorof contracttypesunder2017Hydrocarbong.aw

Typeof License Definition

Explorationand ProductionSharingContractsshallallowthe Contractorto explorefor
Explorationand Hydrocarbonsn accordare with the terms and conditionsof the Contractand,in the eventof a
productionsharing CommerciaDiscoveryto developandproduceHydrocarbonsin accordancewith the provisions
contracts(EPSC) of this Lawandthe Contractorshallbe entitled to the specifiedsharefrom the Hydrocarbos
produced.

Undera Serviceand ProductionSharingContract,the Contractorshallbe grantedthe exclusive
Serviceandproduction | operatingright to upgradeand rehabilitate Hydrocarbongroductionfacilities,includingwell
sharingcontracts(SPSC)| senicing operations,the provisionof servicesandthe productionof Hydrocarbonsn accordance
with the provisionsof this Law,and shallbe entitled to the specifiedsharefrom production.

Contractdfor TheseCmtractsgrantthe right to conductgeologicalgeophysicaandgeochemicaservicesn an
geological/geophysical/g identified areain accordancewith the provisionsof this Lawandthe Contract;providedthat the
eochemicakervices | identified areais not within the ContractAreaof afirst or secondtype Contract.

Theconstructionand operationof pipelines,pumpingstations,storagetanksor valves and
transportationof Hydrocarbonshalltake placeon the basisof a Contractfor Midstream
Hydrocarbon®©Operationsandissuancef a related LicenseTheterms and conditionsrelatedto
the constructionand operationof suchpipelinesandrelatedfacilities,includingdesign,route
selectionand safetyrequirements,shallbe setforth in the Contractfor PipelineOperations and
Contractdor pipeline | the HydrocarbongRegulationsA separateContractfor MidstreamHydrocarbon®perationsand

operations Licensewill not be requiredfor the constructionand operationof pipelinesandrelatedfacilitiesby
Contractorsunderthe first and secondtype Contiacts; providedthat the terms and conditionsfor
the constructionand operationof suchpipelinesandrelatedfacilities,includingdesign
specificationsroute selection,requiredrights of way, safetyrequirements,andall other relevant
information, shdl be specifiedin the DevelopmenProgramandapproved by the Authority in
accordancewith provisionsof this Law.

Source2017Hydrocarbond.awavailablehere, ascitedby 6th AEITReportavailableon
http://aeiti.af/Content/Media/Documents/AEITIReport139:896290619revised10720195019867553325325121120196598801553325325.pdf

100 SpecialnspectorGenerafor AfghanistarReconstructiorfJanuan2020),Wv dzl Ndp@thakthé UnitedStates 2 Y 3 Mic&sailen
https://www.ecoi.net/en/file/local/2023927/202W1-30qr.pdf
101 Ministry of Minesand Petroleum AfghanistarPetroleumAuthority,accessibl®n https://MOMP.qgov.af/afghanistapetroleumauthority
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Table30 mapsthe award proceduresfor the different typesof oil and gaslicensesavailablein
Afghanistan.

Table30 Typesof oil andgasexplorationand production contractsand their award procedures

Typeof oil and gasrights Areasiz Duration Contractaward procedure | Technicabndfinancialcriteria
for licenseawards

Explorationand . - Articles39 and 40 of the 2017
) . Dependson International competitive
productionsharing blocksize Upto 10yeas tender Hydrocarbond awreferto
contracts(EPSC) documentsto establishtechnical
and econonjiocapacitieSJf the
Serviceandproduction Dependn Upto 25years Internationalcompetitive bidder,but R 2 yfustlier define

sharingcontracts(SPSC) | block size tender them.

Source2017Hydrocarbond.aw https://momp.gov.af/sites/default/files/202606/2017%20Hydrocarbons%20Law%20vEnglish.pdf

Afghanista® first tender of oil blocksin the Amu DaryaBasinawardedin December2011the
KashkariBazarkhamand Zamarudsaylocksto a consortiummade up of CNPCéand the Watan
Group.While oil productioncommened in 2013,the further developmentof the oil fieldsdid not
progressand productionaveragedapproximately2,000barrelsper day asof 20162017192 CNPGI
Watan Oil and Gasceasedmakingroyalty paymentssince January2018:° The EuropeanCouncil
on ForeignRdations describedthe project as inactive due to securityissuesand disagreements
over terms between the consortium partners!% The General Directorate of Hydrocarbons
Resources(GDHR)of MoMP reported that Amu Darya Exporation and Production Sharing
Contract "EPSCivasterminatedasof mid-2018

Outof the sixblocksof the AfghanTajikBasintendered,the Sandugland Mazare-Sharifblocks
were awardedin Q4 2013to a consortiumof DragonQil, TurkishPetroleumand the Ghazanfar
Group. The other four blocks have beentendered, but contractshave not yet been awarded?®
Thetwo awardedblocksare at the explorationstage.

How manylicensesand contractswere awardedin 139713987

Thegovernmentof PresidentAshrafGhan haltedin Septembei2014all major mining contracts
issuedby its predecessonver concernsof corruption. Sincethen, the majority of mining licenses
awardedwere smallscalemininglicensesln 13951396 (20162017),all mininglicensesawarded
were small-scale.

Inadditionto dataon licenseapplicationsfrom the Transparencyortal the MoMP websitehas
publisheda list of licenseapplicationsin 13971398, including 371 applicationsfor small scale
mining'®® and seven(7) for large scalemining over the two years!?” The MOMP also publisheda

102 FriedrichEbertStiftung(Augus2018),W L y i S Afphknistanyita the BeltandRoadinitiative ReviewAnalysisandt NB & La8d@ssibl@ns
http://library.fes.de/pdffiles/bueros/kabul/15587.pdf

103 MOMPTransparencortal,LicenseP-EXPL/2011,accessiblen https://transparency.mom.goaf/license/54.04

104 EyropearCouncilon ForeignRelationguly 2018),W C &hdMathingon the New SilkRoad:Chinesesecurityin Afghanistarandd $& 2 Yy RQ T
accessiblen https://www.ecfr.eu/publications/ssnmary/new_silk road chinese security in_afghanistan_beyond

105 FriedrichEbertStiftung(Augus2018),W L vy i S Bfphknistanyitathe BeltandRoadinitiative ReviewAnalysisandt NB & La8d@ssibl@ns
http://library.fes.de/pdffiles/bueros/kabul/15587.pdf

106 D BadasteNB LihdcEssiiat
http://aeiti.af/Content/Media/Documents/ApplicationsforSSMLthroughonlinesubmittingapplicationssysimfA89820220211637764553325325.xls
X

107 http://aeiti.af/Content/Media/Documents/D& SMdetailedlistofallProjectsfor1397and1398208121840465553325325.xIsx
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list of 50 processingpermit applicationd®®and a list of 11 gem export permit applications!®® A
total of sevengemexport permitswere awardedthroughthe GemstoneExportPermitFacilitation
Procedure in 1397-1398 includingthree permits for preciousand semiprecious stones and four
permitsfor exportingsamplesof talc and other minerals(no infrastructurepermit wasawardedin
this period). The details of the seven gemstone export permits awarded in 13971398 are
publishedon the AEITwebsite!0

The list of licensesavailable on the TransparencyPortal includes applicationsfor mining
licenseghat were submittedin 13971398, but that were not awardedin that period. In total, the
MOMP Cadader Departmentreported that there were 371 applicationsfor smallscalemining
licensesin 13971398, all of which were submitted in 1398 (2019). Of these applications,the
CadasteDepartmentreported that only 124 smaltscalemininglicenseapplicatonswere deemed
eligiblefor further processingasthe applcationfee had beenpaid Thefull list of eligiblelicense
applicationsfor the 1397-1398 period is published in open data (.xIs) format on the AEITI
website!1?

Thefirst three large-scale(explaation) mining licensesawardedin severalyearswere granted
on 5 October2018,following a period of only smaltscalelicenseawardssince2014.

Theaward of large-scalecopperexplorationlicense(EXPL1/2018) in Sare Pol Provinceand a
large-scalegold exploration license (EXP12/2018) in BadakhsharProvinceto Afghan Gold and
Minerals Company (AGMC)and Turkish Afghan Mining Canpany (TAMC)respectvely on 5
October2018 attracted significantmedia attention. The contracts,with prospectsof USD1bn in
economic impact, represented the largest mining exploration effort in ! ¥ 3 K | vy fededtl y Q&
history1*? The AGMC and TGMC companiesare owned by Centar Ltd., a company whose
beneficialownerswere allegedby somecivil societyorganizationgo includean Afghanpolitically-
exposedpersonitiials

Thethird large-scaleexplorationlicenseaward, markedasin 1398(2019),wasa copperlicense
(EXR-3/2018) in Herat Provinceto SilkRoadMining, on 16 August2019. SilkRoadhad previously
beenawardedthe right to enter into a miningcontractfor Shaidahrougha competitivetender by

108 hitps://bit.ly/3i1gG87

109 https://bit.ly/3sci8sQ

10SeeW! g I GBStBneEXportingPermitsin FY1397& m o doy AEITIvebsite,accessiblat
http://aeiti.af/Content/Media/Documents/AwardedGemstoneExportingPermitsinFY139713982022021171792553325325.xIsx
u1geeW! LILI Afdd$ShRhRoyighonlinesubmittingapplicationssystemin FY1397& m o dspréadsheebn AEITvebsite,W 5 Idi Tth AEITI
w S LiZabkBsgitlen
http://aeiti.af/Content/MediaDocuments/ApptationsforSSMLthroughonlinesubmittingapplicationssysinFY1397139820220211637764553325325.xIs
X

112 BysinessWir¢October2018),W/ 9 b AnhowncesSigningof HistoricAfghanGoldandCoppeMining! 3 NB S Ya8ogdsiblens
https://www.businesswire.com/news/home/20181005005243/en/CENAAROUNcesSigningHistoricAfghanGold
Copper/?eedref=JJAwJuNHiystnCoBgdBb 77hRjGWvCunvgSsMC5PKkKUEqWGdtY cKRejd308qMgnKfgP6Z7nZVMLG
WgUNUUIFBOUQU34x9 qUrgnb9IFt3G9xeKEYIFKGiAW2 mZzaadHSkrPJ34F1Q==

113TheNewYorkTimes(October2018),W! ¥F 3 K ISigrd\ajpriMihing DealsDespiteLegalConcey” &a@cessiblen
https://www.nytimes.com/201810/06/world/asia/afghanistaisignsmining-deals.html

114 Officeof SeniorAdvisorto the Presidenion Bankingand Financg2018),Wt NB&k@aseMiningSector! LJIR | dcc@iblen
http://static.ow.ly/docs/Press%20Release Mining%20Sector 7Zc1.pdf

115 GlobaWitness(October2018) W b RfghanminingcontractsW i LItdSoredeht | ga@f>{ h dceedsiblen
https://www.globalwitness.org/en/presgeleases/newafghan-mining-contractsappearbreachlaw-saycsos/
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the MOMPseveralyearsago'® Thefirst phaseof the coppe exploration project wasexpectedto
attract investmentof USD21.3moverthree years!t’

In December2019,the Office of the Presidentannouncedthe cancellationof two of the large
scale mining exploration license$'8, claiming that the licenseholders had not fulfilled their
contractual obligations!® Both companies (AGMNC and TAMC) had failed to post the
contractuallyrequired performancebondsand neither companyhad started explorationwork as
of October 201912°The MOMP has confirmed these cancellations together with a third smalt
scale(Herat)Sdt contractalsocancelledn 1398(2019).

In April 2019, the MOMP launchedbids for 14 mining licenses.The MOMP announcedat the
DubailnvestmentEventthat some43 large- and smallscalemining projectslocated in 16 of the
34 provincesof Afghanistarwould be availablefor private-sectorinvestment. The MOMP hoped
to attract some$100min investmentover the first yearin explorationfor commoditiesincluding
oil and gas, marble, iron, construction materials, gemstones, cement, gold, copper, and talc.!?*
Thesecontractshad not yet beenawardedas of the end of 1398 (2019),accordingto data from
the Transparencyatal.

Accordingto the MOMP CadasterDepartment, MOMP awarded in 1397 one smallscale
exploitation license of chromite for five yearsto Metal Mining UK Companyand one smallscale
Saltcontractto NasirOmaidSaltmining Companyfor five years.In 1398, there wasno award of
smallscale exploration contract or license awards. However, there was one smallscde
exploitation license of chromite awarded for five yearsto StanaBaba Mining Company The
GeneralDirectorate of Large ScaleMining reported that one large-scale exploration license of
copperwasawardedfor five yearsto SilkRoadMining Company.

Ddails of the licenseawardsaccordingto the MOMPreportsarein Table31.

116 SjlkRoadMining (Septembef018),W¥ { RoadMining SignsMineralDevelopment2 y (i Ndcd@ssitfean https:/www.silkroadmining.com/pres
single.html
117 SjlkRoadMining (Septembef019), W { RoadMiningissuedmineralf A O SagcasSilfdedh https://www.silkroadmining.com/pressingle2.html
118 Mining.com(Decembe2019, W! T 3 K Icahdebrdnkrattto USgold,copperY A y &dddasiblen https://www.mining.com/afghanistan
cancelscontractto-us-gold-copperminer/

18 TheFinancialTimes(March2020),W loststruggleto mineAfghand 2 faBc@sEiblen https://www.ft.com/content/3b0ch42e5fc8-43199f83-
79b5ca76chd7

120 https://www.sigar.mil/pdf/quarterlyreports/202@1-30grsection3ecormmic.pdf

121SAlDnvest(April2019),W a A y df Mitieskid PetroleumAnnounces 4 NewProjeds for ¢ Sy RaScddRilen
https://MOMP.gov.af/ges/default/files/invest news release afghanistan _mining_investment fordfmal.pdf
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Table31 Listof awardedlicensesn 13971398

. Dates _ .
License Company Licens Commodit .
Code - - _ . Status province
Application | Award | Exgry |€WP y
EXPL | MetalMining 15/9/14 | Small |  Active/ Logar&
1 8/2012 UK 19/2/1395 | 2/8/1397 o1 scale | Exploitation Chromite Maidan
wardag
SilkRoad ;
EXPL o 15/9/20 | Large Active/
2 3/2018 Mining 1/2/2011 | 16/9/2019 29 Scale | Exploration Copper Herat
Company
StanaBaba .
EXPL L 21/4/14 | Small Active/ .
3 1/2014 Mining 12/1/1398 | 17/2/1398 03 scale | Exploitation Chromite Logar
Company
Notreachedto Cancelledn
EXPL AfghanGold . . Large Sare-Pol,
4 1/2018 andMinerals 16/12/2011 licenseawarding scale November Copper Balkhi
stage 2019
EXPL TurkishAfghan Not reachedto Large Cancelledn
5 Mining 16/12/2011 licenseawarding g November Gold Badakhshan
2/2018 scale
Company stage 2019
5 | sSMHera| NASYOMASAN) 119110130 | 1172071 | Smail | Cancelledon s Herat
1/2018 Compe?ny 6 401 Scale | 30 Hamal1397

SourceMOMPCadasterand Large-Scale Mining Departmens

Thea h a t KydrocarborDirectorateconfirmedthat hadbeenno oil andgascontractaward,
rejection,cancellationor suspensionn 13971398.

More recentlyin 1399 (2020), the governmentconcludedan explorationagreementwith the
Australian company Fortescue Future Industries Pty Ltd framed as a & C NJ Y SDeedNd
Agreementfor the developmentof Mining in ! ¥ 3 K I ik 2020-S¢ptembey which raised
controversyoverthe termsof the nationwidescopeof the agreement'?2 Theagreementitself has
sincebeenpublishedon a nationalmediawebsite(Padjhwok)'23

Diagnosticof actuallicensingpracticesin 13971398

TheMSGunderstandghat the 2018MineralsLawwasappied immediaely uponenactmentby
PresidentialDecree.Since2019with its work in preparingthe 6" AEITIReportand its addendum,
the MSGhasadopteda type of performanceaudit approachto assessingion-trivial deviationsin
licenseawards.lIt effectively took a sample of licenseawards¢ 10 out of a total of 120 license
awardsin 13951396 ¢ andreviewedthe applicationand award processin detail for eachlicense.
The MOMP Cadaster5 S LJ- NIi ¥dBoludiddsicertified by the EU technical advisor, were
published onthe MOMPwebsite (here).

122TgloNews(March2021),W D 2 #dicéraenwith AustralianCompanySparkg 2 y (i NP afcddsikilét iths://pajhwok.com/2021/03/10/gowt
fortescuemining-agreementsparksconcerns/and,alsohttps://tolonews.com/busines&70454

1234 C NI Y Déedolggreementor the developmentof Miningin! F 3 K | y{Seftéinbel620),accessiblat https:/pajhwok.com/wp
content/uploads/2021/03/%D8%AA%D9%88%D8%A7%D9%81%D9%82%D9%86%D8%A7%D9%85%D9%87.pdf
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In terms of the three licensesawardedin 1397-1398, the length of time between application
and awardfor two of thesethree mining licenseds considerable Thelicenseapplicationprocess
took 2.5yearsin the caseof Metal Mining UKand eightyearsin the caseof SilkRoadMining, while
it took only onemonth in the caseof StanaBabaa A y A gmallQcalemininglicense.

TheMSGundertook a review of the processfollowed for the six mininglicenseawardsin 1397
1398.With the supportof GiZMinGov,it contracteda consultantto reviewthe documentationon
the procedurefollowed for theseawards.Thereview of theselicense awards is publishedon the
AEITIwebsite (here). In practice, it identified non-trivial deviationsin two contractsthat were
sincecanelled, as well asa number of more minor deviatons suchasthe lack of translation of
contractsin the Darilanguage TheMSGplansto undertakethis diagnosticof licensingeveryyear,
asforeseenin the 2021 AEITork plan.

Stalledtender of talc licenses

On April 17, 2018,the a h a t aggeScae Mining Directorate together with The National
Procurement Authority (NPA)launchedthe tender of two blocks of talc rights in Nangarhar
Province (Achin and Sherzayl announcedthrough the MOMP and NPA websites, as well as
national newspapers(Armane Mili, Outlook Afghanistanand DG Market). Four proposalswere
receivedfor the Sherzadlockandtwo proposalsor the Achinblock.

For the Sherzadblock, the preferred bidder was Core Drillers Companywhile the reserved
bidders was Amin KarimzaiTalcand Marble Extractionand ProcessingCompany(

). When the evaluationreport of the Sherzadblock was
submitted to High EconomicCouncilfor final approval,the Councildedded that it should be
dividedinto three equal parts, with one part for eachof the two biddersand the third to be re-
tendered.Forthe Achinblock,the HECfound after evaluationof the proposalsthat there were no
eligiblecompanybidsanddecidedto re-tenderthe blockdividedinto four distinctlicenses.

Constructionmaterialsquarryingunder MoUswith other Ministries

Givendelaysin the award of new smaltscalelicensesfor construction materials on 2018
Mineral Law, companieswith cortracts for public works with the Ministry of Public Works,
Ministry of Rural DevelopmentMinistry of Urban DevelopmentMinistry of Water and Energy,
Ministry of Economyand KabulMunicipality have faced challengesn securingaccesgo the key
constructon materialsof use in public works, namely constructionstone, graveland sand.As a
consequence,these government Ministries have concluded MoUs with the MOMP on 22
November2017to allow companiesholdingconstructioncontractswith thesesixMinistriesto pay
roydtiesto theseMinistriesand for these royaltiesto subsequentlybe transferredto the MOMP
wherethe contractawardand contractmanagemenis on thesesixentities.

The MOMP CadasterDepartment published a justification for these MoUs for construction
materials on the AEITwebsite!**Thea h a t [@galDepartmenthasalsoprovideda justification
(in Dari)for the MoUs, publishedon the MOMP website!?®> The signedMoU betweenthe MOMP
and the six Ministriesin Dariis publishedwith the help of AEITIc MSGon the MOMP website

124G5eeW/ | R Bustificitidito Construcion MaterialM2 | an@EITebsite, W 5 Ifal Tth AEITv S LJ2abkBsSillen
http://aeiti.af/ Content/Media/Documents/CadasterJustificationtoConstructionMaterialMoUs2322021225553514553325325. pdf
125 MOMP(2020),Justificatiorfor the MoUson constructionmaterialsis publishedat AEITivebsite,accessibldere.
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(here). An entry in the MCASsystemhassincebeencreatedfor eachof the MoUsin order for non-
tax (royalty) paymentinformation associatedvith these agreemerts to be recorded in the NTRS
system Theseare visiblein the TransparencyPortal 126

Evolutionin the mining licensetransfer process

Theae have been severalreforms in the transfer of mining licenses.The 2014 Mining Law
codified the general processfor transferring mining licenses,but the lack of implementing
regulationsfor the law meant that the detailed processfor transferringmining licenseswas not

codified.

The2018MineralsLawand 2019 Mining Regulationslearlydefine the processfor transferring
mining licenses, includingthe detailed technicaland financial criteria assessedn the processof
licensetransfers.Companie$o whichmininglicensesare transferredare requiredto demonstrate
the same technical and financial capacitiesas companies applying for new mining licenses,

throughthe W O I LJI-aaiAr f GASINaSissub@ittedto the MOMP.

Table 32 providesan overview in the evolution of the legal and regulatory framework for
transferringmininglicensessince2010.

Table32 Procedurefor mininglicensetransfers,includingtechnicaland financialcriteria

Law/regulation Perl_od e Statutory licensetransfer procedure Technicaknd financialcriteria assessed
effectiveness
TheRegulationslescribethe genergl . Article 43(1) requiresthat the transferee
statutory proceduredor transfersmining .
. . exploitationlicense(Article43),noting Qemorjstratesthg_necessaryechnlcaland
2010Minerals Requlations| 2010¢ 2018 - ’ financialcapabilitiesto undertakethe
that explorationlicensescannotbe ) -
) g - approvedwork program, without defining
tranderred without explicit authorization the specificcriteriaassessed
of the Ministry of Mines(Article 32). P
TheLawdefinesthe procedurefor Article 29 statesthat the transfereemeets
transferringmininglicenseqArticle29), | allthe requiremerisin the Mining Law,
2014Mining Law 2014¢ 2019 | Articles23and 26 confirmthatapproval | implyingthat the sametechnicaland
from the MOMPis requiredfor transfers | financialcriteria are assesseasfor
of MineralsDevelopmentContracts. licenseawards.
Article 39(2) statesthat transfereesof
2019 TheLawdescribeghe statutory explorationand exploitationlicensesare
2018Minerals Law resegt procedurefor transferringa part or the requiredto haved I R § |j tdghnic&and
P whole of amininglicense(Article 39). financialcapady, without further defining
the specificcriteria.
Article 32(1) confirmsthat the transferee
isrequiredto submita statementof
TheRegulationslescribethe statutory capabilty in the samewayasfor license
2019Mining Regulations | 2019¢ present proceduredfor transferringmining awards.

licensesandinterestsin licenseqArticle
32).

Scheduled in annexof the Regulations
definethe componentsof the capability
statement,includingtechnicaland
financialcriteria assessed.

126 Seefor exampleW [ A (BSMBla®gH k H ranapicenseregisteredto anowner markedasthe MOMP)on MOMPTransparencortal,
accessiblen https://transparency.mom.gov.af/license/101659
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https://momp.gov.af/sites/default/files/mining_regulations_2010_english.pdf
https://www.ilo.org/dyn/natlex/docs/ELECTRONIC/99023/118023/F-1539941602/AFG99023.pdf
https://momp.gov.af/sites/default/files/minerals_law_2019english.pdf
https://momp.gov.af/sites/default/files/mining_regulations_2019_english.pdf
https://transparency.mom.gov.af/license/101659

How are mining licensesmeantto be transferred?

Thetransfer of mining licensesis allowed under the 2018 Minerals Lawand the 2019 Mining
Regulations.The 2019 Mining Regulationdetail the processfor transferring large-scale mining
licenses,but does not cover smallscalelicensetransfers. The company seekingto transfer the
licensemust seekprior approvalfrom the MOMP and demonstrateits compliancewith the 2018
MineralsLawin terms of capacityand technicalcriteria. In the caseof large-scaleexplorationand
exploitation licenses,the licenseholder must demonstate that it has compliedin all material
aspectswith the terms of the Mining ConcessionThe technicaland financial capacitiesof the
transferee companyare to be assessedn the caseof transfers of largescaleexploration and
explotation licenseshroughthe & NJ y a ®$ NJBIS{O®RI { (ASIMGBesan@way asfor license

awards.

The 2018 Minerals Lawintroduceslegal requirementsfor the MOMPto formally approveany
transfer of more than 50%o0f the beneficialownershipof a license-holding companyfor the first
time (seeCompanywnershipChapte}.

An overview of the general proceduresfor transferring different types of mining licensesis
summarizedn Table33.

Table 33 Typesof mininglicensesandtheir transferprocedues unde the 2018MineralsLaw

Typeof mineral . . Licenseransfer Technicabnd financialcriteria for
. Areasize Duration .
rights procedure licensetransfers
Upon prior written Transfereemusthaveadequate
approvalof the MOMP. | technicalandfinancialcapacity.
. Upto 3 . ;
Adjacentblocksnot ears Transferringcompany Capacityto be assessedbasedon
Explorationlicense| exceedin@250square y ’ compliedwith any transfeNB S0 & LIBtdex 8 & G ¢
renewable o . . :
km. twice additionalrequirements | the sameasfor licenseawardsin
' underthe Mining accordancewith 2019Mining
Concession. Regulations.
Uponprior written Transfereemusthaveadequate
approvalof the MOMP. | technicalandfinancialcapacity.
o Not exceedind0 Transferringcompany Capacityto be assessedbasedon
Exploitation squarekm (morethan 1 Upto 30 compliedwith any transfereS W | LY OR G 8 Y §
license years. " . . .
squarekm). additional requirements | the sameasfor licenseawardsin
underthe Mining accordancewith 2019 Mining
Concession. Regulatios.
. Adjacentblocksupto 1 | Upto 10 2_019M|n|ng Regulatioris
Smal-scalemining silenton the transferof
; squarekmto depthsup | years, L N/A
license smaltscalemining
to 60m. extendable. | .
licenses.

Development
contract

A MineralsDevelopmentContract
holderiseligibleto be grantedupto 5
exploitationlicensesTheareasizeand
duration of the contractisthe sameas
for the relatedexploitationlicenses.

In accordancewith the
procedurefor transferring
large-scalemining
explaation and/or
explatation licenses.

Transfereemusthaveadequate
technicalandfinancialcapacity.
Capacityto be assessedbasedon
NI yawsNBH OB G S Y
the sameasfor licenseawardsin
accordancewith 2019Mining
Regulations.

Source2018 MineralsLawand 2019 Mining Regulations
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How are oil and gaslicensesmeantto be transferredunderthe 2017Hydrocarbons
Law?

Article 58 of the 2017 Hydrocarbond_awdefinesthe generalprocessfor transferringcontract
rights. It requiresthe contractor and licenseholding company to seekapprovalfor any transfers
from the AfghanistarOiland GasRegulatoryAuthority (AOGRAand the Cabinet.However,it does
not explicitly confirm whether the sametechnicaland financialcriteria are assesse@sfor license
awards.In preparation of thisreport, the a h a t @eaeralDirectorateof Hydrocarbond®Resources
(GDHR)onfirmed that the same technicaland financial criteria were assessedn transfers of
participatinginterestsin oil andgasconsortiaasfor the originalaward

How manylicensescontractsand permits were transferredin 139713987

Informationreceivedfrom the MOMPGeneralDirectorateof Cadasteiand GeneralDirectorate
of Hydrocarbonindicatesthat there was a singletransfer of licensein the Mineral mining secbor
andasinglechangein an operatingcontractin the oil andgassedor.

In the mining sector, the D-75489 construction materials mining license in Kabul was
transferred by Darzibrothers Extractionand ProcessingCompany(
) to ZarafshanSafidExtractionand ProcessingCompany(
) on 21 Junel398(2019),the requestto transferhavingbeensubmittedto the MOMPon 12
Junel398(2019).Thedate of expiryremaned unchangedat 22 August 1399 (2020). The MOMP
CadasteDepartmentconfirmedthat the Transparencyortalwasupdatedwith this transfer.

However,the MOMP CadasteDepartmentreported that éno informationis currentlyavailable
from other provincesif they havetransferredany cortract at provinciallevek Baisingquestions
aboutwhetherthe information on transfersof mininglicensedisclosechereis complete.

In the oil and gassector,the consortiumoperatingthe Sandugliand Mazari-SharifExpbration
and Production Sharing Contracts (EPSCsamended the participating interests of the three
contractors.Previouslythe B.O.controlling percentagewas that DragonOil had 40%,Ghazanfar
20%, and TPAL40%. Currently, the new participating interests are that Dragon Oil is 49%
Ghaanfar 2%and TPAL49% which meansthat there is no major changeto the Majority Control
Percentage.

Table34 presentsthe changein participatinginterestin the EPSCin 1397:

Table34 Changen participatinginterestsin the Sandigliand Mazari-SharifEPSOs 1397(2018)

Contractor entity Prechan?ri;?eg?rtlmpatmg Post change in participating interest
Dragon Oil 40% 49%
Ghazanfar 20% 2%
Tarkiye Petrolleri Anonim 0 0
hNIiF1tPEP 6 40% 49%
SourceMOMP

In the yearsunder review, the HydrocarbonDirectorate hasreported that Amu DaryaExploration
and ProductionSharingContract"EPSCthat wasawardedto ChineseNationalPetroleumCorporation
International (CNPCIWatan Oil and GasAfghanistan Ltd was terminated in mid-2018 (1397) The oil
and gasindustryrepresentativeon the MSGconfirmedthat there were no other rejection, cancelation
or suspensiorof anyoil andgaslicenseor contractin 1397and 1398.
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TheTransparencyortalwasrecently modified to add a functionality trackinglicensetransfers,
in the W[ A OSA/ & (Bab N aOspecific license page!?” However, this functionality was only
implementedin late 2020 and tracks only licensetransfersfrom 2020 onwards.In addition, the
date of transferdate providedin the TransparencyPortal consistsof the date of recordingof the
licensetransfer,rather than the actualdate of transfer.

