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FOREWORD
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Can Ethiopia’s mineral resources be used for growth and transformation?

Ethiopia’s mining sector shows strong potential for long term development. Although large scale mining has up
to now been minimal, several large projects are in development. In addition, the country has geological potential
for the discovery of new, sizeable mineral deposits. Ethiopia also has an extensive and unique artisanal mining
sector, which makes it an important source of job creation, in addition to its potential as an important source of
foreign currency and government revenue. If effectively managed, the mining sector can play a transformative
role for social and economic development of Ethiopia. Mining is an export-oriented sector that satisfies increasing
demand from industrial production, agriculture and high-tech sectors, and have the potential to create local
linkages for social and economic development.

This report is the first comprehensive assessment of the Ethiopian Mining Sector. It examines the sector’s primary
opportunities and challenges for growth and transformation, while also providing an initial analysis of policy options
for Ethiopian decision makers. Building on their political commitment to this sector, the Government of Ethiopia
(GoE) needs to develop a broad vision for realizing its potential including socio-economic benefits. The interests
of an array of stakeholders need to be balanced and social, environmental, and economic impacts have to be
managed. In addition to GoE’s facilitating and leading role, the report highlights the need for two important steps
to be taken:

e the collection and marketing of high-quality geological/geophysical data to clearly identify Ethiopia’s
mining potential, and

e the establishment of an effective mineral management system and institutions to ensure the development
of a responsible mining sector.

A broad-based group of stakeholders, including regional governments, large-scale companies, artisanal miners
and communities were consulted throughout this report’s preparation. The Ethiopia Ministry of Mines, the World
Bank Group, and funding partners would like to acknowledge and thank all of them for their commitment and
important contributions to the study.

This report is only a first step in an expanding process of dialogue and collaboration. We look forward to engaging

with public and private sector partners to advance the discussion and accelerate action to realize the benefits of
the extractive industries for all Ethiopians.
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EXECUTIVE SUMMARY

Introduction
1.

This report provides a review of the Ethiopian mining sector, and assesses its potential to contribute to
sustainable economic growth and development. It further provides recommendations for the initiatives and
actions that will be required for such development to take place, and identifies the risk and opportunities
that this entails. The need for this type of strategic analysis follows from the Government of Ethiopia’s (GoE)
ambition to, as part of the Growth and Transformation Plan (GTP), develop the mining sector to become a
main pillar of the economy.

The basis for the review is provided in the form of two main analyses: (i) an analysis of the geological and
mineralogical potential of Ethiopia to support mining projects; and (ii) a scenario based modelling and
analysis, based on mining sector data and associated forecasts, of the revenues that may be generated
through the development of already existing mines and mining activities, as well as identified and promising
mineral related projects in a 20 year perspective. These scenarios are then considered in terms of their
implications for a range of issues that relate to sustainable development, such as: economic and social
impacts; environmental concerns; institutional development; infrastructure needs and requirements;
legislative development; financial and fiscal concerns etc.

The report was produced in the period May 2013 to March 2014. It was commissioned by the World Bank
and its partners (IFC, DFATD, the Australian Government and DfID) with the aim to assist the GoE in its
efforts to develop the mining sector. Thus, the report has been produced in close cooperation with staff at the
Ethiopian Ministry of Mines (MoM). Its findings are mostly based on desktop reviews of existing documents,
on a large number of meetings and interviews with affected and interested stakeholders and also on some
field work performed in the southern and western parts of the country. Regular oversight and feedback has
been provided by representatives from the World Bank and its partners.

The current state of the Ethiopian mineral sector

4. Placer gold has heen mined in Ethiopia for more than 2000 years, but a significant large scale mining sector

has not yet developed. Artisanal mining is extensive and primarily focussed on gold. The gold is mined
mostly from alluvial deposits in the Proterozoic terrains in the south, west and north of the country (see map
below), and is being mined by numerous artisanal and small scale miners (ASM). In the south, there is also
a small state owned mine called Adola, where alluvial gold has been mined for over half a century. There
is considerable gem mining, and some 90% by value of this derives from opal mining at one locality in the
North Wollo Zone. Concerning the large scale sector, there is only one operating mine in Ethiopia, Midroc’s
Lega Dembi gold mine, ranked number 170 in the world in terms of value of production in 2012. A fairly
mature gold project at Tulu Kapi, which has IFC involvement, was on hold during the second half of 2013
but changes in ownership and additional financing has now allowed for exploration activities to continue.
The state-owned Kenticha tantalum mine is a sizeable project, however production was on hold in 2013,
as the state attempts to privatize the mine.

Ethiopia is also endowed with a range of industrial minerals deposits. Cement raw materials and dimension
stone are mined at a small industrial scale, while other industrial minerals are or have been mined at a
smaller, often artisanal, scale. Most encouragingly for sector development, there is a large scale project for
potash (Allana Potash), which has IFC involvement, and which is expected to start production by mid to
late 2017. The current plan for the Allana mine is to produce 1 Mt/year during a life of mine of some 24
years, and to employ some 800 people.

STRATEGIC ASSESSMENT OF THE ETHIOPIAN MINERAL SECTOR 1



6. Despite the fact that large scale mining is still virtually non-existent, Ethiopia does have the geological
potential for the discovery of new and sizeable economic deposits. The areas which are identified as being
promising are the Proterozoic basement areas in the north, west and south of the country, and they are
geographically rather extensive compared to prospective areas in many other African countries. Exploration
activities in these areas have increased over the last couple of years while they are still at a relatively modest
level. In addition, the potash occurrences in the Danakil depression in northeastern part of the Rift Valley
are sizeable and can support large scale production, as evident from Allana Potash’s project.
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Figure i. Geological map showing Proterozoic terrains, the oldest rocks in Ethiopia, in dark green, black and grey. These areas
are prospective for a variety of metallic minerals.

Potential mining development

7. Inthe fiscal year 2011/2012, the Ethiopian mining sector contributed about 1.5% to GDP (tot. USD 32 hillion).
The sector accounted for USD 618 million (19%) of the country’s exports, with gold making up close to
100% of the mining sector exports. In comparison, agriculture contributed 46.4%, industry 10.5% and
manufacturing 3.6% to GDP and the largest export commodity, coffee, generated USD 833 million (26%)
in export revenues.

8. Based on an assessment of Ethiopia’s geological endowment, the current status of the exploration industry,
and general success rates in exploration globally, this report presents three scenarios for future development
of the sector (graph below). Given the fifteen to twenty years that will be needed for the mineral sector in
Ethiopia to generate critical mass, the economic potential from the sector is clearly difficult to predict.
However, three scenarios, conservative, possible and probable, are generated, and these are concerned
with gold, potash, tantalum and copper (these being the commaodities primarily explored now).

9. Ina probable scenario, it is proposed that the mineral sector could generate revenue up to USD 1.5 billion hy
2024 and in an optimistic scenario some USD 2 million. In the probable scenario, the revenue corresponds to
about 70% of the current export value of gold in Tanzania (USD 2.2 in 2012), an emerging mining economy
dominated by gold production. In Ghana, which has a long mining history where gold accounts for more
than 90% of the total mined value, gold exports were worth almost USD 5 billion in 2012.

2 FINAL REPORT



10. In 2012, total sales from the mining sector in Africa where valued at USD 120 billion (this does not include
mining for industrial minerals), representing nearly 10% of the continent’s Gross Product. In Africa, metal
mining and coal mining are about the same magnitude in terms of value. Among the metals, gold, copper and
iron ore make up more than half of the value. If one assumes that the geology of Ethiopia is as prospective
as the African “average”, then these numbers would imply that the present day economic potential for the
development of the Ethiopian mining sector would be to achieve an annual turnover of nearly USD 5 billion

(with Ethiopia covering 1,227,127 km?; 4% of Africa’s surface).
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Conservative: Due to the many possible risks facing mineral sector investment, exploration in Ethiopia is not intensified.

Probable: Only small increase in mining, primarily due to the currently low number of advanced projects and rather low

intensity of exploration.

Possible: Will require strong intensification of exploration activities.
Figure ii. Estimated total sales revenues based on mining development scenarios for gold, copper, tantalum and potash.

11. Through corporate income tax and royalty payments the scenarios (graph above) give that the State can

gain between USD 100 and USD 500 million by 2024. Further, direct employment from the mining sector

can range from 1400 to 8000, depending on which scenario is fulfilled.

Table i. Estimation of economic impact (corporate tax and royalties) and employment based on
development scenarios for gold, copper, tantalum and potash mining.

Economic Impact (USD million)

Conservative 54 99 104 64 64
Probable 54 201 322 282 372
Possible 54 201 480 440 738

Direct Employment Potential (Number)

Conservative <1300 <1400 <1400 <400 <400
Probable <1301 <3000 <4300 <3400 <5900
Possible <1302 <3001 <8000 <7000 <10,000

STRATEGIC ASSESSMENT OF THE ETHIOPIAN MINERAL SECTOR
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Considerations for sector development and sustainability

4

12.

13.

14.

15.

16.

Ethiopia aims to build and develop an essentially new economic sector--- the large-scale mineral sector. The
lead times from exploration to a large-scale mine being commissioned are long (often 10-15 years), and thus,
a similarly long-term perspective is necessary when supporting and managing the sector. The current policy
framework envisions the mineral sector to be the ‘back bone’ of the industry by 2020-2023, with an increase
in the contribution to the GDP from the current 1.1% to 10%, and a 10-fold increase in its contribution to
foreign currency earnings. The rapid development envisioned in the policy framework may not be realized
(cp. development scenarios above), and the development of the mineral sector could benefit from adopting
a longer term view based on a slower growth rate. A slower growth rate can, in some ways, be viewed as
being positive as it provides time for needed governance structures to develop which, in turn, will make
it more likely that the sector develops in a sustainable manner. A long term view needs, in general, to be
based on the sector’s particular characteristics such as the inherent geological and financial uncertainties,
the industry’s cyclical nature, and technical requirements for advanced exploration.

The draft Mining Policy, which is currently under review, is comprehensive in its scope and provides a good
basis for the future development of the sector and its contribution to wider sustainable economic development.
The scope of the policy is broad, requiring a wide range of governmental institutions to be involved in the
further revision of the policy, in the formulation of more detailed policy actions, and in its implementation.

A policy and legal framework which clearly defines the role of the state - when other than regulatory — is
important for the orderly and successful development of any mineral sector. Furthermore, it is beneficial
to both investment and governance that this role is clearly communicated to stakeholders and investors
and that it is reflected in all actions that relate to state involvement in the sector. The Ethiopian policy
environment explicitly envisions mineral sector development to be driven by private sector investment and
recent attempts to privatize state-owned mines lends support to this intention. At the same time, the policy
and legal framework does provide for state involvement in mining, ‘by itself or in partnership with private
investors’. The Ethiopian government could consider the lessons learned from elsewhere, and develop and
implement policies that are in line with the wealth of experiences than exist with regards to state involvement
in mining. There are examples of partly or fully state-owned mining companies successfully coexisting
with the private sector. Such successes are generally based on long histories and significant contributions
from the respective companies to national development, but also on clear policies and rules for how such
companies should be managed and run, as well as the transparent implementation of these rules.

In a mineral sector driven by the private sector, investments in exploration are mainly made on the hasis of
geological prospectivity. In the absence of recent “success stories” (apart from Allana Potash in the case
of the industrial minerals sector) and with limited geological/geophysical data pertinent to exploration, the
collection of new high-quality data, and the subsequent marketing of these data through a long term strategy
for investment promotion assume vital importance. The fact that investors are mainly drawn by geological
prospectivity is exemplified by large investments being made in countries with what is regarded as unstable
and/or comparatively less attractive mining regulatory regimes. Given the large capital that is needed to
start any sizeable modern mine, the investment needed will by necessity have to come from international
sources and companies.

The existence of a modern and well-functioning Mining Cadastre and Registry System and clear rules for the
award of licenses are key features for the promotion of investments in the mining sector. Potential investors
are more likely to invest in a country where the mining cadastre is of a high quality and transparent nature.
Not only is it important that the Mining Law itself guarantee this security of licenses and tenure, but the
administration of the Law needs to be transparent, decisive and efficient. A number of provisions in the
2010 Mining Proclamation have resulted in rules, which negate the policy objective of a legal regime that is
attractive to investors and that can be perceived as contradictory. Thus, different articles provide for: (i) the
dealing with exploration license applications in order of receipt (which may be understood to imply a ‘first-
come-first-served’ system); (ii) priority to be determined by the authorities on the basis of the companies’
technical and financial abilities, according to defined criteria - a directive that became effective in October
2013 provides for the collection and assessment of exploration license applications on a monthly basis; (iii)
disregard of applications altogether, and the subsequent bidding for the area in question. The process and
criteria involved in competitive bidding are not yet established. There is currently a considerable back-log in
the assessment of exploration license applications, while the intention is to assess these on a monthly basis.
This may in part be due to efforts to discourage speculative applications and/or companies that do not have
the necessary know-how or resources. It is however also clear that there exist some critical capacity constraints
that prevent the licensing authority to assess applications on time. In addition to the above, there have been
cases when the state does not relinquish ground in case of companies not conforming to legal requirements or
when a company leaves an area for other reasons, and the area then becomes reserves for potential bidding.
In all, there may exist, consequently, scope for biased or compromised handling of exploration licensing.

FINAL REPORT



17.

18.

19.

20.

21

22.

A computerized mining cadastre system was commissioned in 2011, but since then, it has partly fallen into
disuse, and during part of 2013 it has not been functioning. The reasons for the partial non-functioning of the
existing system is partly reported to be due to software problems, and the absence of a budget to perform
necessary updates and perform “bug fixes”, and partly due to the governments change in policies with
regards to how licences for mining and exploration should be awarded.

A clear legal framework is important both to attract investors and to facilitate regulation of the industry. The
key legislation governing the mineral sector is the Mining Operations Proclamation No. 678 / 2010, and
a recent (2013) amendment to the proclamation, while the regulation that is currently in use was drafted
pursuant to the old mining proclamation from 1994. There is also a Model Mining Agreement (MMA) that
was drafted pursuant to the old mining proclamation. In practice, exploration license holders must negotiate
and enter into a Mining Agreement with the Government to get granted a large-scale mining license and
the MMA establishes terms in a rather general manner, without elaborating much on important financial,
environmental and community aspects and leaving a few provisions open for negotiation. Thus, drafting of
new regulations to provide further effect to the new mining proclamation and revising the MMA to make it
consistent with the new mining proclamation will make the legal framework more complete. A comprehensive
revision of the MMA, in the light of new laws and regulations, incoming transparency requirements and
sustainable development commitments, would also make it a useful tool for coordinating the work of different
regulatory agencies with a role in mining.

Governmental involvement the mineral sector is centred to MoM and the Geological Survey of Ethiopia (GSE)
with other institutions having rather weak knowledge about, and little involvement in mineral sector governance
and development. While considerable competence exists in particular among many MoM and GSE long-term
employees, the overall capacity at MoM and GSE for proper promotion, supervision and regulation of the
sector is limited. The main reasons for this include the historically non-existent large scale mining sector,
which has not provided the opportunity for consistent capacity development; the high number of staff at MoM
and the GSE (totally 1,500 according to the structural plans with current number of employees being about
900), of which the majority are working in administration or support processes rather than core process;
a high turnover of staff and a decrease in the number of long-term experienced staff, prevents consistent
capacity building, and which is related to civil sector salaries being significantly lower than those offered by
the private sector, and; non-flexible budgeting and procurement procedures, which in particular hamper
work at the drilling and laboratory units of the GSE. Important areas affected include mainly the provision
of geological information; mineral rights administration and regulation; environmental and social regulation
(which was recently transferred from the EPA to MoM), and; mining contract negotiations. Institutional
restructuring, to facilitate increased salaries and more efficient processes, and capacity building plans could
be considered.

The regional states, following the general organizational set-up of the Ethiopian state, have a governmental
structure related to mining that parallels the federal level structure. This structure extends down to the zone,
woreda and kebele sub-regional levels. Some types of mineral licenses, and associated regulation, are under
control of the regions, and woredas are significantly involved in ASM management. Lack of capacity is also
an issue at the regional and sub-regional levels of governance and the degree and success of coordination
between federal, regional and sub-regional levels seem to vary.

. The development of local skills is important for job creation as well as to attract investors and it is possible

that the industry may require hetween a few hundred and possibly up to a couple of thousand skilled staff over
the next 5-10 years. Human resources with skills of direct relevance to mineral sector work are to a large
degree lacking in Ethiopia. Furthermore, the quality of higher education specialized towards exploration,
mining and mineral processing is low as there is a serious lack of qualified teachers and technical resources
at educational institutions. While the development of mining related training at TVET institutions is part of
the government’s strategy, there are as yet no curricula developed. As a result, many exploration companies
source skilled staff from outside Ethiopia. Even though mining is not labour intensive, compared to for
example the manufacturing industry, the presence of a local skilled work force is important in attracting
investment and the presence of well-trained nationals will ensure that the larger scale mining projects do
not turn into “enclave economies”, where expatriate workers fly in and out to conduct the specialised work
required.

Ethiopia has a sizeahle ASM sector for gold, although its exact size and characteristics remain poorly
understood. The priority here is therefore to provide a better understanding of the sector, and to tailor measures
that enable the sector to be better managed and controlled. ASM activities are seen as a possible vehicle for
industrial development, and may be an important livelihood for what are usually rural communities who
have limited alternative economic opportunities. It also constitutes a sizeable source of employment, with
the MoM estimating that up to 1 million people may to some extent be involved in ASM activities. ASM gold
mining is a significant economic sector in Ethiopia but it is, however, also associated with some troublesome
characteristics, that include informality (not being legal), social and environmental impacts, and that these
activities may hinder the development of large scale mining operations. The MoM is heavily involved in

STRATEGIC ASSESSMENT OF THE ETHIOPIAN MINERAL SECTOR ]
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23.

24.

25.

26.

27.

attempting to better organise and develop the sector, and to make it part of the formal economy. With regards
to the gold sector, the National Bank of Ethiopia has been implementing a programme where gold is bought
from ASM miners at a 5% increment to the prevailing gold price. This mechanism has been successful and
in 2013 a total of around 8 ton of gold was reported to have bought this way. However, findings from fieldwork
performed the present project suggest that the productivity of the ASM gold miners is rather low, and that
much of the gold produced is sold not to the National Bank but through illicit channels. It is further clear
that there are occurrences of land use conflict, most commonly with farmers but perhaps most importantly,
with larger scale exploration projects and mines. The latter may constitute a significant deterrent for future
investments in the Ethiopian mining sector. There exists a need to perform proper baseline studies, so that
a better understanding of the sector can be obtained which, in turn, can form the basis for informed policy
and management decisions.

Gender inequalities are apparent in many areas of the Ethiopian mineral sector, and related education. Thus,
the number of men employed by the currently active exploration and mining companies far exceeds the
number of women. Concerning ASM, the male population in most ASM areas commonly exceeds that of
female widely, their respective duties often differ, and surveys further suggest that a man earns nearly twice
of what is being earned by a woman. At universities, although the exact figure is not known, less than 30%
(possibly much lower) of the students pursuing mining related education are female, and only 5% of the
academic staff teaching mineral sector related subjects are female. For TVETs, while there is no data for
mineral sector professionals training, in 2010/2011 46% of all the students enrolled at TVET institutions
were female. Among TVET trainers, however, only some 16-17% were female. At MoM, 40% of the staff
are women and the gender distribution varies with different units/directorates having 14% to 100% female
staff. Several senior and executive positions have been or are held by women.

Ethiopia is a diverse country, with a long and unique history and with numerous cultures and languages
existing side by side. It is also a very rich country in terms of hiodiversity and natural heritage. Fortuitously,
the geologically most prospective areas do not intersect with areas that are either very densely populated,
nor where there are a significant amount of protected or otherwise unique areas. However, some areas of
potential conflict exist, and these need to be acknowledged and managed. If not, mining itself may well
loose the support of local communities, as well as attract opposition from both national and international
organisations. In terms of environmental legislation, there is only the EIA Proclamation and a few general
provisions of the Mining Proclamation. Thus, the legislation is quite general in nature, and governance could
benefit from the development of further, more detailed regulations, as well as guidelines to support both the
authorities and the industry. With existing legislation providing rather significant room for interpretation, the
requirement for companies to be proactive, and to behave responsibly is paramount. This, in turn, means
that efforts to encourage companies to undertake serious and well thought out corporate social responsibility
(CSR) related activities are important. In this line, further work to develop a more comprehensive MMA,
than the one in existence could be useful. Also, impacted communities’ ability to understand and “monitor”
mining and exploration activities need to be strengthened.

There are land use related conflicts and/or disagreements in mining areas; examples include trespassing of
ASM miners onto large scale projects at Adola and Tulu Kapi, and conflict between farmers and exploration
activities at Lega Dembi. As all land is essentially controlled by the provincial states, one may conclude
that such issues should be fairly readily handled and resolved. However, to achieve such resolutions, there
needs to exist clarity on how land may be allocated to mining projects, and this is not always the case. For
example, there are examples where provincial state policy on agriculture, is not in line with Federal state
policy on mining with the result that it is unclear which activity may take precedence.

There are a range of forestry and wildlife areas protected by law, but in many of these, mining and exploration
may be allowed if deemed to be a priority by the State. It is unclear under what circumstances these activities
may be allowed, which causes overall uncertainty and also the risk that an adventurous exploration company
undertakes work in areas where other stakeholders may see this to be unacceptable, which in turn may
affect the reputation of the whole sector.

The GoE’s direct incomes that relate to mineral project stem from equity participation, (mining) income tax
and royalties. The MMA provides for the acquisition of a participation interest by the Government without
a cost, which is also part of the recent amendment to the 2010 Mining Proclamation where the State is
given a 5% share (free carry) in all large and small-scale mining projects with the possibility to negotiate
additional equity participation by agreement. At present, the income tax for large-scale mining which is fixed
and set at the federal level was recently lowered from 35% to 25% (payable to the federal state), while the
regional states have the mandate to set the income tax for small-scale mining at the regional level, so there
is no fixed rate for small-scale mining. Royalties are calculated in ad valorem basis and are charged at 7%
for precious minerals, 5% for metallic minerals and 4% for industrial minerals. The royalty rate is rather
similar to other African countries whereas the corporate tax rate and the percentage of equity participation
is lower than what is the case in many African mining countries.
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The current export revenue from the mineral sector is small due to the limited size of the sector, although
still important for Ethiopia and a source of foreign exchange (7-10% of total in the last few years). There is
no special fund for collecting, saving or investing mineral related revenues. Such a fund would be useful if
there was a sudden “surge of capital” related to mining, and where arguments could be made that such
revenues would risk causing “dutch disease” (inflation, appreciation of domestic currency, out competition
of other sectors etc.) or where one argues that the incomes are so large that these should also be shared
with future generations.

In the legislation, there is a revenue sharing mechanism in place, where 60 percent of the royalties collected
from large scale operations are allocated to the federal government and the remained is allocated to the
provincial state where the mine in question is located. Similarly, for small scale mines, 60 per cent of the
royalties remain in the state where the mine is located, whereas 40 percent is allocated to the federal
government.

Ethiopia applied for Extractive Industries Transparency Initiative (EITI) candidacy for the second time in October
2013, the first application was declined due to controversies over the country’s civil society legislation.
Achieving EITI candidate status would be conducive to curtailing possible corruption in the sector, as well
as send a positive signal to foreign investors and local stakeholders. The legislation related to CSO/NGO
remains the main stumbling block in achieving fully compliant EITI status and it would possibly need to be
reviewed if EITI compliant status is to be achieved.

The links from mining to the manufacturing sector and to beneficiation of minerals are rather limited as a
direct result of the paucity of sizeable projects. The current state of economic linkages between the mineral
sector and the rest of the economy are strongest for the cement sector. Once potash production starts,
linkages to the agricultural sector are expected to develop (through provision of fertiliser). The linkages
between the Lega Dembi operation as well as the larger exploration projects (Allana Potash and Nyota
Minerals’ Tulu-Kapi project) with the rest of the economy being rather weak, as the current capacity of the
domestic firms to provide inputs and services for international mining firms’ remains limited. It is clear that
fiscal, consumption and production linkages from the mining sector can be further developed, with both
the industrial sector as well as the economy at large.

While the rather ambitious policy targets (paragraph 9) may not be met in the next decade, the sector
development that is achieved should be supported by comprehensive work on establishing value chains.
This is in order to gain the economic benefits of forward and backward linkages. With regards to industrial
minerals mining, detailed studies of market requirements coupled with studies of mineral specifications
are required for the sector to grow and linkages to develop further. Mining for industrial minerals does often
not attract nearly as much interest as precious minerals mining. However, the industrial minerals sector is
sizeable and, in addition, absolutely vital for the economy of all countries. The industrial mining sector of
Ethiopia could develop significantly, given due consideration from, and encouragement by, the MoM.

In terms of infrastructure, surface transport is the most critical with regards to supporting the realization
of Ethiopia’s minerals development potential. At this time, there is no alignment of railway lines and/or
phasing that coincide with priority mineral sector developments, which is unsurprising given the small size
of the mining sector and the fact that locations of future mines are unknown. The Government of Ethiopia
is planning the development of a new, modern, state of the art, standard gauge railway network with the
objective of accelerating the growth of the economy as a whole as opposed to being driven by demand from a
specific economic sector or major customer(s). It is unclear whether the projected traffic volumes underlying
proposals for the development of the rail network are based in any way on a consideration of potential minerals
commaodity traffic. Clarifications and further work in this regard are needed, and assumptions also need to
be made regarding the possible requirements of such transport. The current size of the mining sector does
not presently warrant large spending on infrastructure specific to the sector, except for the specific case of
Allana Potash. The logistical needs that will emerge in ten to fifteen years from now and therefore need to
be considered in future transport (particularly road and railways) planning.

