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Assessing Business Development Impact:
A Management Framework for Improved Economic and Socio-Economic Performance Reporting

Executive Summary
-

This report presents a methodology fassessing business development impact, and
outlines a management framework forgathering, interpreting and reporting
information on development performance,and managing associated risks. The
methodology has been implemented in theil and gas sector,but most agects are
relevant for aher sectors, and the framework can be adapted for widerapplication.

Persistent Challenges to Repting Economic Performance

The study upon which his report is basedreviewed a number of initiaties in the
area of corporate econmic and sodo-economic benefts analysis and reporting,
including the OECD MuHNational Enterprse and UN Gobal Compact principles, the
Dow Jones Sustainabilittnd FTSE4GOOD nagj indices, theGRI 202 Sustainability
Reporting Guidelines, and the IF@ethod for assessing project economic impact.
The study concluded that the discipline of economic impact reportinig not well
evolved, and suffers froma number ofpersistent challenges. These include:

» weak analyss and reportng of the commecial and public policy constrains and
incentives that frame business strateg, and thus provide justification, or not, for
a companyeseconomic and socio-economic performance;

» a tendencyat Group leel towards repating aggregated economic information
that rapidly becomes meaningless tacountry-level stakeholders, andwhich fails
to focus attention on those particular opeations material to the earnings of the
Goup as awhole due to specific shor-term pdlitical risks or unprotected long-
term grownth opportunities;

» a bias towards eporting Cash ValueAdded (CVApRNd the breakdown thereofin
the form of dvidends, taxes, employe wages andbenefits, re-invested eanings
and charitable giving, ard their presentation as indicators of an economic rate of
return ... apractice tha, particularly in low- ncome and poorly goerned
countries, fails to account for extrema inequalities in economic benefits
distribution;

» a dependercy on gathering economic and socieconomic performance data
from high-cast, stand-alone studies and surveys;

» a lack of attention to reporting the ginificance of economic performance in the
context of the specific economic and sociapriorities of the host society, be that
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1. Introduction
e

1.1 Purpose

This report presents a methodology fassessing business development impact, and
outlines a management framework forgathering, interpreting and reporting
information on development performance, and managing associated risks The
methodology has been implemented in theil and gas sector,but most agpects are
relevant for aher sectors, and the framework can be adapted for widerapplication.

The study falls unde the programme on Business and Derelopment Performance at
the Oveseas Development Institute, which fouses on developing the tools, policies
and incentive mechanisms neededd improve the development impact of busines$.

1.2 Objectives

The objectives of the study uponwhich this report was basedwere fivefold, exploting
waysto:

» facilitate the systematicreporting of the positive economic and socio-economic
performance of energy companies at te opemtional, country and corporate
levels;

» strengthen the linkage between thereporting of financial peformance and
reporting of economic and socio-economic performance;

» provide external stakeholders with a elense through which to interpret
performancein the conext ofthe economic and socio-economic priorities of the
host society;

» automate data-gathering processes to spport low-cost annual (or quarterly)
reporting of socio-economic performance; and

» identify and fill existing gaps inreporting by mapr energy conpanies in order
that future external communications presnt the swholes impact of a business on
the host socety, enhancing the capacity of obseers to make infomed opinions
about trade-offs and the mutuality obenefits.

3 This report updates an eaigr ODI eport «Bridgingthe Economic Bendfs Gap:A Management famework for
Improved Econorit and SocieEcoromic PerformanceReporting by Enegy Compareses ODI, October 204.
4 For details of the programme, se@ww.odi.org.uk/b usiness
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1.3 Approach

The study upon which his report is basedreviewed a number of initiaties in the

area of corporate econmic and sogo-economic benefts analysis and reporting,
including the Global Reorting Initiative, FTSE4GOOD, WoJones Ssatainability

Indices, OECD MNE guidelines, and thénternational Finance Caguorationes

Economic Valuation Method and Sustainabtly Framework. In addition, during the
study period a rolling series of discussiors took place with a majorenergy company
at corporate level and de visits were urdertaken to one upstream operation in a
developing country, andone downstream ogration in a developed country. These
discussions involved access to awide range of expetise including finance, tax,
legal, human resourcesprocurement,communications and conmunity investment.
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2. Context For The Report:
The Economic Benefits Gap
In The Energy Sector

The need to strengthenthe internal capacity within energy companies to report
economic and socio-economic performance isnderpinned by twoprincipal drivers.
The first has to do with a eshifte irthe geography of profits towards developing
countries, the second with the edrifte in compehension of stakeholders in the
developed world about the overalfole of the hydro-carbonsbusiness within society.

2.1 A <Shifte in Geography
2.1.1 TheGeagraphy of Profits

We suggest that the geatest challenge of coporate responsibility today lies with
company
activities in developing countries, forthree reasors.: globalisation means hat more
Western companies hae operations or suppy chains in developing countries than
previously, companies @erating in developng cauntries often face acuteproblems
assoclated with poverty disease, @rruption, conflict and the abuse of human
rightsf; governments of developing coutries are often unable or unwilling to
provide the strong reulatory supervision that guides and constrains company
activity in rich countries.Z

Insight Investment (2003) @fining Glohal Business Prirciples, p4

An increasingly sizable portion of the near-term future profits of multi-national
integrated® oil and gas companies, such as BPRoyal Dutch Shell,ExxonMobilg
ChevronTexaco and Total, will come from oil and gas field developments located in
low-income or low-middle-income developingcountries. For Shell, thisincludes:
China, Ngeria, Phiippines, Venezuela Kaz&hstan and Brunei. For BP: Azeaijan,
Indonesia, Angola andTrinidad and Tobago And br ExxonMobil: Equatorial Guinea,
Cameroon, @ad, Nigeaia, Angola, Pgpua New Guirea and Indonesia. Further, over
the longer temm, in line with the dual tends of economic growth in ememing
economies (eg China, India, Malaya) and ecoromic growth and enepgy secuity
considerations in developed nations, thee companies are likely to diversify into
other underdeveloped egions.

5 ie combining upstream withmid and downstream ogrations.
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Operating in such regions requires condderation of a wide ange of societal

characterstics not present in, or far less grnounced than in,conventional operating
envionments.  These include, inter alia, unstable political regimes, we&

economies, volatile exchange rates, @ education levels and <ills capacity,

underdeveloped supply chains, poor local infrastructure, chronic poverty within the

wider population, weak institutions and regulatory enforcement, severe

environmental degradaton, corruption and,in some cases, violent conflict. These
«aliene business envionments ake not exactly nev to the dl and gas ssupemajorse.

What /s new is the ecent emegence of thee coincident features of the hydio-

carbons sector:

» the high relative propartion of corporate profits cerived from operations in low
and middle-income countries;

» heightened coporate awaeness of thereputational risks of doing business in
underdeveloped egions in relation to two sets of external stakeholders: (a)
institutional and commercial inwstors, with respect both to short-term
operational risks and to long-term access to gowth opportunities; and (b)
special interest groups, in particular with respect to the responsible
management of community and human rightssues; and

» the growing politicisation of the upstream hydo-carbon industry within the
country of operations.

Furthe andysis of the geographic gread of current, near-term and future profits is
clearly warranted but lies outside thescope ofthis report. More useful at this stage
is to offer asummary ofsome ofthe reputational and political risks inherent in a
business growth strategy tageted at mireral resources located in developing
countries, and of the way in which these risks act as an incertive for bushnesses to
enhance the publicreporting of their econamic and socio-economic performance.

2.1.2 Ovewiew of the Economic Benefits Gap

eThe long-term prosperity of companiediltimately rests upon a favourable and
stable political, legal and reguatory dimate. If broad political opinion turns against
them, the vay core of their business can be endangesd.Z

Insight Investment (20@) Defining Global Business Priciples, p24°

6 See:www.insightinvestment.com/documents/responsibility/ GBP_project_report.pdf
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Theee is now evidenceof the reality of the dl curse? in developing countries, which
in turn is creating pressures bothin-country and internationally for increased
transparency in public sector fiscal management and in the payments by ib
companies of resource rents. These ptical pressures are compounded by the
transnational nature of tre oil industry, vulneable as it is to the charge by domestic
political forces (be they rght or wrong) that foreign-owned companies arexploiting
nationally-owned resources. Furthe, the increased interest in corporae social
responsibility issues has focused more on the contribution of the businesto local
and regional economicand social development. This is in contrast wth many
westem counties, where the emphasis is on envionmental protection, labour
standards and corporate governance.

Stimulated by the media, the combined effet of these pressures has been toaise

expectations, among both the genel population and those living in oil and gas-
producing regions, of the need for the hostnation to be seen asreceiving its efair
sharee of the benefits fom oil and gas irvestments. Althowgh equally true across
other sectors ... wate power, mining, transportation ... it is in the high-profile capital-
intensive hydo-cabons (and other extractive industries) sector where in-countty

popular support for foregn direct investment is fast becomingebusiness crtical.«

It seems nolonger sufficient for foreign investors and operatorsto assume that the
general population (or, more specifically, the population living in oil production or
transportation regions) will perceive therdo be comectivity between invesments in
upstream oiland gas projects, and public sedair efforts to redistribute resource rents
through expenditue framewoks (povety-focused or otherwise). Nor should it be
taken as given that company-diven localised community investment programmes
will successfully bridge the gap between the expectations of local people for
immediate benefits, and the delaysin revenue redistribution to the oil-producing
region. A sudy by the World Bank agart of the Extractive Indstries Review?, found
that « all stakeholder groups recognise that thedistribution of benefits and costs s
the cucial issue in El [Extactive Industies]Z and yet the <fIFC [along with other
development banks and many companiesftypically has not calculatel shares
accruing to different leves of government or accruing direct to local communitie2®

Thee is in shot, an economic -<benefits gape. Fgure 1, overleaf, shovws
schematically how this gap emerges. Ithe context of upsteam oil and gas field
development, first, the interim local econanic benefits of the construction phase are

7 Auty, Rand Mikesel, R.(2000) Sustainabke Devebpment in Mineral Economics. OxfordUniversity Pres.

Karl, T. L. (1997) The Paradox of hty: Oil Booms ard Pero-States, Studies inInternational Political Ecaxomy, No.
26, University ofCalfornia Press.

Gelb, A. (1998) Oi Windfalls: Blessing or Cuse, Wald Bank ResearchPublication. Washington DC: WorldBank.

8 OED/OEG (201) Extractive Industrés Review, Interal World Bank GroupAssessment, Annex D, G-Exgrience,
p81

9 ibid, p82
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often limited, owing to the short-erm naure of employment opportunities and
technical canstraints on employment and spply chain accessfor locd people and
firms arising from a lowlevel of capacty.

Second, thee is the timedelay between theend of the peliod of construction-related
opportunities and the advent of inprovemerts in public services arising from the
distribution of production revenues, a déay accentuated bythe extended capital
expenditure cost-ecoverly period integral to many upsteam capital investment
projects.

Thid, even when evenues have acaned within central government, the correct
proportion may not return to the operatingprovinces: either because the legislation
is not in place; for fiscal priorities suchas international debt repayments; or as a
result of inefficiencies, mis-managementor corruption in exgnditure management
at the national orprovincial level°

Fourth, whee redistribution to the provinces/s forthcoming, this may simply be used
to satisfy existing,recurrent, administrativeexpenditure, rathe than to dewelop new
or enhanced publicservices.