How efficient is the current systemof licenseallocationsand managementunder the
2018Minerals Law?

The MSGhasreviewed the processfor awardinglicensesunder the 2018 MineralsLaw. There
has been a large number of applications,particularly for smaltscalemining licenses,from 2019
onwards. However,these license applicationscan take more than two yearsin practice to be
awarded.Thisis partly due to lengthy procurementand multiple approvalrequired by the 2018
Mineral Lawfor eachlicenseaward approvalfrom the High EconomicCouncil,the Government
Cabinet,the National ProcurementAuthority (NPA),Mining Techncal Conmittee and award by
Ministry of Minesand Petroleum.

The MSG considersthat there is scopefor improving the efficiency of the mining licensing
process.Theneedto concludeMoUsfor constructionmaterialsfor publicworks and buildingis a
refledion of the poor efficiencyof the licensingsystem,with evensmaltscalemininglicenses.e.
Construction Stone requiring HECapproval. The re-tender of the two talc mining licensesin
NangarharProvincealsoraisedconcernsover inefficienciesand scoge for discretionin the mining
licenseprocessand mininginvestmentattraction.

Recommendations

32.Itisrecommendedhatthea h a t lQugeScaleMining Departmentregularlypublishes
reviewsof mininglicenseprocessedgollowedin practicefor large-scalemininglicense
awardsandtransfers.

33. It isrecommendedhat the MOMPcloselycoordinatewith Governmenidepartmentand
the MSGto considedegalandregulatoryreformsto improvethe efficiencyin the minerals
licensingand contractingprocesswith aview to streamliningstepsin the approval
process

34. It isrecommendedhat the MOMPIliaisewith its serviceproviderRDRo ensurethat the
terminologyin the TransparencyPortalclearlydistinguishespplicationdatesfrom award
dates. TheMOMPis encouragedo explae waysof retaininghistoricalinformation on the
Transparencyortalto ensurethat transfersof licensesare publishedfor all licenseqe.g.,
ownershiphistory of licenses).

35. TheAEITMSGis encouragedo work with the MOMPCadasteDepartmen and
Hydocarbondepartmentsto institutionalizethe annualpost-awardlicensingprocedure
auditto reviewat leastarisk-basedsampleof mining, oil andgaslicenseawardsand
transfers.

36. It isrecommendedhat the a h a t Qadater Departmentandits sewice provider RDF
regularlyreviewthe datain the TransparencyPortalon licenseapplicationsby removing
test dataentries,correctduplicatesandtyposdueto mistyping.

127 Seefor instancethe transferof LicenseSSMiKabul/2020from to
underthe W ¢ NJ i & ¥ Edlafhalicensepageaccessiblat https://transparency.mom.gaaf/license/D7461
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https://transparency.mom.gov.af/license/107461

Publicaccesgo mining, oil and gascontracts(Requiement 2.4)

Beforeits international commitment to the public disclosureof all contractsin the mining, oil
and gas sector at the London Anti-Corruption Summitin May 2016, Afghanistanhad already
introducedprocurementreformsto openup publicsectorcontractingsince2014.Thegowernment
establishedthe O 2 dzy (instEn&ianal procurement authority to oversee all aspectsof the
3 2 @S NY Wr&eyirén@rit process.The National ProcurementAuthority (NPA)has a team of
contractingdatatechnicianghat regularly makesimprovementsto the portal.

Opencontracting

Afghanistanhas been a member of the OpenGovernmentPartnershipsince 20172 and has
committedto principlesof open contracting.Afghanistarstarted publishingdata accordingto the
OpenContractng DataStandard(OCDS3inceAugust2018, througha new portal, the Afghanistan
GovernmentElectronicOpen ProcurementSystem(AGEOPSThis portal allows usersto search,
download and visualize procurement contracts, providing individual downloads
of releasesandrecords bulk monthly downloadsand an API.The systemalso publishesa history
of changesn the contractng processeso that any modificationsor new stepsin the processfor
specificcontractsare visible.

A February2020review by the OpenContractingPartnershipof disclosurego date identified a
total 6,952 contracting processesinvolving 71 procuring entities and 1,392 suppliers in the
database covering October 2007 to January 2020.'?° It highlighted some recordkeeping
challengesjncludingthe lack of identifier from the AfghanistanChartof Accountsregister (A~
COA for some of the procuringS y U AnameSaadéhe lackof TaxldentificationNumbers(AFTIN
for somesuppliers.

What are the rules?Legalframework for contractdisclosurein mining, oil and gas

Recentreforms to the legal framework for mining and oil and gas,in 2018 and 2017 have
included legal provisions for the publication of all contracts governing the exploration or
exploitationof minerals,oil and gaswithin two weeksof signature.

Article 25(1)of the 2018MineralsLawrequiresthe full text of all contractsandlicensego be
publishedwithin 14 daysof signature Article 85 of the 201 7Hydrocarbond awrequiresthe same
for oil andgascontracts.In addition, oil and gascontractsincludea standardstipulationbasedon
areview of oil andgascontractspublisted on the MOMPwebsite3°

aTheMinistry shallhavethe right to keepa copyof this Contractin the HydrocarbondRegister,
publishand keeppubliclyavailableand distributeto provincialofficessuchinformationandrepolits
on the Contra¢, related documents and theContractor as is required pursuant to the
Hydrocarbongsawé

128 OpenGovernmentPartnership¥ ! ¥ 3 K lcqhtriLidl 3£ €@le on https://www.opengovpartnership.org/members/afghanistan/

128 OpenContractingPartnershig(February2020) W2 Kdoés! T 3 K | ydpeéndohtyadiirgdatalookt A |aBdés@iblen https://www.open
contracting.org/2020/02/02/whatioes-afghanistas-opencontractingdata-look-like/

130 SeeconcludedPetroleumContractson the MOMPwebsiteunderW a h aHydrocarbong 2 y (i NacodssiBl@hittps://MOMP.gov.af/MOMP
hydrocarbams-contracts
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https://ageops.net/
https://ocds.ageops.net/ocds/releases/dates
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http://org-id.guide/list/AF-COA
http://org-id.guide/list/AF-COA
http://org-id.guide/list/AF-TIN
https://momp.gov.af/sites/default/files/minerals_law_2019english.pdf
https://momp.gov.af/sites/default/files/2020-06/2017%2520Hydrocarbons%2520Law%2520vEnglish.pdf
https://www.opengovpartnership.org/members/afghanistan/
https://www.open-contracting.org/2020/02/02/what-does-afghanistans-open-contracting-data-look-like/
https://www.open-contracting.org/2020/02/02/what-does-afghanistans-open-contracting-data-look-like/
https://momp.gov.af/momp-hydrocarbons-contracts
https://momp.gov.af/momp-hydrocarbons-contracts

2 K | i@h@gractice?Contractdisclosurein mining, oil and gas

A total of 439 mining contracts have been publishedon the MOMP website categorizel by
commodityfor large-scalemining contrads and per provincefor smallscalecontracts. The AEITI
MSGconfirmsits understanding,basedon consultationswith the MOMP CadasteDepartment,
the RevenueDevelopmentFoundationand MOMP ProvincialDepartmen that there were a total
of 153 active smallscalemineralscontractsin FY1397,and 131 in FY1398, while the number of
active contracts in the hydrocarbonssector remained only two in both years Thesefigures
includedall contractsconcludedat both the headyjuartersand provincialbrandes of the MOMP.
The AEITwebsite haspublisheda list of all activemining contractsper yearfor 13971399 (2018
2020)in opendataformat.t3!

The AEITIMSGhas crossreferencedthe licenseson the MOMP TransparencyPortal with the
contractspublishedon the MOMPwebsite,underthe W ¢ NJ vy & ltdb. Nife Jrdbgp&encyortal
providesthe following typesof contracts,for large-scalemining:

1 Oiland gas the MOMPwebsiteprovidesthree oil andgascontracts(AmuDaryaandthe
two AfghanTajikPSCs)Thisis consistentwith the three oil andgaslicensedisted on the
Transparencyatal.

1 Copperthe MOMPwebsiteprovidesthree large-scalecoppercontracts.Thisisin line with
the three companiesholdingcopperlicensesaslistedin the TransparencyPortal.

1 Gdd: the MOMPwebsiteprovidesone largescalegold contract. Thisis consistentwith the
oneactivegoldlicenselisted onthe Transparencyortal.

1  Marble: the MOMPwebsiteprovidesone large-sale marblecontract. Thisis consistent
with the one activemarblelicenselisted onthe MOMPTransparencyrortal.

1 Travertine the MOMP websiteprovidesone large scaletravertine contract. While several
smallscaletravertine licensesare listed on the MOMPTransparencyortal,no large-scale
travertine mininglicenseis listed aseither active,expiredor carcelled.

With regardsto smallscalemining contracts the Transparencyortal website providesthe full
text of all reported smaltscaleminingcontracts,linkedto the contractor license.

Thelow numberof active smallscalemining contractsin certain provincesmay seemsurprising
at first sight, when there are documentedreports of widespreadmining in those provinces.For
example, the three active smallscale mining contracts in Panjshir Province are difficult to
reconcilewith public reports, for instanceof lapis lazulimining in Panjshirby GlobalWitnessin
2016 (here). Thea { D tnderstandng is that these activities are unlicensedby the MOMP or
other governmententity andthat theseminingactivitiestake placewithout legalcontractin place.

Althoughthe systemfor publishingcontracts seemsto be ad hoc when mining, oil and gas
contracts are signed,the MOMPis establishingnternal mechanismgo systematicallypublishthe
full text of all contractsand amendmentswithin 14 daysof their signature,in accordancewith
provisionsof the 2018Minerals Lawandthe 2017Hydrocarbond.aw.

181GeeW [ of SimialiscaleActiveCortract list FYdh T X b gpEeduigh@edn AEITvebsite W AEITReportR | (lakcBsEiblat
http://aeiti.af/en/documents/category/dta-for-7th-aeitireport?page=1
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https://momp.gov.af/large-scale-mines-gold-projects
https://momp.gov.af/large-scale-mines-marble-projects
https://momp.gov.af/large-scale-mines-travertine-projects
https://momp.gov.af/index.php/small-mines-projects-details
https://www.globalwitness.org/en/campaigns/conflict-minerals/war-treasury-people-afghanistan-lapis-lazuli-and-battle-mineral-wealth/
http://aeiti.af/en/documents/category/data-for-7th-aeiti-report?page=1

Chapter9

Extractive companyownership

WHATISCONTAINEIN THISCHAPTER

This chapter provides information on the shareholdersand beneficial owners of
companiesoperating in the mining, oil and gas sectors(EITIRequirement2.5). The
objectiveis to inform the public of the identity of the immediateand ultimate investors
that benefitfrom developingextractiveprojectsin Afghanistan.

Who ownsthe companiesextractingminerals,oil and gas?Legaland beneficialownership
(Requirement2.5)

Thereis a vibrant public debate on the ownershipof companiesoperatingin the mining oil and
gas sectors in Afghanistan. Since 2020, information on the legal and beneficial owners of
companieshasstartedto be publishedonline, throughthe Transparencyortal.

What kindsof companiesexistin Afghanistan?

All legalentities are reguated by the 2007 CommerciaLaw.Thetypesof legalpersonsthat can
be establishedby law are corporations, limited liability companies, partnerships and sole
proprietorships.Thereare no trusts or other legalarrangementsTable36 presentsan overviewof
the typesof legalentitiesin Afghanistan.

Table35 Typesof businesstructuresin Afghanistan

. L Easeof Easeof Centralized Registrationwith
Business Individual . e
L ownershp continuity of management government Tax
structure liability - .
transfer existence structure required
Sple . Yes Yes Yes No No Naturalperson
proprietorship
. First1.2million
Partnership Yes No No No Yes (10%)
Corporation No Yes Yes Yes Yes 20%
Limited liability No No Yes Yes Yes 20%
company

SourceAmericanUniversityof Afghanistan(April2015),¥ guideto businesstructuresin! FAKF YA &4+ y Q

132 AmericanUniversityof Afghanistar{April2015),W buideto businesstructuresin! ¥ 3 K | yakcas§ibleyh ths://www-
cdn.law.stanford.edu/wsgontent/uploads/2015/12/AGuideto-BusinessStructuresin-AfghanistarAUAFLegalClinicProgram.pdf
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The Afghan Central BusinessRegistry(ACBR)under the Ministry of Commerceand Industry
(MoQ), is responsiblefor registeringall companiesin Afghanistan.The ACBRnaintainsofficesin
Kabul and 22 provincial capitals!®3 The ACBRwebsite provides a searchabledatabasé3* of
companiesprovidingnamesof managementbut not of legalownership(sharenolders).

The MOMP TransparencyPortal provides informationt*>on legal owners (shareholders)of
mining,oil andgascompanies.

How is beneficialownershipdefined by law?

The government has included beneficial ownership transparency among its internationd
commitmerts sine the SelfRelianceThrough Mutual Accountability Frameworkagreedat the
BrusselLConferencan 2016.At the 2016 Landon Anti-CorruptionSummit,the governmentmade
18 commitmernts, of whichfive were relatedto beneficialownershiptransparency:3®

The 2018 Minerals Law introduced requirements for mining companiesto disclose their
beneficialownership.Articles 25, 29, 35, 40 and 43 of the 2018 Minerals Lawrequire benefical
ownershipdisclosureor applicants biddersandtransfereesof all typesof mininglicensesArticles
10, 34 and 54 of the 2019 Mining Regulationgprovide more detail on the reporting of beneficial
ownershipdata.

Article 43(1) of the 2018 Minerals Law requires biddersto include details of their beneficial
ownershipin any tender proposal.Article 29(1) requiresthe applicantfor a SmaliscaleMining
Licenseo disclosedetails of their beneficialownershipin the application.Articles35(2)83, 35(3)2,
35(4)1and 40(2)5 require a licenseholder or concessionholder to notify the Ministry of any
changeof beneficialownership.Articles 17(5) and 17(6) require a personto notify the Ministry
within 30 daysif they becomea beneficialowner of a private company or a substantial(i.e., 5%or
more) beneficialowner of a listed companythat isalicenseholderor concessiorholder.

Article 21 of the 2018 Minerals Law requires the Ministry to maintain a publicly available
registerwhich includesdetails of applicantsfor license,licenseholders, biddersand concessions
holdersandtheir beneficialownership.Article 25(1)requiresthe Ministry to publishon its website
details of the beneficialownershipof licenseholders and concessiorholders within 14 days of
grart or execution.Article 25(2) requiresthe Ministry to publisha quarterly report summarizing
beneficialownershipof licenseholdersand concessiormolders.

Table 37 presentsreferencesto the three key laws that provide the legal framewak for
beneficial ownershiptransparencyin Afghanistan.

133 ACBRvebsite, W't NE AFyFOaCe8s3ilsden hitps://www.acbr.gov.af/en/provincial

134 ACBRvebsite, W h y 38 W8 T /acdéssibled yt@/3203.215.33.115/CompanyVeidhtion/PagesBuRe Verification.aspx
135 MJOMPTranspaencyPortal, W h ¢ y Scd@ssibEan https://transparency.mom.gov.af/owner

136 AntiCorruptionSummit¢ London2016,W L & fRepYblidf AfghanistanCountryStatey” S y dc€easiblen
https://assets.publishing.sepe.gov.uk/government/uploads/system/uploads/attachmeritadfile/522697/Afghanistan. pdf
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Table36 Legalframeworkfor beneficialbwnershipin Afghanistan

Law Source

2018MineralsLaw https://momp.gov.af/sites/default/files/minerals_law 2019english.pdf

Zoi8amendmento the 2904 | hps:/idab.gov.affsites/defaultfles/2018
y . R 12/AntiMoneyLaunderingandProceedsofCrimeLaw%28last%2930420189582859355332531
Proceedof CrimeLaw

https://www.aba.org.af/pdf view server.php?file=./uploaded/pdf/lawsfhanistan%20Anti
2004Anti-MoneyLaundering Monev%ZOLaunderinq%20anﬂ%’r_oceet_:t%ZOof%ZOCrime%ZOLaW#:~:text=Th_e%20purpose
and Proceedof Crimelaw of%20th|s%20law,_for%20the%20f|nancmq%ZOof%ZOte_rrorlsm.&'Fextzo_r%ZOWlthc_)uF%ZOrecc

%3B%20and%20finance%200f%20commértéatransactions%20(including%20forifai) %03 B&t

ext=Financial%20guarantees%20an@&mmitments%3B,vii

Thereare slightdifferencesin the definitionsof Heneficialownershigln the 2018MineralsLaw
andin the 2018amendmentgo the 2004 Anti-Money Launderingand Proceedf CrimeLaw.

Article 4 (34) of the 2018MineralsLawdefinesbendicial ownershipas:

1 cdthe natural personswho ultimately enjoya shareof ownershipor control whetherformally
or informallyandwhetherdirectlyor indirectly,includingby holdingsharesn a LegalErtity
or asbeneficiarief a trust but shdl be deemednot to extendto Personsvho hold shares
in a PubliclyListedCompanyprovidedthat the ListingDetailsare identified®d €

Article 3(f) of the 2018amendmentgo the 2004 Anti-Money Launderingand Proceedsof Crime
Lawdefinesbeneficialownershp as:

1 cdthe natural person(swho ultimately ownsor controlsa customerand/or the natural
persononwhosebehalfa transactionis beingconductedlt alsoincludeshosepersons
who exercisalltimate effectivecontrolovera legalpersonor arrangemente

TheMS@3 agreed?’ definition of Weneficialownershifls:

1 ¢abeneficialownerin respectof a companymeansthe natural person(swho directlyor
indirectlyultimately ownsor controlsthe corporateentity® ¢

A new BeneficialOwnershipregistration and evaluation regulation (number 1393) has been
publishedin the Official Gazette(here).

The Beneficial Ownership Registration and Evaluation Regulation is pas®d through a
presidentialDecreenumber (2175) dated 23 August1399(2020) consistingof four chaptersand
36 articles. Accordingto the regulation the ACRBIs responsiblefor creating a Beneficial
OwnershipRegiser and maintainng it, includinginformation on public officersthat are beneficial
owners of companies Article 23 mentions that the NSIA in coordination with the Ministry of
Information and Technology is responsiblefor creating a SafelnspectionSystemfor beneficial
ownershipandmakeit accessibldao the Attorney GeneralOffice,the MOMP,the FinanciaReports

137 SeeMSGmeetingminuteson the AEITivebsite,accessibl®n http://aeiti.af/en/documents/category/minutes20152021?page=3
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https://momp.gov.af/sites/default/files/minerals_law_2019english.pdf
https://dab.gov.af/sites/default/files/2018-12/AntiMoneyLaunderingandProceedsofCrimeLaw%2528last%2529304201895828593553325325.pdf
https://dab.gov.af/sites/default/files/2018-12/AntiMoneyLaunderingandProceedsofCrimeLaw%2528last%2529304201895828593553325325.pdf
https://www.aba.org.af/pdf_view_server.php?file=./uploaded/pdf/laws/Afghanistan%2520Anti-Money%2520Laundering%2520and%2520Proceeds%2520of%2520Crime%2520Law#:~:text=The%2520purpose%2520of%2520this%2520law,for%2520the%2520financing%2520of%2520terrorism.&text=or%2520without%2520recourse%253B%2520and%2520finance%2520of%2520commercial%2520transactions%2520(including%2520forfaiting)%253B&text=Financial%2520guarant
https://www.aba.org.af/pdf_view_server.php?file=./uploaded/pdf/laws/Afghanistan%2520Anti-Money%2520Laundering%2520and%2520Proceeds%2520of%2520Crime%2520Law#:~:text=The%2520purpose%2520of%2520this%2520law,for%2520the%2520financing%2520of%2520terrorism.&text=or%2520without%2520recourse%253B%2520and%2520finance%2520of%2520commercial%2520transactions%2520(including%2520forfaiting)%253B&text=Financial%2520guarant
https://www.aba.org.af/pdf_view_server.php?file=./uploaded/pdf/laws/Afghanistan%2520Anti-Money%2520Laundering%2520and%2520Proceeds%2520of%2520Crime%2520Law#:~:text=The%2520purpose%2520of%2520this%2520law,for%2520the%2520financing%2520of%2520terrorism.&text=or%2520without%2520recourse%253B%2520and%2520finance%2520of%2520commercial%2520transactions%2520(including%2520forfaiting)%253B&text=Financial%2520guarant
https://www.aba.org.af/pdf_view_server.php?file=./uploaded/pdf/laws/Afghanistan%2520Anti-Money%2520Laundering%2520and%2520Proceeds%2520of%2520Crime%2520Law#:~:text=The%2520purpose%2520of%2520this%2520law,for%2520the%2520financing%2520of%2520terrorism.&text=or%2520without%2520recourse%253B%2520and%2520finance%2520of%2520commercial%2520transactions%2520(including%2520forfaiting)%253B&text=Financial%2520guarant
https://www.aba.org.af/pdf_view_server.php?file=./uploaded/pdf/laws/Afghanistan%2520Anti-Money%2520Laundering%2520and%2520Proceeds%2520of%2520Crime%2520Law#:~:text=The%2520purpose%2520of%2520this%2520law,for%2520the%2520financing%2520of%2520terrorism.&text=or%2520without%2520recourse%253B%2520and%2520finance%2520of%2520commercial%2520transactions%2520(including%2520forfaiting)%253B&text=Financial%2520guarant
http://laws.moj.gov.af/download.png
http://aeiti.af/en/documents/category/minutes-2015-2021?page=3

and DealsAnalysisCentreof the Da AfghanistanBank,the ARDand the ACD Article 26.1 makes
the MOICresponsiblefor publishing the beneficialowner name, surname,fatherQ dame, date and

placeof birth, and sharetype (without percentage of shareholding)within sixty daysof business
registration Clausetwo of article 26 rendersthe MolC responsiblefor publishng and making

freely availablebeneficialownershipinformation on the ACBRwvebsite. Clausethree of article 26

requires the MolC to be responsiblefor maintaining the beneficialownershipinformation and

ensureit is publicly accessibldor ten yearsafter a legalentity is dissolved Article 28 permitsthe

shaing of beneicial ownershipinformation with other govemments on a needs basisor upon

request

Politically exposedpersons(PEPS)

Afghanistanhas generalassetdisclosurelegislationrequiring public officeholdersto disclose
their assets.Article 154 of Afghanisan@ Constitutionand Article 12 of the Law on Overseing
Implementationof Anti-AdministrativeCorruption Strategythe HighOffice of Oversightand Anti-
Corruption(HOOACis mandatedto registerand publishassetsof highrrankingofficials.In 1398
the AssetRegistrationDirectorateunder Adminstrative Office of the Presidentwas consolidated
with the Anti-CorruptionCommission.

Specificallyto mining, Article 16 of 2018 Minerals Law bans the president, his deputies,
ministers, head and members of the Supreme Court, Attorney General Office, members of
parliament, headsand membersof independentcommissionsand their relativesfrom obtaining
mininglicenseaunderthe law. Theseprohibitionscontinuefor five yearsafter leavingthe post.

With regardsto the definition of politically exposedpersons, Article 4 (29) of the 2018Minerals
Law provides a definition of politically exposedpersonsthat lists specific senior government
officials and governmentdirectors, including their relatives, as politicadly exposedpersons.The
AEITIMS@2 definition of politically exposedpersonsis the sameas that providedin the 2018
MineralsLaw.

What beneficialownershipinformation is now published?

The Afghanistan Central BusinessRegistry (ACBR)does not collect information on who
ultimately ownsor controls a company (the beneficialowner) in a systematiowvay. In line with the
2018MineralsLaw,the MOMPestablishedhe Transparencyortal,basedon the MCASSNdNTRS
systemsto publishdataon mining,oil and gaslicensesThisincludesinformationon the beneficial
ownershipof companiesholdingmining,oil andgaslicenses.

Beneficialownershipdetails requestedfrom extractivecompaniesinclude nationality, country
of residence,politically exposedpersms, national identity number, date of birth, resdential or
serviceaddress,contact. However,the TransparencyPortal only discloseshe beneficialowner@
name, ownership type, country(ies) of residence and citizenship, sex, position and political
affiliation.

However,the Transparencyortaldoesnot disclo® anyforms of non-equity control, giventhat
thisinformationis not requestedin practicefrom companies.

Forextractivelicensesheld by legal entities that are subsidiariesof companiedisted on stock
exchangesthe licenseholder is required to report the name and addressof the public stock
exchangeandthe stockexchangecodeof the company.
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Expandingbeneficialownershiptransparencyto public procurement

As part of its commitmentsunder the IMFR RapidCredit Facilityin responseto the Covid19
pandemicaswell asthe longerterm ExtendedCreditFacility,Afghanistarhaspledgedto expand
beneficialownershipdisclosurego all companiesobtaining public contracts3 A preconditionfor
conclding the new ECFwith the IMF in November2020, Afghanstan@ National Procurement
Agency(NPAXtarted publishingquarterlyreports, with information on the beneficialownershipof
companiescontractedby the governmentwithin 30 daysof the contract® signing 13°

Theonline procurementportal on the National ProcurementAgency® websiteis here.

Dataquality: How do we know disclosuresare reliable?

Beneficialownership information aggregatedthrough the MCASsystem is collected by the
Directorate Generalof Cadasterand its sub-Directorates,who are responsiblefor ensuringthe
accuracyor data collected.Dataon beneficialownershipof mining exploration, exploiteion and
smallscalelicensesverified prior to be disclssedon the Transparencyrortal.

The quality assurancesequired for beneficialownershipdisclosuresconsistof signaturesby
the O 2 Y LJ nfada@ementCompanymanagementis required to signoff on their reporting of
the O 2 Y LJI lyedeficial ownership to the a h a t QatasterDepartment. The 2019 Mining
Regulationgprescribepenaltiesfor failureto report or accuratereporting of beneficialownership.

Havingpreviouslybeendelistedby the FinancialAdion Tak Force(FATF)Afghanistarhasbeen
making efforts to improve its Anti-Money Launderingand Combatingthe Financingof Terrorism
(AML/CFT)mechanisms. Among other measures, the government established a Financial
Intelligence Unit (FINTRACAlpcated in the central bank. However, the EuropeanUnion (EU)
Commissiorhasbeenunableassesgrogressin! T 3 K |y dddréssingtpieviousdeficiencies
given constraintsrelated to the security situation and lack of public information.**° Afghanistan
hasnot undergonea comprehensivassessmentinderthe FATFinceMay 2011.

DatacomprehensivenessiVhat data hasbeenpublishedto date?

There has not been a full review of beneficial ownership disclosuresto date. Beneficial
ownershipdata hasbeen sysematicallycollectedsince January2020, includingform companies
applyingfor mininglicenseslin practice,this meansthat ownershipdatais not yet availablefor all
licenseholders,particularlyfor older licenses.