The ports of Djibouti and Tadjourah in Djibouti are the main conduit of imports of material for the mining
sector and will also serve as the main port for potash exports. While consideration may ordinarily be given
to other potential points of export (such as Asseb and Massawa in Eritrea or Berbera in Somalia) regional
geo-politics and the lack of surface transport linkages connecting them to demand centres within Ethiopia
renders such considerations less relevant at the present time.

For energy infrastructure, the state is focusing on interconnection and power exports, the successful completion
and commissioning of the Gilgel Gibe 11l and Grand Renaissance Dam projects and associated transmission
network infrastructure. Given the scale of proposed or current power generation projects, it would appear
likely that there will exist sufficient capacity to meet the early-stage requirements of a developing minerals
sector.
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There have been no public private partnerships in the infrastructure sector, and there are no known plans of
this to happen in the near future. So far, infrastructure investments have been funded by the State, including
projects awarded to China and Turkish firms. However, currently, a public private partnership proclamation
is being drafted by the government, which might suggest that new developments within this sphere can be
expected.

In planning for future mining development, a ‘Resource Corridor’ approach should be considered. It is still
too early to identify the exact geographic areas in which such could be developed but it appears likely to
include the areas which we have identified as being geologically prospective, and their connections with
suitable ports (Djibouti). Importantly, the resource corridor approach encompasses not only infrastructure
and manufacturing capacity in mining areas, but also the development of institutional capacity (both
regulatory and monitoring), the development of civil society organisation capacity to effectively engage with
mining companies as well as local skill development and employment. A first possibility to start thinking
and planning in accordance with this corridor approach is provided by the Allana Potash project, which will
provide significant opportunities for building up associated infrastructure, service industry and regulatory
capacity.

Summary of recommendations
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The report concludes with recommendations (Chapter 13) for a range of initiatives that can support the positive
development of the Ethiopian mining sector. As significant support to the Ethiopian mining sector is being
planned through the Australian Government, DFATD, DfID, World Bank and Chinese initiatives, the work that
is identified must be carefully coordinated with regards to who does what, and to avoid any duplications of
efforts. Recommendations are provided for actions to be initiated in the short (6-12 months), medium (12-
36 months) and long term (>36 months) perspective. As gender inequalities occur across different areas of
the mineral sector and related education, gender aspects need to be considered and mainstreamed into all
relevant sector development activities, while particular focus in this respect should be placed on education
for mineral sector professionals, the ASM sector, and impacts from mining development that is specific to
women.

In the short term, actions are proposed to be initiated that address issues that are presently constraining the
mining sector. These include: (i) the establishment of a clear policy direction (as well as associated laws and
regulations) regarding the conditions under which licenses for exploration and mining should be granted:; (ii)
addressing organizational and capacity building needs at the MoM; (iii) given limited supervising capacity
on part of the authorities, efforts to encourage mining companies to be proactive, and plan and implement
programmes ensuring that projects indeed contribute to sustainable development (i.e. CSR); (iv) increased
provision of information on the geological prospectiveness of Ethiopia, using existing data and knowledge;
(v) support to Ethiopia in achieving EITI compliance status, to prepare for increasing stakeholder demand
for information and to further develop its public relations capacity; (vi) development of mineral revenue
sharing mechanisms, and; (vii) baseline work to better understand the nature and complexity of the ASM
sector, in order for the authorities be better able to support the development of this sector.

In the medium term, initiatives that will underpin the further development of the sector are proposed. Such
initiatives include: (i) the gathering of new geological data, including the dissemination of such data; (ii) efforts
to ensure that local professionals exist (both male and female) that can take on the jobs and opportunities
that modern exploration and mining projects will provide. (iii) capacity development within targeted NGOs/
CSOs and/or traditional organisations with regards to what mining is and what may be expected from
mining led development; such work would, in turn, mean that these communities are better able to assist
the authorities in the monitoring and control of mining operations, and; (iv) research and development in
the area of industrial minerals mining and linkages to the domestic industry.

In the longer term, and in step with the development of a larger, more substantial mining sector, the
authorities are recommended to plan holistically to ensure that maximum benefits can be derived from
the sector. Approaches of importance include “resource corridors”, the encouragement of “linkages”, and
in the longer term, ensure that beneficiation of raw materials is done domestically, to the degree that is
economically efficient. Lastly, once urgent developmental needs are met, then a sovereign wealth fund may
be considered which, if well managed, would contribute to prudent economic growth, and to ensuring that
incomes from the sector are fairly, and transparently distributed also to coming generations.
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ENINPS CTIHA A9y aowlst AL G- AT P Lo @ Hhedrt ALTT 2 AN : (1FIAK (Pbavm avp (ot avwdst P9 2006
LI HUER QP 1D+ avavs @ (1004 P4.$ L TIaPANF A7LLANANG 427 ATR71.LL LAPIPMA:: (ch) PoIaPANF DT NAM AL
@& aPYG (1TPE O-OT PA 0F7 LI P9Y, avsm it +D88S PTLNHNT el h.lHS PHATE aPNd.Cr hdvtParmegP::
NAU-T O PGAD . L TIaANFPTT (1ap19P19° 218 NG PA DIOTT £.FPA:: 00T AL PINLD- hAl 17 TIIANFPET (9D
AT 10C:: BV PP (NZA 9907 LTTVFPA HNAD- 09130 NFPF7 APPH AUF A-NAD- 099PCN TIaPANFPTT WG/
OLI° AL ADP1G Nt LANTF DT LCOPF7 AaPaFt F00 AT LUPGA:: (LIPTIP 17 TIavaAnFPT7 (PLELD- AAaPI9P79°
88 PaL oot @ Qav et RGP AL PAPIC A1ACT ATSANT CIAS 101 DAL NIA0@ (M HenTI6 aP e 1990877
AT AL e0T% TCPTF hIP AL FF DT ALDOM- Abs ORI® AL PPRZLPTF NPT 097027 AT ANNL.DOT PAD-
(%% & PSFDF 0UILACH aPPRT PTLINR ATR1L TIAPPT hdei: NAMPAL NHY P28  PTLFAD- AMh® PUPT 0990877
&0 43L& hPPH CoT ATC &TAN TINT 10

NIPLRFELHE: 0T10L7 AT NAATC 12003 (LHZO9P NHLE LH BI°C hdA TPI° AL ALD-A PP AP 2006 (1A LI9°
(LT 2607 ARTLA:: PN8OEC 2Co%E MN&A 24 AT1$av SFAm@- PPNTET ATE Okl POSTBC T9CT hT8.0-9°
ANALOT POGHRC TTAANG (& HRET ATPPAG 099.00TFN heHPF7 AZIatnnaA 2o1.004.01@ NEF AAGPECE 1HONT aPhh-
L9° a0t AT10L7T FAIT T10LT ATID- N LTLAMD- 4.FPL: AL 077 LA AD-T (1914 T aPUr TIAR A :

GAZ PV Ochl TI0PE A TANTETT ATPANI® P HCS 070067 U35 ATIa0FFF 1M9° ANLAL 10-:: 0990877 HCS<T Lo HD-
ROF h 0710L:7 0P T hPE (Mining Operations Proclamation) #TC 678/2002 AS (1$C(+ 12006 M TmPAD- APE AL
LA TIRAL CFM-:: Ut W78 NAU-T OPTF 1276 AL TLTTD- 71 PP 01986 APLT aPAlt A& Ch PHlbd 1m-::
PLA P970L77 276 AFPIPTE (MMA) PT9NAD-9P AFPIP1T 01986 AP ST avwlt A8 OTHIE 10+ (A14HE: NAD* Aé-C aPwlst
2990877 A 4.2 OH NOTLPT 0918 Navyo 7 IC R4l @ PT1Y L7 TPl AFPIOTE avg 290 L mNPATFPA:: NGtG
L9087 TNV &P ATITT T 0TLLAZAPT RTI0LT 76 AP ET MPAA Pk aPALCHTT W7E. MPIIS TIINEP T8
APNE4IP:: NHY LAP ALCLC PTILa0T $.8.87 1M+ 0T ADD-: : (1aPRIP A0 aPavs @ NTICPP (1PCA AOLPD- 0790 L7 AP
16 NG PT7 Nevam T 71806 LALAIA:: (FELTI6I° TPLA 990877 2%~ NPT avhAn haae 2990877 AP G
A8.MMYGP 9929 (HCS LT Okl TIOPET Pd LLCITFPA:: NIPLA PTI0L7 27¢- NIPI°1E AL PAP hAd 998:4°1 N+
P90.877 APBG aavg PP T1 hoaome ife LAY aP4.CTG AHAE P990877 A DRI &3P T A7AC NAAT 990877
nTLaopnk NG AR OC avPGE Tt APEMCT® MPTL aOVSP PLCTIPA::

a7 1990877 HCF AL APTATE. PTLTTD 1990877 TLLOEC AG PATESEP BANENA ACHLES Nhd 10-:: AT a1~
+LIPE AATIOL HCE PATFD- d@-p+ NMI° NPHG 103 NHCE 0T PAFD- HATEI° NMI° D07 10+ IS NT0L7
TyAECS NEANE DA ACHL T2 O-AT 2704 £, (5T 0FOAT aPAh: 18 (LPH NAMPAS 17 (U-AEI° avgP
(LT PAD- POAD- LA API° HCSF NaP9Psti NardMMCS NTINFPOP ATAC D07 103 ALY NPSTE TLndh: PPN 7e--T
aoihd PHCS« 24P AP (RIS 099027 ATTH AL aPPE DRI NGHS 099087 ATT T hAdPT4E 1aPPRg° O APt PAPI®
T0F 0LA M T hATPFNT 099087 TLLivEC AC GG RPC PAFO- ALAFT ((kav: QavPPC 79T avwist NamPaL
1500 Wt T avGC AN0FO- (AU-r @ 7 900 @) aphnd ANHFE P9Lwset NANTALEE 2°¢-PT hG 0§ (6h 1T
ATE NPT 299087 HCE 7%~ AL ANGPPYE NGAG QWi G avpdP (I HALIP PLTIP L AIPL: PATF M- wiA-GoF 1MI° Airts
a Py OFG gL CAPIC 170 I AI8LTC PPN PEA:: LU P ST (KT avAPP Po10PHA NALALA ACHLA e TFT
OCAHP L9°H NN TRV NAB T P10 aPP'r KIL.0-9° NPAN AdPPLC PT0T 0 POBTG PTIT A2Co T AATPTC (IHAL NEANE A
ACHLL PTLNG DY P4 PANLPS NEA 26-PTF7 hONTAIA 10+:: (LY PhAPI® O-O71F 00T ACLLANVTFD: i OAFS Mo,
hGAT oA PEANE, (PNCA I°L6-B) a0l G 09707 ao-AT ArFSR.CT AdPe-CE PANAILS Po910¢-R 19°177 (NPC- hAhA(.
TP WAZANT PALTE ATI0L7T TLLOEC AL AS 0910877 ATTH DA (07Tet) AlvESLC SFO<:: (LY L1 TRTIP PavPP(
AL 199417 LLaPDY O LTFT TP TPt WG PAMG- 07 LT WG PAPI® 170 F AP&F T N9 DT TINIOT LOLAIA::

PNAA av 7120t 0oLt A0 CAD<T +RIIP WLLE S 1021 NaPPRIP NE Lol AP0 0090877+ DC -Havaqg,
aPP( PNFD- +RIPFIC (NAAT £15 0 £U aPPC NhANT AAE NDLST NPON L£L5 THCUEA:: PO 999087 AT
8. 9L RIS PO avavg ePF (MNANT 220N T £7C PO L CFD-:: LAPT L9 NG 48 N7 PPTG A0l QUAP
T90L7 (ASM) 918007 AL, AT PRCIN:: CAPI® D-OTE NNAAS DA £LF O PANTELC aPPPETFI° AL (Favaag
LOTPAA:: (e IS9P (14.2.6-0F NNAAG NOLZEPT avand PAD- P78 £LEBS At LALLA::

A1 Pav<@ AUAeTT TR 076 H&NT ATPEMCT° U1 A TANFCTT AP P, 10+:: PU90LT A 150rHS @ (bNPE

nAPOT AGh A2C Gaodt OO OO aoRPT PPCANTI® DN LLPT PULEMS PWAMT WetGT T LA SUPGA::
990877 @R,I° +avAq e, (1L 247 HCF SAMT PAD- ZLA T T (A& L NGAG FC 10+:: FenTI69° Pheets e-9PuCT
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22.

23.

24.

25.

26.

12

RV N0 L7 FAD (exploration)t TI@-AVE (mining) AS TEAWZT TLAM® TIPUCT Tt Nk QU aPIOUET AATOF AP D2
AP9.U9° FIPUCT RO 00900142 N Lhd aoPig PP T hAPSC 414 NN9I° HPAG 1022 a0y eENLG a0 2AmG
TRIPE NTI0LT OC CTEOH AMTPTT AH9AM MOTEES, 845 LPCHI® ANUT L0 V7 STHHIE 2Co%T FIPUCT PATP::
ORI 10 AAACKE eH0974 0970877 0 70PT 00D PLA PTC 071005 Ot DAL <P 1@-2: 0990LT AT HCE A28
Tr4NFST HCT PA@- PLA FC ORI (HCE PPAMY PAD- 240 a°FC ATANTaV 7T 0avA PRA hAD-:: (1HeRTI4I°
NETE 20MG CONG: AHEKLD-07 aOFC NGHT 00107 TEENRT AMZAL PUPRS OTAL hudet P91med 0GP T (- hAT
NF 29L05-0F 33 (Enclave Economies) A78&UF £4AA::

AF%P NG 09900 TPPIT AT QUAR POCP 79077 HCE PAT (LY FhhAT PG QU@ (AT AL JOPI°:
: N@PPP'RI® (1LY 418 HCS<T MRS TI0PS HCET NAC1O(: AgPIPe G AgeSMMC PO T AN PNFDF ACIPEPT
a@-(18: PP ALAMD- LI0A:: TPPIG AI0FE QAR 0990877 T9°6t AP T AR THOTE ATV AR TS avvig 0P +L.C1m-
LBMEi: ATAUI® A9 P P78 AMNFD- 1M1 AnQ(L 1PSPTF mPoL, 0L I°o6>F RO (Feno949° &+ PUPT
0270 0L\ PTLLTG (LUPT ATL TI0L7T TLLAEC P28 WA ATE TLALT UL APT (LY HCE FOTICHPA::

PPPIG RIS QAR LOCP AP NAFSEEL TAU ANTTLLR mPIRF (LTLDI° ANFEIS NVAET 17 ht:: ATHUI (ch?l
ThbE OAT LTLNGOT AAGPPTE ANALLPS TN 140F7 PAISHN aPPRG NGAG 0OCP ATV 226-PF AL Wrbéet arem(y
Pbdie:: 099087 TLLNEC SUTT TPPIG AIVES QUAR ROCP AT APPSO DL (hIPT ADTILEP 2C%T O-OT A7210
P AL LITA:: NILY NATNTE £28 NoIn%e: OCP ATt OC (VHPPH AL P Nhue-® A7h AINVTE POCP hATLPT
PavtA 1y OCP NOPFP P NATPNT (o0 B9 PTUHATT 22Co%T HCOMP AP IPAPA 10+ 2U Plche-P O7h A7POP(
@M, 10-:: (1LY 22CEFI° 12005/2006 F A7 7 OCP NAITS AIPCHFT avaty 67°CHT Lmeoine::

LUT W7E, Naopi (11£.41 804 aPTIHA OHFAD- 07 PTG RINTT OCP AIPCFT 9°CFo71t (M9 HPHE aPP'rI® AL, Ptavl+m-
OCP NANHT D 270N Ach-® 70 ARPPT (NIDT a0 102 (e 189° POCP TII°CF LHFPTF OC (HLPH 1BAT
2994 MGOVFD- W IMTPF a0 eF @35 (A NHET @~ <15 NNSPT 2C (LP7I° PSANTI® NNGHG 0990877 GADG TID-AVE 26
AL AT O 78PT 2CI° WALk 990t HFAA:: (AL NNEHT TEEhPT D€ P91.4.M4 BT PDLL T 0990877 AT
HCE AL aPAHG: 0914 AT ANTLPT AL Al I 60T PALC-(r:: (@PPHIP A1 PP aPwl 3 P (Baseline) TG “Th4e:
HC$<7 ORS00 AGPL8 T PTL091H (LIPT SUIP a0l 8 AR Pavwlot 07 ALl APU-9° PANTALC @2 AdPOMm T POTAA::

P2 W-ATT AAIPTC NATELP 099087 HCES 20T FIPUCHT AL SATPAA:: AU 2990277 GADS P990.87 Tt
ArPOP0, AL NTLTF O7PPT OOT PHPMSG D1 WPt RPC WS N WA ST BAPA:: NAINTE AICCTT HEIP
7 Wit T T N ATPETT RTC NNI° LOAANA:: P76 NEFATFD-9° OHALP 10-:: SAAPT A7 mPavTI° D7
WS NIPA 124 NOVE ATE PP L #7150zt (RZACAEPT PAD- 022 ONTC ThhAT 2TC 083090 h3o Novf 03T
(9°SANFI° NHY (NI° HPHE) PR Ot FOISPTF PR 0990877 HCE FIPUCTTT 099,00 (st apgPYLII° h9POH (1avf
GFm:: (ERZhG av-f +299t 199077 HCE PLAT 2AMS 9°F¢ 023 P9 12002/2003 (ENZNG av-@ +La9+ ptavi(-
F@GPTF avnd 46 No0F PTUP R AT GFR@<:: (ALY PEhZhS oo<@ 4299 OO 0910019 (1 aPIPUeT 17 6-17
(oo AF GF@-:: 09907 TLAEC 40 (0P QTP Wt T AT CFm-:: N9LL0ES 027 A TC NPaPI°s0@m- g (oo
AN 100 Neof AT OHPH (ALP?E NCT NG TTS 0276 AOLITLrT DALTET (T OFPH CF@ /1042

RSP CIr° WG AR PUPT Fréh PATT O1ALR QUASTS RYRPT 47 AT7 0TLOFS 18O NHY 1Y PHANKGT A1C S AFe&e
N0¢-8LACAT O HETE UNFI° QPTG T 7EP PCOTT 03LAT Gt W78 08A PS BANEAP 04 (en, PULONT 2990877
ANOOLPT MHA NALLOFD- eI (AP 79T Dtme ANANLPT IC ARIGTIP:: (LIPII° A2878: 1Bt Pavpb(l AdgP
PNF@ ANOLPTF A28 83O PA:: AALVIP U-3.30<7 aPTIHAG ap$MMC LOLAIA:: &U DAY 099087 AT 276 PA (LD
ANEAANT &I PMAE ATLU9° NAIC APES GAP° APE F29F AT LA TAA:: AhAL TOPT OFaeAnt PaT T v-0t
AF (LPRE ATHLUIP PA &P AL POP QANATT APE: AG 197087 APE- AL PPt mPAA LA &2ITPTF CFO:: AAHY
PO (I AMI° PPA LT PT10.L7 AOTBLCI° A18(VFSD-T9° 1P SN MG KAt 997,014 6 16 HCHC aPavg 8P T hG
KPP TY 1990pavp aoMmPg° EFAQ ::

07 AL R9LT T 0ehl TI0PET AHCTHI® Nt AT 1990.£7 HCE 090994 18P TF 18G (PAL YT 07U T4 A P9 9184
PLALL UY.AM@* PP AA(NH:: BUTT 9984 TIvE Q28PTT 091LLeNLF G TN 18P FF D7 hav@ Mt ¢ (P PH
FANCFFO7 (LSO (TSRS (0P T AL HaPACTT W8P £LCIA:: (Y £18 AUTT 1276 PAD-T TPLA 0790877 76
AP AN PAPT ATLTLD ALt TIMIET MmPTLI LFLPA:: N HERLTISI° 0907 224 PTLNG O YNFD- AhQ(L 1PSPTF
AAHCS OAF@7 T, A29.0-9° D FA 0978491 NP7 T180C LOEAIA::

09907 6 NTLNBLAFD- ANALPT hovgt HF IC PHIST 1T MEI° AAar 00T Ad:: AANTT TPPPIS A1THES
QUAR 79087 AATLPT Ph&AST O T NEHE 299087 ATt GHFPTT PAO- P99 avP'rt (A1L7(L P990L7 &2 AnQ(L
NNEPF IC P4l @ At eoLmPb(r GFD-:: p-ed® oot SHF NANALD- ANTSLC ETTC AT PA NP ATLHY
91 AT (AIS NG 992 ATAAVFD- A 200 SFAN:: (LIPT9° Om,F1 (1P aPAn “Fo47 Aavq 2+t A998
P a0t W18t ATLTIPCANG WILTLAT UG PUPT 2°Co%T PALADA:: TIC 917 BV “1NG A°CUt NAU-T+ Pt av<p 19D+ AN
TNT ALFAIP:: ATPAN NATE72E PhAA T O-OT T90P PP PINCT 7 AP T NEoLol-fh a1 0990877 7 ALAL IC
Poq.MmMav- QAP 0454 PG D 7 AL PLILE ATLTL.AMD- A\TIDP ANF IS 102

ch OFmNES PHNAN PG SC ACPT BHFPT P (LIPZ° A1t PLI0.0 PIHAM®D- NPT (ALY PH0AN ANQLPT AL
SPYIOC PP LT GG TID- Nt e LNGDSA::

PEI° (19°7 A900 (ATHY ANOOPTF 0990877 276 WIRTLEPE CING ALLAIP:: AAHVI® AMPAL aPALA RFRNFAE A9
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27.

28.

29.

30.

31

32.

33.

34.

