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1.0
BACKGROUND

The Extractive Industries Transparency Initiative (EITI) was launched by the UK Prime Minister at the World Summit on Sustainable Development in Johannesburg, September 2002.  The initiative encourages, government, extractive companies, International agencies and NGO’s to work together to develop a framework to promote transparency of payments in the extractive industries.  The EITI therefore seeks to create that missing transparency and accountability in revenue flows from the extractive industry. 

The initiative is a voluntary initiative, supported by a coalition of companies, governments, investors and civil society organizations. Alongside other efforts to improve transparency in government budget practice, the EITI begins a process whereby citizens can hold their governments accountable for the use of those revenues.

It is a shared belief that transparency over payments and revenues increases the likelihood that the revenues generated by the development of natural resources are used in an efficient and equitable manner and can assist governments in financial and macro-economic planning and also reduces the risk of diversion or misappropriation of resources.  EITI focuses on both company payments and government revenues and their disbursement.

The Ghana Extractive Industry Transparency Initiative (GHEITI) is the Ghana subset of the global initiative aimed at following due process and achieving transparency in payments by Extractive Industry (Mining, oil/Gas, Forestry and Fisheries) companies to governments and government linked entities. 

GHEITI has been functional in the mining sector since 2003. Active discussions are currently on-going to extend the initiative to the recently discovered (late 2007) Oil/Gas sector. 

This paper sets out the framework for the implementation of the EITI in the oil and gas sector in Ghana.

1.1
OVERVIEW OF THE EMERGING OIL AND GAS SECTOR 
Under the current legal and institutional framework, the Ministry responsible for the exploration and development of hydrocarbons is the Ministry of Energy.  In addition, the state oil company, Ghana National Petroleum Corporation (GNPC) is accomplishing a dual role: subscribing on behalf of the State the contracts with private operators and participating of the operational consortium as one of the operators.

Efforts at improving transparency in the new oil sector have gained continuous commitment from the various political parties.  To this end several modifications of the sector’s legal, institutional and regulatory frameworks have been made, among them there was the idea in a sector related Bill of establishing a new institution – the Ghana Upstream Petroleum Authority (GUPA) - that will manage the upstream and midstream portions of the petroleum sector and will confine the GNPC role to production and commercial operations. The original bill is however, being revised by the government to achieve broader stakeholder consultation. It is envisaged that National Petroleum Authority’s mandate would be extended to cover upstream and midstream petroleum operations.
Oil exploration has taken place in Ghana since the 1895, mainly in offshore blocks.  There have been several small discoveries.  One of them, near Saltpond, produced between 1978 and 1985 cumulative output of 3.5 million barrels.  This operation was reactivated in the year 2000 and is currently delivering a small production of about 500 barrels per day.  Such small production was not considered significant enough to be taken into consideration in the first GHEITI reports.

This situation changed substantially in 2007 with the discovery of the Jubilee field. As of January 2009, the proven reserves of this were estimated to nearly 800 million barrels, sufficient to justify commercial exploitation.  The exploratory wells of this field were drilled pursuant to the agreements for the Deepwater Tano and West Cape Three Points blocks, signed in 2005 and 2006 between the GNPC and the private companies Anadarko, Kosmos, Tullow, Sabre and the E.O. Group.  The most significant discovery was made through the drilling of the Mahogany-1.  The Jubilee field is located offshore approximately 60 kilometers south of the Ghana coastline at a water depth ranging from 1100 to 1700 meters.  Its reservoir is formed of turbidite volcanic rocks with an estimated recovery factor of 30 to 50% of the in-situ reserves. As the Jubilee field straddles the two above-mentioned blocks, it will be developed under a unitization agreement initially based on a 50% basis for each block.

The estimated capital costs for the development of Phase 1 of the Jubilee field are in the order of 4.3 billion USD. According to the scoping EIA report, the schedule for the development of the required production infrastructure comprises:

· Drilling of production and injection wells to start the 4th trimester of 2008

· Well completion and installation of the subsea equipment between September 2009 and September 2010

· The Floating Production Storage and Offloading (FPSO) vessel to be completed on November 2009 and to be installed May 2010

· First oil production to start last quarter of 2010

· Peak production, estimated at 120,000 barrels per day, to be achieved by mid-2011.