TheMSGhasdecidedto focuson disclosuresrelated to the largestcompaniesby paymentsto
govenmentin this EITIReport.In 2021,the MSGplansa more comprehensiveeview of beneficial
ownership disclosures.The following is an analysisof the availability of legal and beneficial
ownerdhip information for the top 13 companiesby paymentsto goverrment in 1397 and 1398

138|MF(May2020),W! F 3 K | Réduésitot disbursementunderrapidcredit¥ | O Jaécaséilien X
https://www.imf.org/en/Publications/CR/Issues/2020/04/30/Islarepublieof-AfghanistarRequestor-DisbursementUnderthe-RapidCredit
Facility49386

139 |MF(November2020),W! ¥ 3 K | Réduéstotayi2¥month arrangementunderthe ExtendedCreditFacilityt pressrelea; staffreport; and
statementby the ExecutiveDirectorfor the IslamicRepubliof! ¥ 3 K | ydccessiblghs ¢
https://www.imf.org/en/Publications/CR/Issues/2020/11/13/IslaiRiepublieof-AfghanistarRequestfor-a-42-Month-ArrangementUnderthe-
ExtendeeCredit49888

140 EyropearCommissiorfMay2020),W v dzS aaihdasyiers; Commissiorstepsup fight againstmoneylaunderingandterroristF Ay I y OAy 3 QX
accessiblen https://ec.europa.eu/conmission/presscorner/detail/en/ganda_20 821
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https://ageops.net/en/procurement-procedure/announcement/award-decision
https://www.imf.org/en/Publications/CR/Issues/2020/04/30/Islamic-Republic-of-Afghanistan-Request-for-Disbursement-Under-the-Rapid-Credit-Facility-49386
https://www.imf.org/en/Publications/CR/Issues/2020/04/30/Islamic-Republic-of-Afghanistan-Request-for-Disbursement-Under-the-Rapid-Credit-Facility-49386
https://www.imf.org/en/Publications/CR/Issues/2020/11/13/Islamic-Republic-of-Afghanistan-Request-for-a-42-Month-Arrangement-Under-the-Extended-Credit-49888
https://www.imf.org/en/Publications/CR/Issues/2020/11/13/Islamic-Republic-of-Afghanistan-Request-for-a-42-Month-Arrangement-Under-the-Extended-Credit-49888
https://ec.europa.eu/commission/presscorner/detail/en/qanda_20_821

Table37 Benédicial ownershipinformationon largestcompaniedy paymentsto government(1397)

Shareof Beneficial
Companyname, avmentsto ownership
Transparency pozl/ernment Beneficialownershipaccordingto TransparencyPortal accordingto
Portal link 9 (1397) other public
sources
North Coal 58.94% 100%state-owned,with equity held by the Ministry of Finance
Enterprise(here) IR Transparencfortallink here
A downstreamcompanywith no MOMPIlicense hadexportsin ACBRegistration
GhulamSarwar < ; - . (for Ghulan
. 4.89% 1397and1398and{i K Iwinydtds not registeredat .
Stanikzal td . : . SarwarSanikzay
TransparenciPortalwhile appearedn top paid companiedist.
Ltd) here
SangSiya Adownstreamcompanymﬁth no MOMPIlicense had exportsin
Af g1anistaynLt d 3.3™% 1397and1398and{i K Iwinytds not registeredat
TransparenciPortalwhile appearedn top paid companiedist.
Mohammad A downstreamcompanywith no MOMPIlicense hadexportsin . .
OmarNoorzai 2.47% 1397and1398and{i K $wihyt isnot registeredat ACBRegistration
. : o here
Ltd TransparenciPortalwhile appearedn top paid companiedist.
HakeeniTareen A downstreamcompanymﬁth no MOMPIlicense hadexportsin
Ltd 2.17% 1397and1398andii K I winyitds not registeredat
TransparenciPortalwhile appearedn top paid companiedist.
Accordirgto TP(here):
(Directshares)
Khoshak 1.87% MohammadRezaAF(50%)
BrothersCo. oo Hadi, AF(50%)
HadiAF(50%)
KhanAli AF(50%)
A downstreamcompanywith no MOMPIlicense had exportsin
ZakirFareed_td 1.65% 1397and 1398 andthatQ&hy it isnot registeredat
Transparencyortalwhile appearedin top paidcompaniedist.
NasibUsmaan A downstreamcompanywith no MOMPIlicense had exportsin
Lid 1.44% 1397and1398and i K | winytads not registeredat
Transparencyatal while appearedin top paidcompaniedist.
Accordingo TP(here):
DragonQil 1.39% IsmailGhazanfaAF(2%)
Sandugli_td I DOSIAE(49%)
TPAL(49%)
Accordingo TP(here):
. TPALTR(49%)
0,
TPAfghanistan 1.24% IsmailGhazanfaAF(2%)
DOSL(49%)
AfghanGas 1.24% 100%state-owned,with equity held by the Ministry of Fnance
Enterprise(here) e TPlink here
. A downstreamcompanywith no MOMPIlicense had exportsin
NekHngzada 1.16% 1397and1398and{i K Iwihytas not registeredat
Transparencyortalwhile appearedin top paid companiedist.
Hikmat A downstreamcompanywith no MOMPIlicense had exportsin
Mohammad 1.11% 1397and1398and(i K Iwihytas not registeredat
Sherzad_td Transparencyortal while appearedn top paidcompaniedist.

respectivelyaswell ascombined.Thereare cleargapsin the availabilityof ownershipinformation
for the largestcompaniedy paymentto governmentin 1397(2018),ashighlightedin Table38:
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https://transparency.mom.gov.af/owner/64021
https://transparency.mom.gov.af/owner/64021
http://203.215.33.115/CompanyVerification/Pages/ViewPDF.aspx?reportFile=C:%5C%5CWindows%5C%5CTEMP%5C%5C76ba2340-1a77-4648-8b5f-2453161f204b.pdf
http://203.215.33.115/CompanyVerification/Pages/ViewPDF.aspx?reportFile=C:%5C%5CWindows%5C%5CTEMP%5C%5Cc020b1a0-b185-447a-96a8-c9280ea61777.pdf
https://transparency.mom.gov.af/owner/357
https://transparency.mom.gov.af/owner/54082
https://transparency.mom.gov.af/owner/54026
https://transparency.mom.gov.af/owner/96096
https://transparency.mom.gov.af/owner/96096

Thepictureis only very slightlymore completefor 1398(2019),asshownin T&ble 39:

Table38 Beneficiabwnershipinformationon largestcompaniedy paymentsto government(1398)

Shareof - .
aymentsto Beneficialownership
Companyname povernmen t Beneficial ownership accordingto TransparencyPortal accordingto other
9 (1398) public sources
Ié?mgahr Cr(i)sai 58.7% 100%state-owned,with equity held by the Ministry of Finance
(herpe) 70 TPlinkhere
GhulamSarwar A downstreamcompanywith no MOMPIlicense hadexports | ACBRegistration(for
Stanikzal td 3.75% in 1397and1398and{i K I wihytds not registeredat GhulamSarwar
TransparenciPortalwhile appearedin top paidcompaniedist. | Stanikzay.td) here
A downstreamcompanywith no MOMPIlicense hadexports
UsmanlzzatLtd 2.63% in 1397and1398and{i K I winyltds not registeredat
TransparenciPortalwhile appearedn top paid companiedist.
SangSiyyaa A downstreamcompanywith no MOMPIlicense, hadexports
Af hanisgd_td 2.12% in 1397and1398and{i K I wihytds not registeredat
9 TransparenciPottal while appearedn top paid companiedist.
Accordingo TP(here):
(Directshaes)
Khoshak 1.95% MohammadReza AF(50%)
BrothersCo. o970 Hadi, AF(50%)
HadiAF(50%)
KhanAli AF(50%)
Mohammad A downstreamcompanywith no MOMPIlicense hadexports . .
OmarNoorzai 1.84% in 1397and1398and (i K I winyitds not registeredat ACBRES;:tranon
Ltd TransparenciPottal while appearal in top paidcompaniedist. I
AI\EfgtTa ?nﬁ:: 1.46% 100%state-owned,with equity held by the Ministry of Finance
(herpe) ' TPlink here
Yasm\fl_i):mand 1.37% Sameas C pWr H t (KagyaMohmandCo)ATPlink here)
SahilBilalLtd 1.29% Thiscompanyis havingMOMPlicenseandis missedfrom ACBRegistratin
eI Transparencyortalbut now is availableat TP. here
Noor Abas A downstreamcompanywith no MOMPIlicense hadexports | ACBRegistration(for
Khoshiwal td 1.11% in 1397and1398andii K I vihytds not registeredat NoorAbasKhushiwal
Transparencyortalwhile appearedn top paidcompaniedist. Ltd.)here
. A downstreamcompanywith no MOMPIlicense had exports
FarShﬁngOh'd' 1.11% in 1397and1398and{i K Iwihytas not registeredat
TranspaencyPortalwhile appearedin top paid companiedist.
Accordingo TP(here):
TPAfghanistan 1.06% TPALTR(49%)
Ltd o7 IsmailGhazanfaAF(2%)
DOSL(49%)
Accordingo TP (here):
. SayedGhulamHossairHossainrAF(31%) . .
M'Sa%'iSharq 1.05% MohammadHossainAF(17%) ACBRﬁgi”at'O“
' YaqoobAF(12%) E—
RuslarKz(40%)
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https://transparency.mom.gov.af/owner/64021
https://transparency.mom.gov.af/owner/64021
http://203.215.33.115/CompanyVerification/Pages/ViewPDF.aspx?reportFile=C:%5C%5CWindows%5C%5CTEMP%5C%5C76ba2340-1a77-4648-8b5f-2453161f204b.pdf
https://transparency.mom.gov.af/owner/357
http://203.215.33.115/CompanyVerification/Pages/ViewPDF.aspx?reportFile=C:%5C%5CWindows%5C%5CTEMP%5C%5Cc020b1a0-b185-447a-96a8-c9280ea61777.pdf
https://transparency.mom.gov.af/owner/96096
https://transparency.mom.gov.af/owner/96096
https://transparency.mom.gov.af/owner/75287
http://203.215.33.115/CompanyVerification/Pages/ViewPDF.aspx?reportFile=C:%5C%5CWindows%5C%5CTEMP%5C%5C0bf56ea8-10eb-4ad0-ae1b-aefd2e6b91bf.pdf
http://203.215.33.115/CompanyVerification/Pages/ViewPDF.aspx?reportFile=C:%5C%5CWindows%5C%5CTEMP%5C%5Cd64fd633-f955-4b86-baf7-b10558585b94.pdf
https://transparency.mom.gov.af/owner/54026
https://transparency.mom.gov.af/owner/712
http://203.215.33.115/CompanyVerification/Pages/ViewPDF.aspx?reportFile=C:%5C%5CWindows%5C%5CTEMP%5C%5Ccb8cbbd9-7db9-4757-89a5-130513c658e8.pdf

Thisbrief review of companyownershipdisclosuredor the largestcompaniesby paymentsto
governmentin 1397-1398(20182019)is revealing.Thereis beneficialownershipinformation for
only three companies(in the two yearscombined),and this is only due to their holding direct
sharesin the company. There is legal ownership (shareholder)information for another two
companiesln total, there is somelegal ownership information for only half of thesecompanies,
whichisanissuethat requiresurgentattention by authorities,remindedby the AEITMSG.

I 9 L askeQsinenbf completenessand reliability of disclosures

The MSGhas reviewed the disclosuresof the largest extractive companiesby payments to
governmentin 1397and 1398.Its assessmenfiocuseson legaland beneficialownership.

Shareholderinformation: With regardsto publicdisclosure®f legalownership(shareholdings
the AfghanistanCentralBusinessRegistry(ACBRMo longer provides legal ownershipinformation
for any of the companiesregisteredin Afghanistan.The only public source of information on
shareholdersn Afghanistarisnowonlythea h a t Teansparencyortal.

Thelack of listing in the TransparencyPortal for many of the companieslisted above means
that there isno information availableon either their legalor beneficialownershipinformation.

Beneficial owner information: There had been disclosuresof beneficial ownership for 127
mining companies as of August 2020. A review of pending applications on the MOMP
TransparencyPortalindicatesthat beneficialownershipinformation is availablefor some,but not
all, of the companiesthat appliedfor a mining licensesinceJanuary2020. Theaddendumto the
6" AEITIReport indicatesthat data collection has focusedon direct and indirect ownership of
companiesnot forms of non-equity control.

There are some apparent inconsistenciesbetween beneficial ownership data in the
TranspaencyPortaland other publiccdomainsaources. Forexample the SilkRoadMining entry on
the Portal*!lists an Afghannational (60%)and a Canadiamational (40%)as beneficialowners.
However the O 2 Y LJI gvd Rebsite'*2describesitself as W ¢ 2 bldssexploration skills from
Canadaand strongfinancingfrom Y dzg | TheseRidusof apparentinconsistenciesaiseconcerns
overthe reliability of someof the beneficialownershipdisclosures.

Therealsoappearto be weaknessef the systemfor disclosingany politically exposedpersons
linkedto extractive licensesIn 2018, Transparencynternationalraisedconcernsover the lack of
systematicidentification of beneficialownersunder the AML-CFTLaw!*3The OpenGovernment
Partnershiphasalsonotedthat & Inumberof 2 ¥ T A l@wvehot chrépletedtheir assetdeclaration
forms 144 A United StateslInstitute of Peace(USIP)Yeport from 2017 highlightedthe practice of

141MOMPTrarsparencyPortd, Wh ¢ yofSilBRoada A y Aagcgs@illen https:/transparency.mom.gov.af/lowner/32838
142 SjlkRoadMiningwebsite,accesible on https://www.sikroadmining.com/

143 Transparencynternational(2018),Wt 2 SRAG:&dIghtingcorruptionfor the LIS 2 LatcBsSition
https://images.transprencycdn.org/images/2018 Report PolicySDGsandFightingCorruption EN.pdf
144OpenGovernmentPartnership¥ w § 3 A AssefaBoyeinmenfficialsd | C n raccessiten
https://www.opengovpartnership.org/members/afghanistan/commitments/AF0005/
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https://transparency.mom.gov.af/owner/32838
https://www.silkroad-mining.com/
https://images.transparencycdn.org/images/2018_Report_PolicySDGsandFightingCorruption_EN.pdf
https://www.opengovpartnership.org/members/afghanistan/commitments/AF0005/

politically-exposedpersonsholding mineral rights, dincludingmembersof the Afghan parliament
(MPs),their family memberstheir assotatesand power holderswith accesgo armedgroupsand
their networksg ®Thea h a t ZDEBMinistry-Wide Vulnerabilityto CorruptionAssessmenfiound
parliamentariansand local officials of variousd ¢ 3 8 2 @ SidekcksSWidiown, control or have
anintereg in mining activities,despitebanson thisA y @2 f @ ®iaUfiggin éréasoutside the
32 @SNy O&gli QA&

Recommendations

37.1t isrecommendedhat the AEITconducta systematicand comprehensiveeview of
beneficial ownershipinformation availablefrom publicsourcessuchasthe Transparency
Portal,in orderto producea completeand publicassessmenof the comprehensiveness
andreliability of legalandbeneficialownershipdisclosureselatedto extractive
companies.TheMSGis urgedto consultwith the Officeof the Presidenton the needto
expandthe beneficialownershipdisclosurerequirementsto form of non-equity control.

38. It isrecommendedhat the MOMPCadasteDepartmentwork with its serviceprovider
RDFwith advicefrom the AEITIfo amerd the Transparencyortalto clearlydistinguish
legalownershipandbeneficialownership,and publishboth on the Transparencyrortalfor
all mining, oil andgascompanies.

39.1t isrecommendedhat the AEITMSGconsut andwork closelywith the ACBRo expore
the systematigoublicationof shareholdeiinformationfor all companiesonthe ACBR
corporateregister.

40. It is stronglyrecommendedhat the AEITMSGwork with relevantstakeholdersncluding
the MOMP,ACBRMIinistry of Justiceand othersto ensurethat the legalandbeneficial
ownersof all companiesholdingor applyingfor mining, oil andgaslicensesbe publicly
disclosedby the deadlineof 1 January2022,in accordancewith EITIRequiremen.5.c.

Datavisualizations

With more disclosuresof ownership data, there is more opportunity to make use of this data
with visualizationamappingcompanyownership. The majority of smallscalemining licensesare
held directly by their beneficialowners,Afghannationds. However largescaleminingand oil and
gas projects and licensesinvolve companieswith multiple layers of ownership, often involving
foreigninvestedcompanies.

Figure 23 provides one example of the possible visualizationsthat can be developed of
companyownership,usingTPAfghanistari_td. asanexample.

145 Jnited Statesinstitute of Peacg2017), WL y R é2aaledtingbf! ¥ I K | yMirerallv § B 8 dzacteSshl@rs
https://www.usip.org/sites/default/files/201-D5/sr404industriatscalelooting-of-afghanistars-mineratresources.pdf
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Governmenibf Turkey

100%

TurkiyePetrolleri
AnonimOrtakligi(TPAO)
(Turkishcompany)

100%

TPAfghanistarLimited
(TPALJAfghanistan
company)

49%

Figure23 Diagramof the ownershipof TPAfghanistanLtd.
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SourceAEITlllustration basedon Transpareny Portaland other publicinformation
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Chapter 10

StateParticipationin the extractive industries

WHATISCONTAINEIN THISCHAPTER

This chapter providesinformation on the state-owned enterprisesin the mining, oil and gas
sectors,includingtheir financial relationswith government(EITIRequirement 2.6), transactions
involvingSOE$EITIRequiremen#.5), their in-kind revenuesand sales(EITIRequiremend.2) and

their quasifiscal expenditureqEITIRequiremen®6.2). Theobjectiveis to inform the publicof the

way in which state-owned enterprisesin the mining, oil and gassectorsare managedand how

they contributeto governmentrevenueshoth directlyandindirectly.

Beyondcollectingtax and non-tax revenues the state alsoactivelyparticipates in the mining,
oil and gas sectors (fossil fuels such as coal and natural gas in particular) through its 100%
ownershipof two companies.Thesetwo state-owned enterprisesplay a keyrole in their sectors
and accountel for over half of governmentreverues from the mining, oil and gassectorin the
past12years(13881398).

How doesthe state directly participate in the mining, oil and gassectorsEITIRequirement

2.6)
Definition of state-owned enterprises(SOES)

The Law on StateOwned Enterprises(Law n.459) of 29 May 20056 governs state-owned
enterprises(SOEs)hat are 100%owned by the state, and state-owned corporations(SOCs)ith
varying levels of state ownership. This law was updated by a new Law on StateOwned
Corporationsin 2018, although that law was only implementedfrom 1399 (2020). In total, the
Afghanistanhas 35 SOEsand 16 SOCsperating in different sectorsincluding energy, mining,
manufacturing, tourism, transportation, water, trade, telecommunications, insurance and
industry,alongside3 state-ownedcommerciabanks'#’

For AfgK Iy A &EITH rgpOrting, the MSG has agreed on the 9 L ¢def@ition of SOES(in
Requirement2.6.a.i), which coverscompaniesthat are majority-owned by the governmentand
that operate in the upstream mining, oil and gas sectors. It has identified only extractive
companies that are wholly owned by the state, as there do not appearto be any extractive
companieghat are only part-owned by the state.

There are four companiesthat are wholly owned by the governmentand operated in the
mining, oil and gassectorsin 1397-1398. Thetwo main SOE&re North CoalEnterprise(NCEgand
Afghan GasEnterprise(AGE).In the cement sector, there are two companiesthat are wholly

1461 awon StateOwnedEnterprisegLawn.459)of 29 May 2005,accessibl®n Ministry of Financewvebsiteson https://MOF.gov.af/en/documents
147 Ministry of FinancgSeptembe2020),W m n(2021)FiscalStrategyPapeMediumTermFiscalC NI Y S @ és}ihen
https://MOF.gov.af/sites/defatifiles/2020-09/Fiscal%20Strateqy%20Paper%202021.pdf
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owned by the goverrment that appearto mine limestoneto produce cementfor the domestic
market. Thefirst cementsector SOE,JabalSarajCementEnterprise(JSCE)yas not operationalin
1397-1398 accordingto the MSG.The secondcementsector SOEGhouri CementCompaly, was
nationalizedin January2019 (1398)when the governmentacquiredall of the company2 shares
from a private investor,AfghaninvestmentCompanyAlC)seechangesn state ownershipbelow).

Afifth state-owned company,Kode-BarqgEnterprise(KeBE)wasestablishedin 1964in Mazar
e-Sharifas an integratedfertilizer factory and assocated power plant, which sourcesnatural gas
from AfghanGasEnterpriseto producefertilizer and electricity (for its own operations).KeBEs
not a SOHor ElTlreporting becauseit is an integrated fertilizer and power plant that does not
produce mineral or petroleum commodities,but is only a consumerof natural gas. Therefore,
KeBEis coveredin this 7" AEITIReportonly asit is a recipient of quasifiscal expendtures by
AfghanGasEnterprise(seeoff-budgetsubsidiedpelow).

Which SOEsvere relevart in 1397-1398?Materiality of SOEs

Stateparticipationisimportant to publicfinancemanagemenin the extractiveindustries,since
two state-owned enterprises (SOEs)have represented over half (and often more) of the
3 2 @S Ny sxBagtivendustry revenuesin most yearsin the 13881398 period, asidefrom in
specificyears(1388,1391and 1392).

The MSGreviewedthe value of the four SOEghat operatein mining, oil and gasin order to
select only those SOEsconsideredto have made material paymentsto governmentfor the
purposesof EITIreporting. Although Afghan Gas Enterpriseand North Coal Enterprise make
signiicant payments of tax to MoF and nontax to MOMP, the two state-owned cement
companiegnakeonly minimaltax andnon-tax paymentsto government. Therefore the MSGused
the valueof each{ h 9n&t&ansfersof profit to the MoF asa basisfor assessinghe materiality of
eachSOE (seedisclosure®f { h 9trar@fers of net profits to governmentin the sectionon W{ h 9
0N yalbldw 2y aQ

JabalSarajCementand GhouriCementdid not makeany transfersof their net profits, because
neither made a profit in these two years. Therefore, the MSG only considered Afghan Gas
Enterpriseand North CoalEnterpriseasmaterial SOE#n the 7" AEITReprt. Table40 presentsan
overview of the a { D @ateriality decisionson SOEs,including basic information on { h 9 a Q
locationsandactivities.

Table39 Overviewand materiality of SOE& Afghanistanin 1397-1398

Companyname CON I Location Primaryactivity(ies) WiEEEl I
pamyn equity interest y 139713987
AfghanGasEnterprise 100% Jowzjan Coalminingandsales. Yes
North CoalEnterprise 100% Baghianand Naturalgasproductionandsales Yes
Samangan

JabalSarajCementCo. 100% Parwan Cementproduction No

GhouriCementCo. 100% Pute-Khumri Cementproduction No
Kode-BargEnterprise 100% Mazare Sharif Powerproducﬂon,fernh;er No

productiong not extractives

SourceAEITIpasedon information from Ministry of Minesand Petroleum
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The coal mining SOE,North Coal Enterprise, has been by far the largest contributor to
governmentrevenuesin 13881398. The natural gas SOE,Afghan Gas Enterpri®, has made
paymentsto governmentin this period, but hasonly transferreda shareof its net profits in some
yearsgiventhat it hasbeenlossmakingin mostyears.

Table4l presentsthe value,in absdute and relative terms, of the two main extractiveSh 9 a Q
share of governmentrevenuesfrom the extractiveindustriesin the 13881398period. Thesource
of the figuresin Table 41 is the seven AEITIReportsproducedto date, which have sourced
informationon governmentrevenuesof SOE$rom the Ministry of Financeandthe MOMP.

Table40 Governmentevenuesrom extractiveSOEasshareof total extractiverevenues13881398

AfghanGas North CoalEnterprise| Totalgovernnment Shareof two
Enterprise paymentsto extractiverevenues | extractive{ h 9 i
paymentsto government(AFN) (AFN) paymentsto
government(AFN) government
20082009 N/A 426,406,146 4,519,527,990.00 9.43%
(1388)
20092010 N/A 307,341,000 355,957,003.00 86.34%
(1389)
20102011 N/A 1,000,382,500 1,068,641,007.00 93.61%
(1390)
20112012 31,318,098 1,944,961,546 4,847,610,026.00 40.77%
(1391)
20122013 119,025,662 2,712,852,324 6,280,067,740.00 45.09%
(1392)
20132014 31,249,022 1,162,395,368 2,123,384,431.90 56.21%
(1393)
20142015 63,523,729 2,003,747,693 2,677,232,£1.68 77.22%
(1394)
20152016 40,419,000 1,136,708,768 1,525,864,263.00 77.14%
(1395)
20162017 37,106,019 2,086,259,229 2,620,548,766.08 81.03%
(1396)
20172018 59,522,037 2,831,996,365 4,804497,838.81 60.18%
(1397)
20182019 62,507,770 2,508744,444 4,273,937,498.56 60.16%
(1398)

Source AEITReportsand summarydata

Governmentrevenuesfrom the two main SOE#n the miningandgassectorshavebeenvolatile
overthe past12 years,asthe goverry’ S y io@l&xtractiverevenueshavealsofluctuated These
fluctuations are due to severalfactors, includingvariationsin Afghan GasEnterpriseand North
Coald y (i S NisSiehugsdndexpenditures.

104



Profile of AfghanGasand North CoalEnterprises

The two material SOEg AfghanGasEnterpriseand North CoalErterprise ¢ do not havepowers
to regulatetheir respectivesectors, but they playdominantrolesin their respectivesub-sectorsof
the extractiveindustries.

1. AfghanGasEnterprise

AfghanGasEnterpriseaccountsfor 100%of! ¥ 3 K | Y prailuctioyofré@tural gas,supplying
the Kode-Barq fertilizer and power plant and soon the independentpower plants in Mazare-
Sharrif.

f ‘ Weed 'y . . :
temez V{1417 | |Establishedin 1967, Afghan Gas Enterprise
Nt 7. (AGE) operates in Sheberghan,in Jowzjan
Sheberahan azari Sharif unduz laleqan .
o e s skl | Province.

'Afghan Gas Enterprise conducts production,
processingand

transpotation activities. AGEonly operatedin
29 of the 52 yearssinceits establishmentdue
to periods of civil strife. AGEs productionand
processingfacilities in Shebergharare linked
via a 89.1 kilometre pipeline to the Northern
Fertilizerand PowerPlantnear Mazare-Sharif.
AGHEs headquartersis in Sheberghanbut it
alsomaintainsofficesin Maza-e-Sharif.

In the early 1990s, natural gaswas ! T 3 K | Yy hargdstlexp@tialthough production has
significantly declined since then due to conflict and lack of maintenance.With support from
developmentpartners,AGEhasrehabilitated someof the Soviet-era infrastructure,suchaswells
and the pipeline from Sheberghario Kud Berg (near Mazare-Sharif),and installeda new amine
plant for high-sulfur gastreatment. AGEon the daily basisin 1397 producedn n2n 51 gubicmeter
(m®) and in 1398 fiscal year 500,000 m® of natural gasfrom the Shebergharfields in the Amu
Daryabasint*® The SOEproducesnatural gas from 36 wells in the four gas fields of Khawaja
Gogerdak,arqodoq,yatimTaqgand Shakarakall locatedaroundSheberghari®

AGEsupplies95%of the natural gasit producesto Kode-Barg,with the remaining5%supplying
other customers(domesticcustomersin SheberghanKhojaDokho, Agchaand other villagesin
JowzjanProvince,connectedvia a smalkdiameter pipeline).In June2020, AfghanGasEnterprise
concludeda 20-year gas salesand purchaseagreement (GSPAwith the new Mazare-Sharif
independentpower producer(IPP)project backed by the World Bank,International FinanceCorp.
andAsiandevelopmentBank.Theproject backedby AfghanPowerPlantCompanya joint venture
of GhazanfaGroupand HassarmAllam Holdings,an Egyptan constructioncompany,will consume

148 Ministry of Minesand Petroleum(1396),W 9 E (veNdduifisnationalpriority LINE 3 Medcasgibken http://policyMOF.gov.af/home/wp
content/uploads/2019/01/ExtractivendustriesNPP. pdf

148 AfghanEmnomicSociety(2017),W h LILJ2 NFardghkliériyétinvestingn the Oiland Gasindustryof Afghanistarg, CaseStudyof

{ K S0 S NaEckssiglehHttps://www.afghaneconomicsoety.org/imagefpdf/Sadig.pdf
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350mcmof naturalgasa day duringthe first phaseof a 52 MW power plant at a costof USD75m.
The secondphaseof the IPP,which will expandcapacityto 200 MW, is expectedto increase
natural gasconsumptionto 800 mcm a day*°° The GSPAetween AfghanPowerPlant Company
and AGEsetsa price for natural gasat USD2.46 per million British thermal units (MBTU)for the
20-year contract. A key componentof the project is the developmentof a new 94.5kmpipeline
that will be operated and owned by AGEfrom Sheberghanto the Mazar-e-Sharif IPP, with
constructionstartingin 2016and around44kmof the pipelinecompletedas of October2019151

2. North CoalEnterprise

North Coal Enterpriseis the largest seller of coal to the domestic market, with a small
productionthat it operatesitselfand a largertrading operationbuyingthermal coalfrom informal
artisanalminersandsellingit on, effectivelyformalizingthat part of the coalsupplychain.

Mazari Sharif Kunduz Taleqan: )‘
Jolalb ¥

Gy )lje 4
3

Establishedn 1971, North CoalEnterprise
(NCE)operates primarily in Baghlanand
SamanganProvinces. It operates three
activecoalmines(TalaO Bafak in Baghlan
province, Stabashakand Dan e Tor in
Samanganprovince), and one inactive
mine, Abkhorak in Samanganprovince.
NCEalsoparticipatesactivelyin trading of
coal, with salesof coal purchasedfrom
small informal miners accounting for
around95%o0f NCHs salesin 1397-1398.

Thecoalminesof Karka, Hawzaand Baghlanhave beenoperatedby NCEsincel971,when it
was created (asthe Directorate of Northern CoalEnterprise)to take over the operationsfrom a
unit of the Ministry of Mineralsat the time. After a declinein production during the 19792001
period when only the Karkar mines operated, the government has invested through NCEto
reinstate production capacitysince 2001. The NCEwebpageon the new National Development
Corp®@ website®? provides NCE averageannual production in the 20152020 period as 2bn
metric tons of coal!>®North CoalEnterprisedoes not havea standalonewebsite andits Facebook
page>*hasneverbeenupdated.

150\World Bank(October2019), Wt NEagpf&iSaliocumenton a proposedgrantin the amountof SDR38.60million (US$520 million equivalent)to
the IslamicRepublicof Afghanistarfor an Afghanistargasprojecté ! D! fcdcessiBlzn
http://documentsi.worldbanlkarg/curated/en/766121575082832250/text/Afghanist@asProject.txt

151\World Bank(October2019), Wt NEagpf&iSeliocumenton a proposedgrantin the amountof SDR38.60million (US$52.50nillion equivalent)to
the IslamicRepublicof Afghanistarfor an Afghanistargasprojecté ! D! fdcessibEn
http://documentsi1.worldbank.org/curated/en/766121575082832250/text/AfghanistasProject.txt

152 NationalDevelopmentCorporation(NDC)vebsite, W b 2 NIC&aS NI S Niebldage & c@ssiblen https://ndc.gov.af/en/northeracoal
enterprise/

153 NationalDevelopmentCorporation(NDC)vebsite, W b 2 NIC&aS NI S Niabdage fc@ssiblen https://ndc.gov.af/en/northeracoal
enterprise/

154 North CoalEnterpriseé=aceboolpage,accessibl®n https://www.facebook.com/pages/%D8%B4%D8%B1%DA%A9%D8%AA
%D8%B2%D8%BA%D8%A7%D9%84%D8%B 3% D9%86%DZWBYY6D 9%85%D8%A7%DI68Mh-CoalEnterprise/101255918149171
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NCEowns six coal mines, the main onesbeing Talawa Barfakcoal minesin Baghlanprovince
andDehanae-tor, Shabashk,and Abkhorakcoalminesin Samangamrovince!>® Accordingo the
MOMP website, two of NCE six mines are inactive, leavingonly four mines operational**®In
terms of turnover however, NCE® main operation is as a trader of coal purchasedfrom
independervinformal miners 1%’

Mapping state ownership:In how many companiesdoesthe state hold indirect interests?

The governmentholds 100%of both material extractive SOEqAfghanGasand North Coal),
with equity held by the Ministry of Finance.lt also holds 100% equity in the two cement
companies,through the MoF. The equity is full-paid equity with the governmentas the sole
shareholderyesponsiblefor coveringexpensesn line with its equity interests. Theterms attached
to the 3 2 @ S N/ ag8ity in SESStateOwnedCorporations)are defined asfull-paid equity in
Article 37 of the new SOCLaw enactedin September2018. None of the four SOEshave any
subsidiariesjoint venturesor affiliates, nor hold any minority equity participationin extractive
companies.