SALTE CANTO- NATEPT (ATHLY hAA 03P T AL avT- T+ (AT +POR T PTI0T LD NaPP'r Rhldt 291087 HOS
1G9 AL AP 00T ALALC & TAA::

a7t NIIRLT HCF POLETT D PG (L PTLoP 1@+ 199077 NPT AL N9 Ph TP &CAT 990877 L
MCG NELAE NEP 1021 LA L7107 £7¢- WIPIP1T av ol o JO39° D, ALDM NP PF AL &CA h19.FLM- PLLIA::
(12002 (HLL1D- PT90LT APE: TTAAR AL, Pav o1t 19 &CA APNT Navf MNEHES AINHS 099087 0 798PTF AL W15 D+
APR.U9° NO7PPE OC (1908491 £:CLC LY SCAD- NT7HA NTLLLA aPPEw NG AL WZLTLTA 27134 : NAv-T OPF (NG5
990y WIPT NOTPPTF AL PFMAT- P IC 135 Novf DL 25 No>F AT8PING MLOI° ANAN 927120 WA A0S
08,8000\ V1T NAPE: PONT (LP7E NANT A0S 0 78PTF AL PLAF D7 1L INC AW HLDNT L4 PAA:: NP HI° ARTOTS
AATLPTF tparm %o, 011, MG 9PN PATP:: LCLAE NG P PTLAAD: (Advalorem (10£ N7LWM®- PP AL) avwlrt (L7
N4 7905 AT Naop: NNLT TIOLTT AL ATPNT 19086 (A TG4 TI0LETT AL AT 1aop 1-:: PPN NG P JPM @+
NAGSh A1CT 9Ny OC AarAd g 10+:: 11C 17 P “IC FPNED-G Pav o127t 19 £CA NAAST PAGSN A1CT NPT 10-::

K16t NT90L7T PG Ogn, 718 PIPFTTO- UL NHCS O-07H 2C (EEPH HPHS 1@-2: (LIPI9° ARG E MPTLS PaD-o> JO7HS
IOy <2 (MAGF Pkt Ga0IF NATTO AMPAL CO-oF 7S DA Alln ANC Naof &CH LEHA: ) NTI0LT HCS- 09117
L7 ATPANANE ATPSTMC DLIP AN A, TANT AT PHRRav AR 4738 PAIP:: QU 4L1H 478 (LTC &7 e ran T v
TN OLTET 0990877 HCS (LNAE ALLTé PTLTFATT “Dutch Disease” TI0TI° 0P 3247 PAIC @-AT TIHA Lot hbg
aER,aC AT PANT Y, HCETT N@-L8:C @R 712015 ParA(AT7 18T AgPhAhA MPTL LIPSA:: DRI LY G0
2718 (LELI° NIV HCE LTLTT D &S L N9 ATogn, @+ @A L a2SMl AANT P90 hANTT PGP avavp PATAN::

OA16E &0 P WGEGFA 2CT TPPMmA:: QLU OGS 299087 ATPCFT AL NTMAD- 2CPNTE: NG P P4.80l-0 a1
£C0 60 (004 Phbl @ 07907 AT PTThL 0T AN AAD- PhAA ANFALC ANA A7 BAN:: (11HaPAAL RIS 07700
APPCAF AL DAMAD- COAE: AT PUINELNT ANONL 60 NaPF £CH AT LD PPLD* 04, Lulrlh AP SCH 1D+

ATEEL AGAI° AP 0990877 AN T A LA (EITI) AONTF AUATE LH 0 TPIPT 2006 2060 TE APCANT:: a0 avg e
PPLNTO- TEE O-P PUID (AOHILD- A1 E LAALA TN APR P14 1+

AoP PRI LT 06ps AOA NF P77 OHCS AL AnAT PTLTA 957 AGPP T POTATA:: (Ten 1890 NHY £18 aphng®
s 0094 AT QAAUNPTS AAIC OO QALCA AnAt aodoht POrFANGA:: Y ALt SCEFTG 994901 APE IC
OHOOHT TAPT AL 099027 UMK AL S0 a0t AONTTY A28 TT WiPdet NTLP W 180T A% 1011 av-fe AOATETY
ATITTF PTLFA OFMPAD APE 1207, A19.3L LTLLALANNT U-b ASC ST AA::

II0L7 276 NTr4GNTFET (AIPGT) A T0HS HEES T10£GT Ah1ek FILD7T PPI° AH9.LATT N9149 2C LAD- T0AC
AP TEEHFT AGATT P11 NMI° @7 10+:: Av<? AAD- U-2F 299087 HCF DAAT AT HCET 2C 0AC LA
NATL7P 9°CT O 1022 11 17 077370 T10.:7 059928 176~ W8 NeBav, (1744 NG PADT L. HCS IC PTG LD 170t
L&A Nt 0PN : (7730 ATNCT “190SLTT P7L.0-A (9PPP) PAILY(, 0990877 16-9° PT AT (144 £970£7 TCE AT
TATI® WL AAS 77 FG 0100 9L EANT TECENPT hAteT PANSIL HCET OC PAF@- FANC NNI° L9 LT LUI°
PUID AIC (PO LCE-T AGAI® AT 7907 NOTCPT MN%TS ANt 29994 AP PR A1vHS AAUPT 1@-:: (190P g
PNE T CAMPPIOS 09T RCTHT 199087 HCFRS NA 740 TS HCF A8.0-9° DAAT PANT T HCET DC NNAM P&MC PTLFA
(20 Vg SR TAV A [0S

IoYI° WY a0t Qhbar @ erAMM 0L (WTPE 9) NPML ANC Gavt LANA A 091a0F L IPTI° (HCH ATt
PHTF @ MAT P ATANTT (9PEMC 2918 aP218G TINLFFT LOLAIA:: LUTT NINAFE AT HANC dP&mC hhdt
200 -k BT PA PANT L mPILFPTT ATITTE LLAN: AR TSOTS HCE mPor) PAFD- @90 &517 (Havant
HCHC 9100 U-37 PGS 0AT8-0FS TG NTOLENTT 0227t PhT% 0TS T90L7 HCF AT8.02:915 N 180 R4+ ¢ PAD-
FANC AT88NC AT ANGAL 10+ PR 7406 TG ATL N4 TI0LST ATPE AATLPTFT 09100 ALLATC:: (LIP7I°
PA TGOS 0L HECE NNIP “IHG NaPY-1I° (AL AU-AI° ATCT NEHE ADTTLeP mPTLT AAD-:: PATH0TS T1087 HOT
OGS v-a MAFEEL ALATT ATLTLTA 09907 “L20EC NAMO- Fedt aPT7HAN TFAA::

naowot ATt OC (ELLH N FALIP 0000 He N7 CF aPwlrt AT AAGPSC OAFE-S 07 0990.8°7 UVF NTINTDE 218 4.3 0337
LPEA: (AU OPF DL +ALR PTIDLT AT ANANPT 0910000 9°79° 40T POANC HeI07 G PATP:: QU ST G
aow( st AP NPHC T ATIC OPFP 990877 AP AL PHATE AT 199G AP8.0-9° CDLLT 0990877 ATIH HE T +A L@+
0990, 3@ (19P1P Lavwlt ATHF 1 HOCH AATPS 4 AH- ALICTPI: : RAE& a0 ¥ 2t ((AU-F @PF ASNF HIPGPS RaPeRLLAD-Y
HFAE, PPH LLETFD7 PP PANC 21OCH (AIC APF L£LE APHLD 1D+ GATIDI° A PAL A NS0 (&P A990L1
AYE OO PANGT), HCE 0arMy GAYE @RIP 0RING TEBT AdPavA ARLAIP:: 0387 PO-C aPNaeC HCDFPT 0990877
HCE ATPE 0140107 F-dh (RANCT PPAAAG 27122007 291027 aPm7) NA9°F M- PN PG 20T LT ALY FIAK
T1C PAgP::

NPRI° T12-695 NHY 418 09154 MMt 0PETT TP PALAIN:: T 1890 PANC T INTCTT @LLA TP PUA
ATL9.008.0° av NG PALAIA:: AU-T PAD- 29907 ATPF avm’y PONC T+ 107 CFT P7Lmed @R AON-C +& 107 Ct
LI).OMNDY A, TANFPTE PTLaPAN ARLAIP:: PAAG 7730 NAR U-2F NTLmeP®- PON-C T&107 CF (vtPC:: eaes.ath
APCOTF N99P AT 10 AG 15 Gav T 907 PUA ALY L FAN? PILADY NaP1avt AQLALD- OHEINTCT DR 9%+ DA avelrt
LTCNFA::

8.0 2AUC OLAG AAD- P (; F Bl LA ALK PTI0LT HCE ANENL PR P14 9P T avol(1.f W38.0-9° 07701 71027
-8, (LANTCF P0.LA0NFDY) OLOF GF@-:: NIHY OLOF M T6n 14 AbeT ABLNATCH PPCHT aPTANLE PT T hPT°
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35.

36.

37.

PAF@ LT (TINFIP 09P6PG PANN DLNT NACHE MRI® PNCNS DLA NATIAL) LFGI° ANANLLR A ZAth 18P~
ATR.U9° RILUT OLOTF 107 CET NTLEAT PATTES ANANLPT 291.016F Pav 78 avwlot AP AAIPTC NAU-T O+
OLNVEY (ATICoR T 0910 E 180 HI° ANLAL ASUPTIO::

Lhutuiten DeA aowlt ATPET (At AP PN TINFAALS aParE T FANC AL Tt AT APWET (LPTE 20T
L0 POt 028N 990G 03 Ad AACEP VAN, 180 P2 Tavyen, TCERTT (9T aemSPP Hhtde Phthtéh 280
K7 CT NG ATINS D7 ChAFeh TINFANLL BTHOCH AN 10+ @LLT A0 238G AU PAD- ShOuiFoh DLA °CT
APIP Q90T @O 10 PAACEP 991077 HCT AT OWTBBE LTLeNENIT-7 P20 FATF (0 £L8 AgvavAf P70 TA
APCOT PUIGC LaPAAA de aP@-(8 BFAA::

vy oG Qo HCG P78 Navwlt ATPF HCG PATR:: ATRU-I° OLL T LU P18 gavdl xILIPT 091.00P HPL: PAIP::
ANV 1Lt Pavwit ATV Mg, AFLSS AkCh FA28PT OHOme TEENPTT 6nI°C NaPFo1 271 P08 1021 RUT WYE,
a0 e HCE DTS (TN TELO T TCHICHT) etavdAnt APE: AeTLbd (LPTE LU AP Naowlrt AP 412
29 HCS +AHe aFCy ParanF-d -Hoe SMNPA::

POLLM PTI0LT HCE 6L A.DMT P70 NELCH (Resource Corridor) AJANNT 2104z UTT NSLC NIHY AnOLPF
a0 L1040 e ATPALT (AU OPF AVEDS 102 T1C U7 NCATPL P (SANCENN) APTFFD-T N191m 7 AP TF D SH0NT7
ANOOPTG ABO-1 OLA IoF QU7 POPT L FAA::

299027 1GLC (LA RO 0992100 avwlrt ATHS 199087 HCF P97 H4-0FS 71 Ab9P 1F ARLAIP: : PHRIIP APYP o170 F
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1.

1.1.Background and report structure
1.

INTRODUCTION

This report provides a review of the Ethiopian mining sector, and assesses its potential to contribute to
sustainable economic growth and development. It further provides recommendations for the initiatives and
actions that will be required for such development to take place, and it identifies the risk and opportunities
that this entails. The need for this type of strategic analysis follows from the Government of Ethiopia’s (GoE)
ambition to, as part of the Growth and Transformation Plan (GTP), develop the mining sector to be a main
pillar of the economy.

The report was produced in the period May 2013 to February 2014. It was commissioned by the World
Bank and its partners (IFC, DFATD, the Australian Government and DfID) with the aim to assist the GoE
in its efforts to develop the mining sector. Thus, the report has been produced in close cooperation with
staff at the Ethiopian Ministry of Mines (MoM). Its findings are mostly based on desk top reviews of existing
documents, on a large number of meetings and interviews with affected and interested stakeholders and
also on some field work performed in the southern and western parts of the country. Regular oversight and
feedback has been provided by representatives from the World Bank and its partners.

This chapter provides an introduction to the Ethiopian economy and the current contribution from mining,
and describes general aspects of mineral sector development and how it may contribute to economic
development. Chapter 2 presents the geological potential of the country, mineral occurrences, and mining
and exploration projects. Building on Chapter 2, Chapter 3 presents possible scenarios for future mineral
sector growth with economic implications, and further discusses industry linkages. Chapters 4-11 include
assessments of different mineral sector framework areas, and recommendations are provided in the end
of each chapter. Chapter 12 presents current infrastructure and development plans and, finally, Chapter
13 presents a summary and prioritization of recommendations.

1.2.The Ethiopian economy and contribution from mining
4. Ethiopia has averaged a 10.7% economic growth rate over the last ten years and was cited as the 12th

fastest growing economy by the World Bank in 2012. According to the World Bank Ethiopia Economic
Update (2013), with the provision that it can continue its historic growth performance, it could potentially
reach middle income status by 2025.

The major driver of the Ethiopian economy is its agricultural services, accounting for 46% of the value
added to GDP in 2011 (Table 1.1), followed by the services sector with 43%. Exports account for 12.7% of
GDP, while imports are 28%. The manufacturing sector remains small, although efforts are being made to
increase its size.

The Growth and Transformation Plan is the main national development roadmap for Ethiopia for the
period 2010-2015, focusing on structural transformation and sector targeting to achieve broad based and
equitable growth. The main feature of the plan is to ensure GDP growth rates of 11-15% per year and to
create investment opportunities in agricultural and industrial sectors. The economic sector performance
creates specific targets for the agricultural, industrial and mining sectors. Financing from both the public
and private sector is envisioned. The other major sub-headings for the program include improvements in
the country’s infrastructure as well as social development indicators (education and training, and health).
The final segment focuses on capacity building, information and communications technology development,
democracy and good governance. The plan takes into consideration cross cutting issues, such as gender
and youth development, HIV/AIDs prevention and control, labour affairs, environment and climate change.
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Table 1.1. Economic profile for Ethiopia.

Sectoral Distribution of GDP

2000 2005 2011
GDP Indicators
GNI per capita, PPP (current international $) 460 620 1,050
GDP (current US$ million) 8,180 12,307 31,709
GDP growth (annual %) 6.1 11.8 7.3

Trade Indicators

Agriculture, value added (% of GDP) 499 46.7 46.4
Industry, value added (% of GDP) 12.4 13.0 10.5
Manufacturing, value added (% of GDP) 5.5 4.8 3.6
Services, etc., value added (% of GDP) 37.8 40.3 43.1
Gross capital formation (% of GDP) 20.3 23.0 255

Natural Resource Rents

Trade (% of GDP) 36.0 50.6 48.7
Merchandise trade (% of GDP) 21.4 40.6 37.1
Exports of goods and services (% of GDP) 12.0 15.1 16.8
Imports of goods and services (% of GDP) 24.0 3565 31.8

Total natural resources rents (% of GDP) 10.1 8.4 6.0
Mineral rents (% of GDP) 0.0 0.1 1.1
Forest rents (% of GDP) 10.1 8.3 4.8

Source: World Development Indicators, 2013 accessed 23rd October, 2013 <http://databank.worldbank.org/>

7.

10.

11.

16

In the fiscal year 2011/2012, the Ethiopian mining sector contributed about 1.5% to GDP, with mineral rents
(the difference between cost of production and its revenue value) accounting for 1.1% of GDP. The sector
accounted for USD 618 million (19%) of the country’s exports, with gold making up close to 100% of the
mining sector exports and with most of this gold (about 2/3) coming from artisanal mining. In comparison,
Ethiopia’s largest export commodity, coffee, generated USD 833 million (26%) in export revenues. The
contribution from mining to employment in Ethiopia is today small (a few thousand), as the sector is small
and mining is not a labour intensive industry. Artisanal mining on the other hand is likely to involve several
hundred thousand workers.

At the start of the GTP (2009/2010), one of the main objectives of the government was for the mining
sector to contribute to export revenues and to provide inputs to the agricultural sector and add to local
manufacturing capabilities. Over a couple of years before 2010, export revenues from the mineral sector
averaged around USD 135 million, and accounted for 7 to 10% of the foreign exchange earnings for the
country. In the year 2011/2012, the GTP review reports that the mineral sector secured USD 199 million
in foreign exchange earnings.

Between 1974 and 1991 private investment was not allowed in the mineral sector, while government
institutions were mandated to develop the mineral wealth of the country. As a result of the political change
that took place in 1991, a new more market oriented economic policy was introduced in the country. In the
mining sector, the government promulgated a new mining proclamation and mining income tax proclamations
to encourage the participation of private capital in mineral sector development. This has not yet led to a
significant expansion of the country’s mining sector and the Ethiopian mining sector can be viewed to be
in its infancy stage, but with good potential for future development.

Currently, the largest foreign investment in the mining sector is by Allana Potash, for a Potash project, which
plans to start production by mid to late 2017. Nyota Minerals’ Tulu Kapi project, which was on hold during
the second half of 2013 but where activities have now continued after ownership changes and additional
financing, has reached an advanced stage. Apart from these two advanced projects, there are a number
of exploration projects at various development stages (see further Chapter 2).

In the framework of the Mining Value Chain (Figure 1.1), Ethiopia can be viewed as being at the stage of
developing and improving governance related to the first three steps; Access to resources, Monitoring of
operations, and Collection of royalty and taxes (Ethiopia recently submitted its application to become a
candidate EITI country).
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Access to Monitoring of Collection pretusive &
Non-Tenewable resources 0 eratinis of taxes and sstainable
resources P royalties Development

Cross cutting issues (e.g., institutional arrangements, capacity, accountability mechanisms)

Sector policy, law and basic regulations, including social/environmental aspects
Promotion of mineral, petroleum and gas resources

Cadastres and mineral rights procedures

Role/fiscal regime of operators (including price risk sharing)

Regulatory authority (approval/monitoring/enforcement)
Monitoring and evaluation of environmental and social impacts
Accounting and audit procedures

Revenue collection
Disclosure of revenue flows

Figure 1.1. The Mining Value Chain (source: World Bank).

1.3.Mineral sector characteristics and development in general

12. The mining sector, in general, may be divided into three main subsectors: (i) metals and precious minerals

mining; (ii) coal mining; and (iii) industrial minerals mining. Coal mining has an economic worth and global
turnover that is on par with all metals and precious minerals mining combined!. Industrial minerals mining
(mainly quarrying) is sometimes overlooked, when the mining sector is being considered in spite of it being
a subsector which is vital for the functioning of society, and which has a considerable economic value to the
domestic economy. With regards to industrial minerals, the value to bulk ratio is often small, and therefore
the potential for export is limited as the international transport costs will often far outweigh the value of the
material itself.

13. Mineral project development, from early exploration to the start of industrial-scale production usually takes

10-15 years or more (Table 1.2) and it may even take some 5-10 years from the initial estimation of mineral
resources undertaken during the exploration phase before a mine is commissioned. This time is used to carry
out detailed resource estimates, to do the various metallurgical, geotechnical, financial and environmental
studies necessary for a bankable feasibility study, and to arrange financing and mineral and environmental
permitting. The management of the sector needs to be characterised by a similarly long-term view. These
estimates may be somewhat lower for technically simple, smaller gold mines and for industrial minerals
projects, but can be substantially higher for large and complex polymetallic mines. Post-production, mine
closure and rehabilitation usually takes a couple of years or more, and this is sometimes followed by a
prolonged period of environmental monitoring, depending on the type of mine.

14. It also important to keep in mind that few exploration projects actually lead to mine development. For

example, looking at major metals, over a recent 2-year period, 26 out of 710 (3.7%) greenfield discoveries
in Canada reached feasibility stage?. For Australia, the numbers were 32 out of 570, or 5.6%. Far fewer
projects would survive all the way to the mine construction stage.

Table 1.2. Common time periods (years) for the different phases of mineral development projects.
Exploration & feasibility study b-15

Mine construction 1-2

Production 10-30

Mine closure & reclamation 1-2

Monitoring b5+

1
2

Raw Materials Group (2013)
Raw Materials Group (2013).
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16.

15. The needs and requirements for establishing a mine are dependent upon which commodity is being

considered. High bulk commodities such as iron ore and coal are crucially dependent upon the availability
of infrastructure for transport (railroads, harbours), and other supporting industries and activities (often
referred to as “linkages”). Conversely, mines for low bulk commodities (e.g. gold and diamonds) may be
initiated with a comparatively lesser need for associated linkages and infrastructure.

Mining is a cyclical business, with commodity prices varying in what is sometimes referred to as “super
cycles”, which in turn may span over one or several decades. Thus, the decade preceding 2005 (and the
rise of demand of China) was characterised by low commodity prices (Figure 1.2), and limited exploration.
In contrast, since 2005 the world has seen a boom in the mining sector, fuelled to a great extent by Chinese
demand, leading to what at times has been near frantic activity and interest in the sector. The last year,
since 2011, has seen a slowing down and decreases in commodity prices. The management of the sector
needs to take these fundamental characteristics into account.

17. When considering the ‘development’ of the mining sector, particularly its contribution to economic growth

and export revenues, the generation of large economic rents is more likely to come from medium to large
scale mining projects, relative to those from artisanal and small scale projects. Furthermore, economies
of scale are more likely to result with increased mine size and when there are a few large scale mines in
production 3.

18. The mining sector holds substantial prospects for fostering development and economic growth. The sector

is, however, also seen to be associated with a number of less desirable characteristics such as environmental
impacts, socio-economic unrest, land-use conflict, financial instability (e.g. Dutch disease), and due to the
large amounts of money involved, to be prone to corruption and illicit financial transactions. Measures are
needed to address these problem areas, such as the development of a suitable regulatory regime, as well
as the building of institutional capacity to implement such a regime.
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Figure 1.2. Variations in “metal price index” since 2000 (with 2000 given an index of 100). Source: Raw Materials Group,

Stockholm (2013).

3
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Note the number of mines will differ dependent on the metal being mined and the volume of ore (including waste rock) that is being
produced.

FINAL REPORT



2.

© PACT Ethiopia

GEOLOGY, MINING AND EXPLORATION ACTIVITIES

2.1.Regional geology and mineral occurrences

1.

The oldest rocks in Ethiopia are of late Proterozoic age (900-540Ma) and cover somewhat less than a quarter
of the country. These rocks (displayed in dark green, grey and black in Figure 2.1) are mainly exposed in
three areas of the country, to the north, west, and south, and to a lesser extent around Harar in the east. The
Proterozoic basement of Ethiopia is located at the interphase of the Arabian-Nubian Shield that continues
to the north into Sudan, Egypt and Saudi Arabia and the Mozambique Belt, which makes up much of the
geological basement throughout eastern Africa.

The Proterozoic basement includes a variety of variously deformed and metamorphosed sedimentary,
volcanic and intrusive rocks. In general, gneisses are more common, and the metamorphic grade higher, in
the southern and western terrains compared to the northern terrain. The northern terrain is predominantly
made up of volcanic and sedimentary rocks of lower metamorphic grade. So called greenstone belts occur
in all three areas®.
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Quaternary volcanics with
associated sedimets

Tertiary sediments

Tertiary colcanics
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whnein mnad MigIatites

(DJIBOU?‘

PRECAMBRIAY

8" - Ly
i Y, A -
s/ l,\ KENYA '»_ . : ‘ indian |
35. Moy ae 49- / 4‘4'

Figure 2.1. Simplified geological map of Ethiopia (source: GSE).

Greenstone belts may host a variety of minerals deposits, especially gold. They are thought to have formed along the margins of
Archaean cratons (3200 — 2500 million years) but the term is sometimes also used for similar geological environments of younger
age. They consist of a mix of metamorphosed mafic to ultramafic volcanic sequences with associated sedimentary rocks. The name
greenstone comes from the green hue of some of the metamorphic minerals present.
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3. Dominantly Mesozoic (251-66Ma) and some slightly older marine and continental sedimentary rocks cover
about 25% of Ethiopia. They occur across large areas of eastern Ethiopia (the Ogaden basin) and also in
two sedimentary basins in the centre and to the north of the country (blue in Figure 2.1). The Mesozoic
formations include rocks such as sandstone, shale, limestone and gypsum.

4. About 50% of the country is covered by Tertiary (65-2.6Ma) and Quaternary (2.6Ma — present time) volcanic
and sedimentary rocks, related to the formation of the Ethiopian rift. The rift runs from northeast to southwest
across Ethiopia, and is part of the greater East African Rift. Thus, the Ethiopian highlands are underlain
mainly by thick sequences of flood basalt that erupted 65-13 million years ago (olive colour; Figure 2.1) while
the rift valley itself is covered mainly by Quaternary (< 2.6Ma) volcanic rocks and associated sedimentary
rocks (green; Figure 2.1). Quaternary sediments also occur in other parts of the country (yellow) and Tertiary
sediments in the far east (orange).

5. The different geological terrains described above are prospective for different types of rocks and minerals.
Apart from extensive artisanal mining, there are and have been very few mines in Ethiopia and comparatively
little detailed exploration has been undertaken. Mineral/rock occurrences (Table 2.1) in the different terrains
are however reasonably well known mainly from the work undertaken by the Geological Survey of Ethiopia
(GSE) over the past 40 years.

Table 2.1. Mineral and rock occurrences in main geological environments of Ethiopia.

Geological terrain Commodity Deposit types and key areas
Gold Primarily lode gold in greenstone belts
) Au-Ag-Cu-Zn VMS-type in the northern terrain
Late Proterozoic Tantalum Pegmatite in southern terrain
hasement (black,
grey, green in Figure | Iron Basic intrusions in western and southern terrains; Quartz-
2.1) banded sedimentary iron in western terrain
) PGE (+gold) Ultramafic intrusions, and related alluvial-eluvial placers in the
Most important western terrain
terrain for metallic — - -
minerals Phosphate Basic intrusions, together with Fe

Dimension stone Several areas in the Proterozoic terrains

Also dimension

stone, refractory Refractory raw Southern terrain

minerals and rr;;iter::?;&t:l)éamte,
ceramic raw grapnre,

materials Kaolin Southern terrain and in the Harar area (also in some areas with
Quaternary volcanics

Feldspar & quartz | Pegmatite in southern terrain and in the Harar area

Mesozoic sediments | Limestone & A number of deposits in all three Mesozoic sedimentary basins
(blue in Figure 2.1) | gypsum
Silica sand Several deposits in the Mesozoic basins

Important for the
main cement raw

materials
Potash Evaporites in the central parts of the Danakhil depression
Tertiary-Quaternary Pumice A number of areas in the felsic volcanics of the Rift Valley
volcanics a(nd 5 Diatomite A number of areas in lacustrine sediments of the Rift Valley
sediments (olive . ; ; . ,
green in Figure 2.1) Bentonite A number of areas in lacustrine sediments of the Rift Valley
Rock salt Occurs in some lakes in the central-southern part of the Rift Valley
Im ot:tantffprda a Soda ash Opal occurs in the areas surrounding the northern, central and
number of industria southern parts of the rift valley, in Tertiary volcanics
minerals and . -
gemstones Gemstones Other gemstones such as beryl, emerald, sapphire, tourmaline
and garnet are found mainly in the southern parts of the rift
Also coal and Coal Lignite to bituminous deposits in sediments mostly within Tertiary
epithermal gold volcanic formations in southwestern and northern Ethiopia
Epithermal gold Low-grade gold occurrences in the rift valley, northern parts

Sources: Tadesse (2009); various promotional documents available at the GSE (www.gse.gov.et, accessed November 2013);
discussions with MoM staff.
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2.2.Geological data and information

6. The Geological Survey of Ethiopia was established in 1968 with the primary aim to conduct systematic
geological mapping and mineral exploration. Prior to the 1970'’s very little geological mapping work had
been undertaken. A broad description of available geoscientific information is provided below.

Geological mapping: A national geological map at the scale of 1:2,000,000 was first published in 1973,
and revised in 1996. These maps, however, defined much of the basement as being of Archean age
(>2,500Ma). Studies undertaken during the 1990’s by the GSE in collaboration with other institutions,
and more recent geological mapping, indicates that the basement is of late Proterozoic age (<900Ma).

Regional maps at the scale of 1:250,000 have been produced since the early-mid 1970’s and today
cover almost 70% of the country, including most areas of the country apart from the Ogaden basin in
the east. No regional geological mapping has been undertaken at scales finer than 1:250,000.

Geochemical mapping: Geochemical surveys have been undertaken at different scales over the years,
with focus on the Proterozoic areas. About 20% of the country has been mapped at the 1:100,000 or
finer scales. In 2009, systematic surveys at the scale of 1:250,000 were initiated in parallel with the
geological mapping.