Fifth, community investment throughat the life of the project tends to be targeted at
only a few directly affected people, fuellig inter-community jealousies. Anl finally,
the dominance of central govenment ...partly in an effort to manage theeconomic
volatility of revenues caused byfluctuating commodity prices ... pans that
municipal and provincialgovernments receivaelatively low lewels of direct local tax
receipts fromthe investments.

There is euvilence thatin some cowntries this economic ebenefits gape &s already
been recognised at the public policy levd, as demonstrated, for example, by the
ememgence of attempts to achieveharmonisation of elocal contente equirements
across oil-producing African countrie$ and elevated slocal contentes clauses in the
recent production sharing contracts, as in Trinidadnd Tobago $ee Box J.

10 ibid
11 For example theAfrican Association ofPetroleum Poducers (APPA) ipreparing an initiative to entrench dcal
content provisiors in upstream hws enacted across he continent (Upstream newspaperl4™ May 2004).

6
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Figure 1 Schematic Representation of the Economic ‘Benefits Gap’ in
Upstream Oil and Gas Development
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Also evident internationally is the plethora of academic papers and roundtable

initiatives'? on the ways in which states can better manage and distribute petroleum

revenues to, /nter alia

» prevent Butch Diseases (g through precautionary exta-budgetary ail funds);

» smooth out the inherent price vdatility of the oil market (eg thraigh hedging andother

futures strategies);

» bring forward the timing o revenue streams into government (& through devated

signatory and bonus payments and social funds);

» enhance the impact of revenwe-sharing with oil-producing regions (eg through the

phasing of feld development infrastructure with regonal infrastructure devdopment

plans and industrial zoning).

2 Fg example: Dariel, P. (2004) Petrdeum Revenue Managenent: An Owerview, Wald Bank, ESVIAP Pogramme, draft.
Clak, A.and ClarkF. (1999) TheéNew Reality of Mineral Development: Social and Cutural Issuesin Asia and the Pacific

Nations, Resources Polcy; 25, 3.
Publish WhatYou Pay..www.publishwhatyoupay.org

Extractve Industries Tansparency Initiative ... www2.dfid.gov.uk/news/files/extractiveindustries.asp
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Despite these initiatives though, domestic
political pressures are mounting in many
countries, and the consequences of oil and
gas invesments failing to meet national,
regional andlocal economic expectabns may
be far reaching. Aready, investment in the
mining and minerals sector in the Philippines

. which suffers many athe same criticisms
and challenges as does pstream onshore oil
and gas development such as lack of locd
economic benefit and poor

sustainability ... has all bt been halted by the

record on

political actions of national NGOs. Currently
only two foreign operabrs are actve in the
country. Te other mapr foreign @erations
have closed orbeen swspended since 097,
and the industryss contribution to export
earnings has fallen froma high of25% to less
than 2% With the eaiity-holding rights of
all foreign-owned investments under legh
challenge by national NGOs at the highest
judicial level, there is a ‘ery real rsk that the
gas sector nay be next!

Box1  The Importance of Local Content in

Securing New Business

In 2003 the Government of Trinidad and Tobago signed a
Production Sharing Contract (PSC) with BHP Billiton and its co-
venturers, TotalFinaElf, Talisman and British Gas.

“We in Trinidad and Tobago appreciate and welcome the high level
of interest shown by the international community in our local energy
sector. My challenge to you though, our partner, is to join with us to
also invest in and build our local capability. It is critical that we invest
in our people, skills and local businesses that support the energy
value chain. If our growth scenario is to materialise, it is important for
us to invest in local content now.

“Currently, the Ministry is reviewing many of the issues involved in
ensuring that guidelines for minimum local content in projects and
activities are met and that procedures are developed to ensure
compliance. Although there is presently collaboration between the
state and some private companies on this matter there is a definite
need for more coordination and an aggressive approach by
companies. It requires a greater cooperation between govermnment,
industry, educational institutions and local businesses."2

...one year later...

“Let me firstly congratulate BHP Billiton and their partners in Block
2(C) Total and Talisman for the confidence they are demonstrating
in the ability of local contractors and suppliers to meet their
fabrication needs. As your development plans have progressed, |
am pleased to note that Damus will be the local supplier for this
contract, a marvellous opportunity for a local company to build
capacity on the fabrication side of the energy industry. It is hoped
that other local contractors will benefit from such transfers of
technology and knowledge in the long run and | expect that this BHP
Billiton initiative will be the first of many more to come. It is the view
of the Government of Trinidad and Tobago that such partnerships
are critical to its overall goal of sustainable development as the
country moves towards realising developed country status by the
year 2020.

“Ladies and Gentlemen, one of the key challenges facing the
Government of Trinidad and Tobago is the equitable distribution of

2.1.3 Weaknesses in Current Economic andhe country's wealth to the benefit of the widest cross-section of its

Socio-Econanic Reporting

At the operating level m many lov-income
countries, a general absence ofdomestic
regulation requiring canpanies to report on
their econamic, envionmental, and social
performance (also know as the triple bottom
multiational

line) has led many major

citizens. ...In this context, the Government of Trinidad and Tobago
views the creation of local expertise in the energy sector which is
transferable to other sectors of the economy, as critical to building
local human resource capacity. In addition, the Government will
institute measures to ensure that a significant portion of capital
expenditure investment in the energy sector is channelled into the
local for economy. ...the Government of Trinidad and Tobago has
identified several strategies as the means of achieving this goal.
Amongst these are increasing the productive capacity of local
business for both domestic and export markets as well as increasing
local enterprises’ share in projects with heavy capital inflows from
Foreign Direct Investment."3

Hon Eric Williams, Minister of Energy and Energy Industries

companies to turn to international eth¢al standards for guidance. Most commonly
used ar the United Natons Global Compac principles (human rights, labour, the

environment and anti-corruption), the Iternational Labour Organizatn core

conventions (human and labourrights), AA1000 Assurance Standard (sustainability

13 Hubo, C. (203) Exploring Alignmet between the Socidand Environnental Practices of Mining Idustry and
Public Sector Devedpment Priorities in e Phiippines, Working Papr, Worl Bank, CSR Practices Unit.

14 In Felyuary 2003 the Supreme Caurt of the Philippines declared illegal the right for foreign companies to hold
more than 8% equity in a joint venture. The decisionwas not imited to the mining and mineralk sectar but in
theory affects all industries. At the timef writing the ruing was beingchallenged.

www.energygov.tt/documentlibrary.incLinks asp?Linkid=101
www.energy gov.tt/documentlibrary/incLinks.asp?Linkid=196

8
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performance including

and economic),

social,

environmental and

Box 2

The Global Reporting Initiative (GRI) G3
Economic Indicators

ISO14001 (environmental management),

Economic Performance

There is also an array of sector or press

EC1 | Direct economic value generated and
specific standards that are used by | gﬁéﬂ':ﬁ;‘;dcégfé”i'%@’;g“es
. . . S o :
companies to measure their ecoomic, | © igm%eu“nﬁf;'i‘;]’:;eds‘t’r’;?r']‘t’gsr:t"a‘i‘n‘(fger
environmental, andsocial impacts. earnings, and payments to capital
providers and governments.
© | EC2 | Financial implications and other risks
Clear and transparent reporting of 8 anc_i c_)pportunities_forthe organization’s
] activities due to climate change.
performance underplns these and other @ | EC3 | Coverage of the organization’s defined
standards, and has become in itself a tool| G benefit plan obligations.
to tell a story about a compalyes - - _
_ _ ] © | EC4 | Significant financial assistance
contribution to sustainable growth, 8 received from government
poverty reduction and human

Market presence

developmentissues!®

‘S | EC5 | Range of ratios of standard entry level
S wage compared to local minimum wage
. S at significant locations of operation.
One of the most widely accepted 32 g P
frameworks for reporting sustainability is
. L @ | EC6 | Policy, practices, and proportion of
the Global Reporting Initiative (GRI).The 8 spending on locally-based suppliers at
. significant locations of operation.
comerstone of the GRI famework is the
. » . . . o | EC7 | Procedures for local hiring and
Sustainability Reporting Guidelines, the| 5 proportion of senior management hired
i . . O from the local community at locations of
third and most recent version of which .. significant operation.
known as the G3 Guidelines wag Indirect economic impacts
published in 2006. Other componerd of EC8 | Development and impact of
. o infrastructure investments and services
the framewok include Sector 8 provided primarily for public benefit
. T through commercial, inkind, or pro
Supplements  (unique indicators for bono engagement.
industry sectors, developed in 2005-06) B | ECQ | Understanding and describing
. . 2 significant indirect economic impacts,
and Protocols (dd!a”ed reportlng g including the extent of impacts.
<

guidance, 2006) and National Anexes

(unique country-level information, due to

be developed in 2008)° The GRI G8conomic indicatos are listed in Box 2

Sustainability reports based on the GRI frameworlcan be used to benchmark

organizational performance with respec to laws, nornms, codes, performance

standards and voluntary initiatives; demonstrate organizational commitment to

sustainable development and compae organizational peformance overtime. GRI

promotes and develops this standardizedapproach to reporting to stimulate

demand for sustainability information
and those who use repd information alike.

..which will benefit reporting orgaizations

15 Slater, A (203%) GRIss=conomicPerformance Indicdors: Measuring Impacts One Staholder at a Time.
Amsterdam: Gbbal Reporting Initiativehttp: //w ww.globalreporting.org/ NRr donlyres/E782C8D3-5B6B-435F-8826-

F8DABD26A0/0/ SlaterEmnomicPerformancelndicdors.pdf
16 http: //w ww.globalreporting.org/AboutGRI/WhatW®o
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Over the past five toen years, thesestandards have played apart in hdping some
multi-national energy canpanies frame treir own opemational esafeguarde policies
and practices (ie the pevention or mitigation of social and envionmental harm and

of corporate governance risks) in aeas such & labour rights, human rights,

environmental mangement, ethical sourcing, brilery and corruption.

The various existing reporting initiatives are under constant development and
refinement. Indeed, there is room for furthe work to provide a more detailed
methodology for asessing some kinds of economic impacts, and incorpoate some
of the additional andytical dimensions that are discussed in this eport, for example

in relation to the economic and socio-economiaistribution of benefits, and the
economic multiplier perbrmance of investments.

To date many companies have focused refdng of their development contribution
on community investmen programmes and masures of Cash Value Added (CVA).
This leavescompanies exposed for at lea$ two reasons. Firstly, community (or
social) investment programmes, althagh often rationalised as a form of oprational
risk management, tend ® have little to do with core business activities, instead
playing a role as a form of globd reputational assurance!’ Reportirg financial
contributions to community investment programmes may saisfy to some extent
institutional ethical investors and international canmunity dewelopment NGOs that
companies are doing esomethingeot build a relationship with society, but it is
unlikely to provide sufficient informationto persuade the wider domestic political
audience that, in the country as awhole, the business is a positive forceor social
and economic development.