Table42 presentsthe terms attachedto state equity in each of the four extractive SOEsIt
shouldbe noted that GhoriCementCompanywasnot a SOEn 1397(2018)giventhat it wasonly
nationalizedn 1398 (seechangesn state participation).

Table41 Overviewof governmentequityin SOEin Afghanistan

Companyname eﬁgi\t/;irr?trg reens:[t Termsattachedto state equity
AfghanGasEnterprise 100% Fullypaid equity
North CoalEnterprise 100% Fullypaid equity
JabalSarajCement 100% Fully-paid equity
GhoriCementCompany 100% Fully-paid equity

SourceMinistry of Financedata

SOEslo not participatein privately funded mining, oil and gasprojectson behalf of the state.
ProductionSharingContracts(PSCsin the oil and gassector are structured for the Ministry of
Minesand Petrdeumto representthe statein oil andgascontractswith private companies.>®

What were the changesdn state participation in the extractivesin 139713987

Therewasone significantcharge in governmentownershipin the extractiveindustriesin 1397
1398,anda restructuringof existingSOEholdingsundera new structure.

155 Ministry of Minesand Petroleum(1396), W 9 E i Nddwtties ri&t®nalpriority LINE 3 Mdcesgiblen http:/policyMOF.gov.af/home/wp
content/uploads/2019/01/ExtractivendustriesNPP.pdf

156 Ministry of Minesand Petroleum(Decembef017),W L & fRepytlicdi AfghanistanMiningsectorNE | R YaécesSitien
https://miningwatch.af/wpcontent/uploads/2018/02/MMP-RoadMap.pdf

157 Ministry of Minesand Petroleum(Decembef017),W L & fRepytlicdi AfghanistanMiningsectorNE | R YaécesSitien
https://miningwatch.af/wpcontert/uploads/2018/@/MOMP-RoadMap.pdf

158 Seefor examplethe productionsharingcontractspublishedon the MOMPwebsite,accessiblen https://MOMP.gov.af/MOMFhydrocarbons
contracts andon the Resource&Contractdatabaseaccessibl®n https://www.resourcecontracts.org/search/group?g=afghanistan
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Thefirst major changewasthe restructuringof SOEsIindera new SOEholdingstructure. Article
14 of the 2018 Minerals Law requiresthat four SOEsshould be restructuredas limited liability
companiespartly or wholly owned by the state within 12 months of implementationof the new
law. The National DevelopmentCorporation (NDC)was created by PresidentialDecree 28 in
February2020.JabalSarajCementEnterpriseand North CoalEnterprisewere transferredto NDC3
ownershipin March 2020, and AGEwas convertedto AfghanGasState Owned Corporationby
legal board of MOF in Dec 2020 There was no financial considerationpaid related to the
restructuring of the SOEaunder the NDCholding group structure, giventhat the ownership of
equity in NDCultimately remainedwith the Ministry of Finance TheNDCwebsite provideslimited
information on its responsibilitiesand companies in whichit holdsequity, but no financialdata.*°

The second major changein state participation was the nationalizationof Ghouri Cement
Companyin January2019 (1398)1%° Thestate-owned cementcompany which operateslimestone
miningand cementplantsin Pole-Khomricity of BaghlanProvince had previouslybeenprivatized
andleasedto AfghaninvestmentCompany(AIC)in April 2007151 The GhouriCementCompang®
limestoneminingand cementproductionfacilitiesare only describedn internationalnewsatrticles
(the companyhasno website)62 TheAfghanbusinessmadavid Jahoon reportedly acquiredAIG3
interestin the GhouriCementCompanyin 2016,triggeringa complaintfrom the governmentover
claimsof millionsof dollarsof unpaidtax arrearssince2016.163

Theredoes not appearto have been any considerationor payment made in relation by the
governmentfor its acquisition of Ghouri Cementin January2020. The ownership of Ghouri
Cementwas transferredto the National DevelopmentCorporationin March 2020, althoughthe
NDCwebsiteprovideslittle information on Ghouri Cement itself.*64

Figure24 Restructuringpf SOEsinderthe NationalDevelopmentCorporation

Structureof extractive SOEbwnershipin 1397(2018) Structureof extractive SOEbwnershipunder NDCin 1399(2020)

B
B

Ministry of Finance 100% 100% Ministry of Finance 100%
ownership ownership ownership

100%
ownership

100%
ownership

4
4

B
B

Afghan Gas North Coal Jabal Saraj Cement Afghan Gas State North Coal Jabal Saraj Cement
Enterprise Enterprise Enterprise Owned Corporation Enterprise Enterprise

SourceAET lvisualisdéions

159 SeeNationalDevelopmentCorporationwebsite,accessibl®n https://ndc.gov.af/en/about _ndc/

160 Cemnet.con{Januan2019),¥ D K @ehdintis backin governmentO 2 y (iadd@dsifld@n https://www.cemnet.com/News/story/165619/gheri
cementis-backin-governmentcontrol.html|

161 PajhwokAfghanNews, W L y (i NRoRMinth§Gompaniesvorkingin! T 3 K | yakcassitleh Qts:/mines.pajhwok.com/introductiomining
companieswvorkingafghanistan

162 BB Decembel012), W/ 2 mimiefalwealthtransformAfghanS O 2 v 2 at&eksbI®n https://www.bbc.com/news/worleasia20708548

163 Reuterg Februan2017),W a | &fghalementcontractcancelledn investmentd S (i 6 ac€@§si@l@n
https://www.reuters.com/article/afghanistamining/majorafghancementcontractcancelledn-investmentsetbackidINLSN1FR4FL

164 NationalDevelopmentCompanywebsite, W D K LdahtC | O (i ébdedsi@l@n https://ndc.gov.af/en/ghourcementfactory/
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Financialrelationswith government:the rulesand practicesof { h 9n@&a@agementof their
finances

Stateowned enterprisesin the mining, oil and gassector have been governal by the Lawon
StateOwnedEnterprisegLawn.459)of 29 May 2005'%°, which wasrevisedby the Lawon State
OwnedCorporations(Lawn.1322),publishedin the official gazettenumber 1322 of 6 November
2018166

Oversightof the two extractiveSOE$iasbeenspiit. TheMinistry of Financeowns,overseesand
regulatesthe two SOEsput they also reported to the MOMP in 13971398. The Office of the
Presidentestablisheda dedicated unit to overseethe reform of SOEsn 1398, with the SOC
OversightBoard®’ establishel in accordancevith the 2018SOQ aw.

Article 24 of the 2005 SOELaw requires that laws and regulatiors drafted by MoF, in
cooperationwith relevantministries,shouldgovernthe establishmentandregulationof the SOEQ
different funds,to which sharesof the SOE@net profits shouldbe transferredin accordancewith
Article 23 of the 2005SOQd_aw.Howeve, there is no evidencethat theselawsand implementing
regulationsgoverningthe creation of the SOESfunds have been drafted to date. Therefore,in
practice,SOE$favenot retained25%o0f their net profits to transferto theseplannedfunds.

Thefinancialrelationsbetween SOEsnd the governmentaccordingto the 2005Lawon SOEs
and the 2018 Law on SOCsan be comparedwith the practice basedon the { h 9138921398
(unaudited)financial statements. Table 43 presentsa comparison of the rulesrelated to { h 9 a Q
financialrelationswith the state, betweenthe 2005and2018SOH.aws.

165] awon StateOwnedEnterprisegLawn.459)of 29 May 2005,accessibl®n Ministry of Financewvebsiteson https://MOF.gov.af/en/documents

166] awon StateOwnedCorporationof October2018,accessibl®n: http://old.moj.gov.af/Content/files/OfficialGazette/01301/0G 322.pdf
167 https://MOMP.gov.af/sites/default/files/20200/ .pdf
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Table42 Comparisorof rulesgoverning{ h Sfidafcialrelationswith government,2005and 2018legislationon SOEs

2005 Lawon State-OwnedEnterprises
(Dariversionhere, Englishversionhere)

2018Lawon State-Owned Corporations
(Dariversionhere, Englishversionhere)

Article 15(3)liststhe dutiesof the SOMversighBoard

Government | Neitherthe SOHaw nor any other legaldocument | asincludingapprovalfor anytransferor subsidyfrom
transfersto | providesfor the governmentto providefunding anyorganof the state to the SOCwith referenceto the
SOEs for SOE. complementaritywith the PublicFinanciabnd
ExpenditureManagementActandrelated legislation.
At the end of eachfinancialyear,the SOENnust Artlcle38_ glvesthe_{ h/ EHqu Dlrectorsﬂ:e f
SOBRransfers | transferthe remaining(75%)of the net profit to prerogativeto decideon the exigenceandvalueo

to government

the Ministry of Financeaccordingo Article 23 of
the SOHaw.

dividendsto shareholdersn accordancenith the{ h /
Articlesof Associationits dividendspolicyandthe prior
approvalof the SO@versightBoard.

Article 23 of the SOHaw barsSOE$#rom retaining
more than 25%of their annualnet profits, after
approvalof their financialstatements.Of this

Giventhat Article 38 confirmsthe rightofthe{ h / Q&

SOFetained . ) . Boardof Directorto decideon the dividendsfor a
. retained 25%of net profits, the SOEarerequired : N o

earnings . . particularyear,it isimpliedthat the { h / BRatdof
to allocate15%to anincentivefund, 5%to a Directorscan decideto retain earninas
developmentfund, 3%to a culture fund and 2% gs.
for aprecautiorary (resene) fund.
Article 16 of the SOHaw barsSOE$rom investing

SOE in anyother company Article 17 allowsSOE $o0 Thelaw doesnot explicitly coverreinvestmentdy

reinvestments

investin joint-venturesand private companies,
uponexplicitauthorizationby the MoF.

SOCs.

SORhird-
party financing

Article 26 of the SOHaw allowsSOE$o raisethird-
party debtfinancing,basedon explicit
authorizationfrom the SupremeCourtof
Afghanistarin accordancewith Article27.
TheMemorandumsof Associatiorof AGEandNCE
confirmthat they are 100%0wned by governmer,
implyingthey do not havethe right to raisethird-
party equity financing.

Article 37 allowsthe SOQo issuenew sharesrequires
approvalby amajority of shareholdersandthe SCC
OversighBoard.

Article 15(3)liststhe dutiesof the SOQversightBoard
asincludingapprovalfor anyfinancialtransaction
includingloans,equity finance,bondissuanceand
guarantees.

Source2005and 2018Lawson SOEs/SOCs.

The new Law on StateOwned Corporations(SOCsywas publishedin the official gazete in

Novemler 2018, but was only implementedfrom December2019 onwards. Therefore,the rules
governingAGEand NCE financialrelationswith the governmentwere reformed in line with the
2018Lawon SOCseffectivefrom March2020whenownershipof NCEvastransferred to the NDC
and AGEwasconvertedto AfghanGasStateOwnedCorporationowned by the Ministry of Finance
directly. The key reform in the financial relations under the 2018 Law on SOCsis that NCER
dividends (transfers of net profit) will now be transfered to NDC,who will agree on its own
dividends (transfers of net profits) to government. Under the 2018 Law, the SO@ Board of
Directors can agree the level of annual dividends, in accordancewith the SO@ Atrticles of
Associatiorandapprovad by the SGCOversightBoard.

The 2018 Law on SOCdlesignatesthe Ministry of Financeas the shareholderin SOCsand
requiresall SOEsnd SOC4¢0 changetheir legal statusto SOCd%y December2019.The2018Law
effectivelyenablesthe Ministry of Financeto overseemore of the potential fiscalrisksfrom SOCs.
The law encouragesSOC40 operate on commercialterms and requires transparencyin the
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activities of SOG, includingin their socicecanomic developmentand job-creation mandates!®8
Thelaw introduceslegalrequirementsfor SOCs$o preparetheir accountsaccordingo IFRS.

An important reform in the 2018 Lawon SOCgArticle 15) is the creation of a SOCQOvesight
Board, a key indicator of the governmenf@ National Strategy of CombatingCorruption. The
Ministry of Financechairsthe SOQ)versighBoardwith four other members(from the Ministry of
Commerceand Industry and three membersfrom the private secta), establishedn 2019asthe
highestauthority for decisionrmakingand oversightof SOCsThe SOQ)versght Boardbeganwork
with a meeting chaired by Acting Minister of FinanceDr. MohammadHumayonQayoumion 3
September2019.The SO@versightBoardhas startedwork, includingon revisingstatutesof SOEs
and SOCsccordingto the Office of the Presiden® SpecialAnti-Corruption Secretaria® 2019
annualreport.16®

Table44 presentsa comparisonof revenueand expenditurefiguresfor the two material SCEs
in 1397and 1398,betweendatafrom the NSlAandfrom the { h Qowrffinancialstatements.

Table43 Revenuand expendituref PublicEnterpriseSOESn the extractiveqin AFN)

AfghanGasEnterprise North CoalEnterprise
Revenue Expenditure Revenue Experditure
NSIA

NSIAdata SOHlata NSIAdata | SOHlata data SOHlata NSIAdata SOHdata
1397 2,835,9

1,762,430,000| 505,953,427 | 364,330,000 414,755,749 2,962,752,384.00| 1,653,600,000( 1,914,091,776.00
(2018) 90,000
1398 355,881,000 525,293,129 | 322,026,00 | 395,320,878 3,148,2 3,106,699,603 | 1,885,358,000| 1,744367,723
(2019) 00,000

Source SOHinancialstatementsand NSIAQuarterlyStatisticallndicators,2017-20190n https://nsia.gov.af/library

Thereare large variancesbetween the data reported by the NSlAand the datainthe { h 9 & Q
financial statements(which had not yet been audited at the time of preparationof this 7" AEITI
Report). One reasonmay be that NSIAdata is basedon a cashaccountingbasis,while SOEQ
financial statements present data on an accrual accounting basis. The MSG has prepared
recommendationgelatedto clarifyingthe reasondor differencesbetweendifferent publicfigures
on{ h 9révéhuesandexpenditurespelow.

Thetwo extractive SOE®perate under a specialfiscalframeworkin accordancewith the SOE
law and the 2009IncomeTaxLaw.Theyare not liable for mostlicenserelatedfeesto government,
sincethey do not hold licensesfor the areasthey operate ¢ they hold property titles that do not
carry the sametypes of payments(e.qg. licensefee). Theyare liable to Royaltyand Corporate
Income Tax, but are exempt from paying BRT of 4% in accordancewith Article 80.1 of
I F 3K yIhddrieTak . A key finding of this report is that AGE has continued paying4%
BRTto governmentin 13971398accodingto its financialstatements(totaling AFN20,613,357n
1397 and AFN18,058,349in 1398).Accordingto its financial statements,NCEalso continuedto

168 KakarAdvocated awFirmLLCW { (HOwinediCorporationd | @e&e&ssiblen hitps://www.kakaradocates.com/stateowned-corporationslaw
169 SpeciaAnti-CorruptionSecretariatQfficeof the Presideni{2020),W H namrpalNB LIadt#sShiien
https://www.sacs.gov.af/uplads/reports/annual _report/276.pdf
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pay 4%BRTin 1397 (totaling AFN140,104,666)but did not pay the 4% BRTin 1398(seeRevenue
Colletion Chapter).t7°

Stateand SOHoansand guaranteesto mining, oil and gascompanies

In addition to the two { h 9 E3@r1398 financial statements, AGEand NCEreported a
breakdownof their outstandingloansto third partiesin this period. Therecipientsof theseloans
from SOEdgnclude companiesoperating in the upstream extractive industries, including other
SOEgAfghan Gas Enterprise, Jabal Saraj Cement) and extractive companies(Ghouri Cement,
HashimiGroup,HajiRahyaalConstructionCompanyegtc.). There are alsoloansfrom NCEo AGE.

Table45 presentsinformation on the loansfrom North CoalEnterpriseto companiesoperating
in the extractiveindustries,that were outstandingin 1397and 1398.

Table44North CoalEnterpri§ ®@utstandingloansto extractivecompanies1397-1398

. Loanamount
Nameof companyholding Interest Loanamount -
. Loandate Tenor L outstandingin
outstandingloan from NCE rate outstandingin 1397 1398
JabalSarafCement 1398/3/22 0% Unspecified | AFN118,4%4,686 | AFN118,445,686
Enterprise
Kode-BarqEnterprise 1395/6/17 0% Unspecified AFN22,000,000 AFN22,000,000
AfghanGasEnterprise 1393/10/1 0% Unspecified AFN44,643,600 AFN44,643,600
Afghanlnvestment 0 .
Company(AIC) 1385 0% Unspecified AFN15,821,942 AFN15,821942
AfghanCoalElectric N/A 0% | Unspecified AFN84,772 AFN84,772
Engineers
. M 0 Ycpal e
Old CementGhori 0% Unspecified AFNG61,249,358 AFNG61,249,358
before 1385)
Bagh'argro"'“ceehc’“” 1396 0% | Unspecified |  AFN200,000 AFN39,346,183
ement
Metallurgiaal Company bef;n;y;a}: 0% Unspecified AFN147,336 AFN147,336

SourceNorth CoalEnterprisedata

Table46 presentsinformation on the loansfrom AfghanGasEnterpriseto companiesoperating
in the extractiveindustries,that were outstandingin 1397 and 1398.

170 SeeSAQaudit report on 1397-1398financialstatementsof AGEand NCEaccessiblen https://MOMP.gov.af/soes
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Table45AfghanGas9 y i S Nahugnifgansto extractivecompanies13971398

Nameof companyholding Loanamount Loanamount
outstandingloan from Loandate Interestrate Tenor outstandingin outstandingin
AGE 1397 1398
Kode-Barq 1380 0 0 387,431,560 242,448,479.00
ShebergharCityand 1367 0 0 319,064,314 | 326,145,885.00
people
AqchaDistrict 1371 0 0 71,119,177 74,141,283.00
Khawga DokoDistrict 1374 0 0 0 0
MazarSharifCity 1422 0 0 38,725,502 38,724893.00
CNG 1393 0 0 0 0
OtherReceivables 0 0 0 0

SourceAfghanGasEnterprisedata

The MSGconfirmsthat the governmentdid not have any loansor guaranteesoutstandingto
any companiesoperatingin the mining, oil and gasindustriesin Afghanistanin 13971398. The

a { D Qraderstanding was confirmed in consultations with the Ministry of CA y I yDé# Q a
ManagementUnit.

{ h 9a@di? and assurancepractices

Thea h a t ZD&7Mining SectorRoadmapplansfor the corporatizationof AGEand NCE with
the implementation of financial accountingsystemssubjectto external audit as a first step!’t
AfghanGasEnterpriseand North CoalEnterprisepreparedfinancialstatementsin accordarme with
International FinancialReportingStandardgIFRSjor 1395 and 1396, which were audited by the
SupremeAudit Office (SAO)for the first time and publishedon the SOEsection of the MOMP
website in January 1399 (2020)12The { ! h &udit of the two extractive { h 9 finéhcid
statementsfor 13971398 was initiated in the fourth quarter of 1399 (2020), but was not yet
completed at the time of publication of this 7" AEITIReport. The MSG expectsthe SAOto
complee the SOEaudits for 13971398 by mid-1400(2021),after whichthey will be publishedon
the SOEsectionof the MOMPwebsite.

Theaudit wasin accordancewith International Standardsof SupremeAudit Institutions (ISSAI),
with SAOfield visitsto Jawzjanand Baghlanprovincest’® The audits resultedin adverseopinions
on the 13951396 financial statements of both AGEand NCE,with the SAOconsideringthe
accountsincompleteas per IFRSL. Theaudit found that the SOEglid not have an internal audit
function and that they operateda manualaccountingsystem.The SACraised concernsover the
lack of a dcompetent accounting team with the skills and knowledge to prepare financial
statementsasper IFR8 8incethen, the two SOE$avesinceimplementeda new financialsysem

171 Ministry of Minesand Petroleum(Decenber2017),W L & fRepybik & AfghanistanMiningsectorNE | R YaécesSitien
https://miningwatch.af/wpcontent/uploads/2018/02/MOMHRoadMap.pdf

172 Ministry of Minesand Petroleumwebsite, SOEsvebpageaccessiblen https://MOMP.gov.af/soes

173 SpecialAnti-CorruptionSecretariatQfficeof the Presiden{2020),W H namrpalNB LIadt#sShien
https://www.sacs.gov.af/uploads/reports/annual report/276.pdf
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(QuickBooks)generatingweekly, monthly, quarterly and annual reports!’4 Encouragedby the
IMF, the Ministry of Financeplans to prepare annual analytical reports on { h / f&n&ncial
performanceto be annexedo the governmentbudgetfrom 2020onwards!’®

TheAEITMSGhasconductedregularfollow-up with the managemenbf AfghanGasEnterprise
and North CoalEnterprisein 2020. Noting the findingsof the { ! h&ldits of the two SOEsthe
MSGrequired the AEITISecretariatto submit the audit findingsto the presidential office, for
direction of the two SOEd0 addressand resolvethe audit findings. The AEITISecretariatalso
highlightedto the Presidencythe lossof data and institutional memory with the transfer of the
SOE$o the new NDCstructure 17

Chapter5 of the 2018 Lawon SOC<odifiesrulesfor { h / fi@aicialaccounting,reporting and
audit. It confirmsthat eachSOQds required to prepare annualaccountsin accordancewith IFRS
(Article 33), with a Chart of Accountsestablishedby the SOCOwersight Board (Article 34) and
audited on an annualbasisby an credibleexternalauditor pre-qualified by the SAO Article 27 of
the 2018Lawon SOCsequiresall SOCgo establishan Audit Committeeto monitor the integrity
of the { h / fid@ncial statements and overseethe { h / &udit. Article 11(3) givesthe SCC
OversightBoard the right to require a financialaudit of any SOChy the { h / aQditors,or by an
independentauditor appointedby the SOQversightBoard,at anytime andat the { h / e&panse.
Article 30 requiresall SOCdgo prepareannualreports, which include copesof the { h / fiQadcial
statements,whichareto be madeavailableto the publicin accordancewith Article 31(4),through
the corporatewebsiterequiredto be maintainedby eachSCC.

What are the rulesand practicesfor procurementby SOE?

UnderAtrticle 22(2)of the 2018 Lawon SOCsmplementedfrom December2019onwards,each
SO® Boardof Directorsis responsiblefor approvingeachSO@ annual procurementplansand
policies.Article 42 confirmsthat procurementby SOCss to be undertakenin compiancewith the
ProcurementLaw, which was last revisedthrough the 2016 ProcurementLaw enactedthrough
PresidentiaDecree90 of 11 August2016 and publishedin the official gazette(number1223)on
17 September2016.Article 14 requiresSOEg$o seekapprovalfrom the Ministry of Financefor any
purchaseor saleof goodsand servicesof a value equivalentto more than 10%o0fthe 02 Y LJ y & Qa
total assets.

The National Procuremat Authority (NPA)procurementportal providesa brief descriptionof
the 2017PracurementLaw?’” TheMinistry of Financewvebsitehasonly publishedthe former 2008
ProcurementLaw '8, it hasyet to publishthe 2017 revisionsto the ProcurementLaw The official
gazettedoesnot provide accesgo backissueson the Ministry of Justicewebste.'’®In practice,

174 SpeciaAnti-CorruptionSecretariatQfficeof the Presiden{2019),W H namnualNB LIadt#sShiien
https://www.sacs.gov.af/uploads/reports/special/210.pdf

175|MF(June2019),W ! ¥F 3 K I Ffthraviewuyidérthe extendedcreditfacilityl NNJ y 3 ScreSsibld) >
https://www.imf.org/en/Publications/CR/Issues/2019/06/07/IslasRiepublieof-AfghanistarFifth-Reviewdnderthe-ExtendedCreditFacility
Arrangement46973

176 SeeAEIT (July2020),W ! 9Quarter2 ActivityReport2020:Aprilg JuneH n H ac€essiblen http:/aeiti.af/en/documents/category/aeiti
quarterlyreports

177 AGEOP®ebsite, 't NE O diNIS gedgssiblen https://ageops.net/en/documents/procuremestaw-and-rop/procurementlaw
178|slamicRepublicof Afghanistar(2008),% bdNdementLaw,H n 1 3accessiblen https://MOF.gov.af/sites/default/files/2019
02/ProcurmentLawincoporatedJan.pdf

178 Ministry of Justicevebsite, W h T Haz@ A BciceEsiblen https://moj.gov.af/en/officialgazette
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there is no information on Afghan Gas Enterpriseand North Coal Enterpris& procurement
practicesavailableonline.

What arethe rulesand practicesfor { h 9cargbrategovernance?

Thereis little information in the public domainon corporate governancerules or practicesof
AfghanGasEnterpriseand North CoalEnterprise Article 33 of the 2005Lawon SOEsppointsthe
High Board of Tasadeewhich is chaired by the MoMP and includesmembersfrom Ministry of
Finance,Ministry of Econony and Ministry of Commerceand Industry), as having oversightfor
decisionsrelatedto AGEandb / 9fiQaicialplansand strategicdecisions. Seniormanagemeniat
the two SOEsreport on the financialand operationalmanagementf the SOEg$o the HighBoard
of Tasadeewhile the MoMP monitorsthe { h 9ofefationsandfinancialactivities!&®

The 2018 Law on SOCsncludesclausesaimed at improving corporate governance,ncluding
the appointmentof independentdirectorsto the Boardand ensuringa more transpaent hiring
process.The law definesthe { h / sirdeturesincluding GeneralAssembliesBoard of Directors,
OversightBoardand ExecutiveCommitteest®! The 2018 Lawmandatesthe SOQDversightBoard
to monitor all { h / cargbrategovernanceandto prescribetheir governancestandards,ncluding
a standard code of ethics (Article 11). Chapter4 of the 2018 Law on SOCscovers corporate
governanceand codifiesthe { h / g&v@rnane structure (Article 19),the dutiesand proceduresof
the { h / GeaeralAssembly(Articles 20-21), the duties and proceduresof the { h / Bdard of
Directors(Articles22-23), the duties and proceduresof the { h / ExecutiveCommittee (Articles
24-25), the Board Committees(Article 26), the Audit Committee (Article 27), the conduct of
fiduciaries(Article 28) and provisionsrelatedto conflictof interest (Article 29).

All SOCare requiredto report to the NDCasthe new holdingcompanyfor governmentassets
in some SOCssince 2020, with the CEOof NDCauthorizedto attend cabinet and High Council
meetings.In practicehowever,it doesnot appearthat all SOC$aveyet beentransferredto the
b 5/ @nership as of December2020. It does not appear that all SOCsin the extractive
industries,AfghanGasEnterpriseand North CoalEnterprisein particular, haveyet compliedwith
the corporategovernanceprovisionsof the 2018 Lawon SOCsIn particular,the SOCslo not yet
maintaintheir own websitesor publish annualreports,inclusiveof their financialstatements.

Recommendatns:

41. AfghanGas StateOwnedCorporationand North CoalEnterpriseare urgedto establishand
maintaininternet websites(in accordanceavith Article 31(4)of the 2018Lawon SOCs)r
to considerusingthe NationalDevelopmeniCorporationwebsiteto publishkey
informationon the two mainextractive{ h 9ofetationsandfinancialinformation.

42. TheNationalDevelopmeat Corporationand AfghanGasStateOwnedCorporationare
urgedto publish moreinformation on its websiteon the equity it holdsin state-owned
enterprisesand corporations,ncludingthe terms attachedto its equityin eachSOGinda
descriptionof anychangesnb 5 / eQuity holdingsin companiesoperatingin the mining,
oil andgassectas.

180 Seea brief summaryof thesecorporategovernanceuleson Ministry of MinesandPetroleumwebsite, SOEsvebpageaccessiblen
https://MOMP.gov.af/soes

181 KakaAdvocates awFirmLLCW { (HOwinediCorporationd | @e&e&ssiblen hitps://www.kakaradvocates.com/sta@vnedcorporationslaw
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43. It isrecommendedhat the NationalDevelopmeniCorporationand MoF ensurethat
information on the rulesandpracticesof corporategovernanceof extractiveSOEsuchas
North Coaland AfghanGasEnterprises are publishedon its website.

44. It isrecommendedthat the MOMPkeepits websiteupdated,in particularthe SOEsection,
with all relevantlawsandregulationsasthey are publishedin the official gazette.

45. It isrecommendedhat the AEITMSGconsultcloselywith the NSIAto understard the
sourceof b { L da@@n SOEsndto work with the NSIANDCthe a 2 CSD&Department
andthe SOES0Cghemselvedo coordinateon the annualpublicationof informationon
the SOCY/ h Sfiaaficialmanagement.

46. It isrecommendedhat the NationalDevelopmentCorpmration andthe MOMPensurethat
anyloansgivenby AfghanGasEnterpriseand North CoalEnterpriseare trackedand
publishedon the NDCand/or MOMPwebsites to ensuretransparencyandaccountability
in the way in which SOEgrosssubsidizeeachother and other companiesandinstitutions
in the mining,oil andgassectors.

47.It isrecommendedhat extractiveSOEsuchasAfghanGasStateOwnedCorporationand
North CoalEnterpriseensurethat their annualfinancialstatementsare preparedin a
timely manner, within sixmonthsof the end of the yearcoveredin line with international
standards.TheSupremeAudit Officeshouldensurethat the audit of the financial
statemensis undertakenin atimely manneroncereceived,andthatthe{ h 9 Qa
managementis given anopportunity to respondto audit findings.TheMOMPshould
ensurethat the extractive{ h 9aad®edfinancialstatementsare publishedon its website,
oncecompleted

48. It isrecommendedhat the National DevelopmeniCorporationensurethat information
about{ h 9p@o€urementpracticesbe publishedonthe NDCand/or NPAwebsites at least
onanannualbasis.

Tracinggovernmentrevenuesfrom state participation: transactionsrelated to state-
owned enterprises(EITIRequirement4.5)

TheMS@ @nderstandngis that companiesn the mining,oil and gassectorsdo not makefiscal
paymentsto government.ThetransactionsinvolvingSOEsn the natural gasand coal sectorsare
summarizedn the diagramsn FHgures26 and 27 below.