Airborne geophysical surveys: Airborne geophysical surveys focused on mineral exploration have been
undertaken over some parts of the Proterozoic terrains. However, the surveys were mainly done in the
early 1970’s (and to a lesser extent in 1996) with a line spacing of 1-2km and the data is of low quality
compared to what can be achieved today with modern methods and tighter line spacing. A helicopter
borne electromagnetic, magnetic and spectrometry survey was also carried out in 1993/94 in the Adola
Gold area, with a line spacing of 200m.

Ground gravity surveys: Ground gravity measurements have been performed intermittently since the
1940's. The gravity network was significantly expanded during the countrywide gravity survey 1990-2001.
The gravity stations are located mainly along primary and secondary roads (i.e. no grid system) with a
spacing of 5km and the Proterozoic areas are not well covered.

Mineral potential studies: The GSE has over the years investigated a number of deposits through petrographic
and geochemical studies, and to a lesser extent through drilling and assaying. Mineral resource estimates
have been reported for a number of deposits while the methodologies are not compliant with modern
procedures/methods.

Geoscience data and information management: The GSE houses bibliography and mineral occurrences
meta-data databases at the Geoscience Data Centre (which are also available on-line at www.gse.gov.
et) and a geochemical database at the GSE Laboratories. There is, however, a large amount of data and
information at the GSE that is not yet entered into databases.

Promotion of the mineral sector: The MoM has been present at the Mining Indaba Fair in Cape Town,
has an active and fairly informative web-page andhas produced specialized promotional brochures| a
number of good promotional documents were produced in 2009-2011, in part with support from external
development partners (GEUS)], available at the GSE website. Mining promotion literature is also included
as a chapter in the booklets issues by the Investment Promotion Agency.

7. Due to a lack of capacity, much of the GSE’s work is now focused on completing the 1:250,000 geological
mapping and little resources are given to geochemical and geophysical surveys (see further Section 7.2).
Some of the old maps sheets (from the 1970-2000) would probably have to be revisited and revised in light
of stratigraphic revision needed as there is very likely no Archean basement in Ethiopia.

2.3.Mining and mine prospects in Ethiopia and the region

The purpose of this section is to provide a broad view of the geological potential by describing on-going mining
as well as mine prospects in Ethiopia and the surrounding regions.

1. Gold

There is currently one operating large scale gold mine in Ethiopia, the Lega Dembi open pit mine in the southern
Proterozoic terrain, owned by Midroc Gold Mine Plc. Lega Dembi opened in 1998 and has at an average
produced some 4.5 t/yr (3.5 tonnes or 120,000 oz in 2012). In some two years time, the operation will continue
underground and also include the Sakaro deposit located right next to Lega Dembi. Nearby, there is also the state
owned Adola mine where alluvial gold (at least in part derived from the Lega Dembi deposits) has been mined
for over half a century.
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Extensive artisanal (and some small-scale) gold mining shows the potential for gold in all the Proterozoic areas
of Ethiopia. The total artisanal production in later years is reported to have been about twice that of Lega Dembi,
with some 7.2 tonnes of gold (about 232,000 o0z) reported by MoM to have been produced in 2011.

In Sudan, 800 km north of the South Sudanese border there is the 20-year old Hassai gold mine, which is
operated by La Mancha and it has so far produced some about 2.3 million oz of gold. There is also artisanal
gold mining being undertaken around the Hassai mine as well as across the border from western Ethiopia, and
further inland to the west.

One gold prospect in Ethiopia has reached an advanced exploration stage, Nyota Minerals Ltd’s Tulu Kapi project.
The project has established probable reserves® of 16.9Mt @1.82g/t (totally 986,0000z) and indicated and inferred
resources of 24.9Mt @2.34g/t (totally 1,900,0000z) as of mid-2013. The project was on hold during the second
part of 2013 but recent ownership changes and additional financing has allowed for exploration activities to
continue. The project shows the potential for gold deposits in the western Proterozoic terrain.

2. Polymetallic deposits

The Arabian-Nubian shield in Eritrea, Sudan, Egypt and Saudi Arabia hosts a number of VMS-type polymetallic
deposits. There are three advanced gold projects in Eritrea, one of which has reached the mining stage. The
Bisha mine commenced production in 2011 and it is a high-grade deposit with gold and silver oxides at surface
underlain by copper and zinc sulphides. The resource statement of May 2012 estimates contained metal of
529,371 tonnes of Cu, 1,539,085 tonnes of Zn, 970,0000z Au and 45,060,000 oz Ag in the Indicated and
Inferred Resource categories.

3. Potash

There is as yet no potash mining in Ethiopia but the Danakhil depression in the far northeast of the country holds
significant potash reserves. Allana Potash has been granted a full mining license and is planning to commence
construction during the first half of 2015 and start-up production in the latter half of 2017. Proven and probable
sylvinite reserves amount to 94Mt@28-29% KCI. Measured, indicated and inferred sylvinite resources amount
to 418Mt@28-29% KCI. The current mine plan is for 1Mt/yr over 24 years. The sylvinite occurs in the uppermost
sediment horizon. Large carnallite and kainitite resources are present in lower horizons, which may be extracted
in the future. Other companies are pursuing exploration at nearby localities.

4. Tantalite

The state-owned [Ethiopian Minerals Development Enterprise (EMDE)] Kenticha tantalum mine located in
southern Ethiopia has been producing tantalum in the recent past and shows the potential for pegmatite-hosted
tantalum in the area. The production is currently on hold due to attempts to privatize the operation. This seems
to have failed and the current plans are for EMDE to continue production in 2015. The uranium content of the
ore is quite high (0.5%) and local processing to remove the uranium would be required for many export markets.

5. Cement raw materials

The Ethiopian cement production capacity has increased from 2-3Mt to some 10-15Mt/yr over the past couple of
years. Raw materials for cement (limestone, gypsum, clay and pumice) are plentiful in the Mesozoic formations
of Ethiopia and mined locally, often in close vicinity to the cement factories.

6. Other industrial minerals

Rock salt has been mined for a long time in the Danakhil depression through non-mechanised artisanal mining.
In the recent past, there have been attempts to commence larger scale industrial production of salt in the area.
Kaolin, silica sand, soda ash quartz and feldspar, are or have been mined through artisanal and small-scale mining.

7. Dimension stone

The most important producer of dimension stone in Ethiopia is the National Mining Company (Midroc group).
Marble from the Benishangul-Gumuz area in the west and granite and limestone from around Harar in the east
are turned into finished products at the manufacturing facility in Awash, central Ethiopia. Sandstone and volcanic
rocks such as ignimbrite and basalt have also been quarried, mostly on a small scale for local dimension stone use.

5  Mineral resources (inferred, indicated and measured) and mineral reserves (probable or proven) are established in accordance with
international standards, such as the Jorc Code and the NI 43-101. They include estimations of the amount of ore contained within a
mineral deposit and form a central part of feasibility studies.
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8. Coal

Coal was mined on a small scale in 2008-2010 in the Delbi-Moye area, mainly in attempts to substitute for import
to provide cement industry with energy. There has recently been renewed interest in this deposit.

9. Gemstones

Gemstones are produced through artisanal mining, and the major types of gemstones found in Ethiopia include
garnets, emeralds, rubies and opals. Opals account for nearly 98% of precious stone exports of the country.

Opals from deposits in Mezezo (Shewa province) were mined from 1993, but were of low quality and unstable
(opals are sensitive to heat and water and can crack easily) and therefore did not gain traction as an exportable
product. Opals were allowed on the exportable items list in 2005, but it was not until 2008 that the opal potential
for Ethiopia was more fully realised, with the discovery of opal from the North Wollo Zone, in Amhara region.
These opals were of much higher quality and considered more stable than those of other areas in Ethiopia. The
Wollo Opal (also known as Welo) was presented at the Tucson Gem and Mineral Show in 2010 and has gained
popularity in the wider global markets since then.

2.4.Exploration activities

8. The issuing of mineral exploration licences in Ethiopia has increased, in particular over the last 2-3 years
(Figure 2.2). There are currently about 200 issued exploration licences registered at the central licensing
office, Ministry of Mines, and the majority of these are for precious and base metals. The number of exploration
licenses is low compared to other more active mining countries with comparable size of prospective terrains,
where the number of licenses can reach several hundred or even thousands (as for example in Tanzania).
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Figure 2.2. Licenses (mainly exploration) issued in 2005-2007 (left) and in 2010-2011 (right).

9. Two exploration projects have reached an advanced stage where mineral reserves have been established
in accordance with international standards such as the JORC code or the NI 43-101. These include Allana
Potash’s Dallol potash project and Nyota Minerals’s Tulu Kapi gold project. It should be noted that even at
this advanced exploration stage various factors such as technical issues, commaodity price, financing etc.,
may make any project uneconomic or delay progress. As mentioned above, Allana Potash plans to start
production by mid to late 2017, while the Tulu Kapi project has been on hold during the second part of
2013 but new financing has recently provided for a continuation of exploration activities.

10. Nineteen companies are undertaking more or less advanced exploration across a total of twenty-eight
licenses (Table 2.2), but none of these projects have progressed far enough for mineral resources or reserves
estimates to be established, apart from Tulu Kapi. The majority are exploring for gold and base metals in the
northern, western and southern Proterozoic terrains, one for iron ore in the Amhara region and two (apart
from Allana) for potash in the Danakhil depression.
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License

Table 2.2. More or less advanced exploration projects in Ethiopia. Mineral reserves or resources (see footnote, page 22)
have not as yet been estahlished in accordance with internationally recognized standards for any of these
projects, except for Tulu Kapi.

Weredas, Western
Tigray

Licensee Name Number Region/Locality Mineral type Exploration activities
Benshangul Gumuz: . .
Baruda-Bulen, Ablarus, | Precious, Stream, Soil, ROCK Chip
MOM\O26- X Sampling, Trenching &
Bahu-Anjakoya, Base & Rare o .
124\97 . Pitting, Ground Geophysics &
Yabanja & West Tangoy | Metals X .
, iy Intensive Drilling
Midroc Gold Localities, Metekel Zone
Mine Plc.
| Benshangul Gumuz and Stream, Soil, Rock Chip
Amhara: Mentaweha Base Metals, . :
MOM\ : Sampling, Trenching &
EL\352\2010 Locality, Guangua/ Gold, Iron and Pitting, Ground Geophysics &
Dibate Wereda, Agew Rare Metals Intensi've Drillin
Awi and Metekel Zones g
Stream, Soil, Rock Chip
. i . ) Sampling, Trenching, Aster
froombining | MOWGE? | serstare umke | Goats | gl erpston G
’ & Airborne Geophysics &
Intensive Drilling
Donia Gonda Beneshangul Gumuz: Stream, Soil, Rock Chip
Mineral Resource EAL(/)4I\4,/59/2009 Sherkole Locality, Eﬂggl‘z‘ Base Sampling, Trenching, Ground
Corporation Ltd. Asossa Zone Geophysics & Drilling
Benishangul-Gumuz:
Oda Godere Locality, Stream, Soil, Rock Chip
:Qrﬁ/fsrt]ment Plc ,%AL(\)Z'\{lf)\l\ZOW Mengi & Oda Godere IC\;/IOelgli( Base Sampling, Trenching, Ground
' Weredas, Assosa & Geophysics & Drilling
Kamashi Zones
) Stream, Soil, Rock Chip
056-319/99 iggssahg?%uk&%ﬁiz' lc\;/loelgé‘ Base Sampling, Trenching Airborne
Geophysics & Initial Drilling
Benzu Gold Oromia: Girja
Mining (Eth) Plc. Haramfama and Genale . ,
B MOM\ Korcha, Meda Wellabu, gsoé(;gated ggr?ﬂaprlri]rg OITlr’ei(é%TnzhAlFi)rborne
EL09\2010 | Adolana Oddo Shakiso Minerals Geophysic’:s & Initial Drilling
Wereda, Bale and Guiji
Zone
. Tigray: Terakemti, Stream, Soil, Rock Chip
I;le(]:rvest Mining 326-354/99 | Nefasit, Hamlo, Igub, Ellcgtili( Base Sampling, Trenching & Pitting,
’ Adi-Nebrid Ground Geophysics & Drilling
Tigray: Rahwa Locality, . .
Ezana Mining TIG\ Asegde Tsimbela and Gold & Base ggﬁfrﬁﬁ So'll'lliei(é%TnChleittin &
Developmrnt PLC | EL\344\2008 | Tsilemti Weredas, West | Metals Drilliﬁ & & g
Tigrat Zone g
1597- . .
Sheba 1602/2002 Tigray: Una Deriam Gold & Base ggr?]ar;?r’] SOITlr,eECc)%TnCEE
Exploration Ltd. | (MOM/ Locality Metals Drilliﬁ & g
EL/73/2010) g
Tigray: Adi Dairo ) .
056-319\99 gﬁgag}ﬁ t;aeAI?j); égic))/a bo Precious and ggr?wapnl?rngs,o#léeigﬂi(ng,’]g round
y Adly Base Metals | & Airborne Geophysics &
Weredas, Western ) -~
X Intensive Drilling
Tigray Resources Tigray
Incorporated Plc. i . i
P [Iogcrgﬁt WXS} igge Stream, Soil, Rock Chip
MOM\O138- and Ta{;ta /\-/\di 2b0 Precious and | Sampling, Trenching, Ground
018212000 yAdly Base Metals | & Airborne Geophysics &

Intensive Drilling
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Tigray: Enticho Locality,
Kola Temben, Werie

Stream, Soil, Rock Chip

MOM\ Lehe, Ganta Afeshum Precious and . . .
EL\254\2011 | and Hawzen Weredas, Base Metals 2?@5!;}1%?(}6?2?;“6nCh'ng'
Central and Eastern phy
Tigray Zones
. Oromia: Yubdo Locality, | Gold, Silver, ) .
glrcecorp Minerals MOM\ Yubdo Dile Lalo and Copper, Lead, ggr?qar}?r’] SOITlfeE(é%TnChl,Eirbome
EL\243\2011 | Nole Kaba Weredas, Zinc and Geo ph sg|cs & Drillingy
Western Wellega Zones | Nickel phy g
Oromia: Genji Locality, ,
Boji, Gimbi, Haru, Lalo Gold, Silver, Stream, Soil, Rock Chip
MOM\ . Copper, Lead, : . .
Asabi,Nole Kaba and . Sampling, Intensive Trenching
EL\244\2011 Zinc and : .
Yubdo Weredas, West nickel & Airborne Geophysics
Wellega Zone
) CAp Gold & Stream, Soil, Rock Chip
gﬂ607@860— E?ﬂrgg' Chini & Work Associated Sampling, Trenching & Pitting,
National Mining Minerals Ground Geophysics & Drilling
Corporation Plc. | MOM\ . Stream, Soil, Rock Chip
EL\121- grgT_|iazé)nl;ote, Borena E/I?el;jalé( Base Sampling, Trenching & Pitting,
148\88 ) Ground Geophysics & Drilling
Gold & Stream, Soil, Rock Chip
Nyota Minerals 127.128/97 Oromia: Tulu Kapi & Platinum- Sampling, Trenching Ground
(Eth) Ltd. Anchore, W.Wellega Groub Metals & Airborne Geophysics
P Geophysics & Intensive Drilling
Stream, Soil, Rock Chip
MOM/ Oromia: Guji & Ankore, | Gold & Base | Sampling, Trenching Ground
EL/372/2010 | Yubdo, W.Wellega Metals & Airborne Geophysics
Geophysics & Intensive Drilling
Oromia: Siyo Hawi Wele . ,
EIMining Ple | 9320~ & Metu Darimuand | 2005 ggﬁapr}?ag O”%tgr?;bec?rlgnching
0384/2000 Gawa Locality, Western Minerals &Ground’ Geophvsics
Wellega Zone pny
Stream, Soil, Rock Chip
. Somali: Haramsam and Sampling, Trenching, Landsat
M_GCM Gold Mines g/lzozl@gl@ Hasamite Locality, Liben | Gold Image Interpretation, Airborne
Zone Geophysics & previously some
Drilling
0002- -
Gold, Siliver . ,
0080/2002 ) ’ Stream, Soil, Rock Chip
Stratex MOM/ Afar: Tendaho i/lng[aEl%Sase Sampling & Drilling
International Plc. | EL/4326/2009
MOM/ Afar: Gabala and Gira Precious and | Stream, Soil, Rock Chip
EL/139/2010 | Locality Base Metals | Sampling & Drilling
o SNNPR: Dizi, Sheka Gold & Stream, Soil, Rock Chip
ElTCNO Mining gAL?Z'\g\Z\ZOOZ and Surma Weredas, Associated Sampling, Intensive Trenching/
: Bench Maji Zone Minerals Pitting & Ground Geophysics
, Amhara: Sekota Pitting/Trenching, Ground
égrcv(?zz SCS %tal QNEZ\Z\ZMO Locality, Sekota Wereda, | Iron Ore Geophysics and Inferred
o Zone one resouce estimation
0130- Afar: Musley and Drilling & Down Hole (Logging)
Yara Dallol B.V. 0134/2000 Crescent Localities Potash Survey
MOM\ . .
G & B Central | F|\240- Afar: Bada Potash Drilling & Down Hole (Logging)
African 242\2001 Survey
Resources Ltd. =77 Drilling & Down Hole (Logging)
Ethiopia - . I W !
(Ethiopia) 3150/2000 | Afar: Dallol Potash Survey
Source:  MoM, Mineral Licensing and Administration Directorate (February, 2014).
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2.5.

11.

12.

13.

14.

15.

16.

17.

26

Recommendations

Summarizing the above, Ethiopia has prospective geology but there is only one operating large-scale mine
and there are few advanced stage exploration projects compared to other countries with prospective geology.
Investors are drawn to a large extent by geological prospectivity, as exemplified by the large investments
being made in countries with what is regarded as unstable and/or comparatively less attractive mining
regulatory regimes. The best marketing possible are “success stories” that in themselves attract interest,
and draw investors to the country. In the absence of success stories, the collection of new geological data,
and the subsequent marketing of these data assume vital importance. Recommendations below are aimed
at attracting investment into exploration that may lead to large-scale mining. For further discussion and
recommendations on industrial minerals, see Sections 3.4 and 3.5.

Airborne geophysical data is of fundamental importance to mineral exploration and the availability of this
type of data is of very high interest to investors. Airborne geophysical surveys should primarily be undertaken
across the late Proterozoic terrains (or parts of these).

Geological mapping relies heavily on airborne geophysical data and airborne data is a prerequisite to
quality geological mapping. More detailed geological maps, at a finer scale (eg. 1:50,000), would facilitate
exploration. This could be coupled with geochemical surveys in selected regions.

The implementation of an integrated geological and data and information management system, also including
geochemical data, is proposed. Such a system, based on spatial data, would facilitate the handling of data
and information, and be a very useful exploration tool. Initially, the establishment of a policy defining data
ownership, and rules and ways for disseminating data could be considered.

MoM and GSE could consider establishing a promotion strategy for the Ethiopian mineral sector, in cooperation
with the Investment Promotion Agency. This may include publishing in international trade journals and
generating promotional material for wider circulation; planned presence at international mineral sector
conferences and events; direct contact with targeted investors; and production of monthly newsletters,
etc. For a holistic strategy to take into account investors’ positive perceptions, and requirement/request for
information, concerns etc., the formulation of the strategy would benefit from an initial survey of investors’
perception of Ethiopia as a mining destination. It would be important to include current investors, past
investors that have withdrawn, and potential investors. The survey should also include different sized
companies, ie. juniors and majors.

In the short-term, the currently available promotional material may be reviewed and updated. In the longer
term, these materials would then be updated continually.

While the GSE is currently redesigning its website to become more user-friendly and attractive, and to make
data and information more accessible, the MoM could also consider doing so. The website is often the first
point of contact for potential investors and the MoM website could provide more detailed information to
assist potential investors, in terms of for example applicable regulatory processes and procedures.
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3. SCENARIOS FOR MINING DEVELOPMENT AND ECONOMIC

IMPLICATIONS

This chapter follows on from the previous chapter’s examination of the current status of the Ethiopian mining
sector, and based on this information, it generates three future scenarios for medium to large scale mine
production in the country. The scenarios are based on existing mines and projects, and current exploration
activities. Given the derived scenarios, projections for cash flows to the state as well as direct employment
numbers are generated.

Existing mines include Midroc’s Lega Dembi gold mine, artisanal gold mining, and the state owned Kenticha
tantalum mine, where production is currently on hold. With regards to potential future mines, it is only the
Allana Potash’s Dallol project that has reached such an advanced stage (pre-construction) that one may
expect with some certainly that the project will reach the production stage. Except for Nyota Mineral’s Tulu
Kapi project, none of the more or less advanced exploration projects (Table 2.2) have established mineral
resources or reserves. Thus, future production rates can only be established to a limited extent with certainty
(i.e. based on current mines or projects that beyond doubt will become producing mines). The proposed
scenarios are thus based on ‘normal’ rates for exploration-mine development success given the geological
foundation and the number and progress of exploration projects, and common lead times from exploration
to mine development, as further discussed in Section 3.1.

The development of economic linkages from the mining sector is essential to prevent the development of
an ‘enclave’ mining sector. Forward and fiscal linkages are the main focus for the state, while attention
must also be paid to backward linkages, which includes a range of service provisions as well as developing
local manufacturing capability. Thus, the chapter provides further considerations of the existing linkages
between mining and other sectors of the economy, and recommendations are made for how such linkages
may be improved.

3.1.Fundamental geological, exploration and mining factors to consider
4. The existing gold projects, extensive artisanal gold mining and polymetallic projects in neighbouring Eritrea

show the potential for gold in all the Proterozoic terrains and for polymetallic deposits in particular in the
northern terrain. Table 3.1 indicates the approximate surface areas underlain by prospective geology in
some gold producing countries, along with those countries” annual gold production. The late Proterozoic
terrains in Ethiopia are geographically extensive, although it is noted that the gold potential of Ethiopia cannot
be directly derived from the other countries as gold in Ghana, Burkina Faso and Guinea is found in early
Proterozoic and Archean terrains rather than late Proterozoic terrains.

Table 3.1 Comparison of prospective surface areas and gold production in 2012.
Prospective surface area

Country (approximate km2) Gold production
Ghana 50,000 3,139,400 oz
Burkina Faso 200,000 1,128,800 oz
Guinea 150,000 475,500 oz

2012: Approximately 344,000 oz (of which about 2/3 is

Ethiopia 225,000 reported to come from artisanal mining™).

Source: Raw Materials Group (2013)
*MoM, Ethiopia
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5. From the recent exploration work, undertaken primarily by Allana Potash, the Danakhil depression is known
to host large resources of potash. It may be assumed that at least one mine (Allana Potash) will be developed
based on these resources, with the possible development of additional mines in the future.

6. Exploration for minerals in Ethiopia has increased substantially over the last 2-3 years, while both advanced
and greenfield projects are still comparatively few. However, from early exploration to the start of industrial-
scale production usually takes 15 years or more and it may even take some 5-10 years from the initial
estimation of mineral resources. This time is used to carry out detailed resource estimates, to do the various
metallurgical, geotechnical, financial and environmental studies necessary for a bankable feasibility study,
and to arrange financing and permitting. These estimates may be somewhat lower for technically simple,
smaller gold mines, and can be substantially higher for large and complex polymetallic mines.

7. ltis also important to keep in mind that few exploration projects actually lead to mine development. For
example, looking at major metals, over a recent 2-year period, 26 out of 710 (3.7%) greenfield discoveries
in Canada reached feasibility stage. For Australia, the numbers were 32 out of 570, or 5.6% . Far fewer
projects would survive all the way to the mine construction stage.

3.2.Proposed scenarios

8. Given the current state of mining and exploration in Ethiopia, medium to large scale over the next twenty
years is most likely to be for gold, potash, tantalum and copper. Therefore economic projections are made
on the basis of mining for these commodities.

9. Given facts above and taking into account the very few advanced projects and relatively few serious
greenfield projects in Ethiopia today, even in the best case, only a moderate increase in number of mines
and production is expected over the next 10 years. In the longer term, however, the comparatively large
areas with promising geology can lead to a number of new mines and extension of existing projects, provided
that exploration activities will continue to intensify in the future.

10. Three different scenarios termed conservative, probable and possible are given in Table 3.2. It is emphasized
that the scenarios remain speculative as there are few advanced projects (paragraph 2) and a range of factors
that are difficult to predict may drive development towards either of the three scenarios; e.g. government
policy and in particular clarity and attractiveness of the licensing procedure, commodity prices, global
economic climate, technical issues, political risks, social conflicts etc.

Table 3.2. Proposed scenarios for mineral production over the next 20 years.

e Midroc operations (Lega Dembi) continue to produce gold at about 120,000 oz/yr
. for 2 years. After going underground, Lega Dembi-Sakaro produces 90,000 oz/yr for
Conservative another 10 years.

Due to the many | ® Artisanal gold production continues at current levels, 8 t/yr.

possible risks, e The only advanced metals project, Nyota’s Tulu Kapi, previously believed to go into

exp_loratiqn in mining in 2014, is not realized.

Egggﬁe'g not e Tantalite production remains halted.

' e Allana Potash will start producing by mid to late 2017 but at half the planned rate
(0.5 Mt/yr) due to unforeseen production or logistical issues.
e Midroc operations (Lega Dembi) continue to produce gold at about 120,000 oz/yr for

2 years. After going underground Lega Dembi-Sakaro, with some resource extensions
considered likely, produce 90,000 oz/yr for another 15 years.