Futher, as proportionate expendture on community investment increases,
institutional investors have a new concern.. thatthis expenditure mightbegin to

materially affect overall earnings. A one anonymous ethical investment analyst
recently explained, *What is mostimportant is not to prove that community
investment programmes realise local benefs, but that this expenditure is ecost
neutral, ie does not aversely affect the overall financial performance of the

business.Z

Secondly,with respect to the reporting ofCash Value Added (ZA), in economically
poor and poorly governed countries suchinformation is limited as a means of
providing assurance to investors and ectkble witnessese (media, NG§ opinion
formers etc)that the investment is generating an adequate rate oEconomicreturn.'®

" There are of course exceptions, such as in Nigenghere there is a strategic dempt to link investmentin
community devebpment to reductions incrude oil deferment. SPDC (2003) P@le and the Environmentdnnual
Report, Port Harcourt: ShélPetroeum Devebpment Company, Nigeria

18 1t seems likely that accauntants were influential in the selection and design of the GReconomic indicabrs, which
might explain the promotion of indicators that present figures taken drectly from the financialaccounts (pincipally
from the profit and loss account/income statemet) as surrogates of eonomic benefit.
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Although in theory the financial value addd (the difference between the costs of aw
materials and payments to suppliers) isavailable for distribution to employees,
governments, investors and local comunities, in the upstreanm oil and gas business
in developing countries obstacles to the equitabe distribution of this value are
many. Forexample:

» in many low-income countries, publc sector finance suffers fom institutional
weaknesses, and may be ineffectiven managing the volatility ofresource rents
in relation to exchange rate stabilly, or in allocating revenues to public
expenditure priorities, including develgment or poverty redwction programmes
targeted at the egion of opemtions;

» dividends tend to returnto the equity holdes of the joint venture partners, who,
other than the ubiquitous national oil company partner, are frequently
eincorporatede outside the host country;

» the econonic value added to society from capital expenditure during the
development phase of upstream ingstments may be constrained by technical
limits that act as barriers to localpeople realising employment opportunities or
to supply chain entry folocal firms;

» with regard to operational expenditure once operating the upstream oil and gas
business is rarely employment intensivand the same supplychain constraints
often apply; and

» the positive economic impact oftax allowances that encouragee-investmentin
new eexpansions projects, can be undermined if companies inteoially
schedule their expansion programms to minimise tax payments on arolling
basis.

To be meaningful to stakeholders living within the host society, oveall figures on
contribution need to be given context so tlat their relevant magnitude and
significance can be gauged. What is also needed is to know how overall figures
break down at the country leveland over time, and the significance of this
breakdown to the country or audience in questin. Forexanple, is the mgjority of
this expenditure during the development plase of an oil or gas field project, and
does it represent 5% or 0.005% of GDP What prgortion of expenditure was made
through firms who enploy people living within the oil or gas producingregion; and
within this, what proportion provides direct or indirect (supplier-related) employment
benefits to directly affected communities?
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Returning to the example of the GRlconomic irdicators, it is understood that the
issue of ssignificancee inthe reporting of econonic impacts dd arise during initial
discussions to define the GRI 2002 economic indicatorS. Indeed, progress was
made in incorporating supplementary infanation that would provide some broader
economic context to thefinancial numbers. Forexample, the 2M2 indicator EC20n
revenues (which in the G3 version, is split between EC1 and EC3) suggest
companies report not only the financial figte for net sales ofproducts and services
but also report market share and sdes for countries whee national salesrepresent
more than 5% of a countryss GDP. One can thus argue that the principle of reporting
the economt significance of financid performance does underpin some of the GRI
economic irdicators. More though, could perhaps be donéo extend this idea of
reporting the significance of financial figues to take account of the interests of
different stakeholder graups and of the distributional effects of economicimpacts.
2002 indicator EC13 on indirect ecommic impacts makes a start in this direction,
and further progress hasbeen madein the equivdent EC9in the G3version,® but it

is not considetred a ecoree indicatgrand is still a narrative and mostlyqualitative
indicator. The management #mewoik presented in Section 4of this report offers
some ideas to improve reporting othe significance and distribution of positive
economic impacts.

The gaps inidentified in the GRI B02 economic indicatos explain in part the new
sectoral focus of the GRI in developing ¢hG3 indicators wih sector supplements
and national annexes. As these discussions mee forward, a clear dstinction is

needed betveen the use of financial fjures as economic surrogates and the
interpretation of these numbers in terms oftheir distribution as benefits across

society. But, linking economic benefitsreporting to the financial accounts is
important, and should be retained, not least because it helps to inform the

commercialbusiness case for the companyes effts in this arena. Whee more effort

is needed s in interpreting the significance of these numbes in tems of their

contribution to public policy targets for néional or local econanic development, and
in terms of he way inwhich economic benefis are distributed to different partiesat

the local, provincial, national and intemational levels.

In summary, countries where economic del@ment is poor and the puilic sector
inefficient, disclosure of Cash Value Add# provides a shallowbasis for reporting the
economic and socio-economic rate of investment return. Offieg financial numbers
as economic surogates piovides audiences little context for interpreting eithe
whether these ae meaningful to the piorities of local, regianal or national society,
or whether they rflect well on the short or long-term status of the busness. Put
more candidly, few are impressed when &ig company gerrates big numbers.

1 A. Henriques, pers comm, Sept 2004
20 Gbbal Reporting Initiative G3 /ndicator change$ttp://w ww.globareporting.org/NR'r donlyres/8F4781CA-BB96-
4B68-8FED-A1CBAADE353/563/1 ndicatorChanges &DraftG3_FnalG4.xls
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What impresses more is an honest
interpretation of the relevance of these
numbers to the social, economic and
investment priorities of those receiving

the
initiatives point to the need for reportng

information. A number of dter
a deeperanalysis of the components of
Cash Value Added. THe are given in
Box 3.

2.1.5 Beyond Cash Value Added

The focus on a breakdown of Cash Value
Added is further limited by the omission
of other ways in which upstream oil and
gas development businesses interat
with the dewelopment priorities of poor
countries. Areas of reporting that could
benefit from a swideninge of the cuent
focus of emnomic reporting on CVA
include the pefformance of the business
in contributing to:

» macro-econanic stability;

» an improvedforeign investment
climate;

» a stable andpredictable tax base;

» direct product and services utility
(mobility, lighting, energy, product
R&D egsolar);

» the indirect impact of products and
services on public sevices: health,
education et;

» the transferof ethical and quality
standards tosubsidiary company

Box 3 Initiatives That Have Sought to Deepen

Economic and Socio-Economic Reporting

o the IFC economic framework for assessing development
impact — a valuation model promoted by the International
Finance Corporation which uses a stakeholder-orientated
approach to measure the economic additionality of private
sector investment. The framework measures, for example: the
economic benefits of staff training; technology and skills
transfer to local supplies and contractors; effects of supplier
and distribution networks; local market development; and the
multiplier effect on local trade through procurement (IFC (2002)
Results on the Ground —
www2.ifc.org/economics/pubs/results.htm)

o the Sustainability Framework of the International Finance
Corporation, which offers a means to rank companies against a
suite of environmental, governance and socio-economic
performance standards.  With regard to socio-economic
performance, companies achieve the highest level of ranking
only if they have a wide influence in driving best practices in the
areas of local economic growth and SME development, and/or
enter into public-private policy dialogue relating to revenue
management and improvements in the legal framework for
revenue-sharing that leads to results in substantive change at
the national level (IFC (2003) Measuring Sustainability: a
Framework for Private Sector Investments —
www2.ifc.org/sustainability/docs/measuring_sustainability. pdf)

o the World Bank CSR-Public Sector Diagnostic Framework,
which includes monetary flows to the public sector, employment
and human resource development, technology transfer, and
procurement and supply-chain management (Corporate Social
Responsibility Practice, World Bank —
www.worldbank.org/privatesector/csr/prac_work_prog.htm)

o studies on the role of public sector in incentivising foreign direct
investment point to the main benefits of FDI, including:
improvements in balance of payments, growth in domestic
savings and investment, transfer of input technology and skills,
job creation, environmental benefits, stability in foreign inflows
of funds and higher export growth (for example, Mehta and
Dugal (2003) ABC of FDI, pub, India: CUTS)

o a framework for ‘pro-poor’ investment framework developed
by Emerging Markets Economics for the UK Department for
International Development. This looks at the contribution of
business in three ways: (i) conventional economic growth, in
the form of ‘revenues-less-expenditure’ on wages, depreciation,
interest, tax and profit; (i) socio-economic benefits, in the form
of business activity that inherently contributes to social
inclusion and social development arising from, inter alia, the
geographic location of business activity, the extent of market
penetration, the effect of distribution channels, the types of
labour requirements, local business linkages and local
multiplier effects, revenues reinvestment in the local area, and
the redistribution of taxation; and (jii) socially responsible
business practices, such as goods and services designed for
low-income consumers, social investment and charitable giving
(including partnerships with local communities), efforts to
maximise local content through procurement and sub-
contracting, and employment policies that favour the
disadvantaged (DFID — www.dfid.gov.uk search: ‘pro poor
investment’)

shareholders and sypliers/ contractors;
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» operational infrastructure that providesa public service (eg certain facilities
access roads or port facilities, or FPP arrangements for dualpurpose power
generation or wate supply); and

» community investment activities thatcontribute to regional and national lewel
development, such as in the aea of economic planning.

Oveall, it would seem fair to conclude that international standards for reporting the
economic and socio-economic benefits of business in the contexbf the
development priorities ofpoor countries could be mproved.

2.1.6 Traids in Investor Anal\sis

Thee is though pehaps a moe fundamentd change taking place in the field of
corporate reporting than working up new economic indicators. Institutional portfolio
investors have for some time relied onSocially Respondile Investment (SRI)
information for companies reporting theirperformance against aggregated generic
indices, which are applied to all businesoperations regardless of wheher they are
operating, sourcing or narketing in developed or developing countries. The way in
which the &R, FTSE4GQD, and Dav Jonessustainability indices have been appliel
are cases in point. As companies move tim developing countries, and social and
economic issues become more important, some SRI fund magers”* are beginnirg
to find that the benefits of being able to compare compamis directly againsta
common set of indicators are owtveighed by the limitations of such scomparabilitys
as a means of informing investorsof their true exposure to reputational and
commercial risks?

SRI fund managers andhihouse corporategovernance analysts have responded to
these shoitcomings by inceasing their direct e.engagements with compaes at the
corporate level. These face-to-face visifecus on pe-selected envionmental, social
and governance topics allowing, in theorythe analyst to gather information on the
areas of highest commaercial risk or opportunity, and provide a level of confidene
that the risks are being propety managed and the oppotunities realised.

This is the theory. Irpractice it seems tlat at present the emphasis in .engagemente
strategies remains centred on generalised topics rather than specific risk events or
opportunities at specific locations and tlat might have a bearing on a&ompanyes
revenues, profitability or cash flowor its long-term business gravth. Further,
engagement strategies tend to be builaround the more mainstream environmental
and social ssues of the day: global warming, human rights (child labour), and

21 personal experience of the author.