In the case of Afghan Gas Enteaprise, the material payment flow that it is important to
comprehensivelyandreliablydisclosesthe transferof 75%of the { h 9n&X @rofits to the Ministry
of Finance.Thecorporateincometax and other paymentscommonto all extractivecompaniesare
covered under the 3 2 @S NY YdlHettip®af extractive revenues (see RevenueCollection
Chapte}.
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Figure25 Financiakransactiongnvolvirg AfghanGasEnterprisén 13971398
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Equally,in the caseof North CoalEnterprisethe material paymentflow that it isimportant to
comprehensivelyandreliablydisclosesthe transferof 75%of the { h 9n&X @rofits to the Ministry

of Finance.

Figure26 Financi
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5. What transfersdo SOEsnaketo government?

TheMSGhascollectedinformation on the valueof eachof the four extractive{ h StrarQfersof
net profits to the Ministry of Financein 1397 and 1398 from two sources:from the Ministry of

CA Y | ga@HSeQaitmentandfrom the { h Yfikaficialstatements

Table47 presentsthe Ministry of CA Y | yiaia®®the value of governmentrevenuesfrom
{ h Strar@fersof net profits in 1397and 1398.

Table46Valueof { h StrAnGfersof net profits to Ministry of Financein 1397-1398

Transfersof net profits to Ministry of Transfersof net profits to Ministry of
Naneoistaie Financeg 1397 Finance- 1398
owned enterprise L .
Datafrom Ministry of Datafrom SOE Datafrom Ministry Datafrom SOE
Finance of Finance
North CoalEnterprise AFN596,344,082 AFN1,454,721,431 | AFN826,184,980 0
AfghanGas 0 0 AFN20,000,000 | AFN30,000,000
Enteprise
JabalSaraJC_ement 0 0 0 0
Enterprise
. N/A (not state-ownedin | N/A (not state-ownedin
GhouriCementCo. 1397) 1397) 0 0

SourceMinistry of FinanceandindividualSOEs

Thedata in Table47 revealsthat only Afghan Gasand North Coalmade any transfersof net
profits to the MoF in one of the two years(1397 or 1398).TheMSGdid not receiveexplanations
for the largedifferencesin data reported by the Ministry of Financeand the SOEshemselveson
the value of their transfersof net profit to the Ministry of Finance.The MSGconsidersthat the
differencesare dueto the SOEseportingtheir transfersof net profit to the Ministry of Financeon
an accrual basis of accounting (dividends related to those years that were not necessarily
transferredin those years)while the Ministry of Financereported on a cas basisof accounting
(dividendsactuallyreceivedin thoseyears).

The data from the Ministry of Financeis supported by an attestation from the a A Y A & {1 NB Q
maragement,confirming that the data submitted is the sameas was submitted as part of the
governn® y (Qaté accounts,which were audited by the SAO(see RevenueCollectionChapte}.
Thedata from the SOESs basedon the financial statementsof these SOEgand supplementary
information from the SOEgshemselvesn the absnceof financal statementsfor the two cement
companies)Thel1397and 1398financialstatementsof the two SOE$ad not yet beenauditedby
the SAQat the time of publicationof this 7" AEITIReport.

Basedon areview of the two { h 9fida@cialstatements, neither AGEnor NCEappearsto have
madeanyother (adhoc)significanttransferto governmententitiesin Fiscalyears1397-1398.

What transfersdoesthe governmentmaketo SOEs?

Basedon consultationswith the Ministry of C A y I $@HSeQaitnment and the managementof
AGEand NCE the MSGconfirmsthat there were no governmenttransfersto either of the two
material SOE®n 1397-1398.TheMSGunderstandghat the lastgovernmenttransferto North Coal
Enterprisewasin 1385(2007).
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Recommendabns:

49.

50.

It isrecommendedthat the AEITMSGconvenea meetingof the { h 9n#aagementNDC,
a 2 CSDi&Department, MOMPandthe SACQio discusghe significantdifferencesin data
relatedto the{ h 9pay@entsto governmentin 13971398.TheAEITMSGmay consider
timing this meetingto coincidewith the finalizationof the { ! haQdit of the AGEandNCE
financialstatementsfor this period, sothat anyinsightson the reasondor these
discre@nciesare clarifiedin the { h 9aadi?edfinancialstatements.

It isrecommendedhat the Nationd DevelopmeniCorporationwork with the MOMPto
ensurethat the financialdatadisclosedor AfghanGasEnterpriseand North Coal
Enterprises consistentaaossthe variousgovernmentwebsites,includingthe NDC
website,the SOEsectionof the MOMPwebsite andthe Ministry of Fina/ O Svebiite.In
additionto publishingdocumentssuchasthe auditedfinancialstatementsof the SOEsthe
MOMP,MOFandNDCshoud considerpresentingthe two { h 9pay@hentsto government
dataonline,systematcallydisclosinghe { h 9payfhentsdataonthe NDCMOFand/or
MOMPwebsites.
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{ h 9p@ofuction, salesand quastfiscalactivities (EITIRequirements4.2and6.2)

Therewere no in-kind paymentsto government(or to AfghanGasor North Coal)by extractive
companiesoperating in Afghanistanin 1397-1398. In the mining sector, NCEdoes not collect
paymentsfrom other companiesn kind. In oil and gas,the production-sharingcontractsactivein
1397-1398were not at the productionphase.In the PSQvith CNREFWatanthat wasterminatedin
2020(1399,the a { | in-&r@ devenueentitiements(Profit Oil)were paidin cashequivalent.

To ensure transparency in the sales of minerals and hydrocarbons more generally in
Afghanistanthe MSGhasdecidedto disclo® the { h 9o&vifproduction and salesof natural gas
(by AfghanGas)and coal (by North Coal).The salesdata is important becauseof the pricesat
which the commoditiesare sold. The subsidieson these sales,which is absorbedby each SOE,
meetsthe AEITh { D dgfinition of quasifiscalexpenditrest®? in beingsubsidieson coalsalesto
the domesticmarketandon naturalgassalesto the state-ownedpower plant.

To ensuregreater transparencyand accountabilityin extractiverelated expendituresby SOEs
on behalfof the government,which are not reflectedin the nationalbudget, this sectionpresents
the a { D watk on valuating the quastfiscal component of subsidizedfoss| fuel salesto the
nationalmarketin 13971398.

AfghanGas9 y (i S Njrandiictio €alesand quasifiscalsubsidiesin 1397-1398

Table48 presents! D 9pfoductionand salesin volumesalongwith the value of the proceeds
of the salessourcedfrom the { h 9ré&partingto AEITIThisdatais brokendown by customer.

Table47 AfghanGas9 y i S NhaNdklgaSpadluctionand salesin 13971398

1397 1398
Productionvolumes | Salesvolumes | Proceedof sales, Productlon_ Salesvolumes e
(cubicmeters) (cubicmeters) value (AFN) VOIS (cubicmeters) SEIESEIE
meters) (AFN)
Kod-e-Barq 139,518 487,465 109,396 346,785
Pradafca
Wells 146,088 6,570 34,810 115,023.2 6,527.2 33,940
Retainedby
AGE 0 0 0 0

Souce Datasubmittedby AfghanGasEnterprise

The data receivedfrom Afghan GasEnterpiise in preparatian of this 7" AEITIReportis not
consistentwith the { h 9ratéral gas production data sourced from the MOMP Transparency
Portal. The TransparencyPortd quarterly data on AfghanGas9 y (i S NIpiNductich Ové@r the
13951398(20162019)periodis presenedin Table49 andFigure27.
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Table48 AfghanGas9 y i S NhaNdklgaSpaguctionvolumesandvaluesin 20162019,by quarter

Date of report Prodyction volume Production value (AFN) Effective unt price (AFN/culic
(cubic meters) meter)
Mar-16 38,257 112,405 2.938
Junl6 39,943 105,380 2.638
Sepl6 38,731 103,345 2.668
Decl6 38,424 119,200 3.102
Mar-17 40,370 126,000 3.121
Junl?7 40,243 125,917 3.129
Sepl7 37,045 115,732 3.124
Decl7 38,610 130,578 3.382
Mar-18 39,586 13,259 0.335
Junl8 37,269 125,315 3.362
Sepl8 37,669 126,850 3.367
Decl18 32,157 108,988 3.389
Mar-19 37,910 127,058 3.352
Junl9 22,766 79,083 3.474
Sepl9 35,176 136,648 3.885

SourceMOMPTransparencyortalon https://transparency.mom.gov.af/license/96098

Figure27 AfghanGas9 y (i S NpidhicioBvbldmesreportedthroughMOMPTransparesy Portal, 20162019

Afghan Gas Enterprise production volumes (cubic meters)
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Source MOMPTransparencyatal on https://transparency.mom.gov.af/license/96098

Theunit price of natural gassold by AGEto the Kode-Barqfertilizer and power plant and the
PradafcaWells appearsto be below a domestc market price that would reflect commercial(or
profit-generating)priorities. This meets the AEITIMS@ definition of quastfiscal expenditures,
giventhat this represents a subsidyby AfghanGasEnterpriseof Kode-BargEnterprise,whichis
not recorded in the nationalbudget. Thishasbeena subsidyon salesthat accountfor some95%
of annual sales,which has reduced Afghan Gagprofitability and the value of its payments to
government.
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Figure 28 presentsthe AEITIa { D (n@erstandingof the systemof quastfiscal natural gas
subsidiesn Afghanistan.

Figure28 Quasifiscalnatural gassubsidiesn Afghanistan
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Although there is no domesticspot market for natural gasin Afghanistan,the unit price for
natural gassetin AGE 20-yeargassalesand purchaseagreement(GSPA)vith the new Mazare-
ShariflPPproject canbe considereda proxyfor a commercialprice for natural gasin the domestic
market. Thesalesprice of natural gasto the MazharlPPis $2.46 per MMBTU(or $0.087per cubic
meter). The difference betweenthe market referenceprice and the price per unit of gassoldto
Kode-Bargand the PradafcaWells, multiplied by the total volume of the gassuppliedto them,
providesthe valueof total subsidiesin the sde of natural gasfor the years1397and 1398.

Table50 presentsthe calculationsof the quastfiscalsubsidieson natural gasthat are absorbed
by AGEwithout compensatiorfrom the government.
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Table49 Calculatiors of AfghanGas9 y i S Nhubiskfisc&sQtsidieon natural gassalesin 13971398

Nameof ReferenceMarket RATHNEED 1S3
Buvin VolumesSold Revenues AveragePrice per PricePerUnit Receivedat Amount of
ying (cubicmeters) Received AFN) Unit (AFN) ReferenceMarket | Subsidy(AFN)
Company (AFN) -
Price(AFN)
FY1397
Kode-barq 139,518 487,465 3.49 6.27 874,778 387,313
ProdafcaWells 6,570 34,807 3.58 6.27 915,972 393,710
TOTAL 146,088 522,272 3.49 6.27 874,778 387,313
FY1398
Kode-barq 109,396 346,85 3.17 6.77 740,611 393,826
Prodafcawells 6572.2 33,940 3.28 6.77 785,105 404,380
TOTAL 115,968.2 380,725 3.17 6.77 740,611 393,826

SourceDatasubmittedby AfghanGasEnterprisecalculationsby AEITI

Thetotal valueof quastfiscalsubsidieson natural gassalesabsorbedby AGEwvasAFN387,313
in 1397 and AFN393,826in 1398. Thisdata on quastfiscal subsidieson natural gassalesis not
clearly identified in either AfghanGas9 y (I S NJaiNthe aVih@tdy of C A vy | yeQuiapablic
disclosuresThe ! 9 L fepofdidg of these off-budget subsidieson natural gasis the only public

sourceof information on quastfiscalsubsidiesn Afghanistarat present.

North Caal B/ (i S N jivdtluct®f)salesand quaskfiscalsubsidiesn 13971398

Table51 presents North CoalErterprise®@ productionand salesin volumesalongwith the value
of the proceedsof the sales sourcedfrom NCEThisdatais brokendown by salesprice, but AEITI
wasnot providedwith the namesof individualcustomersby NCE.

Table50 North Coald y i S NjuiddiicioSafidsalesin 13971398

1397 1398
Production Sales Proceedsf Production
Salesvolumes Proceedsf sales,
volumes volumes salesyvalue volumes (tons) value (AFN)
(tons) (tons) (AFN) (tons)
Cusbmer1
(AFN1500/ton) 2,304,101.34| 2,304,176.09| 3,456,264,135| 2,035,723.17| 2,035,921.17 3,053,881,755
Customer2
(AFN1900/ton) 736.60 0 0 14,551.20 95.67 181,773
Cusbmer 3
(AFN2100/ton) 23,735.40 17,541.38 36,836,898 26,421.25 19,015.14 39,931,794
TOTAL 2,328,573.34| 2,321,717.47| 3,493,101,033| 2,076,695.62| 2,055,031.98 3,093,995,322

SourceDatasubmittedby North CoalEnterprise

Theproductiondatareported by North CoalEnterpriseto AEITlis not consistentwith the coal
productionfiguresrelatedto NCEavailableon the Transparencyortal. TheMSGunderstandghat
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NCBEoproductiondatarecordedin the Transparencyortalincludesonlyb / 9o@@production,not
the coalpurchasedoy NCHrom informal miners.

Table 52 and Figure 29 present the quarterly NCE production data published on the
Transparencyortalfor the 2016-2019period.

Table51NorthCoald y i S Nidhl@rad&tiEin 2016-2020,by quarter

Dateof report Productionvolume (tons) Productionvalue (AFN)
Janl6 320,776 1,603,8®,400
Apr-16 334,092 1,670,459,950
Jub16 478,790 2,393,951,100
Oct16 512,032 2,560,159,050
Janl7 399,775 1,998,875,000
Apr-17 480,525 2,402,65,000
Jukl7 615,410 3,077,050,000
Oct17 558,959 2,794,795,000
Jan18 480,891 2,404455,000
Apr-18 586,990 2,934,950,000
Jub18 636,148 3,180,740,000
Oct18 624,573 3,122,865,000
Janl9 418,204 2,091,020,000
Apr-19 456,660 2,283,300,000
Juk19 539,916 2,699,580,000
Oct19 574,098 2,870,490,000
Jan20 374,831 1,874,156,000
Apr-20 241,536 1,207,679150

SourceMOMPTransparencyPortalon https://transparency.mom.gov.af/license/64022

Figure29 North CoalEnterprisgroductionvolumesreportedthroughMOMPTrans@rencyPortd, 20162020

Morth Coal Enterprise production volumes (tons)
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SourceMOMPTransparencyortalon https://transparency.mom.gv.af/license/64022

Theunit price of coalsoldby NCHo the domesticmarketis belowa domesticmarketpricethat
would reflect commercial(i.e. profit-generating)priorities. The salesprice for NCEcoal is set by
the governmentbasedon assumptionsof NCE fixed costs (e.g. salary,operating budgets,and
mine technicalcosts).Coalbought by NCErom informal and artisanalcoal minersis sold at AFN
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1500perton. Coalproducedby NCHrom its minesin Shabashaknd Dahnae-Ghoris soldat AFN
2100 per ton. Finally,coal producedfrom b / 9ndiréesin Abkhorakis sold at AFN1900 per ton.
Thesesalespriceswere setby decisionof the Councilof Ministerson 31 Februaryl1386.

The World Bank found in 2018 that the governmenf estimatesof NCE fixed costs were
under-estimatedby a factor of two or more 183 The under-estimationof costsis partially offset by
passingon certain operationalcoststo customers,includingtransport costs,customsduties and
security costs. In effect, NCEcoal is sold as FOBwith delivery at the mine-gate, whereasother
(private) coal producersin Afghanistansel for deliveryin urbanconsumptioncenters.Thismakes
it challengingo compareNCE effective salesprice with averagemarket pricesin key consumer
markets such as Kabul,since NCE sales pricesare for coal delivery in Baghlanand Samangan
Provinces

The SAOaudit of NCE 13951396 financial statements raised concernsover the lack of
adjustmentof NCE salespricessince1386,noting that the 31 Februaryl386 Councilof Ministers
dedsionallowedNCEo adjustsalespricesin light of marketdemand. TheSAOrecomnendedthat
NCEestablisha transparentand competitive pricing mechanismthat would lead to increased
revenuesfor NCE.

The coal sold by NCEin 13971398 continuedto be sold accordingto the pricing structure
determined in 1386. The MSGthus considersthat the lower salesprice for coal sold by NCE
representsa quastfiscal subsidyon coal sold to the domestic market. However, as no other
companyselk coalat the mine gae, but rather at the market, it is not possibleto makea market
based comparisonto calculatethe amount of subsidy.Instead,a W O DksimethodQis more
appropriatein this caseto calculatesubsidy.

A governmentrepresentativeon the MSGexplainedthat there was pressurefrom traders to
further lower the price at which NCEcoal purchasedfrom artisanal,informal (local)miners asthe
traders arguedthat the price shouldbe lower for this artisanalproduction. Around95%ofb / 9 Q a
reported coalsalesare from thesepurchasedrom artisanalminers.

Table53 presentsthe calculationsof the quasifiscalsubsidieson coal salesthat are absorbed
by NCEwvithout compensatiorfrom governmentbudgettransfers.Anecdotalevidencereportedin
the news media® estimated the price of coalin major consumptioncenterslike Kabulto have
been around AFN 12,000 per ton in 1398 (2019). It can be assumedthat costs for transport,
checkpointpaymentsand insurancewere around AFN3000 per ton in 1398 (2019). Therefore,it
canbe assumedhat an averagemarket price for coal sold by North CoalEnterpriseat mine-site
would be around AFN900QOper ton.

183\WorldBank(2018),W! T 3 K [Egfefgy (i ldzRc@eSsiblen https://esmap.org/sites/default/files/esmafiles/UncertaintyOKRR1.pdf
184 ForeignPdicy (October2020),W ¢ K S A Bighwagni2 6 6 Sdddsgibon https:/foreignpolicy.com/2020/10/23/talibacoattax-highwaytoll-

afghanistan/
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Table52 Calculation®f North Coal9 y (i S Nhuhskfisc8sQbisidieon coalsalesin 13971398

L Discounton market
Vel NCEcoa] Valueof NCEcoal S ChCE pricesfor mine-site | Valueof subsidyon
NCEcustomer | sales(volumesin coalsales . -
ton) sales(AFN) (AFN/ton) coaldelivery* NCEcoalsales(AFN)
(AFN/ton)
1397(2018
Customertype A 2,304,176.09 | 3,456,264,135.0( 1500 7500 17,281,320,675.00
Custome type B 0 0 1900 7100
Customertype C 17,541.38 36,836,898.00 2100 6900 121,035,522.00
1398(2019)
Customertype A 1,835,921.17 | 2,753,881,755.0( 1500 7500 13,769,408,775.00
Customertype B 95.67 181,773 1900 7100 679,257.00
Customertype C 19,015.14 39,931,794.00 2100 6900 131,204,466.00

SourceDatasubmittedby North CoalEnterprisecalculationsy AEITI

Thetotal valueof quastfiscalsubsidieson coalsalesabsorbedby NCEvasAFN17,402,356,197
in 1397and AFN15,401,292498in 1398.Thisdata on quastfiscalsubsidieson coal salesis based
on roughestimatesof prevailingmarketconditionsand prices,whichby nature are approximatein
the contextof AfghanistanThe! 9 L fephoflirg of these off-budgetsubsidieson cod is the only
publicsourceof information on quastfiscalsubsidiesn Afghanistarat present.

Thesubsidieson coal salesto the domesticmarket help keepthe cost of coaHired electricity
production amongthe lowest of all sourcesof electricity in Afghanistan.Table54 presentsthe
costsof electricity production per sourceof energysupply.

Table53 Costof electricitysupplyaccordingto sourcein 2019

Typeof energysupply Averageunit price (Usc/kWh)
Diesel(all province$ 29.53
Thermal(NWKabul) 27.115

Hydro, thermal anddiesel 6.473
Hydroanddiesel 5.19
Natural gas 2.83.5
Imported 2.62
Hydro 2.29
Coal(1IMW =4.5tons) 1ton =AFN2.200

SourceAn overviewof the opportunitiesand challengesn sustainingthe energyindustryin Afghanistan(https://www.e3s-
conferences.or@rticles/e3sconf/pdf/2020/33/e3sconf _icacer2020 03006.pdf

1851t isassimedthat anaveragemarketpricefor coalsoldby North CoalEnterpriseat mine-sitewould be aroundAFN9000perton, asdescribedn
the paragrapraboveTable54.
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{ h 9sab&idizedoansto extractivecompaniesin 1397-1398

Thereis a third type of quastHiscalactivitiesundertakenand AfghanGasEnterpriseand North
CoalEnterprise.Theseare loansfrom the two SOEgo third parties (companiesother SOEsand
governmententities), at subsidzedratescomparedto the prevalling rate of lendingin Afghanistan
in 1397-1398. Thedifferencein interest rate betweencommercialbankloansand AGE/NCHobans
to third partiescanbe appliedfor the outstandingloan overone yearto estimatethe opportunity-
cost of the quastiscal activity to the two SOEsAlthoughthe ! D 9 GeaeralDirectorate stated
that the companyhad not been subsidizedby any governmententity in 13971398, there is
evidenceonb / 9b@adksof outstandingloansto AGE.

Tables55 and 56 presentthe detailsof North CoalEnterpris& loansto third partiesin 1397
1398, highlightingthird-party borrowers(includingnon-extractivecompaniesandinstitutions)and
the valueof quastfiscalsubsidieson eachof the activeloans:

Table54 Calculationsf North Coal9 y (i S Nhubiskiisc&snisidizedoansto third partiesin 1397

Namepf Entity with Loanamount Dateof loan Interest Tenor Intere_st rate | Subsidyvaluein
outstandingloan from NCE (AFN) rate (%) subsidy(%) 1397(AFN)
JabalSarajCementEnterprise AFN118,445,686 1398/3/22 0 Unspecified 14.84% 17,577,339.80
Kode-Bargenterprise AFN22,000,000 1395/6/17 0 Unspecified 14.84% 3,264,800.00
AfghanGasenterprise AFN44,643,600 1393/10/1 0 Unspecifed 14.84% 6,625,110.24
GeologicaBurvey AFN30,000 1395/1/24 0 Unspecified 14.84% 4,452.00
Sheberghartydrocarbons AFN30,000 Beforeyearmo y y 0 Unsyecified 14.84% 4,452.00
Department
MoMP Petroleumdepartment AFN200,000 1393/9/8 0 Unspecified 1484% 29,680.00
MoMP Chiefof StaffDirectorate AFN750,000 1394/2/23 0 Unspecified 14.84% 111,300.00
AlCcompany AFN15,821,942 1385 0 Unspecified 14.84% 2,347,97619
AfghanCoalelectricEngineers AFN84,772 0 0 Unspecified 14.84% 12,580.16
Oldcement Ghori AFN61,249,358 Forcoalbeforem o vy | 0 Unspecified 14.84% 9,089,404.73
InvestmentCompany AFNA4,449,721 1388 0 Unspecified 14.84% 660,338.60
Afghantextile AFN196,069 0 0 Unspecified 14.84% 29,096.64
Balkhwater supply AFN8,240 Inm o domwater 0 Unspecified | 14.84% 1222.82
meter of BalkhBracket
Balkhtelecommunication AFN10,339 Beforem o thn 0 Unspecified 14.84% 1,534.31
Baghlamrovince AFN364099 1391/10/17 0 Unspecified 14.84% 54,032.29
BaghlamrovinceGhouricement AFN200,000 1396 0 Unspecified 14.84% 29,680.00
KajJelawgir AFN47,400 1380 0 Unspecified 14.84% 7,034.16
HajiZafar AFN8,861 1380 0 Unspecified 14.84% 1,314.97
EngShd MohammadHardRock| ) 57 500 1393 0 Unspecified | 14.84% 23,387.84
Director
AghaSheren AFN47,850 0 0 Unspecified 14.84% 7,100.94
MetallurgicalCompany AFN147,336 Beforem o y n 0 Unspecified 14.84% 21,864.66
Total: AFN268,892,873 39,903,7@.35

SourceNorth CoalEnterprisedata, IMFon https://www.indexmundi.con/facts/afghanistan/indicator/FR.INR.LEND
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Table55 Calculation®f North Coal9 y (i S Nhubiskisc&sQbsidizedoansto third partiesin 1398

(e Interest
Nameof Entity with Loanamount Dateof loan | rate Tenor rate | Subsidyvaluein
outstandingloan from NCE (AFN) %) subsidy| 1398(AFN)
’ (%)
JabalSarajCementEnterprse | AFN118,445,686 | 1398/3/22 0 Unspecified| 14.84%,| 17,577,339.80
Kode-Bargenterprise AR 22,000,000 | 1395/6/17 0 Unspecified| 14.84%| 3,264,800.00
AfghanGas enterprise AFN44,643,600 | 1393/10/1 0 Unspecified| 14.84%| 6,625,110.24
GeologicaBurvey AFN30,000 1395/1/24 0 Unspecified| 14.84% 4,452.00
Shebergharkydrocarbons AFN30000 Before1388 | 0 | Unspecified| 14.84%|  4,452.00
Department
MoMP Petroleum AFN200,000 1393/9/8 0 | Unspecified 14.84%| 29,680.00
departmert
MoMP Chiefof Staff AFN750,000 | 1394/2/23 | 0 | Unspecified 14.84%| 111,300.00
Directorate
AlCcompany AFN15,821,942 1385 0 Unspeified | 14.84%| 2,347,976.19
AfghanCoalelectric AFN84,772 0 0 | Unspecified| 14.84%| 12,580.16
Engineers
. for Coal .
OldcementGhori AFNG61,249,358 0 Unspeified | 14.84%| 9,089,404.73
before 1385
InvestmentCompany AFN4,449,721 1388 0 Unspecified| 14.84%| 660,338.60
Afghantextile AFN196,069 0 0 Unspecified| 14.84% 29,096.64
in 1391
transferred
Balkhwater supply AFN8,240 for Balk 0 Unspecified| 14.84% 1,222.82
water station
bill
Balkhtele Communication AFN10,339 before 1390 0 Unspecified| 14.84% 1,53%.31
Baghlarprovince AFN364,099 1391/10/17 0 Unspecified| 14.84% 54,032.29
BaghianprovinceGhouri | \enag 346 183 0 0 | Unspecified 14.84%| 5,838,973.56
Cement
KajJelawgir AFN47,400 1380 0 Unspecified| 14.84% 7,034.16
Hajizafar AFN8,861 1380 0 Ungecified | 14.84% 1,314.97
EngShatMohmmadHard | » -\g 57 600 1393 0 | Unspeified | 14.84%| 23,387.84
RockDirector
AghaShereen AFN47,850 1380 0 Unspecified| 14.84% 7,100.94
MetallurgicalCompany AFN147,336 1380 0 Unspecified| 14.84% 21,864.66
MOMPc¢financedirectorate AFN1,500,000 0 0 Unspecified| 14.84% 222,600.00
Total: AFN309,539,056 45,935,595.91

SourceNorth CoalEnterprisedata, IMFon https://www.indexnundi.com/facts/afghanistan/indicator/FR.INR.LEND
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Tables57 and 58 present the details of Afghan Gas9 y i S NléNding t8 Stider entities,
includingcompanies, governmententities and other SOEsuchas Kode-Barg,to whom AGEsells
mostof its naturalgas.

Table56 Calculation®f AfghanGas9 y (i S Nhubiskiisc&stbsidizedoansto third partiesin 1397

Nameof Entity with . .
outstanding loan from Loanamount Dateof loan Interest Tenor Interestrate Subsidyvaluein
AGE (AFN rate (%) subsdy (%) 1397(AFN)
Kode-Barg 727,960,971.00 1380 0 Unspecified 14.84% 108,029408.10
Shebe;%gi’f;'tya”d 344,837,871.00| 13671371 0 Unspecified 14.84% 51,173,940.06
AqchaDistrict 75,171,530.00 1371 0 Unspecified 14.84% 11,155,455.05
KhawajeDokoDistrict 4,316,826.00 1374 0 Unspecified 14.84% 640,616.98
MazarSharifCity 38,733,096.00 1422 0 Unspecified 14.84% 5,747,991.45
CNG 427,323.00 1393 0 Unspecified 14.84% 63,414.73
OtherRecevables 147,293,852.00 0 0 Unspecified 14.84% 21,858,407.64
Total: 1‘338’7041’469'0 198,669,234.00

SourceAfghanGasEnterprisedata, IMFon https://www.indexmundi.con/facts/afghanistan/indicator/FR.INR.LEND

Table57 Calculation®f AfghanGas9 y (i S Nhubiskiisc&stbsidizedoansto third-partiesin 1398

NETMETH IS LI Interest Interestrate | Subsidyvaluein
outstandingloanfrom | Loanamount Dateof loan Tenor : W
rate subsidy 1398
AGE
Kode-Barq 664,597,385.00 1380 0 Unspecified 14.84% 98,626,251.93
Shebe;gezz’fé'tya“d 347,891,247.00 1367-1371 0 Unspecified 14.84% 51,627,061.05
AqchaDistrict 78,278,807.00 1371 0 Unspecifie 14.84% 11,616,574.96
KhawajeDokoDistrict 4,316,826.00 1374 0 Unspecified 14.84% 640,616.98
CNG 416,018.00 1422 0 Unspecified 14.84% 61,737.07
MazarCity 38,72,487.00 1393 0 Unspecified 14.84% 5,747,901.07
BayatPowerElectricity| - 5, 450937 09 1/8/1398 N/A Unspecified 14.84% | 5,057,611.05
Generator
OtherReceivables | 237,686,994.00 0 N/A Unspecified 14.84% 0.00
Total: 1’406’%00’701'0 35,272,749.91

Soure: AfghanGasEnterprisedata, IMFon https://www.indexmundi.com/facts/afghanistan/indicator/FR.INR.LEND

The total value of quastfiscal subsidizedloans was AFN39.9 million in 1397 and AFN45.9
million in 1398 on the part of North Coal Enterprise.The value of subsidizedoansfrom Afghan
GasEnterprisewas AFN198 million in 1397and AFN35.3 million in 1398. Again,theserepresent
rough estimatesof the quastfiscal subsdies that should be refined through further study and

analysis.
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Recommendations:

51.1t is recommended that the National Development Corporation (NDC), North Coal
Enterpriseand AfghanGasState OwnedCorporationconsiderwaysof regularly publishing
detailed informationon productionand salesof naturalgasandthermal coal.