Probable e Artisanal gold production continues at current levels, about 8 t/yr.

Only small e Tulu Kapi, or another small gold deposit is identified, starts producing 100,000 oz/a

increase in in 2018.

qug'?fvthpg'ma”ly e One other small gold deposit identified, starts producing 100,000 oz/a in 2023.

comparatively few | ® Two small gold deposits are identified, start producing 100,000 oz/a each from 2033.

advanceq projgacts e Tantalite ore production re-starts in 2015, about 75t/yr (in accordance with
and low intensity governmental plans) and remains at this level as the deposit is depleted and new
of exploration. deposits are identified.

e Allana starts producing and exporting potash as planned, at 1 Mt/yr by mid to late 2017.
e Another smaller potash operation starts producing in 2023 at 0.5 Mt/yr.

1 Raw Materials Group (2013).
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Possible 2023

Will require e Alarger gold deposit is identified, starts producing 200,000 oz/a by 2023.

very strong e Two small gold deposits are identified, start producing 100,000 oz/a each from 2033.
g}tgggig(ﬁ:&gg e Tantalite ore production re-starts in 2015, about 75t/yr (in accordance with

activities. governmental plans) and remains at this level as the deposit is depleted and new

e Midroc operations (Lega Dembi) continue to produce gold at about 120,000 oz/yr for
2 years. After going underground Lega Dembi-Sakaro, with some resource extensions
considered likely, produce 90,000 oz/yr for another 15 years.

e Artisanal gold production continues at current levels, about 8 t/yr.

e Tulu Kapi, or another small gold deposit identified, starts producing 100,000 oz/a in
2018.

e One other small gold deposit is identified, starts producing 100,000 oz/a each from

deposits are identified.

e Allana starts producing and exporting potash as planned, at 1 Mt/yr by mid to late
2017.

e Another smaller potash operation starts producing in 2023 at 0.5 Mt/yr and increases
production to 1 Mt/yr in 2033.

o A VMS deposit is identified, starts producing gold (150,000 oz/yr) from 2023 and
copper (80 kt/yr) from 2033.

3.3.Revenue and employment potential

11.

12.

13.

14.

15.

Assuming the current corporate income tax rate of 25% is maintained, and royalty rates are kept at the
present level (precious metals 7%, metallic minerals 5% and industrial minerals 4%), Table 3.3 shows the
estimated economic impact from the three scenarios. Corporate taxation and royalty revenue generated
from the projects are estimated on the projected price (see below) and tonnage forecast for the projects.
Employments rates are based on the direct employment at mine site based on assumed scale of these
projects and do not include secondary employment (or artisanal miners).

In 2012, gold accounted for 19% of the value of global mine production (excluding coal). However, between
2015-2021 gold ore production is expected to decrease by 0.7%. Ore grades for gold are also likely to fall
from 1.69 gpt in 2012 to 1.43 gpt by 2020. In general, gold mines have experienced considerable increase
in costs and have had difficulties meeting output targets. Africa currently accounts for 13% of project
pipeline capital expenditures for gold, with South Africa, Tanzania, Ghana and Burkina Faso accounting
for just below half of these projects. The price outlook for gold would indicate a price range of USD 1,200
and USD 1,500/0z till 2020 (below the USD 1,600 price reached in 2011 and 2012).

Potash, mainly used by the agricultural sector, is likely to see strong demand in the next decade, particularly
from emerging economies such as Brazil and China. The global potash markets are dominated by supplies
from Canada and Russia, and Ethiopian production will be a small share of the global market. In recent
developments (30th July 2013), the price existing cartel for Potash took a major blow when Uralkali (major
Russian producer) walked away from price agreements, instead choosing to pursue a policy of sales volume
over price. Consequently, price formation in the Potash markets is fluid at this time, as stakeholders adjust to
the ramifications of the breakup of the price cartel. By the end of 2013, prices plunged to below USD 350/
tonne, relative to the high of USD 425/tonne at the start of the year. In 2014, price stabilisation is expected
around the USD 330/tonne mark. The major impact of this price fall would be on the continued feasibility
of potash projects in the country, and the expected impact on revenues due to lower prices. Potash exports
have not begun yet, but the fall in international potash prices will have an impact on continued investment
in the sector, as well as revenue generation for the state from taxation.

Prices for tantalum are subject to sharp changes, given the limited number of suppliers in the sector. Therefore
changes in one major producer can cause substantial fluctuations. While the average for the metal over
the 2000-2010 decade has been around USD 100/kg, spikes in 2001 increased prices to nearly USD 600/
kg for a short period. These short price spikes are usually as a result of panic buying by consumers, when
mine production is halted or inventory levels are perceived to be low. However, as soon as supply is restored,
the prices return to their average levels. Changes in the demand for electronic equipment, the main use for
tantalum, will affect price levels. Prices for the next three years are forecast at USD 275 to USD 350/kg.

Copper prices generally reflect the state of the global economy, with copper prices rising in periods of
economic growth. In recent years, global copper demand has mainly been driven by Chinese demand, and
price fluctuations often occur in respect to changes in the performance of the Chinese economy. In 2012,
copper prices receded somewhat from their previous highs in the USD 8000/ton and they currently reside
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in the USD 7000/ton region. Copper prices are forecast to fall marginally in 2014 (as new production comes
on line) with a return to around USD 8000 in 2015. In the long term (until 2021) copper prices should
average at the USD 11,750/ton mark.

16. The scenarios presented in Table 3.3 reflect the present limited development of large and medium scale
mining in Ethiopia, with Lega Dembi being the only current mine in production and with Allana Potash and
Kenticha (tantalum) expected to start production in the next two years. The majority of the other projects,
included in the possible and probable scenarios, are not expected to come on line before 2023, making

price forecasts for their mineral production open to considerable uncertainty and margins of error.

Tahle 3.3. Estimation of economic impact (corporate tax and royalties) and employment based on development
scenarios.

Economic Impact (million USD) 2013 2018 2024 2030

Conservative b4 99 104 64 64
Probable 54 201 322 282 372
Possible b4 201 480 440 738
Conservative <1300 <1400 <1400 <400 <400
Probable <1301 <3000 <4300 <3400 <5900
Possible <1302 <3001 <8000 <7000 <10,000

17. Figure 3.1 shows the revenue from the sales of the projects listed in Table 3.2. The sharp rise in revenue
2023, is mainly linked to start production of new gold projects, while the fall in revenue in 2030 is linked
to depletion of resources at Midroc’s Lega Dembi mine. As new production comes on line for gold in 2033,
revenues pick up again.

18. In a probable scenario, it is proposed that the mineral sector could generate revenue up to USD 1.5 billion
by 2024 and in an optimistic scenario some USD 2 million (see graph above). In the probable scenario,
the revenue corresponds to about 70% of the current export value of gold in Tanzania (USD 2.2 in 2012),
an emerging mining economy dominated by gold production. In Ghana, which has a long mining history
where gold accounts for more than 90% of the total mined value, gold exports were worth almost USD 5

billion in 2012.
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Figure 3.1. Conservative, possible and probable sales revenues.

19. In 2012, total sales from the mining sector in Africa where valued at USD 120 billion (this does not include
mining for industrial minerals), representing nearly 10% of the continent’s Gross Product. In Africa, metal
mining and coal mining are about the same magnitude in terms of value. Among the metals, gold, copper and
iron ore make up more than half of the value. If one assumes that the geology of Ethiopia is as prospective
as the African “average”, then these numbers would imply that the present day economic potential for the
development of the Ethiopian mining sector would be to achieve an annual turnover of nearly USD 5 billion
(with Ethiopia covering 1,227,127 km?; 4% of Africa’s surface).
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3.4.Current and projected economic linkages

20. Exploration activities may generate backward linkages through the need for logistical services, laboratory and

21.

22.

23.

24.

25.

26.

testing services and other supplementary services. Telecommunications and logistics are the larger sectors
that can benefit from development of backward linkages. However, restrictions on foreign participation in
telecommunication and logistics, without the existence of competitive national alternatives, effectively means
that the full potential of creating backward linkages in this regard is not being achieved. Other services,
such as the existence of nationally based laboratory and testing, provision of security, catering, accounting,
and IT services can also be expanded. Effective participation by the private sector can contribute to cost
reductions in providing these services, which in turn contributes to a more attractive investment environment
for mining and exploration firms. Higher participation rates can lead to increased employment and income
opportunities.

Large scale, international mine operators tend to import necessary equipment and material, if not found
domestically. Further, international support firms, such as equipment providers, logistical services, chemicals
and other material inputs, laboratory services etc. tend to follow and be closely associated with new large
mining projects. This, in turn, restricts possibilities to develop within country linkages. While MoM has
concentrated on attracting exploration and mining firms, it could also look at the needs of the mining
sector in terms of inputs from other types of firms and sectors. Coordination with other ministries (such
as the Ministry of Industry and Ministry of Education) to develop these capacities locally, in step with the
development of the mineral sector, will ensure greater backward linkages in the economy are established.

Currently the contribution of the mining sector to export incomes is limited to revenues being generated from
gold and gemstone exports, with potash exports expected to come online in the next two years. Production
of industrial minerals is limited to domestic consumption.

The current mineral production is small, which in turn explains a low level of existing linkages, both forward
and backward, with the rest of the economy. Employment levels in the large scale mining sector are also
low, and there is little evidence seen so far of the sector linking with the industrial and manufacturing sector.
Mining of limestone and other industrial minerals are, however, usefully and strongly contributing to, and
linking with, the cement and construction sectors.

The Lega Dembi mine offers local employment and also generates significant secondary and associated
employment. Overall, forward linkages from gold are limited, as nearly 90% of the value is created at the
mine stage and not from beneficiation. Backward linkages, in terms of inputs into mining operations (such
as service provision, chemical inputs, machinery etc.) have greater potential. For example in Ghana, the
gold mining sector contributes around 6% to GDP, employing nearly 20,000 people. The country’s capital
expenditure by the gold sector firms was USD 699 million, with local purchases (excluding fuel/power) were
USD 467 million in 2008. In addition, voluntary contributions towards community development projects by
just one of the gold mining firms amounted to USD 1.9 million in 2009 alone (Morris et al, 2012).

Tantalum exports from Ethiopia have been sporadic, with few linkages currently being evident. Tantalum
is used in chemical process equipment, capacitors, nuclear reactors and aircraft parts and therefore is
unlikely to serve as a raw material for the domestic manufacturing. Further, the production at Kenticha is
associated with challenges with regards to processing, as the product has elevated levels of radioactivity.
Hence, in this case, initiatives related to improve the processing and thereby adding value to the product
would be most beneficial, and it would result in higher export revenues. Assessments need to be conducted,
weighing the costs and benefits from continuing to export tantalite ore to initiating a beneficiation exercise
that can be costly.

Potash mining, with potash being an internationally traded commodity offers substantial opportunities
for economic linkages. It has a potential to contribute substantially to the domestic agricultural sector. In
terms of forward linkages, the Allana Potash project will contribute to the fiscal linkages to the economy,
through export and tax revenues. Employment creation is expected to be around 800 jobs once the facility
is in production, with emphasis being place on recruiting locally. However for some skilled jobs, expatriate
labour is required given the lack of certification of domestic labour. This follows as international operators,
particularly those head quartered in North America and Europe, are required to ensure that mine site
personal have internationally acceptable qualifications, which are not available for domestic labour.
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27. The agricultural sector is the main stay of the Ethiopian economy and linkages from the mining sector,
from potash, may contribute significantly to increased agricultural productivity. With the agricultural sector
being responsible for 46% of the GDP and 9% of total merchandise export revenues, linkages between the
mining sector and agriculture are of high importance to the state. Ethiopia may gain from an increase in
agricultural productivity. For example, currently for cereal its yield are at 19,702 (hg/ha) compared to Egypt's
76,934 (hg/ha) or Zambia's 26,930 (hg/ha). The estimated consumption of fertilizers in Ethiopia in 2011
was 550,500 tonnes per year, whereas the required consumption to reach national agricultural productivity
objectives in 2015 is estimated at 1.2 million tonnes per year. Not only does fertilizer consumption need to
double, but a more diverse range of fertilises (apart from only UREA and DAP) is also required. With this
need in mind, Allana Potash and the ATA have signed a memorandum of understanding, in February 2013,
to fund a national fertilizer blending program to demonstrate the benefits of potash through systematic field
trials.

28. Apart from potash, Ethiopia has several types of industrial mineral deposits (Table 3.4) but only cement
raw materials and dimension stone are mined at an industrial scale. Apart from cement raw materials and
dimension stone, salt and silica sand are mined quite extensively through small-scale and artisanal mining.
Gypsum, clays, kaolin etc. have been mined on a small scale in the past.

29. Many of the industrial minerals (and coal) available in Ethiopia are imported and there is certainly scope for
the sector to grow, primarily to serve the domestic market. Of the industrial minerals that are imported, they
are largely sourced from China and the European Union, while coal is imported from the European Union
as well Ukraine. In the past, attempts to supply the domestic market with industrial minerals have failed
mainly due to inconsistent supply and the lack of proper specifications for the different product (Morgan,
2007).

Tahle 3.4 Overview of key industrial minerals resources.

Commodity Main application Production & potential

Limestone Cement production All cement raw materials are readily available and mined

Gypsum within Ethiopia. The current cement production capacity

. is twice the domestic demand.

Pumice

Clay

Basalt

Sandstone

Dimension stone | Building/construction Locally produced dimension stone is used extensively in

(marble, granite exterior and interior applications in Ethiopia. There has

& limestone) also been some export in the past.

Bentonite Drilling mud, binder Some testing of Ethiopian bentonite indicates suitable
properties but essentially all bentonite is imported.

Coal Energy for cement production | Coal is currently imported for use as energy by cement
factories. In the future, locally mined coal has the
potential to substitute for imported coal.

Diatomite Industrial filters, mild Some testing of Ethiopian bentonite indicates suitable
abrasive, pesticider, properties but most is imported (there is some artisanal
absorbant mining).

Kaolin Ceramics, toothpaste, filler, Most of the kaolin used in Ethiopia is produced in-
paint production country, but some is imported.

Silica sand Glassware Silica sand (as well as other ingredients for glass;
dolomite, feldspar, limestone) are mined locally but there
are issues related to the consistency of quality delivered.

Soda ash Production of caustic soda for | Most soda ash used is imported while there are plans to
manufacturing of detergents. | upgrade the plant at Lake Abiyata to meet the domestic

demand.

Sources: Tadesse (2009); various promotional documents available at the GSE - (www.gse.gov.et, accessed November 2013);

discussions with MoM staff.
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Marble exports generate some small revenues only, and the activities may benefit from efforts to increase
the scale of production, and to generate better linkages with other activities. Most of the marble is produced
by one dominant firm (National Mining Corporation, which own the Awash Marble processing plant, Dalleti
Marble Quarry and Harar Quarry) and the total value of production was some USD 300,000 in 2012. Marble
is also used in the construction sector, where domestic consumption are likely to increase with the continued
investments in that sector. While marble production (both for domestic consumption and exports) can be
increased, the current structure (one dominant producer + numerous small scale producers) of production
may need to shift towards a greater number of large and medium scale producers for greater employment
and industrial linkages to be realized.

The Cement Industry in Ethiopia has expanded rapidly in the past five years, building mainly on raw materials
sourced from within the country. The GTP’s aim is to raise the country’s total current production capacity to
27 million tons per annum by 2015. The 2011/2012 reviews of the GTP reports the total current capacity
of the sector to be at 10.62 million tons. To support the domestic industry, Ethiopia banned cement imports
in March 2012.

Cement plants are often capital intensive, large scale projects, dominated by multi-national companies; the
largest company in the world (Lafarge) alone has a capacity of 225 million tons per year. In Ethiopia, the
cement sector is dominated by domestic firms, with only one plant partly owned by South Africa’s Pretoria
Portland Cement. It is reported to exist 15 to 18 cement producers in the country; 5 to 8 of these are large
cement manufacturers with a combined capacity to produce 10 to 15 million tons/year. There are four
major integrated cement plants, with three located in Oromia and one in the north of the country, close to
the Eritrean border. The major cement factories own their own quarry sites (including those for limestone,
gypsum and sand). In 2013, Dangote Cement, a large and well established cement producer from Nigeria,
has started construction of its plant in Muger valley with a 1.5 million ton capacity, to come on line in the
second half of 2014.

The raw materials for cement are mainly limestone, gypsum, clay and silica sand. Cement plants will
normally operate their own quarries, with plants located close to quarry sites to reduce cost of transporting
raw material to a minimum. Raw materials are usually less than 10% of the cost of production, and the
major factors for economic efficiency are costs of transport, energy costs and the capital investment in
the plants. Transportation costs play a large role in determining the site of cement plants, with producers
generally preferring to choose sites close to their source of raw materials. Energy costs (fuel oil) was reported
to account for 60% of the production costs of the major cement plants operating in Ethiopia in 2010.

The current per capita cement consumption is estimated at 35kg/year, and the government wishes to
increase this to 300kg/yr by 2017. This is in line with the heavy infrastructure investments being made by
the government (including the construction of the Millennium Renaissance Dam), as well as the increase
in construction activities will increase the demand for cement in the next five years. However, while this
figure is still below the global average of 390kg/yr, it is doubtful whether the Ethiopian economy really can
absorb a production of 300 kg/yr. To illustrate this it may be observed that whilst the Chinese economy
supports a per capita cement consumption of 800 kg/yr, in India, this number is 126 kg/yr. Further, the
cement production in July 2013 was reported at 12 million tons, while demand was reported at 5.4 million
tons. Even with expectations of demand picking up in the next few years, the industry faces a serious risk
of over-supply, which will force some actors out of the sector.

The export of surplus cement may be considered. However, regionally, Kenya has an established cement
industry and may not serve as a possible market. Somalia’s demand for cement, given its tense political
and economic situation, is unstable and small. South Sudan could be a possible market for cement exports;
however this potential needs further investigation. While exporting outside the African region is a possibility,
it is noted that the global cement market is highly competitive.

The GTP targets the setting up of caustic soda and soda ash industries using locally available raw material.
The targets included include establishing a caustic soda manufacturing plant with the capacity of 50,000
tons per year, as well as a soda ash plant with the capacity to produce 35,000 tons per year.

Ethiopia’s important producers and stakeholders involved in the caustic soda and soda ash production include
Abijata Soda Ash co, and the National Mining Corporation (an affiliate of the Midroc Group). Currently there
is also one state owned caustic soda factory operating in Zeway, Oromia, employing 269 people.

The GTP targets for the Metal and Engineering Industry include the enhancement of the industry’s production,
improved quality and productivity, focus on import substitution, and the building of capacity to support
other manufacturing units. In terms of targets, this translates into increasing the gross value of domestic
products of the industry to over ETB 100 billion, raising the capacity utilizing of the industry to 95%, and
improve annual per capita metal consumption to some 35 kg by the end of the program. Targets also include
improving the production and technological capacity to be able to produce spare parts and components
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39.

40.

for major manufacturing industries such as leather, textile, sugar, cement, agro-processing, construction
and vehicle body industries. The 2011/2012 GTP review reports various projects at construction and other
phases of operations but provides no details.

In refined metals, Ethiopia’s largest imports in 2012 were for iron and steel (USD 812 million), followed
by that for copper (USD 35 million) and aluminium (USD 32 million). With the planned infrastructure and
construction projects, as well as the increased rates of urbanization that can be expected of the Ethiopian
economy, there will be increased usage of iron, steel and copper in the next two decades.

While the goal of the GTP is to increase import substitution for inputs into the metal and engineering industry,
and efforts are being made towards manufacturing spare parts domestically, there is still only limited local
capability for metal smelting and refining capacity. However, in October 2013 the country exported 25 tons
of steel manufactured from imported scrap, the first in the country’s history.

3.5.Recommendations
41,

42.

43.

44,
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Ethiopian policy aims towards developing an essentially new economic sector, that is the large-scale mineral
sector. The lead times from exploration to a large-scale mine being commissioned are long (often 10-15
years), and thus, a similarly long-term perspective is necessary when supporting and managing the sector.
Our projections suggest that the rapid development envisioned may not be realized, and therefore the
development of the mineral sector could benefit from adopting a longer term view based on a slower growth
rate. A long term view needs, in general, to be based on the sector’s particular characteristics such as the
inherent geological and financial uncertainties, the industry’s cyclical nature, and technical requirements
needed for advanced exploration projects to become actual producing mines.

When developing this new sector, it needs to be considered how to best establish economic linkages with
other new and existing sectors. The findings of this report suggest that a range of approaches and activities
will be needed, and these are listed below.

It is necessary to assess the needs of the domestic economy for industrial minerals that can be generated
within country. For example recent increases in cement production capacity is tending towards over supply
for the domestic market. Overall, Ethiopia’s absorption capacity needs to be assessed before more protection
(such as the ban on cement imports) is provided to the sector.

The development of industrial mineral mining would benefit from a detailed market analysis. In the first
instance, production would be aimed for the domestic market to substitute for imports and such an analysis
should establish quantities and qualities (detailed specifications) of different industrial minerals required.
Following on previous studies of industrial minerals deposits undertaken by the GSE, additional studies
would then be required to establish whether the deposits that have been identified can meet the quality
requirements of the market.
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One of the natural linkages from a mining sector is towards the beneficiation of the mineral raw material
produced in the country. Although there is indicated geological potential for base metals in Ethiopia, such
mines will only be established in the longer term perspective. At this time, thus, Ethiopia’s metal and
engineering industry remains small and reliant on domestic scrap and imported raw materials. Efforts need
to be made to align the aims of the engineering sector with that of the identified potential minerals.

Policies to increase linkages can be aimed at a number of different levels. These are summarised in table
3.5. Macro policies that promote property rights and provide a business friendly environment are welcome.
Targeted policies for the mineral sector can differ on the basis of the mineral produced; for example
targeted policies for gold will differ from those for iron ore. A value chain analysis for each mineral could be
a useful tool in determining where the investment reducing costs are incurred and where the largest profit
margin is generated. A value chain analysis will also allow for strategies for better targeted backward and
forward linkages to be developed. On a firm level, the nature of the lead firm can affect the linkages that
are generated, and firms which assist in local capacity development should be encouraged.

Table 3.5. Macro, meso and micro policies to promote production linkages to the resource sector.

Property rights, stability, exchange rate, skills and National System of
Innovation, infrastructure, innovation

Macro Policies

Based on an informed analysis of different commodities sectors and their
linkages, to identifying feasible backward and forward linkages through the
involvement of value chain restructuring consortium involving key players in
the sector.

Meso (targeting) Analysis of global value chains in each commodities sector to develop strategy

policies to selectively source key technologies and to engage with the most cooperative
global firms whose strategies lend themselves to linkage development.
Sector specific support for key market failures, notably with regard to
capabilities and skills, the National System of Innovation and infrastructure.
Micro-firm level Lead firm strategies, supply chain and customer development strategies, firm-
policies level upgrading

Source:  Morris et al, 2012

The mining sector can contribute towards a diversified economy, if policies are put into place now to ensure
it does not become an enclave sector. Such policies need to focus on developing skills (both entrepreneurial
and labour capacity) that serve as support industries to the mining sector. These can include developing
logistical support, IT skills, provision of services such as security and catering. Engineering skills can be
developed to service the machinery at operating mines. Efforts can be made to manufacture inputs for
the mining operations themselves (starting with low technology products such as pipes, moving to higher
technology products as expertise develop). Skills developed in supporting the mining sector can also be
transferred to other sectors. For example, the capacity to service heavy machinery for the mining sector
can be utilised for the construction sector and large scale agricultural machinery. Capacity developed by
the provision of IT services can be provided to other sectors as well.
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4. HUMAN RESOURCES AND EDUCATION

1. This chapter concerns local human resources for work in the mining and exploration industry while the
reader is referred to Chapter 7 for an assessment of human resources capacity related to mineral sector
governance.

2. While large-scale mining is a capital-intensive business, it creates far less direct employment than for example
the manufacturing industry, and even with a relatively strong development of the sector, less than 8,000
new direct mine jobs are expected within the next 10 years (Section 3.3). Nevertheless, job creation may
be of importance to mainly local economies, and shortage of skilled local labour is also one of the primary
business risks considered by international companies in their investment strategies. In surveys undertaken
by Ernst & Young, skills shortage was ranked as the bth highest business risk in 2013-2014 and in the two
preceding annual surveys it was ranked as high as 2nd (Ernst & Young, 2011, 2012 and 2013).

3. A DFATD funded study on human resources requirements for the Ethiopian mineral sector, and the provision
of higher education and TVET training, has recently been undertaken (Catalyst to Development, 2013). The
reader is referred to this study for a detailed assessment of mineral sector human resources and education.

4.1.Current employment and needs for the future

4. Current mining and exploration activities were presented in Chapter 2. In summary, there is one large-scale
mine, the Lega Dembi gold mine, which employs some 1200 people. The Kenticha tantalum mine, which is
now on care and maintenance, used to employ some 600 people. By mid to late 2017, Allana Potash plans
to start production, initially with a total work force of some 800 people. Allana’s policy is to put emphasis on
recruiting locally. However for many skilled jobs, expatriate labour is required given the lack of certification
of the skilled domestic labour. Certification requires that an acceptable ‘proof of competence’ is provided;
which is the result of a systematic process based on testing and accreditation, such as number of hours
spent under supervision, attestation to the ability to perform certain tasks, etc.