22 Beyond the recogised shift in the geography of earningsanother possible cause of this change of heart in the
investment comnunity could in part be the introductionof the mandatory sLivdRisk Reggtere for UKisted
companies, which profies location-specific commercial and non-commercial risks
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community (social) investment. Direct egagement on a companyes p&rmance in
contributing to the broad sweep of economicand socio-economic benefits in relation
specifically to its developing county opertions seems not to have materialised in
any depth.

Despite these limitations, the stategy of institutional investors to extend their
analysis fran simply the comparison of companies against aggregated gened

indicators, to direct engagement on peicular issues, is of significance. It is
arguably symptomatic of a broadening othe basis for fund management decision-
making in relation to governance issuedrom the use of aggrgated Goup-leve

information, towards the use of information on operation-specific, short-term
operational risks and long-term growth prospects, materal to the commercial
fortunes of the Goup as a whole. Thee ishope then that before long fundmanagers
with energy companies in their portfolioswill begin to assess whether future returns

for their clients (such asthe large pension funds) might not be tied in part to the

domestic political and sacial acceptability of the upstreamhydro-carbonsindustry in

the Groupes main growth centres. Where this thought to be the case, an
engagement stategy willbe needed that focuses discussion rot only on whether, as
a whole, the Group has policies and systems inplace to assess and mitigate the
conventional rmange of potentially advese environmental and social impats of oil

and gas operations, but how individual operations are contributing to the
distribution of in-country economic and socio-economic benefi

To be morespecific, it is quite likely therefore that in the nearfuture engagement
with corporations by investor analysts will require evidenceof the ways in which
*high-riske orehigh oppatunitys subsidaries, joint ventures or caintry businesses ae

contributing to regiond and natiornal economic and socio-eonomic development
priorities. Those subsidiares, joint ventures etc that can demonstte that they ae

systematically gatherirg, reporting, and continually enhancing their economic and
socio-economic performance in relation tohe priorities of the host government and
those living in operating regions, are kely to be rewarded by the mainstream

investor community.

2.1.7 Conclusions

Within many of the worldes multi-ndbnal integrated oil and gas conpanies, the
geographic shift of growth centres towarsl underdeveloped counties and regions in
Africa, Asia and Latin America carriesew risks for both near-term earnings ad long-
term access to business opportunitis. Expanding the business pring@ally through
upstream cdevelopments in deeloping economies demands not only external
investor confidence but also broad in-comtry pdlitical support. The greater the
reported mutuality between, on theone hand, he intemal retums on oil and gas
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investments and, on the other in-country economic and socio-economic
development benefits at the localprovincial and national level, the more lilely it is
that this political support will be maintained and shareholderssatisfied.

However, delivering and reporting enhanced economic and socio-€onomic
performance is not easy. Oil and gas production in low-income countries and
regions brings about an array of complex commercialpolitical and governance
challenges. These see as bariers to achievingconnectivity between the activities
of the business and tangible economic and socio-economic benefits within society.
Identifying whee exactlythis connectivity lies, or might be developed, and finding
meaningful and credibleways to repat business performance gainst it, is the focus
of subsequent sections of this report.

2.2 A <Drifte in Comprehension

The discussion thus far hascentred on upstream investments in developing
countries. In downstream manufacturing idustries (chemicals,refining) and retail
operations (ubricants, fuel, convenience stores etc) located in moe developed
countries, the drivers for socio-economicreporting still exist, though they ae
arguably perhaps less ugent. The dwers fall into two categorés:

» the attention of the mediato negative sissuese in the industry; and

» the one-dimensional reporting of financial accouts.

Here the eonomic <benefits gape is more one of perception, with a driffhi

comprehenspn in the connectivity betweenthe internal activities of downstream

energy companies and their economic impact on wider society.

2.2.1 Dislocation o the Hydro-Carbons Industry from Society

The first driver for change in external reporting is the dislocation in gerception

between the generalpublic and the industry, brought about in large part by the

attention of the media to enegative gsues.e Over the last ten years, fausets of

issues havecome to and continue to dominate:

» redundancy in declining oil-producing regios (eg in Aberden, Scotland with
respect to the opeations in the Noith Sea), orin regions whee oil refinery

operations ae losing business to newefineries built in developing countries;

» fuel station prices, for example sthe pumpwarse n the UK in2000;
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» global warming andrenewable energy, asnoted in John Bravne (CEO of BP plc)
in his Stanford 1997 adiress acknavledging a «/ink between the concefration
of carbon dioxide and tfe increase in temperaturg and

» tax exemptions and avoidance veicles, such as foreign sales corporations
(FSCs), home country taoredits, taxwaivers for mergers and acquisitions etc.

The argument put forward in thisreport is that the focus by the media on the
negative perceptions of he industry has begun to cause a diocation in the minds
of some opinion-formers. The concern is for aift in comprehension in terms of a
linkage between the internal activities ofthe downstream hydro-carbors business
and its external economic impact orwider society. For example, few in the media
report on oil and gas cmpanies as eenerg/e businesses contributing tomobility,
lighting and heating; or on the ways in which these produstin turn cantribute to
improvements in almostevery aspectof modern life, from health care to education;
or on these companies as innovators inareas such as eco-efficiency thnology,
lubricants, solar panels and convenience stores.

As with economic and socio-economic reporting at the operationdkevel in
developing countries, a @dicated frameworkfor reporting that identifies, prioritises
and fuels a narmative on the economic and socio-economic performance of
downstream operations is needed to seconnecte the businesswith society.

Curently, there seems to be an absence dd systematised approach to reporting the
positive economic impacts of tle hydro-carbors industry at a global or country level,
or the ways in which positive ecoomic impacts might beassessed in the wider
context of the industryssshort and long-term adveise envionmental, economic and
social impacts. It should be noted, however, that the management framework for
economic and socio-economic reporting presentein this report makes no attempt
to judge the possible trade-offs between the positiveeconomic contributions of the
business ard its adverse impacts, such as agmst bio-diversity issues climate
change, health and safty incidents, or localised adverse economic esboomtowne
impacts. Indeed, it is difficult to conceve of acredible methodology that would
calculate and eport the oveall extemal *net benefite of an investment on society.
This said, fnding a waydefensibly and haestly to report the economic and socio-
economic benefits of business will gaisome way to informingdiscussions with both
internal and external stakeholders as tavhere the trade-offs, paticularly the socio-
economic trade-offs, might lie.
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2.2.2 One-Dimensional Finanal Disdosure

As with reporting on business performance for upstream operations in developing
countries, disclosure of the companys financial accaints for downstream
operations in developed countries rem@s the principal source of externa
information reporting on broader economigerformance. The problem is that the
interpretation is one-dimensional, focusingon what the figures mean only in direct
commercial terms. There is very littleierpretation of the financial numbers ... opex,
capex, corpaate tax, enployee andR&D expenditues etc ..in terms of the socio-
economic consequence®f the businesses financial peiormance.

The same is true for businesses in del@ping countries, though ths may be
changing. Some operations inpoor countries and regionsare beginningpublicly to
disclose agects of their socio-emnomic performance alongside their financial
performance  This includes repating against local camtent, payments to
government,human resource developmety and community investment.

Nevertheless, it is clear tht more work is needed to address shortcomings in

economic and socio-economic reporting for operations in both deveped and

developing nations. Theframework for reporting described in this study may offer a
starting point. CGher work is also needed to claify the precise pathways though

which core business acivities contribute to society, especially with respect to the
impact of integrated oil and gas businesses as sergys compaies.
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3. Overcoming the Challenges to
Reporting Economic and Socio-
Economic Performance

3.1 Introduction

As indicated in Section 2, there have beenvarious attempts, both external and
internal to the major multi-national oil ard gas canpanies, to improve economic and
socio-economic corporate reporting. Among the exnal initiatives are the
aforementioned Global Repding Initiative (GRI), IFC Economic Valuatioroliel, and
the DFID programme on measuringpé impact of business on poverty. The internal
initiatives undertaken by energy cmpanies ar many. These genedlly include
annual corporate susainability or corporate citizen reports; health, safety,
environmental and conmunity reports at the operational level, and disclosed
financial information at the operational and corporate level.

Each of theg efforts has met withvarying levels of success. Described below are
ideas leamed from these effots for overcoming the main challenges to eporting
economic and socio-economic performance. The ideas fam part of a broader
management frameworkdr economicbenefits reporting described in Section 4and
summarised below in Figure 2

Figure 2 Building Blocks of a Management Framework for Economic and
Socio-Economic Performance Reporting
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3.2 Reporting the Public Policy Context for Doing Business
In compiling this report, many of thecompany staff interviewed cited the constraints
they wee under as an enegy business tobeing able to enhance theireconamic and
socio-economic contrilutes to wider society. These included the tens of
transactions with government and ational oil companies, for example in relatio
with the timing of paymaents of resource rats; the wider policy context forupstream
development such as the stategy of the govenment for export-led economic
growth; or the reality of competitionm a global free market which limits the room for
companies to take unilaeral actionsthat might raise costs orreduce returns. The
problem with omitting to report these higher-level legal, contactual, policy and
business castraints is that much ofthe economt and socio-economic performance
currently reported eappease to extenal stakeholders to reflect internal business
decisions and piorities, when in factthese decisions are shaped by foces outside
the control of the business.

An examplewould be Kazakhstan.Here, the government hasadopted an oil-based
export-led, economic dewlopment strategy,supplying markets in Eurpe in order to
reduce theirdependency on Russiarsupplies. Criticism levelled at oil copanies
operating in Kazakhstan for not investig in economic value-adling facilities such &
refineries, distribution etc, would theefore seemmisdirected. Companiesdo make
a choice about whee they opeate, but are rarely involved in the econonic growth
policies of sovereign governments.

What is needed, theefore, Figure3a  Business Context (constraints/incentives)
is an approach ®©

Independent panel reports
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3.3 Tracking Socio-Economic Beefits through the Financial
Accounts

More so han the external disdosure of localised canmunity investment
programmes, reporting the wider economic and socio-economic contributions of
energy companies at theegional and national levels will need to be closely tracked

in financial terms by eat business. Internal assurances will be needed that the

information reported is defensible, and that any tagets set for improving

performanceover time, in particular thosewhich might lead b modifications to core
business practices such as sub-contrating or facilities maintenance, rinforce rather

than undemine core business objectives (seeSection 3.6 on managing the risks of
reporting).

To meet these requirements, the daft framework for socio-economic perfomance
reporting proposed in this report draws on recent thinking in Benefits Redisation.?®
This is the process of tracking thedeployment of a compayes resouces and
expenditure to assure cmpatibility between the outcomes of an activity and the
original strategic business objectives thatlay behnd the deployment decision. In
the case of reporting eonomic and socio-economic benefits, this means, for
example, tracking improvements in localisinghe use of sub-contractorsso that not
only socio-economic inprovements ae recorded (eg inceased local employment
opportunities and economic multipler effects) but also the mnsequent opegtional
expenditure savings in catracting costs to the operating company.