52.1t is recommendel that North Coal Enterpriseand AfghanGasState Owned Corporation
work with the MOMP and MOF on regularly publishinginformation on the quastfiscal
subsidieson coal, natural gas and intra-SOElending. Clarity on the significant cross
subsidiesacrossOEsthrough interestfree loansis of importancefor ! ¥ 3 K| ypuldlid I y Q&
financemanagement.The AEITMSGis encouragedo follow up with the managemeniof
SOE#$o respondto a SAOndingthat SOE&xtendinterestfree loansto other companies.
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Chapter 11

Subnationalcontributions of the extractive industries

WHATISCONTAINEIN THISCHAPTER

This chapter providesinformation on the contribution of the extractivesindustriesto
subnationalentities, includingsocialand environmentalexpendituregEITIRequirement
6.1), subnationaldirect paymentsby extractive companies(EITIRequiremen#4.6) and
subnational transfers of government extractive revenues (EITI Requirement5.2).
Together, these datasets provide a comprehensiveoverview of the subnatianal
contributionof the extractiveindustriesin Afgharistan.

The3d 2 @ S Ny 20$9MingiSectorRoadmapincludesfive pillars for reforms, with several
relating to achieving social, economic and environmental outcomes and impacts.!® The
contribution of mining, oil and gascompaniesto subnationaleconomicdevelopmenthas mainly
consistedof socialexpendituresbenefitting areashostingthe extractive activities. The Ministry of
Minesandt S ( NP Digedinfaieaf MinesInspectionhasthe mandateof monitoring mining, oil
andgasO 2 Y LJI gom@ianewith their socialexpenditureobligations.

Provisionsof the 2014 Mining Lawand 2018 MineralsLawestablishingsulnationaltransfersof
a shareof mining revenuesto provinceshostingextractiveactivitieshold the promiseof greater
subnationaldevolution of mining revenues,even if they have not yet been implemented as of
2020.

The Independent Directorate of Local Governance (IDLG), established by the Local
Administrative Law in 2007, is the key governmen entity linking the central and subnational
governnents. Provincialand district governorsare formally appointed by the Presidentof the
Islamc Republicof Afghanistan, on the recommendationof the IDLGthat forms the key link
between the Presidencyand the subnationalgovernorst®”’ The IDLGwill play a central role in
administeringsubnationaltransfersof miningrevenuesn future.

This sectim sets out mining, oil and gas O 2 Y LJI yakidisicOntributions to subnational
governmentsand communities.Thevalueof thesesubnationalcontributionsis muchsmallerthan
extractive revenues collected by the central government. However, these contributions are
significant for host communities since they are the extractive A Y’ R dza miadJKoSréof direct
contribution to subnationaleconomicdevelopment. Therefore,the AEITIMSGhas not set any
materiality threshold for subnational contributions ¢ whether subnational transfers or social
expenditures; andhasdisclosedall of the availableexpendituresn this EITIReport.

186 Ministry of Minesand Petroleum(Decembe£017),W L & fRepyblicdf AfghanistanMining Sectow 2 | R YacdedQiBl@n
https://MOMP.gov.af/sites/default/files/20207/MOMP%20Roadmap-merged. pdf

187 IndependentDirectorateof LocalGovernancgJuly2018),W/ A {CkntefgGovernanceA Roadmagor Subnational S F 2 ataés3iblen
https://idlg.gov.af/en/wpcontent/uploads/2019/06/EnglisBook.pdf
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Mining, oil and gascompaniegtirect paymentsto subnationalgovernments
(Requirement4.6)

Thereare severaltiers of subnationalgovernmentsin Afghanistan:the 34 Provinceson the one
hand, and the 364 official districts'®8, 28 unofficial districts and 204 municipalitieson the other.
The Independent Directorate of Local Governance(IDLG)operates a basic portal of the 34
provincesin Afghanistanat the bottom of its § S 6 & ham8page?®, with a generalmappingof
districts with natural resources border ports, and districts located close to highways. The
provincial and district governmentsrely on transfers from the certral governmentfor their
funding and do not have revenuegenerating powers, which meansthat they do not collect
paymentsdirectly from anycompany.

Municipalitiesdo not receiveany funding from the central governmentand rely on their own
revenue gengation to fund their budgets. The Municipal Law**° describesthe revenueraising
powersof municipalities.While there are no municpal taxesand fees specificto mining, oil and
gascompanies municipalitieshave the right to imposesmalllevieson all companies.The main
typesof governmen revenuescollectedby municipalitiesconsistof the city servicegax, municipal
landandproperty tax (Safayi)businesdicensingfeesand city entrancefees.

However,these municipaltaxes and fees do not appearto be levied on mining, oil and gas
companies.Thecity servicestax and the Safayitax are not levied on businessesn rural areas®’,
where mining, oil and gascompaniesoperate. The businesdicensingfee is levied on smallretail
businessesregistered at the municipal level, which does not include extractive companies
registeredat the Ministry of Commerceand Industry (MoCl)in Kabul.Thecity entrancefee does
appearto applyto all vehiclesentering a municipality, but the MSGhas consideredthis to be a
form of paymentto governmentnot relatedto companie$§kextractiveactivities.

Subnationaltransfersof mining revenues(Requiremer 5.2)

Both the 2014 Mining Law and the 2018 Minerals Law include provisionsfor subnational
revenue sharingof mining revenuescollectedby the central govenment. However,these have
neverbeenimplementedin practiceas of March 2021. Thissectionsetsout the rulesrelated to
revenuesharingin the extractive industriesand describesthe reasonsfor delaysand progress
towardsimplementationof subnationalrevenuesharing.

Effortsto earmarkextractivesrevenueson a provincialbasishavebeenrestricted to the mining
sectorin Afghanistan.Thereare no provisionsfor subnationalrevenuesharingin the oil and gas
sector. Theybeganwith the 2014 Mining Law®?, which in its Article 84 mandatedthat the MOF

188 SeeArcGI%2019, W! T 3 K IDigthictall [LyacEeEsiblen
https://www.arcgis.om/apps/MapSeries/index.html?appid=feOfl6a7b8da4157a7d7f9451a802d74

189 ThelndependentDirectorateof LocalGovernancélDLGebsite,accessiblen https://idlg.gov.af/en/

1901 ¥ 3 K I yMuaicipalya®,dccessiblen https:/idlg.gov.af/e/provinciatlcouncitlaw/

191\World Bank(DecembeR015), W[ |GfRrmancéssessmerErameworKLGAF) T 3 K | yakcasSiblghQ =
http://documents1.worldbank.org/curated/ar/872091504860897296/pdf/11958R-P095396PUBLIAFGHANISTAN.pdf
192 Mining Lawof the IslamicRepubliof Afghanistar{2014),accessibleon

https://MOMP.qgov.af/sites/default/files/og 01143 ganwn madn sal 1393.pdf
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allocate,in addition to its national budgetallocation, 5%of the overallrevenuefrom a mineto a
ProvincialDevelopment~und(PDFsyhere the mineislocated.However,this provisionwasnewver
implementeddueto the following reasons:

1 Concernsof weak capacityto handle potentially large revenuesat the provincial
levelthrough off-budgetfund mechanismslelayedthe establishmenbof the PDFsDetailed
regulatiors for the functioningof the POFswould have beenrequired, which were absent
underthe legacy2010miningregulations.

1 Evenif implemented,it would havebeendifficult for Afghanistarto determinethe

G 2 @ N Styndzet mine basisasonly royaltieswere leviedper-mine. Astaxessuch
as comporate income taxes and other direct and indirect taxes were levied on a per-

companybasis,it would have been difficult to classifythem on a per-mine basis.In fact,

the implementationof ! F 3 K I Y |aws teduiyir@ that Corporatelncome Taxesbe ring-

fencedon a per-licensebasiscommencedonly in the year 2019, with mining companies
beingrequiredto file separatetax returnsfor eachlicense.

While Afghanistarretainedthe idea of direct earmarkedrevenuesharingfrom the extractives
sedor with the provinces,the provisionwas reworked in the 2018 Minerals Law. The new law
defines ProvincialDevdopment Fundsas & fund establishedand managedby the Independent
Directorate of LocalGovernanceo support developmentin the provincein which the relevent
licenseissituatect @

The 2018 Minerals Law and 2019 Mining Regulationsprovide for a clearer definition of the
revenuesto be depositedinto the ProvincialDevelopmentFunds.aswell asa clearerdefinition of
the purposeof their use.

Revenuesharing mechanism

Accordingto Article 50 of the 2018 Minerals Law®3, the revenuesto be depositedinto the
ProvinciaDevelopmentundare asfollows:

1 5%o0f revenuepaidinto the generalrevenueaccountof the statein connection
with explorationlicensesand exploitationlicensesvereto be appropriatedannuallyinto
the ProvinciaDevelopmentFund.

1 8%o0f revenuepaidinto the generalrevenueaccountof the statein connection
with smallscalemininglicensesvereto be appropriatedannuallyinto the Provingal
Development-und.

Article 49 defines W (i 2niirting NB @ S yadz8duding Royalties, Surface Rents, Feesand
Penalties.

The 2018 Minerals Law provides clear directions to the Independent Directorate of Local
Governancdor useof the revenuesthus depositedinto the ProvincialDevelopmentFunds.These
funds shall accordinglybe (i) investedin initiatives for the benefit of the provincein which the
relevantlicensesare situatedin accordancewith an economicdevelopmentplan preparedby the

193 MineralsLawof the IslamicRepublioof Afghanistar(2018),accessible®n https://M OMP.qgov.af/sites/default/files/minerals law 2019english.pdf
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responsble Ministry, or (ii) transferredto the Municipal IncentiveFundand investedin initiatives
for the benefit of Municipalitiesin the provincein whichthe relevantlicenseis situated.

The 2019 Mining Regulation& (Article 92) providesa more detailed descriptionof how these
funds must be utilized by the Provincial DevelopmentFunds. Accordingly,prior to investing
revenuereceivedinto the Provircial DevelopmentFundor transferringrevenueto the Municipal
IncentiveFund,the IndependentDirectorate of LocalGovernances mandatedto:

1 Considethe CitizensCharterNationalPriority Programor anyreplacement
programand consultwith the relevart CommunityDevelopmentCouncilgo determinethe
initiativesto be investedin; and

1 Tothe extert the revente is not allocatedasabove,ensurethat all remaining
revenueandin any casea minimumof 20%of the revenueappropriatedinto the Provincial
DewelopmentFundis transferredto the MunicipallncentiveFundandinvestedin initiatives
for the benefit of Municipalitiesin accordancevith the MunicipalLaw.

The 2019 Mining Regulationsalso mandate that the Independent Directorate of Local
Governanceshall maintain accurate records of the utilization of funds from the Provincial
DevelopmentFund for the purpose of assistingthe Ministry in the preparation of its public
transparencyreports.

Delayedimplementation

Despitethe issuanceof the 2019 Mining Regulationsthe implementationof legal subnational
transfer provisionshasbeendelayeddue to the lackof availabilityof PDFand actualor estimated
data on mining revenuesdisaggregatedoy province and district. The SpecialAnti-Corruption
Sech U | N2019&n@ualreport notes that there hasbeen no progresson the publicationof an
annualreport on total revenuesfrom miningto be transferredto the ProvinciaDevelopment-und
in 20191

The MOMP with the technical assistancefrom AEITIhas establisheda Mining Revenue
Allocation Working Group (MRAWG)in March 2020, which includes representatives from the
a 2 C Ganeral Directorate of Budget, the a 2 C (Qr@asury Department, a 2 C @astoms
Department, a 2 CTaxand Non-TaxDepartmentsithe a 2 ClgalDirectorateand LegalBoard,
the IDLG,the a h a t RévenueManagementDepartment, Legal Directorate, and the AEITI
National { S O NB (técinircdl téath AThe Working Group met 15 times between March and
December2020 and has involved official high-level follow-up between the MOMP and MOFto
lobby for the establishmenbf the PDF.

The IDLGhas been desigrated asthe governmententity to lead on the establishmentof the
PDFandto establishstandardoperatingproceduresfor the subnationaltransfers.Theobjectiveis
to pilot subnational transfers related to 1399 revenuesin 1400, assumingthe PDFwill be
establisted by the MOF in time. The AEITI National Secretariate confirms that Provincial

194 Ministry of Minesand Petroleum 2019Mining Regulationsaccessiblen

https://MOMP.gov.af/sites/defult/files/mining regulations 2019 english.pdf

195 SpeciaAnti-CorruptionSecretaria{July2020),W! vy yRdplorfof Fiscalyear20190n the Implementationof National3rategyfor Combating
/ 2 NNXzhditds@oi®OIFtps:/sacs.qov.aflen/reports/report_details/276
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Development Fund wascreated by MoFwith codenumber910065whichis publishedin the 1400
yearbudgetdocument$®®,

Table58 Calculation®f subnationd transfersof miningrevenuesaccordingto revenuesharingformula, 13971398

1397 1398
Totalvalueof nontaxminingrevenues AFN2,286,568,625 AFN1,478,934,311
(USDB1,722,650) (USD19,024,110)
5%of total non-tax miningrevenues AFN114,338,431 AFN951,205
8%of total non-tax miningrevenues AFN182,925,490 AFN1,521,929

SourceMOMPand MOFdata, AEITEtalculations.

Thecalculationsin Table59 are for indicative purposesonly and do not representthe value of
mining revenues that should have been transferred to provinces through the Provincial
DevelopmentFundin 1397 and 1398. Instead, they are calculationsof the range of valuesof
revenuesthat could have been transferred to provincesif the revenuesharingmechanismhad
beeneffective duringthesetwo years.

Basedon thesegeneralcalculationsa total of betweenAFN114,328,43land AFN182925,490
should have been transferredto the ProvincialDevelopmentFundfor use for all provincesand
municipalitiescombinedin 1397 (2018),if the subnationalrevenuesharingmechanismhad been
in placeat the time. Thisdeclinedto a total of between AFN951,205and AFN1,521,929n 1398
(2019),in line with the generaldeclinein nontax revenuesthat year (see RevenueCollection
chapte).

Without disaggregateddata on nontax mining revenuesfrom largescale and smaltscale
mining by location and province, it is not possibleto calculateeach LINE @ Asyfatef@réning
revenuesthat shouldhavebeentransferredin 13971398.

Futureoversightand monitoring

Accordingo Article 25 of the 2018MineralsLaw,the MOMPIisrequiredto publishareport that
includescoverageof fundstransferredto the ProvincialDevelopmentFundwithin 90 daysof the
end of eachyear. Thisreporting hasnot started asof May 2021, givendelaysin establishingthe
PDFandimplementingthe revenuesharingmechanism.

Civil sodety organization Integrity Watch Afghanistan(IWA) has been contracted by Giz
MinGOV Project to expand their communitybased monitoring to cover issues related to
subnationaltransfers.Themonitoring LIN2 3 Nofiiméaf @&m relatedto subnationaltransfersisto
raise awarenessof the existenceof these legal provisionsamong host communitiesand local
governmentsand to create greater clarity on the reasonsfor the lack of disbursementof these
transfersin practice!®” The programalso aimsto monitor the use of subnationaltransfersonce

196 seepage143of the W m nysanbudgetR 2 O dzY &yedsiblin Darilanguageat
http://www.budgetmofgov.af/images/stories/DGB/BPRD/National%20Budget/1400 Budget/1400%20National%20Budget%20Decree%20(Enacted)%

20Dari.pdf
197 |ntegrity WatchAfghanistar(2020),W 5 A Sd8epefvith the LIS 2 LabcBs@iblen https://iwaweb.org/wpcontent/uploads/2020/07/CBMNE

ReportEnglish.pdf
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they becomeeffectiveto ensurethat their allocationisin line with Article 50 of the 2018 Minerals
Law.

What socialand environmental paymentsdo mining, oil and gascompaniesmake?
(Requirement6.1)

Thereare legaland contractualrequirementsfor some mining companiesto undertakesocial
expendituresand to make environmentalpaymentsto government. The Ministry of Mines and
t S{ NP 28 amining SectorReformRoadmaphighlightsthe importanceof social, economic
and environmentalcontributions by mining companies.Threeof the pillars of the Mining Sector
Roadmaprelate to social,environmentaland local content development.TheseincludePillar4(6)
for the participation of host communitiesin acordancewith the CA i A ICIBayfed, Rlllar 5(3) for
the developmentof local content and Pillar 5(6) for the institutionalizationand formalization of
corporatesodal responsibility(CSRjo improveliving conditions.

Rather than having extractive secta projects develop standalonecommunity development
initiatives planned by themselves,the 3 2 @S NJ/ ¥t&tggy iQ channel funds through the
Citizer® CharterNational Priority program.The/ A { A Ch&néridsalf is accessite here. Theaim
of the / A (i A CHangrQmiogram is to reduce poverty and improve the delivery of core
infrastructure and social servicesto all communities across Afghanistan,through community
DevelopmentCouncils Donorsincluding USAIDand others have been major contributors to the
Citizer® Charter,althoughthis fundingis expectedto endin 2021.

Thissectionreviewsthe legd and contractualrequirementsfor miningcompaniedo undertake
social expenditures and make environmental payments to government. There are no such
requirementsfor oil and gascompanieso makesocialexpenditures either by law or by contract.
The secion also reviews companie€actual socialexpendituresand environmentalpaymentsto
governmentin practice in 13971398, based on a review of extractive companief2quarterly
reporting to the MOMP. Thisshould provide a diagnosticof any discrepanciedbetweenthe rules
andpracticesof extractivecompaniessocialandenvironmentalexpendituresn 1397-1398.

Socialexpenditures

Under Article 66, the 2018 Minerals Law requires mining exploitation licenseholders to
concludeCommunityDevelopmentPlans(COPs)to contribute to the sociceconomicwelfare of
the communitieshosting the extractive activities. TheseCDPsare required to contribute to the
provision of infrastructure and essential services,of education and training, assistingin the
developmentof localbusinessesind supportingother communityinitiatives. Theseplansareto be
development in consultation with the MOMP, which is responsible for monitoring the
implementation of these CDPsn practice. The requirementsfor socialexpenditurein the 2018
Minerals Law do not set fixed minimum spendinglevels for each mining company. The 2019
Mining Regulationsinclude provisions for increasingcommunity participation, content, and
development.Articles90 and 91 of the 2019 Mining Regulationsn particular cover CDPsThese
articles do not set any fixed minimum expendituresbut describethe types of activities and
expenditureso be providedfor underCDPs.

In 1397-1398, there were a total of three new mining licensesawarded, under the 2018
Minerals Law requiring companes to conclude CDPsHowever,the contractsrelated to these
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three new licensesdo not stipulate any additional mandatory social expenditure requirements
beyondthe legalrequirementfor a CDP.

Socialexpendituresby mining companies

The AEITIlin coordingion with the MOMP CadasterDepartmenthas conducteda review of
mandatory social expendituresin the mining sector through an analysisof the terms of the
contractsfor the years1395and 1396.Accordingo the report, seven companiesdid not haveany
contractual mandatory social expenditure obligations whereas eight companies had such
obligations.A detailed report by the MoMP, publishedon the MOMP website here, analyzeghe
mandatory social expendituresrequired by specificmining contracts and assesseshe relevant
02 Y LJ #ifll®ent®f their contractualsocialexpenditureobligations.

In preparingthis EITIReport the MSGtogetherwith the MOMPR Mining InspectionDirectorate
havereviewedthe contractual provisionsrelated to mandatory socialexpendituresin all mining
contracts that were active in 13971398. This review of social expenditure clausesin mining
contractsandO 2 Y LJI pajn&étn mandatorysocialexpenditurein 13971398is availableon
the MoMP website!®® The data is disaggregatedby type of expenditure, comparing the
expendituresin 1397and 1398to the contractualrequirementsfor socialexpenditures.

Thereview covered152 mining contractsin 1397,0f which 145 contractswere activethat year,
and130miningcontractsin 1398,of which 109 contractswere activethat year%°

In 1397,26 of the 145 mining contractsthat were activethat yearincludedprovisionsrequiring
the contractor companyto undertakecontractuallymandatedsocialexpenditures.in 1398, 20 of
the 109 mining contractsthat were activethat year included provisionsrequiring the contractor
companyto undertakecontractuallymandatedsocialexpenditures.

In 1397,the MOMPInspectionDepartmentreports that in only five of the 26 mining contracts
with mandatorysocialexpendituresthere is eviderce of the companymakingany kind of social
expendituresin the year reviewed (1397). In the caseof 19 of the 26 contracts, the security
conditionsdid not allow mine site inspectionby the MOMP. In the remainingtwo contractswhere
mandatory social experditure clausesexisted, the MOMP Inspection Department found no
evidencen the company@ reports of anysocialexperdituresin the yearreviewed.

In 1398,the MOMPInspectionDepartmentreportsthat in only eight of the 20 miningcontracts
with mandatorysocialexpenditures there is evidenceof the companymakingany kind of social
expendituresin the year reviewed (1398). In the caseof 10 of the 20 contracts, the security
conditionsdid not allow mine site inspectionby the MOMP.In the remainingtwo contracts where
mandatory social expenditure clausesexisted, the MOMP Inspection Department found no
evidencein the company@ reports of anysocialexpendituresn the yearreviewed.

While the MOMP Mining InspectionDirectorate reports include information on the value of
socialexpendituresmadeper year,whetherthey were madein cashor in-kind, andthe identity of
beneficiariesfor some of the social expendituresreported, there are severalgapsin the data
provided. For severalmandatory social expendtures, there is no correspondingexplanationof

198SeeW { 2 MahdatoryExpendituref ExtractiveCompaniegor FYm o chac€@gsiblen https//momp.gov.af/eitidisclosures
199 SeeW { 2 MahdatoryExpendituref ExtractiveCompaniesor FYm o thacc@gsiblen https://momp.gov.affeitidisclosures
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whether the spendingwas in cashor in kind, while in others the identity of beneficiariesis not
provided.

Socialexpendituresby oil and gascompanies

In the oil and gas sector, the a h a t RydrocarbonDirectorate reported that there is no
requirementfor mandatory socialexpendituresin either the HydrocarbonLaw of the operating

contract. In practice, the MSGfound that oil and gascompaniesdid not make any mandatory
socialexpendituresn 1397-1398.

Socialexpendituresby state-owned enterprises

Underthe 2005 SOH.aw, SOEsre requiredto allocate3%of their net profits to a Socialand
CulturalFund,meantto supportcostsassociatedvith national holidays.However,SOE$avenot
compliedwith this provisionof the SOH.awgiventhat the Socialand CulturalFundhasnot been
establishedo date. Thisis the casefor all specialfunds expectedto be establishedfor SOEgsee
StateParticipationChaptej.

Environmentalexpenditures

Mining, oil and gas companies are liable for the following environmental payments to
government aslistedin Table60.

Table59 Typesof environmentapaymentsto governmentby extractivecompanies

Revenuestream Governmentrecipient Leviedby project or corporate entity
EnvironmentaLicensd-ees NEPA Leviedby license/project
EnvironmentalicenseRenewaFees NEPA Leviedby license/project
WasteManagement.icense NEPA Leviedby license/project

Consultationswith NEPAhave confirmedthat the costof EnvironmentalLicenseFeeis setat a
flat fee of AFN10,000 (around USD130) per license,while the Environmetal LicenseRenewal
Feedssetat AFN1,000(aroundUSDL13) perlicense.

The data disclosedby NEPAon environmentalrevenuesin 1397 and 1398 indicatesthat the
vast majority of companiesholding mining, oil and gaslicensesdid not make any paymentfor
Environmentalicense~eesn this period. Thedata on theseenvironmentalrevenuescollectedby
governmentin 1397-1398is presentd in Table61 below. Basedon data submitted by NEPAjt

appearsthat none of the oil and gascompaniesmade any paymentsto governmentfor Waste
ManagementLicensesn 1397-1398.
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Table60 Environmentatevenuesollectedoy govanmentin 1397-1398

Environmentalpaymentsin 1397(2018)

Companyname Revenuestreamname Revenuevalue (AFN)

SF e fFr di3 F:Eb-.a'ﬂh ® 4 /"M@ Bfidas BF Environmentalicense-ee 1,000
Constructionrand GravelCompany
C pRb IOp BCIOf1@ F SdebERaFsravelExtraction Environmentalicense-ee 1,000
A .
ensfIke F r Wt 3 Bl HH PN fipm 6 F BfghanBdinGravelExtraction Environmentalicensecee 1,000
Company
4 F NETe N fpv 6 F DldteeghanGravelExtraction EnvironmentalicenseFee 1,000
4 PO CE 8P F | wdHeF@ShaidaCopperExplorationProject EnvironmentalienseFes 15,000
c_Efm TFbF UseikAPIastransmissiompipeline Project Environmenél License-ee 25,000
2.C myOF J Tk B MGRDAI Yosufpopal Marble ProcessingCompany ErvironmentalLicenseFee 1,000
G B 2Kt C J/pER@HEh ! KablulClassidMining ProductionCompany | EnvironmentalicenseFee 1,000
W BC e jiOBpT 1 ' t3 Fhed sShsdehammadSamiRegration EnvironmentaLicenseécee 1,000
InstallmentPlant

Environmentalpaymentsin 1398(2019)

Company Revenuestreamname Revenuevalue (AFN)
Natural SarfStoneProcessingCompany Environmentalicense-ee 11,000
Natural SarfStoneProcessingCompany Environmentalicense-ee 11,000
Omid SabawoorSard and GravelProductionCompany Environmentalicense-ee 1,000
ShamshiObaidTalcProcessingompany Environmentalicense-ee 11,000

SourceNationalEnvironmentaProtectionAgercy (NEPA)

Theserevenueswould not traditionally be consideredmaterial revenuesunder Afgharh & G | y Q &
traditional approachto ElTIreporting. However,giventhat the a { D &jfroachfor the 7" AEITI
Report has been to discloseall government revenues collected from all mining, oil and gas
companiestheserevenuesare disclosedully in this report.

In consultationswith NEPAand the MOMP, the MSGunderstandsthat there are two main
reasonsfor the low numbe of mining companieshaving made EnvironmentalLicense Fee
paymentsin 1397-1398. Frst, there is no systemfor the MOMPs@ining inspectorsto record
companies c@mpliancewith the environmentallicensingrequirements,and no systematicdata
collection on companies efvironmental provisioning.Second,there have been weaknessesn
enforcing provisions of the Environment Law related to mining companies, in particular
enforcementof environmentallicensingfor all miningcompanies.
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Recommendations

53.

54.

55.

It isrecommendedhat the AEITMSGwork with the MOMPand the IDLGo0 providean
updateon the statusof creationof the sub-nationalallocationof revenues Evenat the
planningstagesijt isencouragedhat the AEITMSGsupportthe MOMPto providegreater
transparencyon the divisionof rolesandresponsibiities in administeringthe Provingal
Developmentrunds andin the nature of their investments andactivities.Oncefunctional,
periodicreports of the ProvinciaDevelopmentundsandtheir periodicaudit shouldalso
be completed,andthe resultsdisclesedto the public.

It isrecommende that the MOMPestablishinstitutional systemdo conductanannual
reviewof miningO 2 Y LJI gbAtrédiudisocialexpenditurerequirementsandpublishan
annualreviewof O 2 Y LJI gom@ianwith their legaland contractualsocialexpenditure
obligations. TheAEITMSGshouldprovideinput to this review,to ensurethat the social
expendituregeported are alwaysclearlymarkedaseitherin cashor in kind, that the

nature of eachexpenditurebe clearlydescribed andthat the identity of beneficiarieds
clearfor eachexpenditure.

It isrecommendedhat the AEITMSGconvenea workinggroupof representativedrom
the MOMP,NEPA¢companiesandcivil societyto developa mechanisnfor more efficiently
trackingminingO 2 Y LJI gom@ianéwith environmental licensingprovisionslt is
recommendedhat NEPAexplore meansof systematicallydisclosingenvironmental
revenueson its website,brokendown by type of payment,companyand project.
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Regulatingenvironmentalimpactsof mining, oil and gas

WHATISCONTAINEIN THISCHAPTER

This chapter presents an overview of environmental regulations and company
compliancewith theseprovisionsEITIRequiremen®.4). In essencewhat ruleshasthe
governmentestaldishedto managethe environmentalimpacts of mining, oil and gas
activitiesin Afghanistan?

Both mining and oil and gas activities have environmental impacts and consequencesin
recognition of the activith Sengronmentalimpacts, both the 2017 Hydrocabons Law and the
2018 Minerals Law include requirementsfor extractive companiesto conclude environmental
impact assessments,environmental management plans and environmental bonds to fund
rehabilitationover the life of the project.

Teble 62 presentsan overviewof the key environmentallawsand regulationsapplicableto the
mining,oil andgasindustries.

Table61 Keyenvironmentalawsand regulationsapplicableto the extractiveindustries

Environmental

. Online source
laws/regulations

Environmentalawsand .
https://www.nepa.gov.af/showEnglishPage/8

regulationson NEPAwebsite

2007Environment_aw https://neis.nepa.gov.af/public/JE6AIliviwC

2009Water Law http://www.cawater-info.net/bk/water law/pdf/afghan_water law 2009 e.{pd

2004 Lawon the Protectionof | https://sherloc.umodc.org/res/cld/documeat/afg/2004/law _on_the protection of historical 2
Historicaland Cultural nd_cultural propertis_english_html/Law_on_the Protection of Historical and_Cultural H
Properties erties 2004 _English.pdf

Who are the regulaors?

In accordancewith the 2007 EnvironmentLaw all extractivecompaniesare requiredto obtain
a Certificateof Compliancerom the National EnvironmentalProtection Agency(NEPA)prior to
the commencementof their operations.The Certificateof Complanceis valid for the life of the
project provided that there are no breachesof terms. The NEPAhasthe right to amend,suspend
or revokethe Certificateof Complianceor applyadditionalconditions,where necessary.