5. According to the scenarios developed in Chapter 3, less than 4,300 direct mine jobs may be expected
(probable scenario) within the next 10 years. As emphasized in Chapter 3, the proposed scenarios are
highly uncertain due to a range of factors more or less out of control to the mining industry.

6. Exploration activities have increased over the last couple of years (Chapter 2) and most of the 15-20 active
firms are international or have international funding. Many of these companies have employed local geologists
that to a large extent come from, and have received training at, the Geological Survey of Ethiopia (GSE), which
has created a skills shortage at the GSE (Chapter 7). Thus, there is, and will be, a shortage of exploration
geologists in Ethiopia. Due to the uncertain nature of the industry, the number is difficult to estimate. Given
the current level of exploration, and assuming that this level is maintained or will increase at a moderate
level, labour requirement may be on the order of several hundred to a few thousand professionals over the
next 5-10 years.

7. According to Catalyst to Development (2013), at the exploration phase, around 60% of the jobs require
a BSc degree, 30% a TVET level 4 or 5 (technician levels) and the remaining 10% will not require formal
training. At the mining phase, about 4-5% of the jobs would require a BSc or MSc degree, 6-10% a National
Technical and Vocational Education Training (TVET) level 5 (technician level), 80% a TVET level 4 (specialized
worker) and the remaining 5-10% would not require any formal training.

8. Highly skilled labour (BSc or MSc level) at the exploration phase would primarily include geologists and

geophysicist, supported by technicians, drillers and casual labour. Highly skilled staff in the mining phase
(BSc or MSc level) would include for example mining engineers, mineral processing engineers, mine
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geologists and surveyors. Other qualified labour would include for example various types of technicians,
drillers, blasters, heavy equipment operators, heavy vehicle operators etc. Several job qualifications not
specific to mining will also be required, such as accountants, IT staff, civil engineers, human resources
personnel, environmental experts, electricians, welders, etc.

Similar to the mineral sector globally, women constitute a very small part of the labour force in currently
operating exploration and mining companies. Companies interviewed in the Catalyst to Development (2013)
study nevertheless note the importance of an increased number of women in the industry, in particular
for positions that require good care for equipment. It is also noted that Allana Potash seeks to encourage
women to work as truck drivers. Historically, mining has been a male dominated work place mainly because
it has involved physically hard work and the use of rudimentary mining techniques, often in dirty and
remote environments — in many cultures and times considered not suitable for women. Today, mining is
a technologically advanced industry that offers several types of positions, for which men and women are
equally qualified. Furthermore, several studies show that businesses in general benefit from gender balance
in terms of numbers of staff at all employment levels, ie. there is a business case for mainstreaming gender
into business strategy development.

4.2.Education and vocational training in Ethiopia

10.

11.

12.

13.

14.

Higher education

The information below is largely drawn from Catalyst to Development (2013). In general, higher education
has expanded significantly over the last two decades with new universities being founded, and the variety
of programs being offered is also increasing. Referring to the MoE website on May 21, 2013, Catalyst to
Development (2013) reports that there are 31 accredited governmental, and 58 non-governmental, higher
education institutions in Ethiopia.

Higher education of direct relevance to the mineral sector is however limited to programs in Earth Science
or Geology given at 8 universities, and Mining Engineering and Metallurgy at 1 university each. There are
also programs in Geomatic Engineering (1 university) and Surveying Technology (2 universities).

In the academic year 2011-2012, there were almost 2,300 students enrolled in the abovementioned
programs, year 1-year 4 (Table 4.1). The majority were enrolled in the Earth Science and Geology programs,
which account for almost 80% of the students. The Mining Engineering program is given by Unity University,
which is a subsidiary of Midroc Gold. In addition to this (not shown in Table 4.1), Unity University runs a
mining program since two years, with 40 students in each year. Midroc expects that most of the graduates
will join the company after graduation.

Table 4.1. Number of students enrolled in university programs of relevance to the mineral sector year
1-year 4 in the academic year 2011-2012.

Program Male Female Total

Earth Science/Geology 1,296 487 1,783

Geomatic engineering 214 20 234

Surveying technology 152 10 162

Mining Engineering 42 11 53

Metallurgy 41 0 41

Total 1,745 528 2,273

Data source: MoE Education statistical abstract, 2011-2012, as referred to by Catalyst to Development (2013).

There is some gender disparity with 30% of the students being female. There is an apparent positive trend
of increasing female enrolment in programs of relevance to the mineral sector from 14% in year 4 to 30%
inyear 1 (Table 4.2). However, it is not known whether this is due to an actual increased female enrolment
or if female students have a higher tendency to drop out of university. The total share of female students
(23%) is somewhat lower than national university total of 26%. As can be seen in Table 4.1, the gender
disparity is the lowest in Earth Science / Geology.

The majority of the students are enrolled in Earth Science/Geology with a total of almost 1,800 students
(Table 4.1), which gives an average of 450 students / year. Adopting over-all university graduation rate of
about 30% (based on data in Catalyst to Development, 2013, Table 2) would give 150 geology graduates /
year and many of these may choose to work in other sectors than exploration and mining. Thus, the number
of university geology graduates would likely need to increase to meet the mineral sector demands.
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Tahle 4.2. Male, female and percent female students for each year (1-4) in university programs of relevance to the
mineral sector, academic year 2011-2012.
Year Male Female Total Percent female
1 583 248 831 30%
2 474 153 627 24%
3 220 53 273 19%
4 468 74 b42 14%
Total 1,745 h28 2,273 23%
Data source: MoE Education statistical abstract, 2011-2012, as referred to by Catalyst to Development (2013).

The universities are facing several problems resulting in that the quality of the education is very low. According
to the MoE Annual statistical abstract, 2011-2012, there is a total of 140 academic staff at departments
of relevance to the mineral sector. This is deemed to be somewhat low, but more or less adequate looking
at the over-all number of students. However, there are large differences between the universities, with
student/teacher ratios ranging from about 10 to 100, with many geology departments being understaffed.
Furthermore, the level of qualification of the staff is over-all low with only 20% being PhD, 32% holding MSc
degrees, while the majority of 44% holda bachelors degree. Only 5% of the academic staff are female.

Laboratory and field training, which are both central to Geology and Earth Science education, in general
suffers from lack of transport, laboratory facilities, equipment and instruments, and from a lack of sufficiently
qualified teachers and technicians. Thus, the education is to a very large degree theory-based.

The Addis Ababa University (AAU), the oldest and best developed in the country, stands out from the rest with
more than half of all the PhD-level staff and with a better equipped Earth Science department. Apparently,
many other universities rely on assistance from the AAU, for example in using their laboratories. However,
even at AAU there are serious shortfalls with regards to field and laboratory training.

Interviews with the industry undertaken within this project, and information received by the AAU (Catalyst to
Development, 2013), indicate that students are in generally poorly trained to the degree that many cannot
identify different rock types.

TVET

A new TVET strategy was adopted by GoE in 2008, designed to be outcome based and demand-driven.
After secondary education (Grades 9-10), 80% of the students that continue studying are expected to join
TVET institutions and 20% are expected to join higher education institutions. In 2010/2011, some 370,000
students enrolled at TVET institutions and 46% of these were female. Among TVET trainers, however, only
some 16-17% are female.

TVET institutions offer training at five levels where Level V would produce mineral sector professionals such
as technicians in mining, mineral processing and geology and Level IlI-1V would offer mineral sector specific
training in for example drilling, surveying, mineral processing equipment operation, etc. However, as yet,
needs, occupational standards, and TVET curricula specific to the mineral sector have not been defined
while GoE plans to expand TVET to include mineral sector specific professions.

For Level V, the lack of TVET curricula is not specific to the mineral sector but there are over-all very few
programs offered and graduates at this level. Several TVET, nevertheless, offer general training at Levels
[-1V in various areas (plumbing, engineering, drilling, surveying, machine operation, etc), primarily to meet
the needs of the industrial and agricultural sectors. Graduates at these level could, in many cases, work in
the mineral sector if internal training at employment is given.

Despite the lack of curricula, TVET training (presumably Level 5) in Surveying Technology is given at two
universities (Adama University and Dire Dawa University). There is total of 455 students enrolled but only
18% of these are female, a far lower share when compared to both TVET in general (46%) and to recent
university enrolment in mineral sector disciplines (30%; Table 4.2).
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4.3.Recommendations
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An improvement of the quality of education at higher institutions, and development of TVET training, would
assist in attracting investment in exploration and it would also lead to Ethiopia benefiting better from a
potentially growing mineral industry through increased local employment. Increased efforts in these areas
initiated today would be well timed as the mining sector is still in its infancy. Nevertheless, exploration skills
are immediately required and needs in this area are expected to grow in the future, while an increased
requirement for professional specialized in mining (mining engineers etc.) is more likely expected within
some 5-10 years.

Catalyst to Development (2013) recommends a strategy for support to improve the quality of mining-related
education in Ethiopia. The proposed strategy takes a long term view on implementation (10 years) and has
a wide scope, including not only support for improved technical training, but also for the reinforcement of
information capital and organizational capital. This, and similar initiatives, would be of fundamental importance
to the development of the sector. Importantly, the current gender disparities seen at universities and TVETs
need to be considered and strategies for higher women enrolment and examination rates developed.

TVET curricula are developed on the basis of occupational standards, and according to the TVET strategy
the various ministries are responsible for setting these standards. Apart from developing occupational
standards, it is proposed that MoM would be involved in training development through the monitoring and
assessment of the requirements of the industry so that required qualifications and numbers of students are
aligned with future industry demand.

The GSE and the mineral sector industry hold ample knowledge in the areas of exploration and mining.
Education/training of mineral sector professional could benefit greatly from collaboration between universities
and TVETs, and the GSE and the newly established mineral industry business organization (see Chapter 5).

Ethiopia has a very interesting geology with rocks ranging in age from Precambrian to very young volcanic
rocks and on-going geological processes in the rift valley. This geological endowment is of interest to research
groups globally and could provide a possibility for joint research programmes, where educational support
from international universities could be included.
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9. STAKEHOLDER OVERVIEW

5.1.Stakeholders and key sector involvement

1. Federal governmental involvement in the mineral sector is centred to the MoM and the GSE (see next
chapter). Ministry of Finance and Economic Development (MoFED) has interest in the sector related to
its control of the budget process and planning process, its interest in and administration of revenues,
taxes, royalties and foreign exchange earnings from the sector, and its control of the financial aspects of
development programs support by development partners. The National Bank of Ethiopia is involved through
the gold-buying policy where gold produced by artisanal and small-scale miners is bought by the bank.
The Environmental Protection Authority (EPA) used to be responsible for the EIA process but has seconded
environmental supervision and control of the mineral sector to the MoM. Other ministries or governmental
offices are little involved and seem to have weak knowledge of the sector.

2. The regional states, following the general organizational set-up of the Ethiopian state, have a governmental
structure related to mining that parallels the federal-level structure and this structure extends down to the
zone, woreda and kebele sub-regional levels. Some types of mineral licenses, and associated regulation,
are under control of the regions, and woredas are significantly involved in ASM management.

3. There are no specifically Ethiopian mining-related and formal NGOs or CSOs. Several NGOs and CSOs are
nevertheless aware of the development of the sector, in part because of efforts by the government and
development partners to engage a broad range of stakeholders in seminars and workshops. The work of
local NGOs that receive international funding are restricted by law as to which issues that they may work
with, some of which may relate to mining. With regards to international NGOs, Oxfam has an “Extractive
Industries Global Program Strategy”, and has staff based in Addis Ababa, which specifically work with
extractive industries related issues.

4. There exist a long historic tradition of informal community-based organizations in Ethiopia, and these types
of organisations exist throughout the country. Some of these traditional forms of organisations are being used
by development organisations as recipients of assistance, such as micro finance or extension services.

5. The mass media consist of radio and television, which are under government control, as well as various
private newspaper and magazines. Given the large expanse of the country, and the relatively low literacy
rates in more remote areas, radio and television are important, whereas printed media serve only a small
part of the population. Further, with little mining tradition and experience in the country, the journalists are
overall not well versed in reporting about the sector.

6. The mining industry, globally, is characterized by a very large number of junior companies performing
grassroots to advanced exploration, using private placement funding and venture capital. Larger companies
have, in particular over the last 10 years, become more risk adverse and commonly acquire development
projects (parts or fully) only once they are far advanced and have been proven to be financially feasible,
and they also develop increasingly through merger and mid-cap/large-cap company acquisitions. Today, the
large-cap mining companies (less than 150) control more than 85% of the value of mined metals globally.
The rest is controlled by mid-cap and small companies, while juniors (a few thousand companies) control
less than 1% of the mined value. In Ethiopia, there are some 20 international exploration companies that
actively pursue exploration. These are all junior companies (see Table 2.2) of which some are at a moderately
advanced stage, and some interest from larger companies is seen for example in the AngloGold Ashanti JV
with Stratex International for exploration in the Afar region. One company, Allana Potash, has reached past
the exploration stage and plans to go into potash production by mid to late 2017.
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Within the industrial minerals sector, there are a number of operators, most of them domestic, and with the
most important ones being some 5-6 key cement producers, including the state-owned Mugher Cement
Enterprise.

There is only one private Ethiopian company, Midroc Gold Mine Plc that is involved in larger scale and
formal (gold) mining in the country.

There are plans to form a business organization, similar to a Chamber of Mines in other countries, and
which would include both mining and exploration companies. As of November 2013 the organization has
been registered but has not started activities while some companies are active at mineral sector stakeholder
events.

There is an extensive artisanal mining sector in Ethiopia; many of the miners are part of artisanal mining
cooperatives but many remain informal. Gold, gemstone and salt are the major commodities being mined
by these miners.

A number of donor organizations are active as stakeholders. Specifically in the mining sector, there is semi-
formal coordination between initiatives and projects conducted by the World Bank, IFC, DfID, DFATD, the
Australian Government and also Danida.

The World Bank, through funding from the Japanese Social Development Fund (JSDF) is supporting a
project to improve the economic, social and environmental sustainability of Artisan Miners in Ethiopia, with
special reference to women miners. An ASM baseline survey has been undertaken and support to selected
communities is provided in the form of training in modern environmentally sustainable mining techniques
and in setting up and running small-business; the provision of small grants program to access improved
technologies; and upgrading of basic infrastructure like sanitation and access to potable water.

The World Bank has also financed and executed the Ethiopia Revenue Transparency Initiative, aimed to lay
the foundations to enable the Government to apply as an official candidate with the EITI, mainly through
organizing training, workshops, exchanges and other forms of capacity building.

DANIDA has provided funding, and capacity building, for some international marketing activities undertaken
by the MoM, including regular participation at the yearly Mining Indaba and the production of marketing
material.

DFATD is actively engaged with the Ministry of Mines in scoping activities and technical capacity building
efforts through a number of programmes, including: (i) a five year initiative called “Education for Mining”,
with a budget of about USD 15 million, aiming at increasing possibilities for Ethiopians to be employed in
mining; and (ii) a five year programme to strengthen the Ministry of Mines, comprising a budget of some USD
10-15 million. Part of the latter project has involved training in topics related to mineral titles management.
In 2013, DFATD undertook three scoping studies in the areas of Mineral Supply Chains, Education for
Mining, and CSR.

DFATD and the Australian Government are jointly assisting in supporting the Africa Mineral Resource Centre
(AMDC), in turn an institution created to assist African nations in achieving the African Mining Vision (AMV,
see box in Section 6.1).

Ethiopia is a beneficiary of Australia’s Mining for Development Initiative. As part of this, the MoM has
benefited from participation in study tours, training and in receiving scholarships for training.

DfID is presently preparing initiatives aimed at the mining sector, with the aim to start work from 2015
onwards. In the planning, DfID is leaning towards initiatives that relate to environmental aspects, and / or
ASM, and is drawing on assistance from the Natural Resource Charter (c.f. box in Section 6.1).

IFC is involved through equity participation in the Allana Potash and Tulu Kapi projects. This, in turn,
means that those projects are/have been developed in accordance with the IFC Performance Standards
on Environmental and Social Sustainability, which are comprehensive in their scope. Companies with I[FC
financing must fulfil the requirements of the standards, and controls are performed through external audits.

The Chinese government is involved as an economic partner and currently supports a project to generate

exploration targets in southern Ethiopia. This project includes capacity building at the GSE in the areas of
mineral exploration and laboratory development.
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Central and government institutions involved in mining sector development are, in general, in need of
strengthening and capacity building. Most of the development cooperation related efforts that are either
on-going or being planned in the sector, are concerned with this need. It is important that the efforts in this
regard are well coordinated. Further, as mining sector development is something that requires extensive
periods of time, it is important that all initiatives are planned with a long term perspective. The initiatives
taken should, furthermore, to the extent possible be untied to any specific nation or organisation, and the
best and/or most relevant expertise should be sought.

Civil Society’s knowledge and understanding of mining, and its various implications, is rather limited in
Ethiopia. Thus, activities that strengthen either formal NGO/CSOs, or that target more informal and traditional
local organisations, are needed. This to ensure that the voice and concerns of local communities may be
articulated, expressed and considered in the development of future mining policy as well as any future
mining and explorations projects.

Social mobilization and dispute resolution is an important to ensure that local communities do not unnecessarily
bear the brunt of extractive industry operations. Currently, under the work plan for preparation for the
candidacy to the Extractive Industries Transparency Initiative (EITI), the Ministry of Mines is working with
civil society organizations to promote social mobilization and awareness among civil society members for
the mining sector. Social mobilization also includes managing expectations of the local communities when
it comes to mining operations in their areas. Education has to be an important part of this effort.

The media’s role in informing the public about mining, and in influencing public opinion is important in

all countries. Initiatives aimed at improving journalists and others in the media sector knowledge and
understanding of how modern exploration and mining is conducted would therefore be beneficial.
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6. MINERAL POLICY AND LEGISLATION

6.1.Introduction

1. The mining sector has received considerable attention from policy makers in later years. However, a decade
or so ago, mining policy issues were most intensely, and almost only, discussed and considered in any depth
at the World Bank. Today, there are a number of ongoing policy development initiatives, both by newly set
up institutions as well as by well-established organisations and/or think tanks such as the African Union,
European Union and the World Economic Forum, who have previously given the mining sector relatively
limited interest (see box).

6.2.Ethiopian mineral policy

2. The GTP has a strong role in Ethiopia in terms of policy formulation, and the MoM has established a 5-year
plan in response to the GTP. Ethiopia has not previously had an official mineral policy but there is now a
draft Mineral Policy under review. The 2010 Mining Proclamation also contains a few policy elements.

STRATEGIC ASSESSMENT OF THE ETHIOPIAN MINERAL SECTOR 43




In line with more recent policy developments (see box above), the Ethiopian policy framework recognizes the
potential of the mineral sector to become a ‘trigger of industrialization” and wider economic development, with
ambitious goals set in the GTP. However, the MoM independently produces its targets and budget requests,
and there seem to be little or no cooperation with other relevant ministries (such as that for transport, industry
and trade). It would appear that at the planning stage, each sector (industrial, agricultural, textile, etc) is
treated as a separate entity and cross-sectoral linkages and co-dependent development is not sufficiently
considered.

The policy framework clearly defines the role of the government as the facilitator, promoter and regulator
of a mineral sector envision to be driven by private sector investment. The over-all vision is that the mineral
sector shall contribute to at least 10% of the GDP and that foreign currency earning shall increase 10-fold
by 2020-2023, and this should be facilitated through measures aimed attracting private investment, such
as a clear legislative regime, the provision of quality geoscientific information, an enabling fiscal and tax
regime, and security of tenure and a first-come-first-served system for license applications.

Key objectives include exploration and exploitation of all types of minerals for import substitution, for
export to increase foreign currency earnings, and minerals for the production of fertilizers are specifically
mentioned. The policy framework also recognizes the importance of environmental, social and health and
safety safeguards and stakeholder participation for sustainable development and includes a range of policy
measures in these areas. The sustainable development of the artisanal and small-scale mining sector forms
an integral part of the policy formulation.

The draft Mineral Policy covers a range of areas appropriate at a policy level, and it is comprehensive in
its overall content, while it varies extensively in content detail and policy actions. Thus, it is very detailed in
some places, and many sections could be placed in laws or regulations rather than policy. In other places,
it is rather vague and general with a lack of policy measures and actions. In all, this makes it difficult for
stakeholders to assess the policy and for the authorities to implement the same.

Ethiopia is a signatory to the AMV but the Ethiopian policy framework does not refer to the AMV anywhere.
They do, however, share many over-all policy directions, including the outlook to regional planning and
cooperation, a central vision of the AMV.

Regional states in Ethiopia do not have their own mining policy documents, apart from the regional GTPs.
The section in the Oromia GTP concerning mining appears similar to the federal-level GTP, but with less
detail.

6.3.Mineral legislation and model mining agreement

9.

4

The primary legislative branch of the federal government, that is, the House of Peoples Representatives,
enacts framework laws (Proclamations) and delegate the Council of Ministers to enact secondary legislation
(Regulations). Proclamations often delegate a specific authority (ministry/agency/bureau/board/office) to
develop further secondary legislation (Directives). In case of contradictions, Proclamations prevail over
Regulations and Regulations prevail over Directives. One should not, however, lose sight of exceptional
circumstances wherein Proclamations might be amended by Regulations. The main legislation for the
governance of the mineral sector includes:

e The Constitution, 1994

e Mining Operations Proclamation No. 678 /2010

e Mining Operations (Amendment) Proclamation (passed in December 2013)

e Mining Operations Regulation No. 182 / 1994 (based on the Mining Proclamation No. 52 / 1994)

e Transactions of Precious Minerals Proclamation No. 651 / 2009 (provisions around brokerage, crafting
and refining of precious minerals)

e Directives, issued in Amharic only:

» Regarding the issuance of professional certificate for provision of consulting services in the mining
sector, 14 August 1998.

» To determine the maximum geographic scope of licences, 8 June 2006.
» To determine preconditions for different types of licenses, 26 October 2009.

» Regarding financial competence requirements to obtain a license, limitations on geographical scope,
amounts of service fees and non-refundable application fees, 18 January 2011.

» Mineral License Application Processing Directive, 9 October 2013.
» On conditions under which vehicles may be imported tax free, date unknown.
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It is an objective of the draft Mineral Policy to establish a legislative and regulatory framework that will
provide for the effective administration of the mineral sector and an accompanying measure is to prepare
and implement a mining proclamation and regulations. After the issuing of the 2010 Mining Operations
Proclamation, an amendment to the proclamation and two directives have been enacted (see above).
Thus, there is apparently an on-going process of reviewing and updating the legislative regime, while new
regulations to give further effect to the 2010 Mining Operations Proclamation are yet to be drafted.

The key legislation governing the mineral sector is the 2010 Mining Operations Proclamation (“Mining
Proclamation”). In line with the Constitution, the Mining Proclamation provides that mineral resources
within the territory of Ethiopia are the property of the Government and of all the peoples of Ethiopia and
that the Government is the custodian of mineral resources with duty to deploy them for the benefit and
development of all Ethiopians. The Mining Proclamation focuses on establishing the rules and procedures
for a licensing system and includes key aspects of types of licenses, division between the federal government
and regional states in the issuing of different types of licenses, rules and procedures for access to mineral
rights, their termination, and rights and obligations of license holders. The proclamation is rather general,
and there are as yet no regulations drafted in response to the proclamation. The regulation that is currently
in use to implement the Mining Operations Proclamation No 678/2010 is the Mining Operation Regulation
No 182/1994, which mainly deals with issuance of a license, renewal, transfer and revocation of a license,
rights and duties of licensees, and royalty fee and taxation issues.

A number of provisions in the Mining Proclamation result in unclear and what can be perceived as contradictive
rules, which negate the objective of the draft mineral policy to establish a legal regime attractive to investors.
Thus, Article 13-1 (b) provides for a so called first-come-first-served system in that applications of the
same status covering the same mineral and area should be dealt with “in the order of receipt” (implicitly,
upon assessment of financial and technical resources). However, the following sub-article states that for
applications submitted “at the same time”, priority will be determined, by a technical team, on the basis
of the technical work programme, technical ability and financial proposal. This is consistent with Article
12-2 that states that the licensing authority will register the application and give a receipt to the applicant
once it is satisfied with the application (rather than a receipt given upon submission of an application).
The amendment to the proclamation seems to depart from the first-come first-served criterion, creating a
mixture between first-come first-serve and a competitive system.

The Mineral Licensing Application Processing Directive, 1/2006, which came into effect on 9 October 2013
(in Amharic; numbered 1/2006 in accordance with the Ethiopian calendar), however, establishes the rules
and processes to apply in providing that: (i) exploration license applications shall be collected on a monthly
basis; (ii) all applications received during a one month period are assessed by a technical team according
to a set of criteria with a scoring system, annexed to the Directive; (i) a minimum score of 75% is required
for granting of the license to be considered, and in case of applications of the same status that overlap
spatially, the one with the highest score will be granted the exploration right. Power is however given to the
state to give priority to applications that fall in line with any development strategy of the government. After
the 1-month closure date for the receipt of applications, the applicants will be informed within 1-3 dates on
when the applications will be opened (in public), and the opening of the applications should occur within
5-10 days. In case of spatially overlapping licenses applications submitted at the federal and regional levels,
respectively, the two authorities should together establish the technical team to evaluated the applications.