Tullow is the main operator for the Phase 1 of the Jubilee project and together with its partners is fully committed to obtain the first barrels of commercial production before the end of 2010.  Tullow and Kosmos have obtained part of the funds for this project from the International Finance Corporation (IFC) a member of the World Bank Group; as such they are committed to disclose project information.

Given the gas/oil ratio of the Jubilee field, some 120 million standard cubic feet per day (mmscfd) of associated wet gas will be produced; out of which 20 mmscfd will be used as fuel in the FPSO.  From the remaining gas, 30 % may be re-injected to enhance the oil production and 70% will be available for processing and commercialization in the form of LPG and dry gas. GNPC which currently has a 13.75% share of the Jubilee field will develop the required gas infrastructure.

The fiscal regime applicable to the Jubilee field comprises the following elements:

· A 5% royalty on the gross oil revenue, and a 3% of gross gas revenue

· An Initial Interest of 10% on the oil revenue net of royalty and operating expenses

· An Additional Oil Entitlement defined as a share of oil revenue net of royalty and initial interest linked to the project rate of return on a sliding scale that varied in each contract.

· An income tax of 35% after deduction of expenses and depreciation of capital expenditures over five years.

· Surface rental of 30 USD per sq. km during the initial exploration period, increasing to 50 USD at the 1st extension, to 75 USD at the 2nd extension and to 100 USD for the development and production area.

The partners in the Jubilee project, as well as other private operators are continuing the exploratory work in several offshore blocks with promising results.  There is therefore hope that oil production will grow in Ghana over the medium term.  Thus the parties recognize the importance of establishing strong governance and transparency principles in this sector.

1.2
THE EXPECTED OIL REVENUES 

Compared with the mining revenues and with the future oil and gas revenues, the current revenues from this industry are considered significant enough to develop a sound EITI process.

Assuming an oil price of 75 USD per barrel, the expected revenues generated by Phase 1 of the Jubilee field at its peak production, from 2011 onwards, would be in the order of 1 billion USD per year.  In a scenario that could be considered by several industry observers as pessimistic, with the barrel of oil remaining at an average price of 50 USD, the expected annual revenues would be 0.4 billion USD.  In an optimistic scenario with oil prices averaging 100 USD per barrel, the annual revenues would be 1.6 billion USD.  This could be compared to the government mineral revenues from royalties of GHC40,164,839.18 (less than 30 million USD)  according to 2005 EITI Aggregated Report. 

1.3
EXTENDING THE EITI TO THE OIL SECTOR

The economy of Ghana like many developing countries heavily depends on her extractive sectors. The discovery of oil in commercial quantities in the later part of 2007 has raised the expectations of many Ghanaians. For this reason frantic efforts are being made by various stakeholders to ensure that the “resource curse” commonly associated with discoveries of this nature in developing countries are avoided in the case of Ghana. 

Irrespective of the immense growth opportunities extractive resources such as oil, gas and mining have brought to some developed countries such as Norway, the reverse is true for many developing countries. Many a time poor management, weak institutional capacities and the lack of transparency and accountability has accounted for the poverty, conflict, mismanagement and corrupt practices associated with this sector. 

Enhancements in transparency are increasingly demanded not only by citizens within the country, but also by international financial institutions, investors and banks, donor

organizations and international civil society. Lack of transparency is seen as a major obstacle to the creation of a favourable investment climate, better management of public resources and poverty reduction. Progress on the transparency front can be expected to attract increased finance and investment.

It is for these reasons the Government of Ghana (GoG) signed onto the Extractive Industries Transparency Initiative (EITI) in 2003. The EITI is a governance tool aimed at improving transparency and accountability around the payments that companies in the extractive sector are making to governments and the revenues that governments are receiving from those companies. 