Thea h a t fewdly-establishedEnvirormental ProtectionDepartmentworkstogether with the
NEPAto overseethe implementationof legal provisionsrelated to offsetting the envionmental
impact of mining, oil and gasactivities,in accordancewith Article 63 of the 2017 Hydrocarbons
Law.
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https://www.nepa.gov.af/showEnglishPage/8
https://neis.nepa.gov.af/public/JE6AIivjwC
http://www.cawater-info.net/bk/water_law/pdf/afghan_water_law_2009_e.pdf
https://sherloc.unodc.org/res/cld/document/afg/2004/law_on_the_protection_of_historical_and_cultural_properties_english_html/Law_on_the_Protection_of_Historical_and_Cultural_Properties_2004_English.pdf
https://sherloc.unodc.org/res/cld/document/afg/2004/law_on_the_protection_of_historical_and_cultural_properties_english_html/Law_on_the_Protection_of_Historical_and_Cultural_Properties_2004_English.pdf
https://sherloc.unodc.org/res/cld/document/afg/2004/law_on_the_protection_of_historical_and_cultural_properties_english_html/Law_on_the_Protection_of_Historical_and_Cultural_Properties_2004_English.pdf

TheNEPAwebsite providesthe full text of lawsandregulations,a foundationon whichto build
further systematiadisclosuresHowever it appearsthat the NEPAonly hasa few dozeninspectors
to coverall types of environmentally regulatedactivities, which does not provide resourcesfor
effectiveoversightof the hundredsof (smaltscale)mines.

Mining

The 2018 Minerals Law contains severalprovisionsrelated to the environment?°° Article 54
requires companiesholding exploration and exploitation licensesto provisionfor Environmental
Bonds,and in some cases,those holding smaltscale mining licenses,to be provided prior to
conductinggrounddisturbingwork, with the form and quantum of the bond determinedby the
MOMP. The MOMP is the administrator and cusidian of the EnvironmentalBonds.Article 34
requires companiesholding exploration license, exploitation and smallsale mining licensesto
applyfor EnvironmentaPermitsprior to proceedingio ground-disturbingwork.

The 2019 Mining Sector Reform Roadnap also highlightsthe importance of environmental
issues®* Mining companiesin Afgharistan are required to undertake an environmentalimpact
assessmento be approvedby the NEPAForlargescaleexploration and exploitationlicensesand
contracts,the environmentalimpact assessmentand proposedmanagementplansare integral
partsof the biddingprocessunderArticles 12,13 & 14 of the 2018MineralsLaw.

Oilandgas

The 2017 Hydrocarbons_aw containssimilar provisionsrelated to environmentalimpactsto
the mininglegislation?°? Article 52 confirmsthe applicabilityof the Environmem Lawto oil andgas
contracbors. Article 59 requirescompaniesto include environmentalprotection and management
plansaspart of the DevelopmentProgramsubmittedby the companyto the MOMPandto ensure
that the environmentalmanagementplan is agreedwith MOMP. A comprehensivaehabilitation
planis requiredof all oil and gascontractors,includingplansfor provisioningfor the rehabilitation
of the site over the life of the contract. Article 59 also requires companiesto have an
environmental impact assessmentapproved by the NEPA, including a description of the
ecosystemthe localflora, fauna, soil, air quality, surface and undergroundwater, and landscape
aesthettcs,beforecommencemenbf the developmentand productionphase.

Environmentaland socialimpactassessment$ESIA)procedures

Environmentaland social impact assessment§ESIA)are required by law for any project
expectedto have a significant adverse effect on the environment, including the extractive
industriesunderthe 2008 EnvionmentallmpactAssessmenRegulations.

Figure30 providesan overviewof the ESlAprocessn Afghanistan.

200 MineralsLawof the IslamicRepublicof Afghanistar(2018),accessibl®n https://MOMP.gov.af/sites/default/files/minerals law 2019english.pdf
201 Ministry of Minesand Petroleum(2019),W H nMinipg SectorReformw 2 | R Yakckd@iBlen https://MOMP.gov.af/sites/default/files/2019
06/02%206%20MOMP%20Rdmap%20%2B%20Reform%20Strategy reduce 0O.pdf

202Hydrocarbond.awof the IslamicRepubliof Afghanistar(2017),accessiblen https://MOMP.gov.#&sites/default/files/2020
06/2017%20Hydrocarbons%20Law%20vEnglish.pdf
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https://www.nepa.gov.af/indexen
https://momp.gov.af/sites/default/files/minerals_law_2019english.pdf
https://momp.gov.af/sites/default/files/2019-06/02%2520-%2520MoMP%2520Roadmap%2520%252B%2520Reform%2520Strategy_reduce_0.pdf
https://momp.gov.af/sites/default/files/2019-06/02%2520-%2520MoMP%2520Roadmap%2520%252B%2520Reform%2520Strategy_reduce_0.pdf
https://momp.gov.af/sites/default/files/2020-06/2017%2520Hydrocarbons%2520Law%2520vEnglish.pdf
https://momp.gov.af/sites/default/files/2020-06/2017%2520Hydrocarbons%2520Law%2520vEnglish.pdf

Figure30 TheESIArocessn Afghanstan

lProposaI Identiﬁcationl [ screering mport provisea o neea |
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Source: National Environmental Impact Assessment Policy (2007)

There are over one hundred companies(and individuals)that hold mining (and oil and gas)
licensesin Afghanistan.The processabovewould applyto a large shareof those licenseholders,
with someexceptionsamongsmaltscalemininglicenses.

Revew of ES|Apracticesin 13971398

TheNEPAhasbeen proactivein its engagementvith AEITIn preparationof this EITIReport. It
has provided data both on environmentalpaymentsto government(environmenal licensefees)
andonO 2 Y LJI gom@iancwith legd provisionsrelatedto the environment.

The table with b 9 t !c&rdprehensve review of all 02 Y LJI yoinflian@ewith their ESIA
obligations is available here. The following is a shortlist of mining companiesthat have
successfullyjhad their ESIAsapprovedby NEPAand have made paymentof their environmental
licensefees. Thetotal is only 16 companies,out of a total of 239 companiesin 1397 (2018)and
268 companiesin 1398 (2019) that made paymentsto governmentcategorizedas extractive
revenuesin 1397-1398.
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http://aeiti.af/Content/Media/Documents/EnvironmentalPermitstatuslistpercompanyforactiveatFY139924220210346921553325325.xlsx

Table62 Extractivecompareswith ESIAspprovedoy NEPA13971398)

Compay | Company Commodit Environmen| Environmen
name name %Y. tal license | tal license ESIAcompleted/approved by NEPA?
. . Province : .
(English) | (Dari) issuedate | expirydate
AbdullahSafdariConstructionMaterial ExtractionCompanyof
Abdullah CHK D Construction Bamyanprovincehasobtainedits environmentalpermit andsent
Safari o CYH materials, 11/10/1398 | 11/10/1403 | acopyof the permitto this departmentby e-mail on 06/22/2016.
Company Bamyan Dateof issuanceand expirationof the license10/28/1398 to
10/27/1401.
JavedAsiaMining and ConstructionCompanyocatedin Bamyan
AiaJawed | wRB8t O Construction provincehasobtainedits environmentalpermit (acopyof the
materials, 11/10/1398 | 11/10/1403 abovepermit hasbeensentto this departmentby e-mail by the
Company ”F T . h ;
Bamyan Departmentof Minesof Bamyarprovince).Dateof issuarte and
expirationof the license1401/11/9to 1402/11/9.
AkmalAkramzadetMining Companyhasobtainedits
Akmal . epvironmen':t,alpermitfron; the Natifor;]al Dspartment‘oL
ArYtFd EnvironmentaProtectionanda copyof the abovepermit has
Igﬁ:;::; ndokJ Sand,Balkh 15/11/1398 | 14/11/1403 begnsentto this de_part_ment viae_-mail on 23/6/1399.Dateof
issuanceand expirationof the licensefrom 1399/6/17to
1402/6/16.
EhsanullaiMusaZaiCompanyhasobtainedits environmental
Ehsanullah i permit from the National Departmentof EnvironmentaProtection
Mosazay A@FG 1('2 P SandParwan| 11/10/1398 11/10/1403 andacopyof the abovepermit hasbeensentto this directorate
Company on 5/6/1399throughVetsp.Dateof issuanceandtermination
from 12/22/1398to 12/21/1401.
EhsanullaiMusaZzZaiCompanyhasobtainedits environmental
Ehsanullah e o permit from the NationalDepartment of EnvironmentaProtection
Mosazay 'q'@fe 1(; H Sard, Parwan| 11/10/1398 11/10/1403 andacopyof the abovepermit hasbeensentto this directorate
Company on 5/6/1399 throughVetsp.Dateof issuanceand expirationof the
licensel2/22/1398to 12/21/1401.
Maha SattarCompanyhasobtainedits environmentalpermit from
MaharStar | ¢ M8 O Construption the National Depqrtmentof EnvironmgntgProtectionandacopy
Company oF 3 H materid, 11/10/1398 11/10/1403 | of the abovepermit hasbeensentto this directorateon 5/6/1399
Parwan throughVetsp.Date of issuanceand expirationof the license
11/27/1398t0 11/27/1401.
Bamika | AT material, | 15/11/1398 | 14/11/1403 permit (acopyof the permit has
Company F¥BF 2 Daikundi beensentto the department).Dateof issuanceand expiraton of
the licensel399/2/6to 1402/2/5.
. AfghanBamikaCompanya miningcompanyin DaikundiProvince,
Q:f]r:ﬁ(r; OoF MTH C;r:tt;;;tll'on 15/11/1398 | 14/11/1403 hasobtainedits environmentalpermit_ (acopyofthe pe_rm'r_t has
Company FBF 3 Daikundi beensentto the department).Dateof issuanceand expirationof
the licensel399/2/6to 1402/2/5.
ConstructionMaterial Mining Companyrelated to Zabihullahson
Zabihullah Construction of MohammadAman,Kabulprovince,hasobtainedits
s/o CxCoyp material 22/02/1395 | 21/02/1400 environmentalpermit from the NationalEnvironmentaProtection
Mohammad 4 € B jF Kabul ’ Agencyandsenta copyto the departmenton 29/6/1399. Dateof
Aman issuanceand expirationdate of the license:1399/6/25to
1402/6/24.
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OmidSabawoorMining and CoalCompanyof KabulProvincehas
Omid ®F D Construction obtainedits environmentalpermit from the National
Sabawon material, 28/09/1394 | 28/09/1399 EnvironmentaProtectionAgencyandsenta copyto the
Company AMMY Kabul departmenton 31/6/1399.Dateof issuanceand expirationdate of
the license:11/28/1398to 11/27/1401.
AbdulRauf C W D K Construction )
s/o Abdul material, 24/12/1394 | 23/12/1399 @ yp H M B BV BKIC BB B pmphipRp B
. CylOF
Latif Kabul
AstanaBabaCompanylocatedin Logarprovincehasobtainedits
Astana o . . - ) . .
Baba nx @y Bl Chromite, 21/04/1393 | 21/04/1403 environmentalpermit from the NationalEnvironmentaProtection
Company FIF Logar Agenc;ands_enta copyto the departmenton 31/3/1399. Dateof
issueandend: 1399/3/ 15-1402/ 3/14.
KarimWardakCompanyin chargeof ConstructionMaterial has
Kareem Constru_ction obtaim_edits environment_alpermit from thg NationalDepatment
Wardak 1:6;(4 t 0 mat_enal, 11/10/1398 | 11/10/1403 of EnwronmentaP_rotectlona_ndacopyof it ha;beensentt_o the
Company bp Maidan Departmen?of Mlqesof MaldanW§rdngrw|nFeby emailon
Wardak 23/6/1399. Licensdssuanceand expirationdate: 12/17/1398to
12/16/1401,i.e.it isvalidfor a period of three years.
NeginGhazizMining Companylocatedin Heratprovincehas
Negn Azizi e Kt D obtainedits environmentalpermit anda copyof the abovepermit
g SandHerat | 15/11/1398 | 14/11/1403 wassentto this departmentby e-mail on 25/6/1399 by the
Company o K . ) B
Departmentof Minesof Herat Province Dateof issuanceand
expirationof the license1399/3/18to 1402/3/17).
HagyarMohmandMining Companyof Herat Provincehas
Haqyar gt 9 obtainedits environmentalpermit anda copyof the abovepermit
Mohmand P C SandHerat | 15/11/1398 | 14/11/1403 wassentto this departmentby e-mail on 25/6/1399 by the
3T . . .
Company Departmentof Minesof HeratProvince Dateof issuanceand
expirationof the license1399/3/18to 1402/3/17).
SilkRoadMining Companyor CopperSheidaof HeratProvincehas
Silkroad b oA . obtainedits env?ronmentalpermitfromthe Natiqnal
Mining €3 ~aFh CopperHerat| 21/6/1397 21/6/1427 EnV|ronmentaPrptectlonAgencyA copyof the abovelicensehas
beensentto this departmentby emailon 6/24/1399. Dateof
isstanceand expirationof the license:1397/12/4to 1400/12/3.

SourceNationalEnvironmentaProtectionAgency(NEPA)

Noneof the companieswith activeESIAspprovedby NEPAvere amongthe top 20 companies
by paymentto governmentin either 1397or 1398.

Socialexpendituresrelated to the environment

Individualcompaniesalsohaveto complywith specificclauseswithin their mining (or oil and
gas)contractsrelated to environmentallyrelated socialexpenditures.Theseconsistprimarily of
vague earmarlks of relatively modest amounts of funds (usually USD 10,000 annually, but
sometimesUSD20,0000ver the life of the contract) & GirBprovethe S y @ A N i iefglybarieig
areas. Thesecontractual provisions and related expendituresare covered in the chapta on
W{ dzo y I/ &N ZiyWIR fastzéyird obrisiferedasforms of mandatorysocialexpenditures.
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Recommendationgor reform

WHATISCONTAINEIN THISCHAPTER

Thischapter providesan overviewof the ! 9 L ¢ollo@dp on past recommendatios
from ElTlreporting and Validation, together with a set of new recommendationgo
supportreformsin the governanceof the extractiveindustriesbasedon ElTIreporting
for 1397-1398.

Reviewof follow-up on past EITIrecommendations

One of the most important outputs of EITIreporting is the recommendationsfor broader
reforms in the extractive industriesor in public finance management.The EITIshould lead to
findingsthat can strengthengovernanceof the mining, oil and gas sectorsin accordancewith
AR K | Y A ébjedtivedbaits EITimplementation.

The AEITIMSGhas publishedsix EITIReportscoverng ten fiscalyearsto date, i.e. 13881396
(20082017).ThisEITIReportis the seventh,coveringan additionaltwo yearsof 13971398(2018
2019). Afghanistan has undergone two Validations under the EITI Standard, with the first
Validationunder the 2016 EITIStandardcompletedin January2019 and the secondValidation
underthe 2019EITIStandardcompletedin November2020.

The six AEITIReportspublishedto date include a total of 38 recommendationsThisincludes
the following numberof recommendatimsfrom eachof the sixAEITReports:

Sixrecommendationsn the 15' AEITReportcoveringl387-1388(20082010)
Sixrecommendationsn the 2" AET I Report covering1389(20162011)
Fourrecommendationsn the 3@ AEITReportcoveringl1390(20112012)
Tenrecommendationsn the 4" AEITReportcovering1391-1392(20122013)
Fiverecommendationsn the 5" AEITReportcoveringl393-1394(20142015
Seenrecommendationsn the 6" AEITReportcoveringl13951396(20152016).

= =4 =4 -4 -8 9

All of the recommendationsn! F 3 K I y firshi thiréeyEKTIReports(covering1387-1390) are
purely related to strengtheningEITIreporting, rather than linked to broader extractive industry
reforms. Severalfecommendationsn the 4™, 5" and 6" AEITReportsrelate to broaderextractive
governanceand publicfinancemanagementeforms.

The MSG has decided to focus its update on follow-up on recommendationson the
recommerdations in the three most recent AEITIReportspublishedunder the EITISandard (the
4% 5" and 6" AEITIReportscovering1391-1392(20122013),13931394 (20142015)and 1395
1396(20152016)respectively).

Table 64 presentsan overview of eachof the 22 recommendationsrom the 4", 5 and 6"
AEITReports,brokendown by year, by focuson EITIreporting or broadersectorreforms,and by
status of follow-up. The MSG has used this exercise to track follow-up on past EITI
recommendationsthat have either been fully addressed,or where the MSG decided not to
implementreformsrelatedto particularlyEITrecommendations.
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Table63 Reviewof follow-up on pastEITIrecommendations

AEITReport Type of EITI
Summaryof Statusof
recommendat . recommend Outcomeof follow-up
. recommendhtion . follow-up
ion ation
6 AEITReport Needto genaatea Broader TheMOI\_/IPhasdgveIopeo!an APIfor its MCASNdNTRS
2_ALl LRebor Taxpayeidentification systemswhich pushinformation on newlicenseawardsto the
recommendatio sector Complete . . ;
Number(TIN)for all MoFto ensurethat a TINnumberis assgnedto all companies
nil ) ) reforms - . . .
extradive companies holdingmining,oil and gaslicenses.
6" AEITReport | Lackof Resarce Revenue Broader TheMSG'sechnicalworkinggroup hasfollowed up on
recommendatio SharingSystenfor sector Ongoing proposalgto establisha statutory subnationaltransfer
n2 extractiverevenues reforms mechanisnfor extractiverevenues.
NSlAhaspublishedthe employmentlist sector wisein its
6" AEITReport . Broader annualpublicationsyearwise per gender.MeanwhileMSG
- | Lackof ReportingSystem . . - . A )
recommendatio sector Ongoing WorkingGroupisworkingwith NISAto includeGovernment
for Employmentdata . . . )
n3 reforms directemploymentrate includingpermanentand contractualin
the NSlAannualpublications
For7" AEITIReport;AEITNShascreaed ReportingTemplates
6" AEITReport . EITI andfor reviewand crosscheckingsharewith advisorfrom EITI,
- Reportingtemplatesnot | . . : . " .
recommendatio correctlyprepared implementati | completed | reviewed by WorkingGroup and Governmententitieswhichis
n4 yprep on Translatecandsharedwith reporting entitiesfor data
collectionby NS
6 AEITRe OTt Lackof EITffocalpoints . EITl ) Focalpointshavebeenegablishedin eachrelevant
recommendatio for the Government implementati Complete .
: governmententity.
n5 Agencies on
TheMSGhasapproveda definition of quasifiscalexpenditures,
6" AEITReport . . EITI publishedon the MOMPwebsitein 2020,and hasdescribed
; Quasifiscalexpenditure | . . . e
recommendatio implementati Ongoing AGHEnhaturalgassalesto Kode-Bargasoneform of quasifiscal
assessmen . )
né on expendituresHowever,work on calculatirg the value of each
type of quastfiscalexpenditureds still ongoing.

" Apostawardperformanceaudit hasbeenconductedon the
6" AEITReport . . EITI . . : .
recommendatio Postaward licensing imolementati Complete basisof 10licenseawardsin 13951396.Theconclusionsvere

n7 processaudit P on P publishedon the MOMPwebsiteandreferencedin the 6th

AEITReportaddendum.
5" AEITReport EITI Duringthe 7t report data collection,MSGhasreceivedthe
recommendatio SCOPINGND implementati | completed contextualdataon exportsand contributionto GDPfrom
CONTEXTURATA P P portse

nl on extractivesector

5" AEITReport EITI Basedon unilateral disclosureby the governmentfor AEITIZth
- NON-REPORING . . ) . ; i
recommendatio implementati | Completed report, the companieswere not includedin reconciliationor
COMPANIES .

n2 on datacollection.
5 AEITReport EITI Thediscrepanciesn the AEITB®, 4" and 5% reconciliation
recommendatio UNRESOLVED implementati | completed reports hasbeenresolvedup to 64%based onthelAfinal

DISCREPANCIES | '™MP P P P

n3 on report.

th Q i i

?ecérfllrleR: d;tﬁ) STATEOWNED Bsr;)cat(;?r Onaoin TheSOEsre mergedwith the NationalDevelopment
ENTERPRISES going CorporationNDCfor better managementandsupport.
n4 reforms
5" AHTIReport Broader The2021work planhascoveredthis taskandthroughathird-
recommendatio | PRODUCTNOREPORNG sector ongoing party assessmenof the Transparencyortalthe production
n5 reforms datagapsand practicefollowed will be assessed.

th Q
47 AEITRe °Tt Broader . Forbetter managementbf the SOEshe NDChasbeen
recommendatio RECORBEEPING sector Ongoing . : .

establishedor controllingandreforming.
nl reforms

th Q
rllecg\rlfllrieRr?d:t:(t) FINANCIAEYSTEMS Bsrg;(;?r Ongoin Themanagemenbf the both ministriesare workingon it

MOMPANDMOF going 9 gonit.
n2 reforms
4" AEITReport Broader . . .
recommendatio MOMPCADASTRE sector Completed All cadasterdataare online publ'lshed andavailableon MOMP
website.
n3 reforms
4" AEITReport | SACCAPACITBUILDING Broader Ongoing TheSAGhasbeenworkingon it
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http://aeiti.af/Content/Media/Documents/AEITIReport1395-1396290619revised10720195019867553325325121120196598801553325325.pdf
http://aeiti.af/Content/Media/Documents/AEITIReport1395-1396290619revised10720195019867553325325121120196598801553325325.pdf
http://aeiti.af/Content/Media/Documents/AEITIReport1395-1396290619revised10720195019867553325325121120196598801553325325.pdf
http://aeiti.af/Content/Media/Documents/AEITIReport1395-1396290619revised10720195019867553325325121120196598801553325325.pdf
http://aeiti.af/Content/Media/Documents/AEITIReport1395-1396290619revised10720195019867553325325121120196598801553325325.pdf
http://aeiti.af/Content/Media/Documents/AEITIReport1395-1396290619revised10720195019867553325325121120196598801553325325.pdf
http://aeiti.af/Content/Media/Documents/AEITIReport1395-1396290619revised10720195019867553325325121120196598801553325325.pdf
http://aeiti.af/Content/Media/Documents/5thReconciliationFinalReport_1393-1394_2105201744057225553325325.pdf
http://aeiti.af/Content/Media/Documents/5thReconciliationFinalReport_1393-1394_2105201744057225553325325.pdf
http://aeiti.af/Content/Media/Documents/5thReconciliationFinalReport_1393-1394_2105201744057225553325325.pdf
http://aeiti.af/Content/Media/Documents/5thReconciliationFinalReport_1393-1394_2105201744057225553325325.pdf
http://aeiti.af/Content/Media/Documents/5thReconciliationFinalReport_1393-1394_2105201744057225553325325.pdf
http://aeiti.af/Content/Media/Documents/AEITIFourthReconciliationReport139113926220162496931553325325.pdf
http://aeiti.af/Content/Media/Documents/AEITIFourthReconciliationReport139113926220162496931553325325.pdf
http://aeiti.af/Content/Media/Documents/AEITIFourthReconciliationReport139113926220162496931553325325.pdf
http://aeiti.af/Content/Media/Documents/AEITIFourthReconciliationReport139113926220162496931553325325.pdf

recommendatio ANDAUDITOFSOEs sector
n4 reforms
iacgrlil;sned::t:g COMPANYXNNUAL f:gi?r Competed It ismadecompulsoryon all miningcompaniego publishtheir
ACCOUNTSNDAUDITS auditreports.
n5 reforms
th . .
ri;p—cgi';':f d;tzg ARTISANAANDSMALL: Bsrg(‘;"t‘;fr onaoin Theissuehasbeenaddedin the AEITRO21work planto be
SCALBIINING going assessedty anindependentadministrator.
né reforms
4" AEITReport B . .
recommene d:t:o FLOWS OSUBNATIONAL Srggc;?r Completed Theprovincialdevelopmentfund is createdby MoFand 910065
GOVERNMENTS P isits allocationcodenumber
n7 reforms
4" AEITReport Broader " ' -
recommendatio PRODUGDNDATA sector Completed Inthe 7" AEITreport only gt_)vernmentproductlondatals being
disclosed
n8 reforms
iacﬁril;eRr?da?tzg CHAIRMANSH®FTHE im IerTelntati Completed Basedon presidentialdegreethe chaimanshipof the EITI
no EITIPROCESS P on P processis deliveredto the Minister of Minesand Petroleum.
4" AEITReport COMPANIESMITTED EITI Many of the companiesare contactedby IAfor discrepancies
recommendatio | FROMIHEMOMPLISTOF | implementati Ongoing resolvingand onthosewhichare not contactableMSG/G3
n10 REPORTINGOMPANIES on decisionisrequested.

Source AEITReportsMSGmeetingminutes, AEITIAnnual ProgressReportsand MSGupdates.

Afghanistarreceiveda number of both correctiveactionsand recommendationdo strengthen
ElITlimplementationafter eachof its two Validationsunder the EITIStandardin 2019 and 2020.
Given that the recommendatims of the second Validation build on the findings of the first
Validation the MSG has reviewed progress with the recommendationsto strengthen EITI
implementationfrom the secondValidation.It shouldbe recognizedthat the secondValidation
concludedonly in November 2020, leaving only severalmonths before publication of this EITI
Report. Nonetheless,this report has soughtto make progressin a number of areas, detailed
below.

Table 65 providesan overview of the follow-up to date on recommendationsand corrective
actionsfrom ! ¥ 3 K | y gedoiidVafidation under the EITIStandard,concludedin November
2020.

Table64 Reviewof follow-up on recommendationgrom! ¥ 3 K |y secoidElValidation

Staus of follow-up

Recommendation/corrective ation (as of December 2020) Next steps (2021)
For better
coordination at
. . . . Government
To strengthen implementation undétequirement 1.1 Afghanistan Ongoing AEITI MSG has approved in the | constituency

is encouraged to consider whether guidelines for the government
constituency may further improve government engagement in all
aspectof EITI implementation and ensure effective coordination
across different relevant government departments.

Government to map out
directly data related
departments and
introduce policy level
members to the MSG

work plan that Government to map out
directly data related departments and
introduce policy level mendrs to he MSG

Ongoing Industy and évil society
constituencies have completed their
renewal of membership as of December
Hnund® ¢KS ySg a{DQJ
December. Transfer of institutional
memory between old and new MSG
membae@s is ongoing.

MSG has planned to
publish theMSG
membership list and
/I {hQa St SOl
AEITI website

In accordance witiRequirement 1.4.a.jiAfghanistan should ensure
that the renewal ofMSG merbers in practice follows the
nominations procedures agreed by each constituency, in line with
open, fair and transparent procedures. In accordance with
Requirement 1.4.b.iii, MSG members should liaisth their
constituency groups.

To strengthen implementation undétequirement 1.5 Afghanistan
may wish to consider ways of further institutionalizing consultatiol
with the broader government, industry and civil society
constituercies on the development of the annual EITI work plan.
Afghanistan may wish to draw on its experience ineleping Open

Complete: MSG has approved the 2021
work plan and constuencies were
requested to share and circulate the
drafted work plan with wider
constituencies. for more informabn
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Government partnership action plans based on a principle of co
creation.

please see the 2021 work plan published
(here)

In accordance witiRequirement 2.2.aij Afghanista shouldensure
that the statutory technical and financial criteria assessed in the
award and transfer ofmining licenses is publicly clarified.
Afghanistan is encouraged to implement the systematic disclosur]
the specific award and transfer procesddeled inpractice through
GKS ¢NI yaLIk NByOe t2NIFfX gAGK
assessment dhe efficiency of license allocations and transfers an
any nontrivial deviations from the statutory process.

Complete This 7 AEITI Report clarés the
different technical and financial criteria
or lack thereofc under the 2014 and 2018
legal frameverks for mining, and their
respective implementing regulations.

To strengthen implementation ahead of the second phase of
Validation ofRequirement2.5from January 2022 onwards,
Afghanistan should undertake a review of the comprehensivenes
and reliability of BO disclosures through the Transparency Portal
including of all applicants for mining, oil and gas licenses.
Afghanistan may wish to consideavisiting its definition of PEP and
ensuring that the legal definition of beneficial ownership is aligne
across different legislation and with international best practice.

Ongoing AEITI MSG has planned in its
2021 work plan to conduct the Gaps
analysidy a third party in 2021 after their
findings the definition of PEPS and BO wil
be addressed by the MSG. Currently AEIT
NS is working on the procurement proces
of the third party.

AEITI MSG has
planned in its 2021 work
plan to conduct the Gapg
analyss bya third party
in 2021 after their
findings the definition of
PEPS and BO will be
addressed by the MSG.

To strengthen implementation undétequirement 2.6 Afghanistan
is encouraged to clarify the practice of staiened enterprises such|
as North CodEnterpiise extending loans to other extractives
companies, including any repayment schedules where applicable
with a view to clarifying any quagiscal forms of subsidized lending
(see Requirement 6.2). Afghanistan is encouraged to implement
plans for bllow-up audits of Afghan Gas and North Coal Enterpris
including soliciting management responses, with a view to
supporting the corporatization of the two SOEs.

Ongoing The MOMP has followed up with
the SAO to start the audit of the extractive
{ h 91891398 fnancial statements,
although there have been delays in the
SOEs providing their financial statements
the SAO and AEITI. Information on the
{h9oaQ f Sy-R3W8Hhasbkeyi ™ 0
received and included in the"AEITI
Report.Also, SAO has stad the field

audit of the NCE and SAO Has promised
that NCE and AGE will be audited by the
end of April 2021.

The SAO audit
report on the SOEs for
FY 1397 and 1398 will b
published at MOMP and
SAO websites upon its
finalization

To strengthen implementationnder Requirement 3.2 Afghanistan
may wish to consider additional work on quality assurances
underpinning the reliability of official government mineral
production statistics in response to widespread skepticism over
officialmining production data putdhed onthe MOMP website.

Ongoing This ' AEITI Report seeks to
provide a basic review of different publicly|
available sources and identify
discrepancies. A more detailed review of
data reliability has yet to be discussed.
NSA has recently started to wh out to
create system for publication of oil, Gas
and mineral production data not only at
NSIA annual publications section wise but
also to provide a permanent platform
where automatically the data flow will take
place.