Article 13-4 of the Mining Proclamation, however, adds uncertainty to the process is as it entitles the licensing
authority to disregard applications altogether and opt for bidding for the area in question. Article 52-4 (c)
also provides for mining agreements to be established through competitive bidding or direct negotiation.
However, the law does not provide clear rules and procedures for calling for competitive bidding under
the 2010 Mining Proclamation. The award of mineral rights through bidding is in line with some recently
proposed policy directions (see box above).

The Mining Proclamation also envisages an entrepreneurial role for the Government in mining operations
“that are vital for the overall economic growth either by itself or in partnership with private investors”.
Apparently, state companies must access licenses under the same conditions as other applicants. In order
to make this clear to the investor community, this should be provided for in the mining law (as in the 1983
Chilean Mining Code, for example).

The 2010 Mining Proclamation states that the licensing authority can prepare “model mining agreements”
to serve as basis for negotiation. In practice, exploration license holders must negotiate and enter into a
Mining Agreement with the Government to get granted a large-scale mining license, as evidenced by the
recent negotiation of a Mining Agreement with Allana Potash.

The Model Mining Agreement (MMA) was drafted pursuant to the previous Mining Proclamation No 52/1994

and has not been updated and made consistent with the 2010 Mining Proclamation. It establishes terms in
a rather general manner, without elaborating much on important financial, environmental and community
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aspects and leaving a few provisions open for negotiation. The MMA includes clauses on the determination
of the geographical scope of the license area and its duration, and provisions to add annexes on the relevant
work programme and expenditure. It further details the rights of licensees to build infrastructure and use
water and other natural resources and obligations, including preference for local employment, training and
local procurement. It sets environmental protection and community development provisions. It is noted that
MoM is currently working on revising the MMA.

The MMA provides for the acquisition of a participation interest by the Government without a cost, which
is also part of the recent (2013) amendment to the 2010 Mining Proclamation. In line with this, the new
mining proclamation states that the federal state has the right to 5% free carry in mining projects. Additional
equity participation by the state, with agreement from the investors, can be decided when the mining license
agreement is signed.

Other African countries have concentrated on increased state participation in the mining sector, with Angola
in its new mining code (September 2011), allowing the state to be entitled to at least 10% of ownership in
the company or the minerals being extracted. Similarly Zambia in 2011 announced plans to increase its
interest in mining projects from 20% to 35%. Zambia has indicated that there are plans to increase mining
sector taxes and Zimbabwe has introduced legislation that would require mining companies to have 51%
ownership by indigenous Zimbabweans. Namibian plans include all future mining projects to be awarded to
state-owned companies. The DRC in its revision of the mining code has proposed an increased shareholding
of the state in a mining company to 35%, compared to the present 5%.

According to our interview within this assignment, negotiations focus almost exclusively on the clause on
state participation as well as on the approval of the technical work programme and the extension of the
license. As per the interviews with government officers and industry representatives, a main constraint for
negotiating a strong agreement is the lack of expertise from the government authority in technical aspects
such as the assessment of the feasibility study.

6.4.Recommendations

21.

22.

46

For the orderly and successful development of the mineral sector, the role of the State - when other than
regulatory — could be made more clear in the policy and legal framework. Furthermore, in general, it is
beneficial to both investment and governance that this role is clearly communicated to stakeholders and
investors and that it is reflected in all actions that relate to state involvement in the sector. The Ethiopian
policy environment explicitly envisions mineral sector development to be driven by private sector investment.
Given the scarcity of experienced mining or exploration companies within the country, such investments are
therefore likely to come from foreign operators. At the same time, the policy and legal framework does provide
for state involvement in mining. There are good examples of partly or fully state-owned mining companies
successfully coexisting with the private sector (for example CODELCO in Chile and LKAB in Sweden). Such
successes are generally based on long histories and significant contributions from the respective companies
to national development, but also on clear policies and rules for how such companies should be managed
and run, as well as the transparent implementation of these rules. It is recommended that the Ethiopian
government carefully consider the lessons learned from elsewhere (see box), and develops and implements
policies that are in line with the wealth of experiences than now exist with regards to state involvement in
mining.

A forum for collaboration (eg. policy committee) involving other authorities than the MoM (eg. transport,
industry, water and energy, environment, education, investment) would be beneficial to mineral policy definition
and implementation. The current draft mineral policy includes many areas that require key involvement
from other authorities, and policy measures/actions need to be better defined to facilitate implementation.
More formalized means of communication would be beneficial to the long term sustainable development
of the sector.
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The GTP could aim for a more long-term view of the development of the mining sector. This should be based
on an awareness of the sector’s particular characteristics (inherent geological and financial uncertainties,
the industry’s cyclical nature, technical requirements for advanced exploration). This awareness can and
should permeate all aspects of management of sector growth, from the GTP to the role of the MoM. The
envisioned contribution from the mineral sector to the national economy by 2023 may not be met, and a
slower development can be viewed as positive as it gives ample time for needed governance structures to
develop.

The development of new regulations and revision of the MMA, on the basis of the new mining proclamation
will lead to a more complete legal framework. A comprehensive revision of the MMA, in the light of new laws
and regulations, incoming transparency requirements and sustainable development commitments, would
also make it a useful tool for coordinating the work of different regulatory agencies with a role in mining
(e.g. the environmental and water agency, the relevant agency for planning infrastructure and community
development, as well different levels of jurisdictional authority) — as in long-term mining agreements in
Western Australia. A thorough review of terminology and consistency with the overall Ethiopian legal system
is also recommended.

The advantages and disadvantages of a mining licensing regime, which is not strictly based on the first-
come-first-served, may be reconsidered. While the grouping and assessment of exploration license on
a monthly basis may have some merit in that ‘speculation” and applicants that do not have in mind to
undertake serious exploration can be avoided, a common view amongst international exploration companies
is that such a regime, and in particular the provision that all applications can be disregarded and the area
in question can be taken to bidding, is a major disincentive to investment. Thus, currently, the legal and
regulatory framework has a rather limited role in establishing the enabling conditions for mining to unleash
‘sustainable economic growth’, which is a key vision of the mineral policy framework.

Some countries provide for competitive bidding in highly prospective areas or with regard to certain “strategic”
minerals. It would be beneficial to investment and regulation if the basis for calling for competitive bidding
(as well as the criteria for competitive and transparent procedures) would be established under the law, in
relevant regulations or directives.

It could be helpful to explore the possibility of establishing categories of minerals and relevant access regimes,

as well as their respective priorities and relationship, which are somehow unclear and hard to implement
under the current system.
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INSTITUTIONAL FRAMEWORK

7.1.Ministry of Mines

1.

The Ministry of Mines (MoM) is responsible for essentially all aspects of mineral sector development and
governance. The regulatory basis for the MoM is the ‘Proclamation to provide for the definition of powers
and duties of the executive organs of the Federal Democratic Republic of Ethiopia” No. 691 / 2010. The
powers and duties defined in the proclamation broadly translate to the following: (i) promotion for sector
development, (ii) collection and management of geoscientific data, (iii) encourage investment through
facilitating exploration and mining operations; (iv) regulation of the sector, including the artisanal and small-
scale gemstone sector; (v) organization of research and training centres for sector development, and; (vi)
granting and management of mineral rights. ltem ii and to some extent item i, falls under the Geological
Survey of Ethiopia (Section 7.2).

Since 2010, the MoM also assumes the responsibility for the EIA process (supervision, evaluation, and
compliance monitoring) as the EPA is seconding this process to different sectorial authorities and remains
with a supervisory role.

The organizational structure of the MoM is shown in Figure 7.1. Many of the offices are generic to governmental
ministries, while offices with duties of direct relevance to sector development include:

e Mineral Licensing and Administration Directorate: Issuing and administration of mineral licenses, and
compliance monitoring of technical and financial obligations. There are currently some 24 staff at the
directorate but there is insufficient capacity to handle and evaluate license applications and perform
compliance monitoring (see further Chapter 9).

e Environmental and Community Development Directorate: The directorate was established in 2007 and,
after a transition period, they are now fully responsible for the EIA process, including supervision, EIA
evaluation and compliance monitoring. Occupational Health and Safety is also part of the scope of work.
There are currently 14 staff at the directorate but there is no staff with extensive experience and sufficient
qualifications in the fields required (mining environment, socioeconomics, community development and
OHS), for example for in-depth assessment of EIAs. There is also a lack of instruments for environmental
monitoring at the directorate. From interviews carried out within this project, it appears as if the directorate
lacks power and resources for adequate monitoring and enforcement (eg. some companies have not
lodged environmental bonds).

e |egal Affairs: Drafting of policies, proclamations and regulations as well as various other legal agreements,
importantly the Model Mining Agreement (see Chapter 6). There are 7 staff at Legal Affairs, but none is
qualified in mineral law.

e Artisanal Mining and Transactions Coordination: Responsible for the development of the artisanal mining
sector through technical and training support and encouragement to form cooperatives. In this, they work
closely with regions and woredas and there is currently 14 staff at the unit. The unit has made progress
in certain geographical areas in terms of promoting the establishment of mining cooperatives. However,
considering the very large size of the artisanal sector, the unit is understaffed and also lack capacity for
adequate supervision in the areas of environmental and socioeconomic management.

e EITI Implementation Secretariat: The secretariat is responsible for the process and application for Ethiopia
to become an EITI candidate country. There are 5 staff at the secretariat.
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Figure 7.1 "Ministry of Mines organizational structure. There is a total of 287 staff (of which 40% are women) compared to the
440 required by the official staff structure. The number of current staff is shown within brackets. Figures in red also
show the number required by the official staff structure for the five offices with the highest staff shortage compared
to the staff structure.

4. MoM has considerable competence among some long-term employees. However, over-all, from interviews
carried out within this project, the understanding of the mining cycle and mining industrial questions in
general among many MoM staff is perceived to be rather weak, which influences both the supervision to
private companies, the quality and efficiency in decision-making, and expectations with regards to exploration
and mining development. Insufficient capacity is also an issue with regards to the negotiation of mining
contracts. Thus, there is insufficient staff capacity both in light of fulfilling visions and goals, and to perform
core functions such as license assessment and administration.

5. The capacity gap is in part a result of a high turnover of staff, which makes it difficult to consistently build
capacity over the longer term and the high staff turnover is mainly related to the low public-sector pay
compared to the private sector (differ by a factor of up to 10). The virtually non-existent large-scale mining

sector has also not required significant capacity building for mineral sector governance.

6. Thereis a total of almost 300 staff at the MoM and there is a high number of staff in management and support
processes (70%) as compared to staff in the core processes (30%) — see Figure 7.1 (in this estimation, the
Environmental & Community Development Monitoring Office is here grouped with the core processes as it
in essence has a regulatory function similar to that of the mineral licensing directorate). Overall, 40% of the
staff are women but the gender distribution varies between different units, from 14% women at the Legal
Affairs (1 out of 7) to 100% at the Ethics office where all three staff are female. According to the established
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staff structure there should be 440 staff at the MoM and the discrepancy between current and planned
staff numbers is related mainly to five offices (Figure 7.1).

The MoM budget for recurrent costs (Table 7.1) shows that management, administration and support
dominate the costs. It is noted that while one of the important core duties of the MoM is the issuing of
mineral rights and monitoring of companies’ performance, the responsible office is only allocated 6% of
the budget approved by MoFED. A similar level allocation (6%) for the artisanal mining and transactions
office reflects the policy decision to provide significant support to the artisanal mining sector.

Table 7.1. The MoM (not including the GSE) 2012/2013 budget for recurrent costs.

Birr Part of total budget
Management & admin/support 18,680,860 72%
Mineral licensing & admin. 1,678,790 6%
Petroleum licensing & admin. 3,425,030 13%
Artisanal mining & transactions 1,481,760 6%
Research & development 579,590 2%
Source:  MoM, Human Resources Development & Management

7.2.Geological Survey of Ethiopia

8.

10.

The Geological Survey of Ethiopia (GSE) was first established in 1968 as a department within the Ministry
of Mines and Energy. In 1984 it was turned into an autonomous government agency accountable to the
MoM named the Ethiopian Institute of Geological Surveys. The current regulatory basis for the GSE is the
‘Proclamation to provide for the establishment of the Geological Survey of Ethiopia’ No. 194 / 2000.

The responsibilities of the GSE that relates to mineral sector development broadly includes: (i) regional
geological and geochemical mapping; (ii) reconnaissance, follow-up and detailed exploration to evaluate
the mineral potential of the country; (iii) analysing geological samples (mineral, rock, soil, stream sediment,
and water etc.) related to mapping and exploration work; (iv) undertake geophysical surveys; (iv) collect,
manage and disseminate geoscience information, and; (v) carry out core drilling.

The organizational structure is shown in Figure 7.2 and as with the MoM, several offices are generic to
governmental institutions and mostly concerned with internal processes, while five units/centres are of direct
importance to mineral sector development are described below. It is noted that apart from supporting mineral
sector development, the GSE is also involved in research and development in the areas of groundwater,
geohazards and geothermal energy, but these areas are not considered in this report.

o Basic Geological Mapping shall undertake geological mapping, geochemical surveys and geophysical
investigations. There are some 20 staff as compared 40 in the official staff structure. The GSE undertook
excellent mapping and exploration work over many years after its establishment in the late 1960’s, and still
houses considerable competence. However, due to a lack of human and financial capacity, the previous
level of work has not been upheld and it has not been possible to build on the work executed and the
competence acquired during large training programs in the 1980-1990'’s. As a result, the existing work
is largely restricted to completing geological mapping at the 1:250,000 scale by 2015 (almost 70% of the
country is now covered). In addition to the issue of staff capacity, the GSE vehicle fleet and equipment/
instruments are in part old and sometimes do not function well. The quality of the mapping is also limited
by the lack of airborne geophysical data to support the mapping.

e Mineral Exploration and Evaluation is responsible for exploration for metallic and industrial minerals (as
well as hydrocarbons). There is some 10-15 staff as compared to 40 in the staff structure and the work
is focused on the delineation of target areas for placer gold to support artisanal mining, and for industrial
minerals close to existing infrastructure to support artisanal and small-scale mining. Exploration for
metallic minerals was a key focus in the past but with private companies entering the market, this work
has come to a halt due to staff loss.

e The Geoscience Data Centre is responsible for the administration and distribution of data and information.
It hosts a library, a bibliographic database with maps and some 3000 technical reports and a mineral
occurrence database with metadata for some 500 occurrences. The centre is also involved in producing
promotional material. Whereas the centre is well organized, there are large amounts of information and
data not entered in databases. Furthermore, companies are obligated to provide exploration data and
information to the GSE, but data from the companies are not currently collected. There are currently 14
staff at the centre.
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e The Geoscience Laboratory is focused on geochemical analysis with AAS (4) and XRF (1) capabilities,
and one ICP-OES awaiting building refurbishment and installation. There is also an XRD, thin section/
petrography facilities and basic equipment for mineral/rock physical measurements. In 2013, more
than 90% of some 20,000 samples prepared for geochemical analysis (crushing and grinding) were
for the private sector. Less than 20% of prepared samples were analysed at the laboratory, as private
sector clients send samples overseas for analysis at accredited laboratories (the laboratory has been
working towards achieving ISO17025 accreditation status over the last couple of years). There is about
60 staff at the laboratory, out of which more than half are professional staff (chemists and geologists).
The analytical output is low considering to the number of staff and the instrumental capacity. Key issues
include a lack of a strong client base, the cumbersome procurement process for purchase of spare parts
and consumables, and the fact that many of the instruments are aging.

e The Drilling Services centre has 10-12 core drilling rigs (and also 2 rigs each for waterhole and geothermal
drilling). The core drilling work undertaken is almost exclusively for private clients, whereas in the past
core drilling was an integral part of the GSE exploration work. At the end of November 2013, five of
the core drilling rigs were deployed in the field and the rest were in workshop for maintenance. Delay
in the procurement of spare parts and consumables due to the cumbersome budgeting and tendering
procedures is a key issue. There are some 70 drillers and 10 support staff, of which 45 drillers are
currently assigned to geothermal drilling for EBCO (a state enterprise). Exploration companies believe
that the GSE drilling centre has good equipment and skilled drillers, but claim that the drilling service
is very inefficient. As fast, high-quality drilling is of primary importance in exploration, many companies
prefer to use private drilling companies.

Figure 7.2 Organizational structure of the Geological Survey of Ethiopia.
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11.

12.

13.

14.

The survey in total has some 600 staff as compared to the staff structure that has about 800 positions.
Similar to the MoM, the majority of the employees work in management, administration and support (about
300 staff that fall under “Proc. & Fin., Property Admin & Gen. Services, etc” in Figure 7.2). According to
the GSE structure there should be a total of 200 technical staff (various types of geoscientists, chemists,
etc.), while the number of technical staff today is about 100.

Apart from the yearly governmental budget allocation to the GSE, based on staff structure and planned
activities, the GSE is to a large extent reliant on donor-supported projects for the core technical work to be
undertaken, and much of the historical work in collecting geo-scientific data, institutional strengthening
and training has been in project-form, based on donor funds. There is currently a 5-year program with the
Chinese government focused on the definition of target areas in southern Ethiopia, laboratory support, and
training of staff.

As for the MoM and the GSE work is also hampered by insufficient staff capacity both in light of visions
and goals, and to perform core functions, which is in part due to the very high turnover of staff making it
difficult to build capacity over the longer term. For example, in 2012 about 40 technical staff left the GSE
and about 30 new staff were recruited. The GSE is perceived as having considerable competence among
many long-term employees but many experienced staff leave and new recruits are not sufficiently qualified
and they often stay only for a short time.

The GSE reports that they receive sufficient budget allocations, based on their annual requests. Despite
this, it is arguable that budgets for these institutions are not sufficient for functions for which they take
responsibility. Even if the issue of the level of staff salaries is treated separately, budget support for field
activities, mapping programs, etc. are probably too low.

7.3.0ther institutions

15.

16.

17.

18.

19.

As for other ministries and governmental organizations, MoFED has indirect involvement in the sector. This
is through its control of the budget process and planning process, and its interest in and administration of
revenues, taxes, royalties and foreign exchange earnings from the sector. MoFED would also be in control
of any loans or programs for development of the sector from international development agencies.

Other ministries and governmental offices seem to have no knowledge and very little involvement in mineral
sector planning/development. There is no official forum for collaboration and joint planning between the
various ministries/authorities that are or should be concerned with the development of the mineral sector.
Issues can be addressed at Council of Minister meetings, but communication seems to be mainly through
the MoM notifying other offices of exploration and mining projects underway as and when needed. However,
this normal for a country with little historical mining and an undeveloped mining sector. Countries such
as South Africa, Ghana and the USA have seen more than 100 years of more or less formalized mining,
or even several hundred years in the case of Sweden. This has allowed for long term development of legal
and governance structures, while it is emphasized that even in these regimes, governance structures and
procedures are continuously being developed and improved.

The regional states, following the general organizational set-up of the Ethiopian state, have a governmental
structure related to mining that parallels the federal-level structure. For example, Oromia regional state has
a Water, Mineral and Energy Bureau with a Mineral department within it, staffed by geologists and other
professional and non-professional staff. In fact, the parallel structure theoretically extends down to the zone,
woreda and kebele sub-regional levels. However, in practical terms sub-regional levels are dependent on
regional capacity and act as extensions of the regional mining authorities.

Woreda level are significantly involved in ASM management (organization of cooperatives, outreach, follow-
up, conflict resolution etc.). The woreda involvement presumably varies as much as the ASM activities
themselves, across the country.

The degree and success of coordination between federal, regional and sub-regional levels is quite unclear,
with contradictory assertions heard that “everything runs smoothly” to “there is no real coordination”. In a
longer-term perspective, feedback from stakeholders, particularly mining companies and local communities
affected by mining, will reveal how well coordination is working.
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7.4.Recommendations

20

21.

22.

23.

24.

25.

26.
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. MoM and GSE may consider organizational reviews and restructuring for increased efficiency and to allow for
increased staff salaries, as keeping staff is vital to consistently build capacity in the longer term. In general, it
is considered that the large number of staff at the MoM and the GSE (in total about 900, compared to some
1,500 required by the structural plans) is mirrored neither by their output nor by the needs for managing
a sector, which is still rather limited in size. It is apparent that the execution of core mandates suffers from
a serious lack of capacity, while there are comparatively large resources concentrated on management,
administration and various types of support processes.

According to a civil service expert consulted within this project, the GSE already has the required institutional
status to allow for increased salaries, as Proclamation No 194/2000 establishes the GSE as an autonomous
federal governmental organ, having its own juridical personality. The Proclamation provides that staff salaries
and per diem rates shall be determined by directives issued by the government. While increasing salaries for
several hundred staff may not be financially viable, a detailed review of the institutional structure and staff
requirements to perform core mandates should first be undertaken. Considering that a governmental career
offers greater job security and possibly other non-material benefits such as job satisfaction, opportunities
for training, etc. interviews with MoM staff indicate that a salary increase may not need to be at the level of
private sector salaries for staff to be retained.

It may be considered that offices with regulatory functions be lifted out of MoM and turned into autonomous
organizations, similar to the GSE, and that MoM remains with policy definition as the key mandate. The
licensing and administration directorate and the environmental, social and community development unit
are critical to the sustainable development of the mineral sector, yet they are in serious lack of human and
technical capacity. Separating these from the MoM would provide for increased salaries and the possibility
to function more effectively in smaller organizations. The work of these two units overlap in many areas,
and their amalgamation into one agency may be considered. Turning governmental units into autonomous
institutions has been successfully applied at a number of other Ethiopian ministries.

For the laboratories and the drilling units, their continued existence as part of the GSE should be reconsidered.
Their output is considered to be rather low compared to their instrument and equipment capacity and
staff numbers. this is in part due to lack of clients and in part due to lack of spare parts and consumables.
Furthermore, in the longer term, their ability to compete with private service providers is regarded to be
severely limited. They are not in charge of their own budgets but have to rely on yearly budget requests
and allocations from MoFED. Even if they were turned into state enterprises, according to our information
they would have to surrender 95% of their revenues to the state. It is proposed that either scaling down to
meet the needs only of the GSE or privatization of these units is considered.

Capacity building is required throughout the MoM and the GSE. Long-term plans for this should be considered
in conjunction with the possible re-organization of the institutions.

In the shorter term, various capacity building efforts should be considered. This should be primarily focused
on the Mineral Licensing & Administration Directorate and the Environmental & Community Development
Monitoring Office. It is proposed that this capacity building is not in the form of ‘stand-alone’ training courses
or educational packages. Rather, it is proposed that external expertise is brought in to assist with on-going
work on a continuous or continual basis and that training is provided on-the-job, and also that structured
training or course work are included as an integral part of the consultancy.

Similarly, it is proposed that external expertise is brought in for the negotiation of mining agreements. As
discussed above, a comparatively low level of regulation (Chapter 6, and see also Chapter 11 for environmental
and social regulation) requires even stronger negotiation capacity. Such consultancy services should also
be combined with training of staff.

Support is also required to Regional Offices, in particular in the area of artisanal mining management.
As it is a solid policy of the government that artisanal mining remains a key sector contributing to foreign
currency earning, job creation and local economic development, regional offices would require capacity
building primarily in the area of environmental and social management.
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FISCAL REGIME

8.1.Fiscal regulations
1.

The legal basis to collect tax and royalty payment emanates from a set of proclamations, regulations and
directives including: the Mining Operations Proclamation, Mining Tax Proclamation No 53/1993, Mining
Income Tax Proclamation (Amendment) No 23/1996 and No 802/2013, Income Tax Proclamation No
286/2002, and Council of Ministers Regulation on Mining Operations No 182/1994. A draft mining income
tax proclamation of 2009 is under review.

Overall, the Ethiopian corporate tax rates and royalty rates are in line with those in the region. A holder of a
small-scale mining license pays 35% income tax on taxable income and the Provincial State governments
collect this payment. The income tax for large-scale mining is collected by the Federal government (by
MoFED). This federal tax was recently lowered to 25%. There is also a 10% tax on dividends, which is
calculated after appropriate income taxes are paid.

Royalties are calculated on an ad valorem basis. Ad valorem basis is computed in proportion to the estimated
value of the goods or transaction concerned and is often connected with the levying of tax or custom duties.
Royalties under Ethiopian mining law are paid based on the “sales price” set in the commercial transaction
of minerals produced. The royalty rates for mined products are as follows:

Precious Minerals 7% Industrial minerals & salt 4%
Semi-precious minerals 6% Construction mineral 3%
Metallic minerals 5% Geothermal 2%

Mining royalties are collected at two levels; for the precious minerals and metallic minerals, or large scale
projects, the royalties accrue to the federal state. For industrial and construction minerals, and small scale
mines apart from precious and metallic minerals, the royalties accrue to the regional states in which such
quarries operate. Royalties are collected by MoM or by the regional mining bureaus at the regional level.

The legislation defines a revenue sharing mechanism, where 60 percent of the royalties collected from large
scale operations are allocated to the federal government and the remainder is allocated to the provincial
state where the mine in question is located. Similarly, for small scale mines, 60 per cent of the royalties
remain in the state where the mine is located, whereas 40 percent is allocated to the federal government.

The Mining Operations Proclamation provides for exemptions from customs and duties regarding any
consumables, equipment, machinery and vehicles that any holder of an exploration license or his contractor
may import to Ethiopia useful for the purpose of mining operations and in accordance with the approved
work program (Art 73(1). Also, the holder of small or large scale mining license may import free of custom
duties consumables required to start and sustain commercial production for the first three months (Art
73(3)).