Such <benefits tackinge will be easie to sustain over time, and more likely to point
towards a win-wine outcome forthe business and wider society (ie ddivery of a
emutualitys of benefit for internal and exernal stakeholders) if the process of
gathering data for reporting is linked to the mainstream financial accounthg and
management data system (see Figure3b). Thiswill mean working with specific line

items in the existing igure 3b Financial Figures
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Annual accounts
Government policy

Sheet) and drawing o
Review internal priorities for socio-economic
related datamanagement County repors promnce g

l Internal interviews

Scoping

Commercial strategies

External opinion formers

systems. The approad

_________________ » _ Socio-Economic Risks and
. Performance Themes' controls
has the added attraction —1—F

Reporting ‘narrative’, and

of ensuring that, as eI
quirements
guidance for benefits \ [ \ | \
Business context Other internal External stakeholder Roles for others in
I’epOI’tlng e\/O|VeS |t Wl” (icnoclsr:‘r‘a\;gsl management data priorities (interpretation) Z;o{i:éyr::g?::gted
be truly integrated W|th Information gathering already New automated

automated and accessible information gathering

2 Warner,M. (2003) Puting the Sustinable Devebpment Performanceof Companies onthe Babnce Sheet
London: Overseadevelopment Institute ...
www.odi.org.uk/P PPG/acti vities/ country_level/ odpci/ c3software/ BalanceSheet.pdf
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the business, helping tomake striplebottom linee reporting areality, and o prevent
the principle of emutualitys being narraly interpreted as a bolt-on, unconnected with
the reporting of internal financial returns.

3.4 Meaningfulness of the Information Disclosed

As discussal earlier, the indicatorsadopted under existing nitiatives usually offer
little context within which to judge whetherthe value cited issignificant in terms of
its contribution to some economic or socialpriority in society. In othe words, the
emagnitudee of the variable is reportedout less soits esignificancee.

The draft framework for

reporting developed in tis Figure 3c  Internal Management Data and External Priorities
StUdy SeekSto Stlmu Iate the EFCETE ST GRS Review sources of information on external I v .

i I Socio-economi rioriie jement data
dISC|OSUI‘e not Only Of r——— stakeholder socio-economic performance: priorities ag
financial information but ovenmet ol i —

Review intemal priorities for so_cio-eoonomic Commercil stategies
HY Country reports performance reporting
also of additional
External opinion formers l Internal interviews

sinterpretives  information

Socio-Economic Risks and
. . T 1 Performance ‘Themes' controls
(see Figure 39. This |

interpretive data takes o A — R omain
requirements
| | |
Business context Financigt£: Doloc fae athoee
(constraints/

. . . incentives) ||

» internal (non-financial) i
Information Lt
management ™

information, such as the

number of employees,

proportion of nationals versus expats, or proportion of employees living locally;
and

» external contextual information, sub as reporting average skill-baed wages as
proportion of average national wages, onumber of employees living locally as
proportion of total number of local unemployed.

In addition, and as noted, Cash Value Added and other meentional economic
indicators can be a poorreflection of the economic contribution of business to the
development priorities of poor countriesor loca societies. A broadening and
deepening of the choice of themes for economic and soci@@omic reporting is
needed: ore which allows for a cleser fit with the activities and impacts of the
business interms of the development agendeof the host muntry and region. To
achieve this the framework promotes an ealy escopinge &ercise to glide the
compilation of information for reporting towards those economic and socio-

22



Assessing Business Development Impact:
A Management Framework for Improved Economic and Socio-Economic Performance Reporting

economic benefits that are a pority (see Figure 39. The poposed scoping execise
is not limited to solicitation of benefitpriorities from external sakeholders aly.

Figure 3d  Scoping Exercise
It also encoumges the

views of internal staff to

be taken nto account, —

inviting comment on the u

areas in which they = —

believe the business adds L

or could add value © |
wider society. . |
T T
Business context Financial figures Roles for others in
(constraints/ n) society suggested
incentives) L L by the reporting
Information-gathering already New automated

automated and accessible information-gathering

3.5 Prohibitive Costs ¢ Benefits Reporting

Both Shdles experience with country elocation reports,» ard the recent surveys
undertaken by Emeging Marke Ecanomics for the UK D@artment for International
Development (DFID) oneconomic impact repating in the context of poverty
reduction, show that thecosts of economicreporting are not nsignificant. Detailed
costings were not available for this stidy, but most likely run into tens of housands
of pounds for consultanse fees plussubstantial man hours d internal staff time n
finding or compiling the requestal information. Because economic benefits
reporting is not systemaised within companies, much of the information has to be
collected through stand-alone sureys orrequests for specific information not readily
available within existing databases. According tothe site visits conducted for this
study, informational areas particularly lacking with regard to economic and socio-
economic benefits reporting include:

» the impact of procurement strategies and supply chain management on
generating economic multiplier effects at the community, municipd and
provincial level;

» the effect d capital expenditure on impoving local and regional infrastucture;

» the impact of products and services on consners, eg in terns of utility, mobility
etc; and

» the impact of operationson local institutions and the legal famework, such as
the effect of stability clauses and intanational arbitration within production-
sharing contracts.
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For benefits reporting to Figure 3 Automated Information-Gathering and Interpretation
become a reality,ways ae

Independent panel reports

Review sources of information on external
n e e d e d to red u Ce m e stakeholder socio-economic performance priorities I Management data
Media/published reports E’)
current dependency on sovenment sy 1 el -
. Review internal priorities for socio-economic i wn
free-standing suweys and Couny rpors permrce eporig o saeoss
t t d External opinion formers 1 Internal interviews
O m Ove OWar S »  Socio-Economic Risks and
. H Performance ‘Themes’ controls
automated data-gathemg g
. . c : Reporting ‘narrative’, and
focus groups main
and interpretation. anomat
Integration of benefits \ \ \ |
Business context Financial figures Other internal External stakeholder Roles for others in
t' th H t (constraints/ management data priorities (interpretation) society suggested
repo r I ng WI eXIS I n g incentives) L ; L ! by the reporting

financial reporting is one
way to achieve this,

combined with the use of
esofters management data
to provide interpretation. Futher, new quarterly reporting requirements could be
introduced into the contracts of the main engineeing and procuement contiactors,
for examplerequiring information on the registered location of suppliers,nationality
of employees, trainirg hours contributed and technologies trarsferred.

Interpreting these data in the context ofpublic policy incentives and external
stakeholder priorities is more challenging. Quccess will depend to a large degree on

the effectiveness of theaforementioned scoping execise in identifying what eally

matters,» aswell as accessing national and international data on macro-economic
and human development targets andindicators awailable from sourcessuch as the

Finance Ministry, World Bnk,* United Nation$® etc.

It is worth noting that the upflont scoping execise need ony be undetaken evey
three to five years, or at discrete joctures in the life of an investment. This is
because it is unlikely that within time frames of three tofive years, the broad public
policy environment, the basic business stratgy orthe extemal stakeholderpriorities
will change sgnificantly.

3.6 Risks to Business of Benefits Reporting

It became clear during the progress of this study that reporting economic and socio-
economic benefits caried vawning degrees of isk to the company. The basic
problem is that many ofthe economic benéits likely to be reported are implicitly
edirectional.» For example, if aompany regorts the nationality of its employees, it is
making the implicit statement that the more nationals employed, the better the
economic performanceof the company. Depending on the skills levds of the

24 Worl Bank Data and Statistics www.worldbank.omg/data
25 United Nations Himan Devebpment Indictors ..http://www. undp.org/hdr2003/indi cator/index_indicators.html
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available labour pool, improving performaice in this area may acatally carry
commercial risks. Likewse, by reporing third-party spend on suppliers catracted
from the local region, tle company & running the risk that it will, over time, promote
procurement of sub-standard materials and urreliable contractars.

One can see that in theuture, as a deeperand widerrange of economic and socio-
economic themes ae reported yearon yearand become ade facto performance
target, improvements in performance mightactually work against the short to

medium-term commercial interests of the bsiness (notwithstanding the fact that
they might concurrently contribute positively to the companyes rputational and

compliance nterests).

The study looked atthree e Controlling the ‘Risks’ of Reporting

ways of contolling these

. - - Independent panel reports R
Y eview sources of information on external
repo rti ng 1S ks . F"St1 th € stakeholder socio-economic performance priorities Management data
. . Media/published reports.
scoping exercise, . | Jp—
Government policy
Review internal priorities for socio-economic .
S u g g este d aS a Way to Country reports R Commercial strategies
1 External opinion formers 1 I 235
focus on benefit tremes ’
__________________ » Socio-Economic
. . H Performance ‘Themes'
and indicators sthat i
H s : Reporting ‘narrative’, and
matter,» now includes a 8k Stakeholder focus groups ~ =-=---=---- main information
requirements

grading cdumn identifying | | ‘ |

. Business context Financial figures. Other internal External stakeholder Roles for others in
repO I’tl n g th emes an d (constraints/ management data priorities (interpretation) society suggested

incentives) L L | by the reporting

| n fo rm atl 0 n C ar ryl n g Information-gathering already New automated

automated and accessible information-gathering

commercial, complianceor

reputational risks. Second,

explicit econtrole measures can bedentified to reduce risks to acceptable levels.
Third, it is recommended that the reporting of economic and socio-economic

benefits incorporate an advocacy compoent, identifying the possible emle for

otherse ... govament agencies, international donors, internaional NGOsetc ... in
shaping policy or regulatory standards, or working in partnership to incentivise the

company and shae the bumdens of continued enhancement of socio-eonomic

performance

With regardto the latter of these roles(partnerships), BP, $ell and the other oil

supermajors are activelyengaged indeveloping strategic alliances with civl society

and public sector authorities to mange sccial and environmental issues. Initially

aimed at improving the relevance and wiainability of short-term community
investment programmesthe approach is nav being applied with the aim of reducing
the cost buden and shaing the risks of wider economic benefits, such as
maximising local content, widening trainingopportunities, building local, regional

and national institutions, and contributing to local and regionalinfrastructure.
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Examples fom within Figure3g  External Roles
the BP Group include
th e R e g IO n al [V 3T Review sources of information on external I " e

. i i priorities lanagement data
Development Planning Medifpublished repots l —

g Government policy
F orum n Itl ate d by — Review \nI(;rg:L?;:r;\tc\:sr;rcsrg%o-econumic Commercial strategies
B PXC |n Casanare, External opinion formers 1 Internal interviews
Colombia, and the EEE— * paroma s |
Dlve rSIerd G rOVVt] E Reporting ‘narrative’, and
Stakeholder focus groups ~ -=====eseeen main information
Strategy =~ of BPes e
; \ \ \ \

Tan g g u h L N G p roj e Ct Business context Financial figures Other internal External stakeht
i i i (ponslraintsl ‘ managen?ent data priomi?s (interp!
in the Bewu-Bintuni —— e
B ay reg |O n Of We St Information g:?dering alr_eady New e_iulcg:;ee:ng
Papua, hdonesia.

Both of thes are partnership-based initiatives inwlving a range of civil society and
public authority parties, and both seek to scale up and mvide long-term

sustainability to the economic and socioeconomic benefits bought by the company
to the region of opemtions. The fomer aims to achieve this through more

transparentand effective public sects management of oil production revenues; the
latter by stimulating economic growh, not immediately adjacent to facilites (which

is deemed unsustainable) but in egional towns able to accommodate the
anticipated pressures.
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4. A Framework for Reporting
Economic and Socio-Economic

Performance
o

4.1 Introduction

Designed inpart to overcome the persistat challenges to meaningful ecaomic and
socio-economic performance reporting, # building blocks of a framevork for
gathering, interpreting and reporting the economic and socio-economic besfits of
energy companies is presented asFigure 2(page 19). Itsmain applications are
discussed in this section, along with a description of the ways in which the scoping
exercise might be caried out in practice, the importance of compiling different types
of information into Rewrting Regisérs, and a method for managing the inherent
risks.