The Extractive Industries Transparency Initiative (EITI) seeks to improve issues on transparency and accountability by encouraging greater transparency and accountability in countries dependent on revenues from oil, gas and mining. The initiative also seeks to reduce the potential negative impacts of mismanaged revenues by ensuring that these revenues become an important source of long-term economic growth that will contribute to sustainable development and poverty reduction.
Managing the increasing revenues of extractive industries in Ghana will be a major challenge.  Improving fiscal transparency will be key.  This includes freedom of information and enhanced accountability along the extractive industries value chain.  Knowledge about the significant revenue flows would enable policy makers device right policies to effectively manage the public resources to reduce poverty. Certainly pursuing and extending the implementation of the EITI to the oil and gas sector will help in achieving the needed transparency. 

Given the importance of the oil revenues that will become important for the Ghana economy by 2011, it would be necessary to gradually extend the principles of EITI to the sector in a timely manner.  

Considering that significant revenues would only become available by end 2010 when the oil production will start increasing to the peak of 120,000 barrels per day; and that audited statements would therefore only be available in 2011, it is important that to initiate the process of transforming the existing GHEITI to accommodate the Oil/Gas sector.

2.0
MANDATE OF THE GHANA EITI
The primary objectives of GHEITI in the oil/ Gas sector will include;
· Undertake aggregation/ audit of the extractive sector benefits
· Monitor and ensure that all payments due to the GoG from all oil/gas companies including taxes, royalties, dividend, bonus, penalties, levies and such likes are duly made.

· Identify lapses and undertake measures to enhance the capacity of any relevant organ of the government having statutory responsibility to monitor revenue payments by the oil/gas companies to the Government.

· Disseminate by way of publication of records, reports or otherwise any information concerning the revenues received by the Government from the oil/gas sector as it may consider necessary.

· Ensure that all fiscal allocations and statutory disbursements due from the government to statutory recipients are duly made.
· Promote or undertake any other activity related to its functions and which in its opinion is collected to help achieve its overall objectives.

3.0
PROPOSED EITI IMPLEMENTATION STRUCTURE

The Ministry of Finance and Economic Planning hosts the Ghana EITI Secretariat and   will coordinate all EITI activities in the area of mining, oil/gas etc. The main role of the Secretariat will include the implementation of the agreed work programme of the Ghana EITI, coordination, monitoring and evaluation of the entire EITI Program in conjunction with the expanded National EITI Steering Committee.  

The National Steering Committee working through the Secretariat will report to the Deputy Minister for Finance.  Steering Committee members from CSO, Companies and other Government Agencies must ensure that all decisions reached and outcomes from meetings are communicated in a timely manner to the heads of their respective institutions. 

To ensure strong political commitment the Deputy Minister of Finance and the Deputy of Minister Energy in charge of petroleum will offer the needed political leadership.  
The Steering Committee will at any material moment have a Chair and Co-Chair. Chairmanship for the Committee will be provided by a senior Government Official from the participating institutions. He/she will be appointed by the Deputy Minister of Finance in consultation with the Deputy Ministers of Energy (in charge of petroleum) and Deputy Minister, Lands and Natural resources (in charge of mines) and endorsed by the Multi-stakeholder group. The Appointed Chair automatically becomes a member of the Multi-Stakeholder Group. Co-Chairs for the Committee will be provided by representatives of CS, or extractive sector companies on a rotational basis. Co-Chairs appointed in the above manner will have tenure of not more than two years.
3.1
MULTI-STAKEHOLDER NATIONAL STEERING COMMITTEE
The GHEITI National Steering Committee is the governing body of the EITI in Ghana. It is a Multi-Stakeholder body consisting of Government Agencies, Civil Society Groups and Extractive Industry Companies. The current members include representative (s) from 
· The Ministry of Finance and Economic Planning (2)

· Office of the Vice President (1)

· The Ministry of Lands and Natural Resources (1) (Technical Director for Mines)
· Office of the Administrator of Stool Lands (1)

· The Ghana Chamber of Mines (1)

· Civil Society Groups, represented by ISODEC/ Publish What you pay Ghana (1)

· Internal Revenue Service (IRS) (1)

· The Minerals Commission (1)

· Representative of District/Municipal Assemblies (1) now dormant

· Mining Companies (1) on a rotational basis with a mandate of 2 years per company (this decision is yet to be made effective)

With the coming on board of Oil/Gas the following addition to the NSC has been recommended

· Ministry of Energy (2)

· GNPC (1)

· Oil/Gas Companies (2) to participate on a rotational basis

· CSO relevant to the Oil/Gas (2)

· Parliamentary Select Committee Member on Mines and Energy (1)

· Internal Revenue Service if a dedicated unit for Oil/Gas exist (1)

· Representative of the District Assembly (1) to be rotated among districts affected

3.2
TENURE OF OFFICE FOR NSC MEMBERS AND MEETINGS
· A person appointed as a member of the Multi-Stakeholder Group shall hold office for 4 years and no more.