To strengthen implementation wter Requrement 3.3 Afghanistan
may wish to consider additional disclosures on the underlying
assurances procedures underpinning official mineral export statis
with a view to addressing widespread concerns over the loditg of
official export data.

Ongoing This ™ AEITI Report seeks to
provide a basic review of different publicly|
available sources and identify
discrepancies. A more detailed review of
data reliability has yet to bdiscussed
between NSIA and ACD.

To strengthen implementation undé&kequiement 4.1, Afghanistan
may wish to consider working with the industry constituency to
consider means of systematically disclosing extractive companie
F'yR FI2@SNYyYSyid SyiradrsSaqQ FAayl
avadlable.

Ongoing Companies are diged to
published their annual audit reports and
currently Mining Inspection Directorate of
MoMP has planned to inspect

To strengthen implementation undétequirement 4.4 Afghanistan
is encouraged to reassess thgistence of transport revenues on ar|
annual lasis, with a view to ensuring that material transport
revenues collected by government is disclosed in future.

Complete The MSG considered this issue|
as part of its approval of the 7AEITI
inception report at its meeting in
September 2020. ThelGNorkirg Group
leading preparations of the'VAEITI Report
confirmed that transport revenues were
not applicable in 13971398.

In accordance witiRequirement 4.5 Afghanistan shouldnsure
that all material SOE transfers to government entities, inicigd
their transfers of a share of their net profits to the Ministry of
Finance, should be comprehensively and reliably disclosed.

Ongoing The T AEITI Report includes bot|
Ministry of Fhance and SOE disclosures 0
their payments to government. However,
these hae not been comprehensively
reconciled, with discrepancies explained.

To strengthen implementation undétequirement 4.9 Afghanistan
is encouraged to consider reforndgsigned to strengthen
government audit and assurance systems, includingathiéity to
undertake both financial and performance audits of government
extractive oversight. Afghanistan may wish to build on its EITI
reporting to address weaknesses in recé@eping in government

and extractive company systems.

Ongoing This T AEITReportseeks to
provide a detailed review of audit and
assurance practices underpinning
government extractive revenue disclosure
It includes recommendations for
strengthening he underlying audit and

assurance practices for extractive
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revenues. Howevethe MSGhas yet to
consider ways of strengthening company
audit and assurance practices, in a
generally weak privatsector assurance
environment.
To strengthen implementation undétequirement 5.1 Afghanistan | Ongoing As above under #2.6, the SAO h
may wish to strengthen financial disclass by etractive SOEs that| been conmissionel to audit the extractive
generate significant revenues to government. Afghanistan is { h 9 & O1388didamcial statements, but
encouraged to use its EITI reporting as an annual diagnostieof | there have been delays from the SOEs in
implementation of revenue classification reforms. providing documentation.
In accordance witiRequirement 6.1 Afghanistan should undertake| Ongoing The MOMP and AEITI have
a comprehensive review of all mandatory so@apendiures and undertaken a review of all active mining
environmental payments mandated by law or contract. Afghanistd contractsin preparation of this 7 AEITI Mining Inspection
should ensure that public disclosures of mandatory social Report (see Chapter of this report on Directorate of MOMP
expenditures and environmental payments in future EITI Reports | W{ dzo y' I GA 2y I £ / 2 y (i N} hasplannedto assess
disaggregated between cash andkimd expendituresby type of there aregaps in the data disclosed on contextually per contract
payment and beneficiary, clarifying the name and function of any| mandatory social expenditures. The NPA | social expenditure for FY
non-government (thirdparty) beneficiaries. Afghanistan may wigh | has disclosed government environmental | 2019 & 2020.
ensure that mandatory social expenditure requirements are more| revenues in this 7 AEITReport for the
clearly codified in mining contracts with sémneframes to ensure first time, although amounts in 1397398
more efficient monitoring and oversight. are minimal.
Ongoing This ' AEITI Report proves
calculations of three types of quafiscal
In accordance witfRequirement 6.2 Afghanistarshould undertake expenditures undertaken by North Coal
. . . . and Afghan Gas. However, the MSG hais
a comprehensive review of all expenditures funded by extractiveg . )
revenues that are not transferred to thEreasurythat could be yet indertaken a co mprehensive overview
; ) . - of all SOE expenditures that could be qual
considered quasiiscal, particularly related to any subsidies on the x = a ' hos |
sale of coal and natural gas as welkabsidized lending by the FAAOl f ® .¢ KS {! a
. ; . . | 13971398 financial statements should
SOEs. Afghanistan should develop a reporting process with a vie| help identify any further expenditures that
achieving a level of transpancy onquastfiscal expenditures that is b1 ny xp R
commensurate with other payments and revenue streams. FOUId be c0n5|der‘ed quatiscal, as itdid in
its 13%-1396 audits. These audits are
expected to be completed in the first half
of 2021.
To strengthen implementation undéequirement 6.3 Afghanistan
may wish to consider additional work in mapping illegal mining Ongoing This ™ AEITI Report provides a
activities across the country amstimating mining revenues brief overview of the main estimatesf
collected by norstate actors, in response to significant stakeholdg illicit mining, with a view of identifying
interest in unrecorded mining activities that appear widespread in areas for further potential work by AEITI.
Afghanistan.
Complete This 7 AEITI Report provides al
2O0SNWASG 2F YAYyAy3
To strengthen implementation und€equirement 6.4 Afghanistan | to contractual and legal obligations relate(
may wish to consider using EITI disclosures as a diagnostic of to the environment. However, in more
company adherence to statutory envitmentalmanagement and than half the cases, information was not
provisioning provisions. available(see Chapter of this report on
W ST E FNIYSE2N] |y
Furtherwork¢ O2 YLJ yA SaQ
In accordance witlRequirement 7.1 Afghanistan should ensure Ongoing The AEITI National Secretariat,
that outreach events, whether organized by government, civil with support from GZ, continuego drive
societyor companie, are undertaken to facilitate dialogue and spulf dissemination and outreach activities. The
debate about the governance of extractive resources, building on| news section of the AEITI website(e)
EITI disclosures across the country in a socially inclusive manner| documents these activities.
To strengthen implementation undétequirement 7.2 Afghanistan On_gomg MSG in its 2021 work plan and
isencouraged to expand isngagenent with extractive companies action plz_in _hasplanned the Iong_term
and relevant government entities to ensure routine systematic systemat|cd|sclosu_re by assessing th_e gay
) . ; and NSIA TO provide sections for mineral
disclosures of data required under the EITI Standard in an open ¢ . L e .
format. oil and Gas data publ!cat!on specifically in
the NSIA annual publication.
Ongoing this 7" AEITI Report will be
To strengthen implementation undé&equirement 7.3Afghanistan | published before misf 2021and for long
may wish to consider ways ofrehgthering the public term MSG in its 2021 work plan and actiol
accountability of its follomup on EITI recommendations through plan has planned the long term systemati(
more regular public disclosures of its progress in following up on | disclosure by assessing the gaps and
recommendations and implementing reforms. further publications to strengthen the
accountability.
To strengthen implementation undé&equirement 7.4 Afghanistan | Ongoing: MSG by approving its 2021 worl
may wish to consider undertaking a comprehensive impact plan has planned to conduct the practice \ Third party
evaluation study to better document the extent to which process assessment though a third party | assessment in 2021 and
Afghanistan EITI has contributed to reforms, changing behavior g assess the revenue colté@n and MSG conclusion in 2022
improving themanagement of the extractive sector for the benefit| allocation, legal process, licensing and
of all citizens after a decade of implementation. contracting, and social expenditures.
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The AEITIMSGalsoreviewsthe status of follow-up on recommendationsrom EITIreporting
and Validationsas part of its annual review of outcomesand impacts of EITlimplementation.
Theseare availableon the AEITebsite,in the sectionon AnnualProgresReports?©3

New recommendationfrom the 7th AEITIReport

This 7" AEITIReport has focused on data for the 1397-1398 reporting period, based on
unilateraldisclosuredy governmententities and state-ownedenterprises.Thisexercisehasgiven
rise to a number of findings related to challengesfor disclosuresof ElITIdata and broader
challengesin the governanceof the extractiveindustries.In preparingthis 7" AEITIReport,the
MSG has developed and agreed the following recommendationsto further strengthen the
transparencyand accountabilityof the extractiveindustriS dgOvernancemovingforward. These
recommendationsare presentedin this report andsunmarizedhere.

1. Disclosuref governmenttax and non-tax revenuesfrom the extractiveindustries

1.1 TheAEITMSGis encouragedo pursuea dialoguewith the four revenuecollecting
governmentagenciedo explorewaysof systematicallydisclosinghe extractiverevenues
they collect,potentially addingaggregataevenuetablesto thea h a t Teansparency
Portal.

1.2 Themanagemenbf AfghanGasEnterpriseand North CoalEnterprisejn collaborationwith
the NationalDevelopmentCorporationand MoF, shoulddeveloparespmseto pastaudit
findingsthat addresseshe two { h 9oagQingpaymentsfor BRT4%despite their
exemptionfrom this tax underthe 2009IncomeTaxLaw.TheAfghanistarRevenue
Departmentis advisedto consultthe SOE®n thesepaymentsandhow the pastpayments
will be addressed.

1.3TheAEITkhouldundertakean annualdiagnosticof the comprehensivenesandreliability
of productionand non-tax revenuedatain the MOMPTransparency ortal. TheMOMP
shoulddraw on the findingsof this diagnostiao further improvethe coveragegquality and
accessibilityf datain the Transparencyortal. The AEITImay considermore data
visualizationsf specificO 2 Y LI (6rigidup€df companiespaymentsto government
againsttheir reported production.

1.4TheMinistry of Financeisinvited to work with the AEITto explainthe reasondor the lack
of achievemenbf pastdomesticrevenuetargetsfor the extractives(e.g.in ANPDH), with
aviewto strengtheningthe 3 2 @ S NJy/ doSgsticr@v@nuemobilizationefforts.

1.5TheMinistry of Financeandthe Ministry of Minesand Petroleumshouldsanitizetheir
extractiverevenuedatain accordancevith the EITISummaryDataTemplateto ensurethat
ElTldatais preparedin atimely andinter-operablemanner. The AEITLo actasadvisorfor
the Ministriesin their curationof governmentextractiverevenuedata.

1.6 TheEITko coordinateregularupdatesof dataand statisticspublishedon governmentand
companywebsitesto ensurethat publicationsareinstitutionalizedassystemaic
disclosues, publishedin atimely manner(ideallywithin a yearof the end of the fiscal
period covered)on relevantwebsites.

1.7The Afghanistan Revenue Department and the MOMP should share more updated
information on tax and non-tax revenuesfrom the extractiveindustrieswith the AEITMSG

203 AE|TIvebsite,W! y yPomjrdssv S LI2 abBieasBI®n http://aeiti.af/en/documents/category/annugbrogressreports
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and Secretariaton a regularbasisto allow for more updateddata disclosuresn the value
of mining,oil andgasrevenues.

2. Reliability of governmentextractiverevenuedata.

2.1 TheMinistry of Financas urgedto ensuretimely cooperationwith the { ! &réfquestsfor
accesgo internal controls,supportingdocumentsandother relateddatato enableit to
completeauditsof the Qatiaaccountsin accordancevith International Standardof
SupremeAudit Institutions (ISSAlIs) TheMinistry of Financdas encauragedto formulate a
publicresponseto the { ! hdid@aimerof opiniononthe 1398Qatiaaccountsandto
announceplansto remedysuchshortcomingsn future years.

2.2TheSAGsencouragedo considerusingannualAEITreporting asa diagnostidool of its
auditandassuranceractices. TheAEITMSGis encouragedo useannualAEITreporting
to identify thosecompanieghat havepreparedauditedfinancialstatements,with
guidanceon the publicaccessibilityof thesedocuments.

3. Managementof the extractive A y R dzaconwibufian © the economy:

3.1t isrecommendedhat the AEITMSGfollow up with the Ministry of Financeand SACon
the reasondor non-publicationof the detailedQatiaaccountreportsin Dari,Pa$ito and
Engish.

3.2 TheMinistry of Minesand Petroleum,Governmenitof AfghanistaMoMP)shouldwork
with the NSIAo determinethe contribution of hydrocarbongo the GDP suchthat it can
be totaled amongwith the contribution of the miningandquarryingto identify the total
contribution of extractivesto the economy.

4. Productionand export data.

4.1t isrecommendedhat the MOMPpublishmineralcommodityproductiondatain a
systematianannereveryquarter andyear,both on the MOMPwebsitein aggregateand
onthe TransparencyPortalbrokendown by license.

4.2 TheNSlAand AfghanCustomdepartmentshouldagreeupon a commontemplate of
reporting exports,with harmonizationof the reporting codesbasedon the internationally
recognizedHarmonizedSystem(HS)codes.It isrecommendedhat Afghanistarcontinue
to publishits exportdatain a periodicandsystematiananner.lt isrecommendedhat the
AfghanCustomd®epartmentpublishan explanationof the methodologyfor collecting
miningexportvolumesandvalues,to suppat an assessmenof the reliability of export
databy usersof the information.

5. Legalenvironmentandfiscalregime.

5.1 0nHydrocarborRegulationsit isrecommendedhat the governmentincrementally
constructseparate subjectspecific,reguations, essentiallydbreakingupé the draft
HydrocarborRegulationsnto distinct parts.

5.2Whilethe Governmentof Afghanistarhaspublishedcopiesof someof the legislations
mentionedin this Chapter,anumberof theselegislationsare not availableonline.
Publisting the lawsof Afghanistarthat regulatethe extractivessectoronline would greatly
increasenvestorawarenessandconfidencen the sector.It will alsogreatlyenhance
citizenawarenes®f the functioningof the sector.Thus,the MoMP and AEITMSGshould
undertakeareviewof the legislationghat are publishedonline with referenceto those
listedin this chapterandensuretheir publication.
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5.3MoMP is requiredto sharethe two requiredformsof modelmining concessionwvith stake
holders(PartnersandMSG) for consultatiorandpublishthefinalized versionat MOMP
website,

5.41t isrecommendedhat the NationalDevelopmentCorp.publishthe Englishversionof new
SOQGaw (publishedon the MOMPwebsitehere) on its own websiteand ensurethat all
relevantregulationsare publishedonline. TheNationalDevelopmentCorp.jointly with
MoMPis encouragedo performananalysiof the governanceof the extractvessector
SoEsthe changesongoingandexpectedunderthe new SOCsaw, andtheir
implemertation status. Benchmarkingr comparingthesereformsto globalgoodpractices
with the help of technicalassistancérom developmentpartnerswould enablethe
strengtheningof goodgovernancen state-ownedenterprisesin Afghanistan.

5.5TheAEITMSG/MoMPshouldensue that updatedinformation on the reformsand
developmentsan the legalframeworkandfiscalregimeare displayedon the MoMP
websiteafter adequatefact-checksandapprovals TheMOMPmaywishto establisha
singlepageon its websitethat consistentlytracksall reforms,clearlycategorizinghem as
completed(andincludinga link to the full text of the legal,regulatoryor administrative
amendmentor reform), ongoingor planned.

5.6 TheMoFandMoMP shouldconsiderhow to treat the excesBushessReceiptTax(BRT)
paymentsby extractivessectorand devisemechanismgo refundthem if possibleto the
extractivessectorin a mannerthat is not disruptiveto the Statebudgetin analready
fragilefiscalsituationin Afghanistan.

5.7 It isrecommendedhat the 2018 MineralsLawbe revisedto eliminatethe duplicative,
multi-tiered review of all but the mostsignificantprojects,and simplifyingthe current 18-
step review processwith multiple levelsof reviewandapprovalsto ensuretransparencyin
the licenseallocationprocess.

5.8It isrecommendedhat a comprehensiveeviewandharmonizationof other laws
applicableto the miningsectorbe undertaken,sothat legalprovisionsin lawsrelatedto
tax, laborandcustomswork effectivelytogetherwith the MineralsLawv to promote mining
investment.

6. Licenseand contract management

6.11t isrecommendedhatthea h a t lQu@eScaleMining Departmentregularlypublishes
reviewsof mininglicenseprocessedgollowedin practicefor large-scalemininglicense
awadsandtransfers.

6.21t isrecommendedhat the MOMPpublishthe MoU with the Ministry of PublicWorks,
Ministry of RuralDevelopmentMinistry of UrbanDevelopmentMinistry of Waterand
EnergyMinistry of Economyand KabulMunicipalityrelatedto constriwction materials
miningfor publicworksin accordancevith Requirement.4.a.

6.31t isrecommendedhat the MOMPIliaisewith its serviceproviderRDRo ensurethat the
terminologyin the TransparencyPortalclearlydistinguishespplicationdatesfrom award
dates. TheMOMPis encouragedo explorewaysof retaininghistoricalinformationon the
TransparencyPortalto ensurethat transfersof licensesare publishedfor all licenseqe.g.,
ownershiphistory of licenses).
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6.4 TheAEITMSGis encouragedo work with the MOMPCadasteDepartmentto
institutionalizethe annualpost-awardlicensingprocedureaudit to reviewat leasta risk-
basedsampleof mining,oil andgaslicenseawardsandtransfers.

6.5The MOMPis encouragedto undertakeanalysisof systematicdisdosure and establisha
systemfor systematicallypublishingall new contractsand licensesin the mining, oil and
gassectorswithin 30 daysof signatureat one domain.

7. Beneficialownership.

7.11t is recommendedthat the AEITIconduct a systematicand comprehensivereview of
beneficialownershipinformation availablefrom public sourcessuchasthe Transparency
Portal,in order to producea complete and public assessmenbf the comprehensiveness
and reliability of legal and beneficial ownership disclosurs related to extractive
companies.

7.21t is recommendedthat the MOMP CadasterDepartmentwork with its serviceprovider
RDF with advicefrom the AEITIto amendthe TransparencyPortal to clearlydistinguish
legalownershipand beneficialownership,and publishboth on the Transparencyortalfor
all mining, oil andgascompanies.

7.31t isrecommendedthat the AEITMSGconsultand work closelywith the ACBRo explore
the systematicpublication of shareholder information for all companieson the ACBR
corporate register.

7.41t is stronglyrecommendedthat the AEITIMSGwork with relevantstakeholdersncluding
the MOMP, ACBRMinistry of Justiceand others to ensurethat the legal and beneficial
owners of all companiesholding or applyingfor mining, oil and gaslicensesbe publicly
disclosedby the deadlineof 1 January2022,in accordancewith EITIRequiremen.5.c.

8. Stateowned enterprises

8.1 Afghan Gas Enterpriseand North Coal Enterpriseare urged to establishand maintain
Internet websites (in accordancewith Article 31(4) of the 2018 Law on SOCs)pr to
considerusingthe National DevelopmentCorporationwebsite to publishkey information
onthe two mainextractive{ h oaetationsand financialinformation.

8.2 TheNationalDevelopmeniCorporationis urgedto publishmoreinformationon its website
on the equity it holds in state-owned enterprisesand corporations,includingthe terms
attached to its equity in each SOCand a description of any changes in b 5 / €naity
holdingsin companiesoperatingin the mining,oil andgassectors.

8.3It isrecommendedhat the NationalDevelopmentCorporationensurethat information on
the rules and practicesof corporate governanceof extractive SOEssuchas North Caal
Enterprises publishedon its website.

8.4 It isrecommendedhat the MOMPkeepits websiteupdated,in particularthe SOEsection,
with all relevantlawsandregulationsasthey are publishedin the official gazette.

8.51t is recommendedthat the AHTI MSGconsult closelywith the NSIAto understandthe
sourceof b { L dat@a@n SOEsndto work with the NSIANDC the a 2 CSD&Department
and the SOEghemselvesto coordinateon the annual publication of information on the
{ h 9fiaaficialmanagenent.

8.61t isrecommendedhat the NationalDevelopmentCorporationandthe MOMPensurethat
any loans given by Afghan Gas Enterpriseand North Coal Enterpriseare tracked and
publishedon the NDCand/or MOMP websites,to ensuretransparencyand accountabilly

154


https://ndc.gov.af/en/national_development_corporation/

in the way in which SOEgrosssubsidizeesachother and other companiesand institutions
in the mining,oil andgassectors.

8.71t is recommendedthat extractive SOEssuch as Afghan GasEnterpriseand North Coal
Enterpriseensurethat their annualfinancal statements are preparedin a timely manner,
within sixmonthsof the end of the yearcoveredin line with international standards.The
Supreme Audit Office should ensure that the audit of the financial statements is
undertakenin a timely manneroncereceived, andthat the { h 9nfadagemenis givenan
opportunity to respondto audit findings. The MOMP should ensure that the extractive
{ h 9aadi®edfinancialstatementsare publishedon its website,oncecompleted.

8.8t is recommendedthat the National Dewelopment Coiporation ensurethat information
about{ h 9péo€urementpracticesbe publishedon the NDCand/or NPAwebsites,at least
onanannualbasis.

8.91t isrecommendedhat the AEITMSGconvenea meetingof the { h 9n@agagementNDC,
a 2 CSDiDepartnent, MOMPand the SACto discusghe significantdifferencesin data
relatedto the { h 9pay@hentsto governmentin 13971398.The AEITMSGmayconsider
timing this meetingto coincidewith the finalizationof the { ! haQdit of the AGEandNCE
financialstatementsfor this period, sothat anyinsightson the reasondor these
discrepanciesre clarifiedin the{ h 9aadi®edfinancialstatements.

8.10 It isrecommendedhat the NationalDevelopmentCorporationwork with the
MOMPto ensurethat the financialdata disclosedor AfghanGasEnterpriseand North Coal
Enterprises consistentacrossthe variousgovernmentwebsites,includingthe NDC
website,the SOEsectionof the MOMPwebsiteandthe Ministryof CA v | yWebSt&®I&
additionto publishingdocumentssud asthe auditedfinancialstatementsof the SOEsthe
MOMP,MOFandNDCshouldconsidermpresentingthe two { h 9payfhentsto government
dataonline,systematicallydisclosinghe { h 9payfhentsdataonthe NDCMOFand/or
MOMPwebsites.

8.11 It is recommended that the National DevelopmentCorporation(NDC) North Coal
Enterprise and Afghan Gas Enterprise consider ways of regularly publishing detailed
informationon productionandsalesof naturalgasandthermal coal.

8.12 It is recommendedthat North Coal Enterprise and Afghan Gas State Owned
Corporationwork with the MOMP and MOF on regularly publishinginformation on the
guastfiscal subsidieson coal, natural gasand intra-SOHending. Clarity on the significant
crosssubsidiesacrossSOEghrough interestfree loansis of importancefor ! F 3K y A & 4 |
public finance management. The AEITIMSG is encouragedto follow up with the
managementof SOE4o0 respondto a SAOfinding that SOE®xtendinterestfree loansto
other companies.

9. Subnationalcontributions.

9.1It isrecanmendedthat the AEITMSGwork with the MOMPandthe IDLGo providean
updateon the statusof sub-nationalallocationof revenues Evenat the planningstagesijt
isencouragedhat the AEITMSGsupportthe MOMPto providegreatertransparacy on
the divisionof rolesandresponsibilitiesn administeringthe ProvinciaDevelopment
Fundsandin the nature of their investmentsandactivities.Oncefunctional,periodic
reportsof the ProvinciaDevelopmentundsandtheir periodicaudit shoul alsobe
completed,andthe resultsdisclosedo the public.

9.2t isrecommendedhat the MOMPestablishinstitutional systemgo conductanannual
reviewof miningO 2 Y LJI gbAtraciuflsocialexpenditurerequirementsandpublishan
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annualreviewof companiS &@mpliancewith their legaland contractualsocialexpenditure
obligations. TheAEITMSGshouldprovideinput to this review,to ensurethat the social
expendituregeported are alwaysclearlymarkedaseither in cashor in kind, that the
nature of each expendture be clearlydescribed andthat the identity of beneficiarieds
clearfor eachexpenditure.

9.3It isrecommendedhat the AEITMSGconvenea workinggroupof representativegrom
the MOMP,NEPA¢companiesandcivil societyto developa mechanismfor more efficiently
trackingminingO 2 Y LJI gomdianwith environmentallicensingprovisionslt is
recommendedhat NEPAexploremeansof systematicallydisclosingenvironmental
revenueson its website,brokendown by type of payment,companyand project.

TheMSGintendsto movefollow up on theserecommendatiornthroughits regularmeetings.it
plansto prioritize these recommendationstogether with the next stepsidentified with previous
recommendationsfrom Validation, and will track implementation through its quarterly activity
reportsandannualprogresseports publishedon the AEITwebsite

9 http://aeiti.af/en/documents/cateqory/aeitiquarterly-reports
M http://aeiti.af/fen/documents/cateqory/aanualprogressreports
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Backgroundo the 7" AEITIReport

A History of EITlin Afghanistan

Afghanistanannouncedits intent to implement the EITlin March 2009 and becamean EITI
Candidatecountry on February10, 2010. AfghanistanEITI(AEIThelps promote the transparent
and accountablemanagementof extractive resourcesin the country. The objectives of EITI
implementation in the ! 9 L @@2Xwork plan are to ensure multi-stakeholder oversight of
extractiveindustry governanceand empower Afghancitizensto overseethe managementof the
O 2 dzy daniBalfedources.

The AEIThasbeenimplemerting the EITIStandardthrough a Multi-StakeholdeiGroup (AEIT
MSG) comprised of representativesfrom civil society, the private sector and government
ministries. The AEITIMSGis chairedby the Minister, Ministry of Mines and Petroleum(MoMP),
Minister Haroon ChakhansooriThe AEITISecretariat,housedwithin MoMP, is an agencythat
providesadministrativeand operationalleadershigfor the implementationof AEITI.

Afghanistanpublishedits first EITIReport, coveringthe calendaryears 20082010, in 2012
Followingthe publicationof five AEITIReports,Afghanistanwastemporarily suspendedrom the
EITlin January2019asaresultof W WA vy | RS\ o2 Ndb@ipleraeftingthe 2016 EITIStandard,
followingits first EITIValidation.EITIValidationexamnesthe implementingO 2 dzy” GoNipliénge
under the EITIStandard. Nineteencorrectiveactionswere identified following! ¥ 3 K| yivsh 0 | y Q.
ElTValidation?°*whichthe AEIThadto implementin eighteenmonthsin order for its suspension
to be lifted. Fdlowing the suspension,an improved 6" AEITIRepot was published, which
addressedseveralof the gapspreviouslyidentified during! ¥ 3 K I y firsh EIl TI\MAl@ation. The
Addendumto the 6" AEITIReport® describesin detail the activities that were undertaken to
addressthesecorrectiveactions,through systematicdisclosuresof data on governmentwebsites.
I 9 L @&pprénahtowardsaddressinghe correctiveactions,facilitated by technicalassistancdrom
the World Bankandthe EITlinternationalSecetariat, wason three fronts: (i) improvementsto the
governanceof AEITIthrough increasedcapacityin the Multi-StakeholderGroup and increased
governmentalownershipof the process(ii) improvedquality of data disclosureghrough a more
comprehensive6” AEITIReport, accompaniedby timely and comprehasive systenatic data
disclosuresand (iii) increasedmpactsof AEITby mainstreamingdata useinto extractivessector
governancelnall,! ¥ 3 K I ydixElTIRgpdshave discloseddata for 10 fiscal years.Table66
presentsanoverviewof Afghanist y s&@enHTIReports.

204 Seehttps://eiti.org/document/afghanistaivalidation2017
205 Seehttp://aeiti.af/Content/Media/Documents/6thAEITIAddendumReport20200515185202014115081553325325. pdf
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Table65! F 3 K I ydevertEITIRepartspublishedo date coverl2 fiscalyears

PeriodCovered ReconCIIIatloncoverage
- ” o -~ Q - ___9]|s59 0| 0gz
o & T o & D2 g8 |338|581|8 3|gaE
=} T = = S 5 <Q 3 3 NsSas (23 [§9S8S |38 &
S 3 = ] 29 @ = S €935 |S5 |E53 | 8383
z S 2 = 2 3 g8 (B8 ([22 |8 =2|553
5 5 ® g & &2 2|3 e B|ge%
. | 1387 | 21/03/08 | 20/03/09 4527.62 | 453463 | -6.81 | -015| NiC 4
July2012
1388 | 21/03/09 | 20/03/10 357.1 | 638.19 | -281.09|-44.04| NiC 4
2 | 1389 | 21/03/10 | 2003/11 Oggiger 107131 | 1139.69 | -68.38 | 6 | NiC 5
3 | 1390 | 21/03/11 | 20/03/12 Seggelrzber 4847.61 | 484455| 3.06 | 006 | NIC 14
4 | 1391 | 210312 | 2000313 | 300 | 425189 | 4249.34| 255 | 0.06 | 98.80%| 11
1392 | 21/03/13 | 20/03/14 | 2016 2028.18 | 2006.06 | 22.11 | 1.1 | 96.90%| 11
g | 1393 | 21/03/14 | 20/03/15 2123.38 | 1893.36 | 230.02 | 12.15| 95.70%| 20
May 2017
1394 | 21/03/15 | 20/03/16 2677.23 | 2611.36 | 65.87 | 2.15 | 97.80%| 20
¢ | 1395 | 21/03/16 | 20/03/17 1880 | 135155 | 027 | 0.02 | 91.000%| 12
June2019
1396 | 21/03/17 | 20/03/18 2642.13 | 23®w.1 | 037 | 0.02 | 87.00m| 14
;| 1397 | 21/03/18 | 20/03/19 4834.90 | 4804.49 | 3041 | 063 | NA NA
April 2021
1398 | 21/03/19 | 20/03/20 4288.14 | 4273.93| 1579 | 037 | NA NA

Figure31 below providesatimeline overview of AEITImplementationin Afghanistan.

Source! ¥ 3K | y RIBRepostsQ a

Figure31Keydatesin! ¥ 3 K |y RlTnipleryieRtation(13871399)

SourceEITwebsite,Afghanistancountrypage https://eiti.org/afghanistan#implementation
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