4.2 Applications

Above all, the famework is intended to boaden extemal repotting within enemy
companies in a manner that makes more explt the positive linkage between core
business activities and the economic and socio-economic priorities of the host
society.

The famewok is intended to be applicable first and foremost at the country
operational level, for example to inform quaterly business reports or the preparation
of annual country-level social and environental reports. Wih regard to corporate
reporting, the utility of this wil emerge overtime. For exampleit could be used to
generate a generic set of economiand sccio-economic indicators that could be
aggregated across opeations, such & in the areas of payments to government, lota
content and training.

It could also be applied to generate a global map (accessible online or in hard copy)
showing how oil and gas operations aroundthe world contibute to the economic
and socio-economic performance of the countrin which theyoperate. As illustiated
overleaf in Figure 4 «drgp-downe boxes would Hdow the userto look at the oveall
scope of economic and socio-economic repontgy for a particular county, as well as
to access detailed data foreach of the pioritised sbenefit themes.

4.3 Scoping
An evolving checklist of potential positive econamic and socio-econanic reporting
categories and themes for the hydro-cartons industry ispresented overleaf in 7ab/e 1.
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A wide range of sources was used to corig the checklist including those detailed
after the table, on page31.

Figure 4  Country Economic and Socio-Economic Contributions of Multi-National Energy Companies: an
application of the framework for online performance reporting
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Table 1 Checklist of Economic and Socio-Economic Reporting Categories and Themes for
Integrated Oil and Gas Companies (with template for identifying Stakeholder Interests)

Discrete | Stakeholder Groups
business
ordvs | Internal Stakeholders | External Stakeholders
Reporting Reporting _ o | . 2 =
: o [ 2 8 = =
Categories | Themes e | B 215 |E|. . g
S = = E 2 E |7 | = il -
= o | o v | & o g = >3 |88 |8 8%
= S | o = = | 2 o | @ S |8s |gas |5E
2215|2828 |2 |z|lgs=|ge|82|8c|S8
L2 2|3 |28 |5 |5 2|22 |38 | ol |oE |80
58| 5|2|8E |5 |25 |8|=5|=58|=25|58 |58
2| 351381232 |5 |58[82 |28 |28[E8

Products and
services

Country/region source of raw
materials/supplies

End-user utility of products and services —
fuel, mobility, lighting, convenience

Market penetration and product diffusion

Product and service taxes

Research and development

Monetary
payments to
the public
sector

Signatory and bonus payments

Social funds

Royalty payments

Profit oil

Cost recovery

Profit tax

Withholdings from foreign sub-contractors

Tax credits

Indirect taxes — contactors and sub-
contractors (profit tax)

Indirect taxes — income tax paid by
national employees and foreign
employees working for contractors and
sub-contractors

Indirect tax — social security contributions
paid by national employees working for
contractors and sub-contractors

Reinvested
earnings

Location of reinvested earnings

Profits

General division of allocations

Dividends

Joint ventures/subsidiaries

Corporate level

Political
Stability and
Governance

Involvement of government institutions in
international processes

Transparency in revenue flows

Development of capacity to manage
revenues at national/regional level

Development/reform of government
institutions

Strengthening the ‘rule of law’, eg
hierarchy of legal norms, international
arbitration

Disclosure of project documents

Economic
growth/stability

Balance of payments/terms of trade

Export growth

Investment
climate

Direct effects on regulatory stability— (tax
regime, compliance requirements

Investment competitiveness — availability
of domestic financing

International competitiveness —
appropriate skills and knowledge

International competitiveness — capacity of
domestic companies
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Discrete | Stakeholder Groups
business
: : orJVs | Internal Stakeholders External Stakeholders
Reportlng Reportlng o |, @ =
. > = Q@ =1
Categories | Themes s 5 218 |£]. g
S | = L | = g | S | 1
8 | E = E | g g | [ R —
= o|lo 8o |8 |wn s | = 28 |85 |85 | €8
0 B £ 3 v o 5 5] ° g -%_9 w-g, D g S £
B s o > | oo | S =] 3 o> o% D G » = T S
.Egé’g_agaemawgwgé%é’;E%
22| &|5|g5|2|38|5|88|828(s8|78(E8
NOC - 10C Intangible economic benefits of
transactions PSClconcession arrangements, eg local
content, training
Transaction design effects on regulatory
stability (tax, compliance, NOCs ‘backing-
in’ etc)
Benefits arising from conditionality of
project financing, eg ‘Equator Principles’,
development finance
Employees Salaries and wages

Training and human resource
development

Local content and staff succession

Other employee benefits

Suppliers and

Local content

contractors Technology transfer
Skills transfer
Local market/business development
Local economic multiplier effect
Infrastructure Operational infrastructure that provides a

and equipment

public service, eg roads, power, health,
education, telecommunications, water and
sanitation

Operational equipment that provides a
public service, eg office equipment,
vehicles

Domestic
banking sector

Cash deposited in local, region and
national banks

Debts to local, regional and national
banks

Ethical and Effects on subsidiary company
quality shareholders
standards Effects on suppliers and contractors
(HSE and Effects on regulatory regimes
social)
Security Employees
Wider society
Charitable Cash
giving In-kind
Eco technology | Eco efficiency
Renewables
Bio-diversity Innovation — bio-diversity/conservation
Social Community content/employment
investment in Community business development
affected Community infrastructure
communities Community institutions and human
resource development
Regional Regional content/employment
development Regional business development
(region of Regional infrastructure
operations) Regional institutions and human resource

development
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» discussionsat staff level from Shell Ihand BP pilc;

» lessons learned from ield visits undertaken with Shell in London ad the
Philippines; AMEQn the Philippines; Bdfour Beatty in Indonesia; and wit two
BP country perations;

» various BP and Shell Location Reports;
» the Shell R@ort (2003) on sustainable development;

» the BP Environmental and Social Review fuml Report (2002) and Sustairability
Repot (2003);

» BP disclosedfinancial aceunts (country andgroup levels);

» sample Production Shaing Ageement (AICO 996, Azebaijan);*
» World Bank Extractive Industries Review,

» International Finance Corporatio «Sustainability Framework?

» International Finance Corporation *Baomic Valuation Method;®

» CSR standards, principles and indicesGRI, @D ME Guidelines, Global
Compact, FTSE4GOODdbow Jonesustainability Index;

» other corpaate annual sustainability reports (Shell, Unilever, Rio Tinto, Anglo
American);

» World BankCSR-PublicSectorDiagnostic and Appraisa Tool*
» Povety Raluction Strategy Papers (vaious);
» United Nations Millennium Development Goal¥;

» various literature on the impactof foreign direct investment

% See . www caspiandevelopmentandexport.com/Downloads/SHA/Eng/agmt1/SD%20PSA_final.pdf

27 See ... WatlBark (2003) Extractie Industries Reviav: Striking a Better Badnce, Fnal Report. Washington DC:
World Bank ..www.eireview.org/EIR¥%20F nal%20Report/ Voume%201%20F nal/ Volume%201%20Fnal.pdf

28 |FC (2003) Measting Sustainability: a Famework for Private Sector Investments ...
www2.ifc.org/sustainability/doc s/measuring_sustainability.pdf

2 |RC (D02) Resuts on the Gromd. Washingbn DC: InternationaFinance Corpration ...
www2.ifc.org/economics/pubs/resul ts.htm

30 Worl Bank (204) CSR-Pulit Sector Diagnostic ad Appraisal Tool. Washington DC: Woadl Bank, CSFPractices ...
www.worldbank.org/pr ivatesector/csr/diag_tool.htm

31 UNDP(2003) Human Deelopment Report 2003 .. Millennium Development Goals: A@npact among nations to
end human pverty. New York: United Nations Devggdment Programme .www.undp.org/hdr2003

%2 including: Te Velde, D.& Morrissey, O.(2001) Foreign Direct Investnent and Poverty,Proposal to DRD. London:
Overseas Development Ingiute; UNCTAD (Q01a) World Investment Repor€001 ... Promoting Linkage&eneva:
United Nations Caference on Trad and Development. UNCTAD (200LBD/ in Least Developed Countries at a
Ghance GenevaUnited Nations Caference on Tade and Devebpment; Rodrik (1999) Making Orenness Work: e
New Gobal Economy and the Deveping Countries Washington DC: Overseas Ddegment Cauncil; Borensztein,
E., De Gregorio, J. & Lee, J-W. (1988)w Does Breign Direct Investnent Affect Economic Growth?Z, Jowatrof
International Ecanomics, 45, pp. 115-135; Berman, E. &Machin, S. (2000) Skilled-Based EBchnology Fansfer:
Evidence of Factor-Biasedethnological Change in Devejping Countries Boston: Bosta University, Dep. of
Economics.
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The checklist can beused in avaiety of ways: (j as a guideto review sources of

information on external stakeholdersocio-economic peformance piorities (reports

of independent panels, media reports, goverrment policy, country social and

environmental reports etc); (i) as the basis for a discussion with external

stakeholders to identify and prioritise the most critical economic and socio-
economic contributions of a companypr (ii) as a point of reference for discussions
with internal company staff on whatthey consider to be the priorities for socio-
economic and economic reporting. The rracategoiies in the checklist ae listed

given in Box 4

The checklist alsoprovides an opportunity for the user to indicate which discrete

business entity (company orJV) is relevant to
Box 4 Categories for Socio-Economic

which reporting theme, as wellas which themes and Economic Reporting

are of interest to which types of stakeholders: be

they internal business stakeholders (investors, © Productsand services

. . . . Monetary flows to the public sector

sponsoring ministry, employees or suppliers); or : _
o ) Reinvested earnings

external stakeholders (institutional investors;

Profits
customers and end-uses; directly affected e Dividends
communities; civil society ... in-country; civil ® Political stability

society ... international; public o LEETEEEEe S

e Investment climate
NOC-IOC transactions

agencies). e  Employees

e  Procurement (suppliers and contractors)

local/regional/national; and official development

Drawing on the results of discussions with staff ¢  Infrastructure and equipment

. Banking sector
from upstream and downstream perations, the _ _
e  Ethical and quality standards (HSE and

narratives on economic performance for which social)
reporting registers have been exploed in this ¢ Securiy

study include: e  Charitable giving
. e  Eco-technology

e  Bio-diversity

Upstream ... oiand gas projectdevelopments e Community investment
e  Regional development (region of
» the contribution of oil or gas field operations)

developments to the provision of dfordable
gas and electicity supplies in-country;

» contributions of the business to macro-economistability through the payments
to the state oil fund;

» contributions of the business to exportéd economic growth in-country through
payments togovernment and suppliers;
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compliance with the local corient requirements of production-sharing
agreements/contracts;

the potential for a positive effect on locd financial institutions from the business
passing its financial transactions thraugh domestic banks;

indirect tax payments to government through national and foreign empjees
working for mntractors and subcontractors;

contribution of the business to skills enhancement through engagement it
training and education institutions;

diffusion of ethical and health and safetystandards to contractors and sppliers;
and

economic ard socio-ecoromic impacts of the businesses community investment
programmes.