· The Members of the Multi-Stakeholder group as well as any person appointed to any of its special committee may be paid such allowance out of the funds of the GHEITI

· The Multi-Stakeholder group shall ordinarily meet quarterly for the dispatch of business at such time and places as it may deem fit but not less than four times in a year.
· At every meeting of the group the Chairman shall preside and in his absence a Co-Chair appointed on a rotational basis of 2 years per tenure from the CS or Company representative. 

· Decisions will be reached by consensus but in the case of a disagreement, decision will be determined by a simple majority.
· The Multi-Stakeholder group may at any time co-opt any person to act as an advisor at any of its meetings but no person so co-opted shall be entitled to vote at any meeting.

· The quorum at any meetings shall be 8 members, made up of at least a representative from Government, Civil Society and Company.
The National Steering Committee will be divided into Sub-committees as may be deemed relevant to the needs of the initiative. Currently, the operational Committees are GHEITI Technical Committee in Charge of mining and GHEITI Sensitization Committee. With the coming on board of Oil/Gas a GHEITI Technical Sub-Committee in charge Oil/Gas is envisaged
COMPOSITION OF GHEITI COMMITTEE

I. GHEITI Sensitization Committee

· Ministry of Finance and Economic Planning, 

· Office of Administrator of Stool Lands

· Office of Vice President

· Civil Society Organization represented by Integrated Social Development Centre (ISODEC)
· Ministry of Energy/Ghana National Petroleum Company (GNPC)

· Ministry of Lands and Natural Resources
II. GHEITI Technical in charge of mining

· Minerals Commission

· Ministry of Lands and Natural Resource 

· Chamber of Mine

· Internal Revenue Service
III. GHEITI Technical in charge of Oil/Gas

· Ministry of Energy

· GNPC

· Oil/Gas Company

· CSO Rep
· Internal Revenue Service (IRS)
 PROPOSED GHEITI IMPLEMENTATION STRUCTURE
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It must be mentioned that the most distinctive feature of the composition of the National Steering Committee of the EITI is the inclusion of the representatives of the District Assembly and Parliament. By this singular action the Committee envisioned the strategic role of District Assemblies as interlocutors of EITI policy on transparency at the grassroots level. The membership of these two groups in the Steering Committee of the EITI gives them the opportunity to participate in the day-to-day decision making rather than merely being consulted, 

3.3
FUNCTIONS OF THE NATIONAL STEERING COMMITTEE
· Responsible for formulation of policies, programmes and strategies for the effective implementation of the objectives of the EITI.

· Monitor and ensure that key findings/recommendations from annual aggregation exercise are implemented within one year after issuance of the reports;

· To request as may be deemed necessary, from any company in the extractive industry any financial data or otherwise related to the implementation of the EITI.

· In conjunction with the EITI Secretariat , disseminate by way of publication of records, reports or otherwise, any information concerning the revenue of Government  and payments made by mining companies  as it may consider necessary; 

· To promote or undertake any other activity related to its functions and which, in its opinion, is calculated to help achieve its overall objectives.

· Recommend the annual budget of GHEITI and ensure the periodic review of targets set in their annual work programme.

· Constitute such special Committee as it considers fit to deal with different aspects of its responsibilities.

· May engage the services of such staff and consultants as it may consider necessary to achieve the overall objectives of GHEITI.

· The staff and consultants of GHEITI may be engaged on such terms and condition as the National Steering Committee may determine.

· Recommend to the Deputy Minister of Finance for appointment, qualified validator in line with prior determined ToRs.