According to Article 70 of the 2010 Mining Operations Proclamation (and Article Nine of the MMA), the
government may acquire a free participation interest of up to 5%. The same article provides that “An
additional equity participation of the government may also be provided by agreement, which shall specify
the percentage, timing, financing, resulting rights and obligation and other details of such participation.”
The Proclamation to Amend the Mining Operations Proclamation (2013) turns government participation
interest of 5% in all large and small-scale mining projects into mandatory with the possibility to negotiating
additional equity participation by agreement.
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The fiscal regime considers a mine, quarry or other place for exploitation of natural resources as a permanent
establishment and subject to business income tax, with non-residents being taxed on their Ethiopian sourced
income. Income tax holidays are not provided for the mining sector (although they are applicable to new
manufacturing and agro-industry investments). Losses from mining operations can be carried forward for
10 years, which broadly agrees with the level for African countries.

The Draft Mining Income Tax Proclamation of 2009 introduces regulations that would allow for ring fencing
each license as a separate tax unit, a provision that did not exist in the Mining Income Tax Proclamation
no. 53/1993 (amended). The draft also introduces deductions for amounts deposited into a fund for mine
rehabilitation, where no such provisions existed in the current tax proclamation. Also, draft proclamation
allows for ministerial discretion for granting temporary tax relief, again a provision absent in the current
proclamation.

8.2.Revenue collection

10.

11.

12.

13.

14.

The fiscal linkages from the mining sector materialize through corporate income tax, personal income tax
(of the employees), tariffs on exports and imports and through royalties.

According to data from MoFED, royalties collected by the federal government have increased from about USD
2.5 million in 2005 to almost USD 9 million in 2012. Royalties collected by the regional governments have
increased from about USD 850,000 in 2005 to USD 3.3 million in 2012. The World Bank (2012) estimates
royalty payments to account for 12% of the revenues that flow to the state, with another 9% coming from
equity participation. Corporate taxes estimated to account for nearly 60% of the flows. The remaining parts
derive from tariffs and personal income taxes.

Current royalty rates in Ethiopia are in line with other African countries. A number of countries have already or
are looking to increase taxation in the mining sector. In 2008, South Africa introduced a profit based mining
royalty of 0.5 to 7%, with different rates for gold producers relative to the industrial sector. Tanzania and
Namibia are specifically looking at introducing excess profit taxes for mining companies, and Mozambique
is seeking to revise its mining code to ensure higher revenues for the government. In 2011, Ghana increased
its mineral royalty tax from 3 to 5%. However, in other cases, such as that of Guinea, attempts have been
made to revise mining royalties and taxation downwards to attract investment.

While the royalty rates, the corporate tax rate and the percentage of equity participation by the state in
Ethiopia is competitive compared to many other African countries, this alone will not serve to attract investors.
International companies look at the ‘effective rate of taxation’ i.e. when all the taxes paid to the government
(such as excise duties, property tax, vehicle tax etc) as a determinant of planned investments.

Given the paucity of large scale mining, the ability of the federal government to collect royalties and taxes
from large scale operators has not been well tested. There are indications that the MoM may not have all
the necessary technical capacities to do so and limitations in this regard include the ability to monitor and
audit financial statements and production figures, and as well as limited availability of the legal and financial
specialists necessary to supervise the collection of royalty payments. As a consequence, in practice, the
contribution of the mining sector to domestic tax revenue may be more limited than our estimates indicate
(cf. Section 3.3).

8.3.Transparency initiatives in the extractive sector

15.

16.
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As the Ethiopian government plans for the mining sector to grow in size and importance over the next decades,
there is a concomitant wish to address issues related to possible corruption and the mismanagement of
revenues from natural resources. Apart from the mining sector, the oil and gas sector are also seen to have
strong possibilities for growth. In this context, the state embarked on a process to join the EITI in 2009, with
EITI candidacy status awarded in March, 2014. The current EITI candidacy status and efforts to achieve
compliance will enhance the profile and the credibility of the country, and may assist in attracting foreign
investments in the extractive sectors.

The government launched its commitment to the EITI process with the Ministry of Mines delegated to lead
the candidacy and compliance process. An Ethiopian EITI National steering committee was constituted,
comprising of government officials, civil society representatives and private companies. The committee
focused on designing frameworks for engagement and other implementation issues. Stakeholder engagement,
including four extensive workshops and training sessions, both with mining companies and civil society
organizations, have been carried out between 2009 and 2013 as part of the MoM'’s initiative to promote
transparency.
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17.

18.

19.

20.

By the end of 2013, 32 extractive companies have joined the initiative, including gold and potash producers,
as well as those for industrial minerals, salt and marble. Of these, 16 companies were included in the first
income/payment reconciliation report, based on 2009/2010 figures, with reported revenues of USD 20
million, expected to be published in early 2014. A candidature assessment for Ethiopia was released by
the EITI on 4th February 2014, and candidacy status was awarded in March of the same year.

The major hurdle for the granting of candidacy status had been the civil society legislation; particularly the
clause limiting foreign funding to 10% for organizations involved in advocacy. Concerns had been raised
that the legislation does not allow for the civil society groups to be sufficiently independent and therefore
meaningfully participate in the process. The government has successfully argued that the legislation is not
meant to restrict the operations of charities and civil society organizations, but to offer a framework for their
operations that did not exist in the legislation before. They further argued that the legislation is set up to allow
charities and societies to engage in income generating activities, create transparency and accountability
of their activities and allow a clearly defined relationship to exist between the State and the organizations.
The goal now should be to continue pursuing multi-stakeholder engagement, and ensure the involvement
of civil society organisations in the extractive sector, as this is likely to remain the key issue for achieving
compliance status.

The content of mining investment related contracts are not made public in Ethiopia. There are furthermore
no signs that such information will be made public in the future (in the way that is currently considered
in countries such as Liberia, Sierra Leone and Guinea). The reasons may be related to a wish to maintain
investor confidentiality. However, statements made by government officials also imply that this approach
may also be associated with a preference to regulate conditions in laws and regulations, rather than to do
S0 in separate contract agreement with investors.

Ethiopia is also a signatory to the World Bank’s International Convention on Settlement of Investment Disputes
between the States and Nationals of Other States, as well as being a member of the Multilateral Investment
Guarantee Agency. Such agreements are indicative of the willingness of the government to be subject to
international arbitration and standards. There has been no specific mining sector dispute that has required
international arbitration at this time.

8.4.Recommendations

21.

22.

23.

In designing fiscal policy in the mining sector, any government needs first to strive to maintain consistency
in its approach, as too frequent changes in taxation rates and regulations governing private investments
will discourage investors. The objective should be to arrive at a policy which is seen as fair by all parties,
and which further is stable and may continue to function also in the case of a ‘world class’ mine being
discovered and commissioned. Further, with regards to exportable commodities such as gold, these may
have a volatile price cycle requiring regulatory efforts to protect the domestic economy from such variations.

Secondly, governments should look at the overall revenues that it receives from the mining sector and not
solely at royalty rates and corporate income tax. It is the effective rate of taxation, i.e. the rate paid by the
mining company combining all taxation and deductions that determines whether the state is getting a ‘fair’
share from the extraction of its natural resources. A bench marking study should be undertaken, where the
current Ethiopian fiscal policies are compared to the situation in neighbouring countries, and with relevant
countries elsewhere.

There are no ‘correct’ systems for resource revenue allocation and different systems will benefit different
countries (cf. box below). A resource reallocation plan may take into consideration the level of regional
disparity within a country, as well as the capacity of regional and sub-regional governments to collect taxes
and royalties, as well as absorb them, and space for local communities most impacted by mining operations
to share in the benefits of mining. Different options are available that may not only include sharing revenues
between the federal government and the regional states where the natural resources are being extracted, but
that also cover other non-resource producing regional states. The latter may well find their revenues decline
in relation to the resource producing province (which is generating resource revenues for themselves). The
goal of achieving Horizontal Fiscal Equalization is for revenue sharing to facilitate for each regional states
(given its own revenue raising capacity and efficiency) to provide a similar level of services.
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24. When the mineral sector has grown considerably, the government may consider establishing a sovereign

58

wealth fund (or a generation fund) where part of the commodity revenues generated can be saved; serving
both as a capital resource for future generations as well as limiting the detrimental impact “Dutch disease”.
While it may be argued that a comparatively ‘poor’ country cannot afford to bank revenues for the future,
it may likewise be argued that this is a good measure of protection of funds in a financial system where
optimal fiscal management is not in place. An inflow of resource revenues can result in a larger capital
pool for the banks to lend from. If the capital is made available for manufacturing or businesses it can
add to the domestic growth of the economy. However if such opportunities are not adequate, the capital
may instead flow into other parts of the economy, for example the property market, and thus creating a
housing bubble with inflating prices. A sovereign wealth fund allows for part of the resource revenues, that
the economy cannot absorb, to be located in international asset markets, from which the state earns a
return. These returns can be utilised in national budgets or earmarked for development projects such as
health, education and infrastructure. As the absorptive capacity of the economy increases, more and more
of the funds can then be brought into the economy. Generation funds are increasingly being discussed in
relation to mineral resource revenues, while they have been more commonly applied within the oil sector.
The Norwegian Government Pension Fund; for example, takes the proceeds from the oil sector and invests
them in assets across the world. The returns from these investments are used to fill the national budget
deficit. Ghana’s Revenue Management Act (2011) was enacted a year after oil revenues began to flow from
its Jubilee Fields in 2010. The Act clearly outlines the mechanisms for the collection and distribution of
the petroleum revenues that accrue to the state. The bill divides the revenues into a Heritage Fund and a
Stabilisation Fund. The latter is to be used to ensure a stable level of budgetary support, including spending
on infrastructure. The Ministry of Finance and Economic Planning is responsible for investing the proceeds,
reflecting their role as the Treasury. The Central Bank of Ghana is responsible for managing the funds.
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Risk management, particularly when mineral exports are subject to volatile international prices, is important.
One of the major vectors of the ‘resource curse’ is the impact on state budgets for developing countries in the
face of commodity price slumps. Some Latin American countries devised counter cyclic monetary policies,
which were put to good effect in face of the 2008 financial crisis, to counter the effects of the commodity
price fluctuations. Other countries, such as Mexico with its oil production, have used forward contracts to
ensure adequate future incomes for their exports.

With the granting of EITI candidacy status, the extractive sector is going to come under increased scrutiny
and commentary from a variety of international actors and organisations. Questions of transparency in
licensing, operations of the MoM itself and of taxes and revenues are likely to increase. The MoM needs
to prepare for addressing new demand for such information, as well as further develop its public relations
capacity. Greater transparency in the extractive industry has gained political momentum in recent years,
and efforts that showcase Ethiopia’s commitments to such an initiative will be welcomed by investors and
civil society organisations. Given the ‘rent seeking’ and corruption that is sometimes associated with the
extractive sector, disclosure of resource revenues allows for the development of a transparent mining sector.
Such information will also be of use to local communities who can determine the extent of benefits they
receive in relation to the mining operations in their regions.

Another issue related to resource revenues is the possibility of Dutch disease, which refers to the marginalisation
of the domestic manufacturing sector, when natural resources become a dominant export. For example, if
Ethiopia was to discover a large gold deposit, and gold dominated its export revenues, the Ethiopia Birr is
likely to appreciate in value. While that would increase the foreign exchange earned by the country, it could
have a detrimental effect on its agricultural exports (as these would now become more expensive in the
international markets) as well as on the domestic manufacturing sector, which could become uncompetitive
internally and internationally (as wages and cost of capital would rise). Therefore, in the medium term, as
mineral exports pick up, the Ministry of Finance and Economic Development , in coordination with the
National Bank of Ethiopia, needs to plan ahead to devise the appropriate measures in its monetary policy.

While generation funds and fiscal equalisation mechanisms discuss the saving and distribution mechanisms
for resource revenues, the spending mechanisms for such revenues should also be taken into consideration
by the state. The World Bank (2011) recommends that mining revenues that are placed in foundations,
trusts or funds (FTF) be flexible within each country context. However, there are three criteria that can
contribute to making decisions on the spending of such funds:

a. Complexity; should be proportionate to the funding and capacity of the operating environment;

b. Context: extensive social assessment to be carried out to define vision, beneficiaries and projects to be
supported by the FTF, and;

c. Integration: with other local and regional development plans.

Human resources at the Ministry of Mines need to be developed further to increase their capacity to audit,
monitor and calculate the revenues due to the state, as well as ensuring that companies meet their other
expenditure and spending requirements. While the mining tax codes and other fiscal heads may be clearly
outlined in regulations, their operationalization is highly impacted by the ability of government personnel to
interpret, understand and enforce.
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MINERAL LICENSING MANAGEMENT

9.1.Background

1.

The existence of a modern and well-functioning Mining Cadastre and Registry System is a key feature for
the promotion of investments in the mining sector. Potential investors, both local and international are much
more likely to invest in a country where such a system is found to be of a high quality and transparent
nature. Not only must the Mining Law itself guarantee this security but the administration of the Law must
be transparent, decisive and efficient. For the investor, the Mining Cadastre System is often perceived as
the substance of the Mining Law and therefore extremely important to forming an opinion on security of
tenure as well as on the Government’s desire to promote mining. For the State, an efficient Mining Cadastre
System administration guarantees that the intentions of the Mining Law are carried out in practice and
provides feedback that should influence policy making.

Ethiopia recently benefitted from a World Bank funded project where a modern, fully computerised mining
cadastre was developed and commissioned. The system was based on the “first come, first served” provision
of the Mining Proclamation and it was further installed to work both at the federal and regional levels. The
software used was FlexiCadastre, a software which is tailor made for mining cadastre related applications, and
which is used by many governments and multinational companies around the world (c.f. spatialdimension.
co.za). The project was completed in 2011, at which time the system was fully functioning but since, it has
partly fallen into disuse, and during part of 2013, it has not been functioning. The reasons for the partial
non-functioning of the existing system is partly reported to be due to software problems, and the absence
of a budget to perform necessary updates and perform “bug fixes”, and partly due to the governments
change in policies with regards to how licences for mining and exploration should be awarded.

9.2.Administrative procedures
3. The 2010 Mineral Proclamation provides for six types of licenses, summarized in the table below.

Table 9.1. Types of mineral licenses issued in Ethiopia, with reference to articles of the 2010 Mining Proclamation.

Type of License

Duration Conditions Status & Characteristics

Scope

To carry out
reconnaissance
whenever the
work program

For the period
specified in the

Reconnaissance
License

does not involve | license, which

geological work | shall not exceed renewable
that could 18 months.

disturb the earth

surface

Non-exclusive, non-
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To carry out
exploration
according to the
relevant work

For the period
specified in the
license, which
shall not exceed
three years. It
can be renewed
twice for a period

Evidence of financial
and technical resources
to conduct exploration
according to the work
programme.; exploration

Exclusive; renewable
twice if applicant fulfils
all conditions, including
not in breach with any
applicable provision,
upon relinquisment

Exploration fosramme not exceeding expenditure consistent of no less than one
License gndgto apply one year each. with minimum and work | fourth of the license
for mining Extension Qf plan; environmental area. Variatipns to
and retention renewal might |mpact plan e_lpproved; the exploration work
licenses be allowed applican not in breach programme have to be
by licensing with obligations under approved. No payment
authority not reconnaissance license. | fee upon application is
beyond five provided.
years.
Where the applicant has
demonstrated discovery
within exploration area
For the period of potential commercial
specified in the | significance but
lrtig%:tagshmg license, which cannot be developed
the exploration shall not exceed | immediately because
Retention license and to three years. It adverse market
License be granted a can be renewed | conditions, other
mining license once for the economic factors, or
LS same period if unavailable
(implicit from conditions for
Art. 25). granting license | processing technologies,
remain. of a temporary character
(Art. 23) Obligation to
submit annual progress
report (Art. 25)
Rights to market and sell
Approval of work minerals produced (Art.
For the period programme and EIA; 30).
Implicitly: to specified in the | access to financial . .
carry out'mining license, which resources and technpal According tolArtch.e
as defined shall not exceed ablhty; not Cpnt(avennon b2, 4 c, the ||cen5|ng
Large-Scale under the twenty years. It | with any obligations of authority can negotiate

Mining License

Proclamation
with the rights
recognised
under Art. 33.

can be renewed
for 10 years

if continued
economic
viability is proved
(Art. 27).

the exploration license,
if any (Art. 26 (1)).
Obligation to commence
operations within one
year as from license
becomes effective (Art.
30).

a Mining Agreement
what in practice occurs
to get granted these
licenses. The MMA
includes provisions on
transfer, surrender and
termination of mining
rights.

Small-scale
Mining License

Implicitly: to
carry out mining
as defined
under the
Proclamation
with the rights
recognised
under Art. 33.

For the period
specified in the
license, which
shall not exceed
ten years. It can
be renewed

for 5 years

if continued
economic
viability proved
(Art. 29).

Approval of work
programme and EIA;
access to financial
resources and technical
ability; not contravention
with any obligations of
the exploration license, if
any (Art. 28). Obligation
to commence operations
within one year as from
license becomes effective
(Art. 30).

Rights to market and sell
minerals produced (Art.
30).
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. For the period

lc?rpslylccl)ﬂ)t/'ntqci)ning specified inl the No requiremen‘g of

as defined license, which ﬂnancal, technical or
Artisanal under the shall not exceed | professional resources. .
Mining License | Proclamation three years. It O_rﬂy granted to Ethiopian | Exclusive.

with the rights can be renewed | citizens o a group of

recognised twice for tree people rgglstergd asa

under Art. 33 éeza)rs each (Art. | cooperative society.

10.

11.

12.
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The issuing of licenses is done by either the regional states or the federal government (Mineral Licensing
& Administration Directorate, MoM). The former are mandated to issue: a) artisanal mining licenses; b) (to
domestic investors) reconnaissance, exploration and retention licenses with respect to construction and
industrial minerals; ¢) (to domestic investors) small scale mining licenses for industrial minerals and small
and large scale mining licenses for construction minerals. The federal government issues reconnaissance,
exploration, retention and mining licenses other than those to be issued by regional states.

Article 68 of the 2010 Mining Operations Proclamation provides that license holders pay annually in advance
surface rentals for the license area, and for the area covered by a lease (this presumable refers to leases
of areas outside the license area but required for the mining operations). The payment of licenses is made
to the respective authorities responsible for the granting of the licenses at the federal and regional levels of
administration.

Due to a lack of capacity at the federal office to handle mineral license applications, there was a moratorium
on the acceptance of exploration license applications for over a year, up to the beginning of 2013. Also,
due to a lack of capacity, during 2013 the focus has been entirely on the evaluation of mining license and
license transfer applications, and there is a large backlog with regards to exploration licenses.

The currently applied process for the assessment of exploration license applications is to group and evaluate
these on a monthly basis, in accordance with the provisions of the Mineral License Application Processing
Directive, 1/2006 (Section 6.3, paragraph 11). In practice, thus, a technical committee selects the successful
applicant on the basis of criteria set out in the directive.

There is an apparent scope for biased or compromised handling of exploration licensing under this licensing
administration, especially as no receipt is given on the submission of applications. Even with a perfectly
transparent evaluation of applications, the system still implies that objective criteria for selecting one firm
exist, and that the committee has adequate information on firms and expertise to apply the criteria.

The interviews carried out among government officers consistently emphasized the use of this alternative
system in practice because the government intends to discourage speculative applications. They also
pointed at the critical capacity constraints of the licensing authority to assess applications on time. In a future
reform process, the management at the mineral licensing office pointed out that they would rather work
on addressing the institutional constraints for the effective implementation of this system than streamlining
the process for a purely ‘first come-first served’ criteria.

Alternative methods to discourage speculation could include raising applicable fees (see recommendations
below) as the costs for holding land for exploration and, especially for mining, in Ethiopia are low in comparison
with some neighbouring countries, and selected mining nations (Table 9.2). It is noted that the Ethiopian
approach to charging for the registration of applications, that is per page, appears to be fairly unique. It is
also noted that Ethiopia is the only country that has a specific “License fee”.

Technical and financial compliance monitoring also falls under the duties of the licensing and administration
directorate. Monitoring is not adequate due to a lack of capacity, and a high number of exploration licenses
apparently have expired or should be revoked due to non-compliance, but only very few have been revoked.

From the interviews carried out with MoM staff within this project, MoM may also chose not to relinquish
ground in cases of non-conformance or where companies have left for other reasons, as the State may wish
to take the area in question to bidding. Still, in other cases, geographical areas are reserved for state interest
and is thus not open for applications, such as in the case of the Ethio-Chinese joint venture for which large
areas of southwestern Ethiopia are reserved. Together with the process for the assessment of exploration
license applications (paragraphs 7-8 above), this creates a system that is unclear and rather uncertain for
investors. While the policy framework envisions the government to facilitate, promote and regulate the mineral
sector, the 2010 Mining Proclamation does provide for an entrepreneurial role for the government in mining
(see Chapter 6, paragraphs 4, 11-14, 20 and 24 for policy and legal provisions and related discussions).
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13. The cadastre system, at the central licensing office, for recording and management of mineral licenses
has not been working for some time, which is reported to be due to a lack of funds for software upgrading
and technical support. The original intention at implementation was for a system where the federal office
is connected to regional offices. This was not fully achieved, resulting in a risk of issued licenses to overlap
spatially and, which emphasizes the need to coordinate the functioning of regional and federal offices
regarding the cadastre and registration of licenses.

Table 9.2. Comparison of costs of holding ground for exploration and mining in Ethiopia with some neighbouring countries,
and selected mining nations. Note that these types of comparisons can only be approximate, as no two mining
laws and associated regulations are identical, and detailed stipulations differ from country to country (data from
Ethiopian mining regulations No. 182/1994, and Spatial Dimension, 2013).

T LD Ethiopia Botswana Sweden Kenya Tanzania Zambia  Rwanda

equivalents,
Sept 2013 (1994)1  (1999) (1992) (prop.) (2012) (2008) (2010)

Reconnaissance

license

Application 26 . 29 . . 8,750

processing fee 80 73

Registration fee 0.52 - - - - 438

License fee 5.2 - - - - - - -

Annual rent/km?2 2.1 - - - - - - -

Exploration license

Application 26 . 29 300 63 9,375

processing fee 80 147

Registration fee 0.52 - 24 500 34 469

License fee 10.3 - - - - - - -

Annual rent/km2 3.1 0.58 633 2.9 100 1.94 14.7 6

Small-scale mining

license; precious

minerals

Application 26 . . - - 16.9 - 6,250

processing fee

Registration fee 0.52 - - - - 67 - 313

License fee 15.5 - - - - - - -

Annual rent/km?2 10.3 - - - - 0.33 29 781

Small-scale mining

license; other

minerals

Applicatlion 26 } . } )

processing fee

Registration fee 0.52 - - - ~| seeabove | seeabove| seeabove

License fee 10.3 - - - -

Annual rent/km2 7.7 - - - -

Large-scale mining

license

Application 26 - : 31,250

processing fee 13,000 23 2,000 220

Registration fee 0.52 - - 3,125

License fee 258 - - - - - -

Annual rent/km2 20.1 11.6 - 173 3,0005 67 67 1,563

1 Based on the 1994 mining regulations, which are applied today; License fees are per mining block — maximum license areas -
which sizes are defined in the regulations

2 Charged per page of the license application document

3 Yearl-3, thereafter rents escalate

4 ear 1-2, thereafter rents escalate

5  Gold, kimberlitic diamonds and gemstones; other minerals is USD 2,000/km2
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9.3.Recommendations

14.

15.

16.

17.

18.

19.
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In the short-term, the MoM may consider outsourcing or bringing in expertise to support the evaluation of
the large number of exploration license applications now pending evaluation. Such a measure could be
combined with capacity building and training of staff, in particular in the areas of technical and financial
evaluation of feasibility studies. Concurrently, assistance could be provided in the area of compliance
monitoring.

Granting of licenses outside the legislated procedures for application and evaluation is a primary deterrent
to investment in the industry. The establishment of rules and procedures for discretionary granting of
exploration or mining licenses may thus be considered.

Alternative methods for reducing speculation, which is given as the main reason for the discretionary
evaluation of license applications, do exist, e.g. 1) A more rigorous examination of the criteria already in
the law concerning technical and financial capacity for exploration, and strict application of these to each
individual application; 2) Raising fees for licenses and holding ground to a level unsustainable except by
firms seriously committed to investment and exploration. In this respect, a comparative study of the costs
for mineral rights applications and the costs of holding ground is recommended.

A permanent solution for adequate budget support for the mining cadastre system would support its
continuous operation. Software support and maintenance contracts are standard in all customised software
implementations and adequate budgeting for hardware and network maintenance is necessary. A functioning
cadastre system, comprising staff capacity, software, hardware, network and communications solutions and
IT support, is critical for adequate regulation and failure of the system can have major negative impacts on
investor confidence, transparency in licensing, MoM workload, and, ultimately, in achieving sector growth
targets. For increased access to interested parties (investors, non-core authorities, civil society etc.), the
cadastre could be published online and updated on a frequent basis (in real time or at least daily).

There is a need to coordinate the functioning of the cadastre at federal and at regional states level. If there
are spatial overlaps in license areas, between licenses granted at the regional or sub-regional levels, and
those granted at the MoM, then procedures should be modified so that such overlaps are impossible to
create.

In some jurisdictions, the licenses fees are used towards the costs of the cadastre maintenance. This may not

possible under the current institutional set-up (mineral licensing & admin being part of the MoM structure),
but the possibility for this may be investigated under a revised organizational set-up (see Section 7.4).
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