Downstream ... rBning, retail marketing, chemicals and renewables

»

contributions to economic development in undedeveloped counties from crude
oil sourcing decisions;

employmentopportunities in depressed local markets;

innovation in sewice stations, eg convenience st@s;

local employment and the local ecolmmic mutipli er effect of ®rvice stations;
support to develop domestic businesses, eg majorand minor suppliers;

the impact of oil tax colleted by serice stations on economy, eg in meeting of
pension requirements;

charitable contributions; and

the business as a market leadeiin research and development forclean fuel
technology and eco-effient techndogy within refinery operations.

4.4 Individual Reporting Registers

A rationale was providedin Section 3for the reporting of economic and socio-

economic performance to be infoned by the compilation of five types of
information, as follows:

»

the business context..competitive realities, legal and regulabry requrements,
and public policy stipulations and in@ntives that frame business decisions and
determine whether a company hascontrol or influence over the economic
benefits stream generated by its operations;
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»

financial numbers ... afinancial indicator that will help descibe performance
with respectto the theme and that § readily tracked through sane aspect ofthe
financial accounts (P&Lgcash flow orBalance Shet);

non-financial management datathat is readily accessible(now or in the near
future), andwhich will enhance reporing;

externd stakeholder priorities ... lenchmarks or targets reflecting externh
stakeholder piorities, which can be u®d to interpret the relevance of th
companyes performance, eg regulatp campliance requirements; public sector
policy targets; national internationd development targets (such as within
PR®s); policies and targds in regional or provincial economic development
plans; etc ard

externd roles ... sggested actions to be taken by non company ptes ...
government service providers and gulatory authorities, trade union
movements, NGOs, comomity groups, international development agenciestc ...
to embed, enhance oisustain the sodo-economic or economigains contributed
by the company.

It is suggeskd that the five types of mformation are gatheed togetherinto a single

Reporting Rgister. Three illustrations of completed registersare given as follows:

»

Figure 6a...contributions to export-led economicgrowth through payments to
government and third parties;

Figure 6b...contributions of a discrde gas condcensate project to the countryes
energy needs; and

Figure 6c... contributions to the natioal economy through expaditure with local
contractors and suppliers.

In each egister, quantitative and qualitative data need to be gbdivided. Whee a

single figure (monetary or otherwise) is usedhis is allocated to the relevant year of
reporting 002, 2003 etc) and a direct link made between this and the origins of the

figure in the companyes financial or manageent databases. Such figure need to

be located in their own delicated column.

It is this register that then provides tle information required by those wthin the

company or at corporat level to prepare enarrativese oneconomic axd socio-

economic performancefor public disclosure. As demonstrated in Figure 4 the

register canalso provide a direct source oinformation for an online evisualisatione of

a companyeseconomic and socio-economigerformance around the world.
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4.5 Risk Control

During the compilation of individual registrs, a common guestionarising ffom those

interviewed within the companywas whethe or not the information for disclosue

identified by this tool requied approval at the corpoate level. Also aised was the
notion (discussed earlie in Section 3.§ of the inherent einverses relationship
between eporting progress against cetain socio-economic peformance themes or
indicators (such as loc4 supplier content) and the commercial objectives of the
company (such as maitaining local procurenment within limits for quality and

reliability).

To addess these concens, arisk assessment Figure 5 below) has been added to
the Repoting Register(see Figure §. The approach is commoto other forms of risk
assessment, with a risk severity rating (beaween 1 and 5 reflecting the
consequences of aisk event bang realised, and management controls introduced
to try to redwce the risk to an acceptable leel. Therisks of rgorting are divided, as
is common practice, into @ommercial,»s«complances and ereputation.e Simple colour
coding has been introduced to assist thos resporsible for approving the disclosue
of the Reporting Register. Precise criteriarfthe rating of risk seerity remain to be
developed, but one idea might be to definehe highest severity rating (ie red/dark=
5) to risk ewents that, if realised, would lead to cansequencesof significance at the
corporate level.

Figure5  Controlling the Risks of Economic and Socio-Economic Reporting

Reputational risks

Compliance risks Controls to reduce risk to

acceptable levels

Commercial risks

Information type Qualitative Quantitative Year Source New C P R Controls
1. Business
context 5
2. Financial
information 4
3. Other
management data 3
4. Stakeholder
priorities 2
5. Roles for others
1

Risk severity rating criteria (to be developed)

35



w
(2}

Figure 6a Reporting Register Example 1: Contributions to Export Led Economic Growth through Payments to Government and Third-Parties

- 9 c
Discrete £ S
Reportin operation, . . . £ o = .
P _g p Socio-Economic Performance 'Narrative' = = 8 § = Risk Controls
Categories businesses or =S 2 g 8 2
ER= = £ 5 8
JVs ¢ 5 EES
£ z ol O «l
Macro Economic Export growth Country level . L o
Stability operation Information type Qualitative Quantitative 2003  Source New C P R Controls
1. Business context State has adopted an oil-based, GDP-PPP ($) per capita X World Bank Large variability in
export-led, economic development (2002) different GDP estimates.
strategy, supplying markets in Europe Cross-check with other
as part of their wider energy security 1 1 2 ;redible sources and
strategy and oil sourcing adjust.
diversification. Current GDP ranking
of country is xth place. GDP ($million) (est 2002) | x World Bank
111
2. Financial Country business operations Third-party expenditure in-  x Supply Chain P&Ls of Set-up costs for
information contribute significantly to total GDP country ($millions) Management main amending or introducing
(though both captial expenditure and contractors new ‘local content'
payments to government). Projections 2 1 1 reporting requirements
are for this figure to increase within main EPC and
markedly. O&M contracts
Other contributions X Consultants report  P&L of Set-up costs for
($million) = operators' country automating total
corporate tax + tarrifs + operations operators' contributions
National Oil Company
(NOC) profit oil + operators' 2 1 1
local employee payroll +
operators' tax payments of
expatriates)
Country operations' total X Of figure not as high as
contributions as % of total might be expected,
GDP-PPP 1 1 3 report'projected’
contributions
4. Stakeholder Local consumers in fear of 'dutch Inflation rate for consumer  x Index Mundi
priorities disease' raising local prices, eg retail prices (2002)
goods, construction, restaurants. 111
5. External Roles State oil fund management and its Refer to other country
relation to public expenditure needs to examples of effective
take account of potential for 'Dutch 1 1 3 stateoilfund

disease' management



Figure 6b  Reporting Register Example 2: Contributions of a Gas Condensate Project to the Country's Energy Needs

Risks of
Discrete k3 5 IREpailg
: : g §
Reportl_ng operatlon, Socio-Economic Performance 'Narrative' 58 = 8868 Risk Controls
Categories businesses or =2 £ 5 8 S
JVs ER 3 E a2
sE 33 55
£ z O] O x
Products and End-user utility of Gas and condensate
Services products and services | development project  Information type Qualitative Quantitative 2006 Source C P R Controls
1. Business context Stage 1 projected to deliver first gas X JV Business  Ministry of
to market before winter of 2006. Plan Finance;
Small proportion of gas market will be Ministry of
internal to country for power Energy 1111
generation.
2. Financial Projected sales in-country in X JV Business Report @ 25% to reflect
information yr of peak production Plan stake in JV, and prevent
($millions) double counting with
1 1 3 otherJV partners
3. Other management Projected gas output of X JV Business Ministry of Report @ 25% to reflect
data project at peak production, Plan Finance; stake in JV, and prevent
proportionate to projected Ministry of double counting with
output to be secured for in- Energy other JV partners
country market in same yr 113
(bbl)
4. Stakeholder Affordable and reliable source of X 2002 Poverty
priorities electricity to residential and Company Reduction
commercial properties in rural towns country-level Strategy
and peri-urban areas of main cities, environment Paper 111
plus critical electricity supplies for al report

health, transport and education.

5. External Roles Inward investment stimulation needed X Finance
to develop downstream gas industry in- Ministry;
country relevant to household and Ministry of
public service power requirements, Energy

including removal of electricity
transmission bottlenecks.

LE



Figure 6c Reporting Register Example 3:

Discrete
businesses or
JVs

Reporting
Categories

Procurement
(suppliers and
contractors)

Local content - suppliers | Country operations

and local multiplier effect Information type

1. Business context

2. Financial
information

3. Other management
data

4. Stakeholder
priorities

5. External Roles

Socio-Economic Performance 'Narrative'

Qualitative Quantitative
Production Sharing Contract requires

preference to local suppliers (equipment,

materials, machinery, vehicles etc), defined as

firms registered and incorporated in the country,

"so long as suppliers are competitive on price,

quality and availability”.

Annual expenditure with international
companies in-country for procurement
in-country ($millions, est)

Third-party expenditure in-country

Annual expenditure with companies
with local capital - State owned
($millions)

As above - Joint Ventures ($millions)

As above - SMEs ($millions)

Total third-party expenditure in -
country ($millions)

Number of in-country companies State-owned (No.)

Joint Venture (No.)
SMEs (directly or indirectly) est. (No.)

Third-party expenditure in-country as
proportion of GDP

Impact of third-pary spend on local economy and /Number of in-country SMEs with main
employment opportunities in oil producing region operations in oil producing regions

PSC does not require reporting on the
‘geography’ of local content, either the residency
of employees or the geographic sphere of
suppliers. Signal the copany's future intention to
disaggregate local content by geography:
affected communities, district,

Future PSCs need to be more specific about the
definition of 'local content', and ensure
performance targets are within 'technical’ limits
so as not to delay project schedules.

2003

Contributions to the National Economy through Expenditure with Local Contractors and Suppliers

already gathered

Information

Source

PSC

Consultancy
report

Consultancy
report

New information

New

Py
@
el
s}
=
=1
Q

Commercial

-8 Compliance

Reputational

=

[

[

[

-

N

Risk Controls

Controls

Check possible anomaly
between operaator's definition
of 'local supplier (part equity
owned by nationals) and PSC
definition (registered and
incorporated in the country of
operations).

Current figures depend on
consultant-based surveys of
main procurement adn
construction contractors. This
runs risk of having to repeat
costly surveys. Control future
costs by amending or
introducing new ‘local content'
reporting requirements as
condit

If reported figure is based on
dedicated survey of SMEs,
then see above.

This reporting may set a
precedent for the corporation
as a whole. Seek corporate
level approval to move to
geographic reporting of local
content.
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5. Analysis and Conclusions
.

Analysis of he suggested famewok for ben€fits reporting, and ofthe experience of
compiling Reporting Regsters for individual economic and socio-economic themes,
is provided below along with the main conclusionsf the study.