· Ensure due process and transparency in the payments made by all extractive industry companies to the Government of Ghana and statutory recipient

· To monitor and ensure accountability in the revenue receipts of the Government of Ghana from extractive industry companies

· To eliminate all forms of corrupt practices in the determination, payments, receipts, and posting of revenue accruing to the Government of Ghana from extractive industry companies.

· Ensure conformity with the principles of the global initiative

· Develop a reporting template in consultation with all critical stakeholders for capturing in a transparent and accountable manner all extractive industry companies revenues due to or paid to the GoG

· Evaluate without prejudice to any relevant contractual and sovereign obligations the practices of all extractive industry companies and government respectively regarding acquisition of acreages, budgeting, contracting, materials procurement and production cost profile in order to ensure due process, transparency and accountability.  

· Ensure transparency and accountability in the management of the investment of the GoG in all extractive industry companies.

· Obtain as may be deemed necessary from any extractive industry company an accurate record of the cost of production and volume of sale of oil, gas and other minerals extracted by the company at any period provided that such information shall not be used in any manner prejudicial to the contractual obligation or proprietary interest of the extractive industry company.

· Request from any company in the extractive industry or from any relevant organ of the Government the accurate amount of money paid by and received from the company at any period as revenue accruing to the GoG from such company for that period, provided that such information shall not be used in a manner prejudicial to contractual obligations or proprietary interest of the extractive industry company or sovereign obligation of Government.

4.0
COMMUNICATING THE EITI
There is a clear risk for an EITI programme without a coherent communications focus. Successful communications is only possible when accompanied by a thorough communication programme which has the objective of facilitating the multi-stakeholder process and of educating and informing stakeholders.

Since 2003 when the GHEITI was established for the mining industry extensive sensitization was carried out among relevant stakeholders across the length and breadth of the country. 
The GHEITI communication strategy provides a framework for addressing the specific challenges and gaps that have been identified in communicating with appropriate target publics. Other models for communicating with the public in other parts of the world have been studied and appropriate adaptations have been made. It is intended that the proposed objectives and outcomes in this Strategy would enable the GHEITI Secretariat to “empower the majority of the Ghanaian public and all stakeholders to effectively understand the EITI concept, the EITI Aggregator’s report and meaningfully participate in the EITI process”. 

5.0
OIL & GAS EITI REPORTS
5.1
APPOINTMENT OF AN INDEPENDENT AGGREGATOR

The Ghana EITI National Steering Committee shall appoint an independent Aggregator to undertake aggregations and reconciliation of revenues which accrue to the government for that year from companies in the oil/gas sector in order to determine the accuracy of payments and receipts.

The Independent Aggregator appointed shall undertake a fiscal, process and financial audit on such terms and conditions as may be approved by the Multi-Stakeholder group.

Upon the completion of an aggregation the independent aggregator shall submit the report together with comments from the exercise to the GHEITI Secretariat which will ensure dissemination among all the relevant stakeholders and their publication.

5.2
BENEFIT STREAMS 

The following benefit streams will be captured in oil GHEITI Report.
Government

· Application fee

· Royalty

· Taxes

· Additional oil entitlement

· Surface rentals

GNPC

· Training fee 
· Data license fee

· Technology support 
· Carried interest (this eventually goes to government
To achieve full transparency, particular attention needs to be given to the valuing of in-kind benefit streams where significant discrepancies can otherwise occur
REPORTING TEMPLATE
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6.0
GHEITI Legislation 
Ghana EITI may need to back the initiative with a legal framework to ensure that all extractive companies operating in the country comply with the EITI principles.
6.1
GHEITI ROAD MAP TO OIL/GAS
The GHEITI Secretariat of the MoFEP and the MoEn have initiated discussions on how to undertake this very important national assignment in a systematic manner. Based on the discussion, an initial road-map as indicated below has been developed and discussed.
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Conclusion

It is hoped that a transparent Extractive Industry in Ghana will bring about an improved investment climate by providing a clear signal to investors and the international community, especially financial institutions that the Government of Ghana is committed to a greater transparency. It is also hoped that EITI will help in strengthening accountability and good governance, as well as promote greater economic and political stability. This, in turn, will contribute to the prevention of conflict in mining communities.
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