5.1 Designing a Systematic Framework for Repioxg Economic
and Socio-Economic Performance

The experience of compiling repting registers suggests the need fola management
framework that is integraéd with existingreporting procedures, promotes systematic
and e¢high prioritys reporting, and is costféective. Suggestions for tk building

blocks of such a framework are shen in Figure 2 page 19 The proposed design
combines a scoping exercise with a registesf compiled information and an integral
risk assessment. Thesehien act as inputsinto the formulation of a more meaningful
and crddible enarrative for disclosue. Caclusions on the design of the framework
are given below

5.1.1 Scoping

1. The riks to shareholders associated wih the shift in geography of coporate
growth centes towards poor and unsdble countries, combined with the drift in
comprehensbn of the mutuality of benefits between downstream
manufacturing/retail businesses ard wider society, suggesta move away from
the global corporate reporting of ecoomic performance based on generic,
aggregated, financial indicators o isolated qualitative estories,» towardsthe
reporting of high-priority, locationspecific, economic and socio-economic
impacts that reflect stakeholder concems and reveal the genuine connectivity
between the enegy business and society.

2. To achieve his change in emphasis, a systematic sscopinge exsse is required
at the county and/or project level, with the aim of prioritising the themes for
economic and socio-economic performance reporting, such that the ofce is
credible to both internal pusiness) ard extemal (wider society) stakeholdes.

3. The checklist of economic and sooreconomic peformance themes and

categolies presented in this report (Section 4 offers a starting point first for
broadening, then for narrawving, the range of benefits reporting beyond the

39



Assessing Business Development Impact:
A Management Framework for Improved Economic and Socio-Economic Performance Reporting

conventions of charitablegiving, conmunity investment, and breakdown ofCash
Value Added (CVA).

Such a scoping exaise need only beundertaken once evey three to five years,
or at discrete juncturesm the life ofan investment. Outsideof this timeframe, it
is unlikely that the public policy envimrnment, the basic business strategy, or the
extemal stakeholder priorities will have changed sgnificantly.

5.1.2 Reorting Rayister

5.

40

Recent experimentation by a number dfK-listed companies and independent
bodies around economic and socio-economic reporting shows that the discipline
suffers froma number of persistent challages. These include:(i) weak eporting
of the commercial and public policy constraints and incentives that act o
business decisions; (ii) poor tracking of socio-economic benefits over time
through the financial accounts; (iii) a tendency towards agggating economic
information across operations thatrapidly becomes meaningless to external
stakeholders in the context of the priorities of the host sodety; (iv) a bias
towards reporting Cash Value Added (CVA)nd the breakdown thereof, as
indicators of the rate ofeconomic return... a practice that, particularly in low
income andpoorly governed countries, fag to take account otthe distribution of
economic kenefits; (v) a dependency on economic and socio-economic
performance reporting of high-cost stand-alone surveys; and (vi) the maan-
term commecial risks to the business of reporting certain economic benefits if
these lead to demands foicontinuous improvement.

To counter these challenges, effectter emnomic and socio-economic
performance reporting requires the collation of five types of information.
Bringing these together nto a single Reporting Rgister would foster the rapid
formulation of a benefis enarrative more credible and meaningful to its
audience. The five types of information are:

() the business context ... business strategieslegal and regulatory
requirements, public policy constraints and incentives etc;

(ii) financial ...some financial indicators that describe perforrmance with
respect to the socio-economic oreconomic theme and that can be
tracked through the financial accounts(P&L, cash flow orBalance Sheet);

(iii) non-financial managenent data that is readily accessible (now or in the
near future),which will enhance the narrative;

(iv) externad stakeholder priorities ... benchmarks or tgets rflecting
extemal stakeholder priorities that can be used to interpret the relevance
of the companyes p&ormance, egregulatory compliance requirements,
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public sector pdicy targets, national international development targes
(such as within PRSPs), policies and targets contained withiegional o
provincial economic devédopment plans, etc; and

(V) externd roles ... actions to be taken by entities outside the immediate
business to embed, enhance orsustain the socio-economic or economic
gains contributed by the company.

7. Within eachindividual Reporting Regter, all quantitative data should, as far as
practicable, be linked directly to therelevant financial and d@her managenent
system, so hat the figures can be alled up *on command.» For datasetthat
currently require costly freestanding sweys (auch as soliciting the geograply
and/or ownership profile of suppliers) ways needto be found of automating the
data-gathering process; for example, inserting new reporting clauses into the
contracts of the main emineeling, procurement, constuction and maintenance
contractors.

8. The design of aReporting Registethat successfuly brings the first three types of
information together ... idusiness catext, and financial and management data
...should draw on recent thinking in Benefits Realisatione ... ie th process of
closely tracking the deployment of acompanyesresources and expenditure to
assure compatibility over time betveen the outcomes ofan activity and the
original strategic business objectivesthat lay behind the deployment decision.
This appoach will ensuee that the narative reported extemally is integrated with
core business, guiding manages, and external stakeholders alike towards
genuine mutuality (ewin-wine) benefitsfor the business amd wider society,
preventing the pinciple of mutuality becoming embedded as a ebit-one,
unconnected with the reporting of commercial returns.

5.1.3 RiskAssessment

9. During this study, concerns raised l operational staff over (a) the release of
commercially sensitive mformation, and (b the inherent «inverse relationshipe
between certain socio-economic performae themes (such as labouwages and
local content preferences) and the short-term commercial objectives of the
company euch as emploee costs ard supplier reliability), suggests the addition
of a risk assessment to theReporting Register For this,one can draw on
conventional sprojecte risk assessm@ techniques: introducing pre-defined risk
severity rathg criteria b classify the different commercial, compliance and
reputational risks that would be realised were different types of economicand
socio-economic information to be repodd. As demonstrated in this study,
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control measures can then be intoduced to try toreduce the risks to acceptable
levels.

5.2 Lessons Leared from Compiing *Reporting Registerse

Some of thelessons learned from compilingreporting registers as part of the study
are describeal below.

10. With regard to contextual information, to some extent companiese country-based
websites do contain some reference to tle constraints and ircentives acting on
the business associatedwith commercial stategies, reguation and public sector
policies. However, this nformation is pachy at best, and raely digned either
with the financial or management data needed tesupport reporting on economic
and socio-economic inpact or perbrmance, nor with benchmarks or target
reflecting external stakeholder priorities.

11. Finding crealible benchmarks or targets that reflect external stakeholder
priorities, against whichbusiness performance can be interpreted, is limited by
the quality and accessiblity of meaningful public sector survey information. Fa
example, it may not always be possibldo access relialke information about
medium-temm expenditure priorities for the allocation of resouces from state oil
funds; figures for unemployment rates ithe immediate vicinity of refineriesmay
not be readily available. When repoirtg, such limitations should be genly
acknowledged. In addition, every effort should be made to find some
alternative, generalised, benchmarks eg PR® priorities or regional
unemployment figures, respectively. Rurther, under the heading external roles,s
identification should bemade of what actions need to be taken, and byhom, in
order for more meaningful targds to be established that can better help the
company measure and ngort its economic performance. For example, gyort
might be voced by the @mpany for those engaged irtransparency initiatives
that encourmage not only he notion of epublish what you pay,s but also pulish
swhat youreceiveds and what youspend.s?

12. For countries where macro-economic inchtors are weak,and the quality of
public financial management poor, the tred in some trans-natonal corporations
of disclosing the breakdown of CashValue Added provides a shallow basifor
reporting the economic and socio-economicate of investment return. Offaing
financial numbers as economic surrogateprovides audiences withlittle context
for interpreting whether these are either meaningful to the priorities of local,

33 For example thenew direction of e Extradive Industries Transparency Initiative ...
www2.dfid.gov.uk/news/ files/ extractiveindustries.asp
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regional or national society, or reflectwell on the status of the business. Put
more candidly, few ae impressed when a big canpany generates big numbers.

What impresses more § an honest interpretation of the relevance of these
numbers in the contextof the social, economic and investmenpriorities of those

receiving the information.

With enegy companies that ae operatos of upstream investments, thee is a
possible danger of overstating theeconomic contrbutions of the company by
failing to make it clear that they are but eoneef a number of joint venture
partners. The economit¢hemes paticularly vulnerable to this misperception are
payments of resourcerents to the pubic sector and third-party spend diring
project development. e way toreduce the likelihood of external criticism n
this area is D apply asimple edivisor,sparticularly to any financial figures, such
as one poportionate to the equity share otthe operator within te joint venture.

It seems justfied, howewer, for individual project operators to claim full cralit for
economic and socio-economic impacts wdre these ae the direct result of
management decisions éken as the opeator. These might include actions
taken, for example, to mise envionmental, health and safety standards through
the supply chain, or to sustain or broaden the benefits of community investment
programmes.

For upstream projects in their development (pre-production) phase, the
importance of accuratdy reporting elocal contente ... foexample, in the fom of
payments toemployees and thid parties ... cannobe ovesstated. It is fequently
the case that during the constructia of field developments or transportation
infrastructure, micro and meso economic imgrcts are at their highest. With the
bulk of revenue flows to the state dpendent upon the start of production and
with cost recovery periods and ta waivers commonplace, unless the
opportunities for direct and indirect employment can be fullyrealised during the
construction phase, thee is the dangerof a perception that little positive
economic development or other benefits Wi be apparent in the operating region
for a number of years. Tk study suggests that enelgy companies need bdt to:
(a) define better what is meant bylocal content,» be that the nationality of
employees, ownership of supplier firms, sphere of geographic influence of
suppliers, country of registration or incorporation etc; and (b) reluce their
dependency on feestanding suwreys for gathering locd content information,
putting in place instead automated pocedures.
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16. Given the maked change in the type and magnitude of economic benefits
expelienced during the exploation, development and poduction phases of
major capital investments, it mightbe appropriate to include in the annual
reporting o economic and socio-economic performance some forward
projections of payments to tle public sector, showing how these will vary over
time in relation to anticipated expendiure and revaue scurves.e

17. In the medium term, reporting the volume of transactions with domestibanks
may provide an incentivefor improving the range and reach dinancial products
available to the domestic SME sedor, including suppliers to the operator.
Clearly, if volumes a& to increase overtime, such that this effect is realised,
there will be a need forincreased secuiity and guarantees. Withrespect to
reporting, this security could be expressed in the narrative as, for example, a role
for international development finance institutions.

18. For upsteam operations in more pbtically and economically deeloped
countries, improvements could bemade in reporting the elusiness contextsfor
economic and socio-economic performance. Theommercial and compétive
realities of mature markets, the incresingly stringent legal and regqulatory
requirements imposed on companies, andoublic policy incentives such as tax
concessions for acquisitions and mergersall play a part in shaping the room
available for enegy companies to ehance theireconomic ard socio-ecoromic
performance As far as practicable, the most prominent constraints and
incentives acting on the business neé to be reported.

5.3 Conclusion

For underdeveloped counties whete econamic performance is generallyweak and

the quality of public financial managementpoor, the trend of some trans-national
corporations to disclose the breakdown o€ash Value Added obperations provides

a shallow hasis for repating the economicand socio-economic rate of ingstment

return. Offering financialnumbers & economic surrogatesprovides audiences with
little context for interpreting whether these ae either meaningful to the economic

priorities of local, regional or nationalsociety, or are material to the politicatisk and

business gowth concerrs of shareholders. Put more candidly, in both developed
and developing countries, few are impessed when a big company generates bg

numbers. What would impress more is a ggorting narrative, backed by a rolling

register oflocation-specific credible data, which gives an honest interpretation of the
relevance of these nurbers to the social, economic and iwestment piorities of

those receiving the information
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