global witness

Submission to the European Commission’s Mid-Term Raew of their 2007-2013
Strategy Paper for Cambodia

Cambodia is on the verge of a minerals and petrolen windfall. Revenues for oil and gas are
predicted to come on line in 2011. If managed wellthey could provide the Cambodian
Government with the opportunity to rebuild state infrastructure and lift its people out of

poverty. If mismanaged through corruption or ineptitude, the revenues run the risk of widening
the gap between rich and poor and weakening demoarg still further by entrenching the

positions of the ruling elite.

This submission makes the case that the EC shouleMerage its significant financial and political
influence to improve governance of the emerging evdctive industries. Specifically, it should use
the Mid-Term Review of Cambodia’s Country StrategyPaper to adopt an innovative approach
which makes aid disbursal dependent on achieving dn maintaining transparency and
accountability of these sectors.The objective of such benchmarking is to ensure thakEC

development aid is not used to underwrite the rampat high-level corruption apparent within the

country’s extractive industries.

Introduction to Global Witness and its work in Cardia

Global Witness is a London-based non-governmentdrosation that investigates and campaigns to
prevent natural resource-related conflict, corptand associated environmental and human rights
abuses. We aim to improve governance, transparandyaccountability in the management of the
natural resource sector to ensure that revenues fesources are used for peaceful and sustainable
development rather than to finance or fuel cordlicorruption or state looting.

Globally, our investigations and campaigning hagerba key catalyst in the creation of the Kimberley
Process, to tackle the trade in conflict diamoras] the Extractive Industries Transparency Initeti
(EITI), to encourage transparency over paymentsraoelipts for natural resource revenues. We were
co-nominated for a Nobel Peace Prize in 2003 forveark on conflict diamonds, and were awarded
the 2007 Commitment to Developmddeas in ActiorAward, sponsored jointly by Washington DC-
based American Centre for Global Developmentmeign Policymagazine.

The organisation has worked in Cambodia for overyédrs and produced 18 reports documenting
high-level corruption and policy failures relatitmthe exploitation of the country’s natural resms*
Traditionally, revenue generated from logging waes primary driver of this corruption. Over the past
five years however, as the country’s timber reseriiave diminished, there has been a marked
expansion of this natural resource exploitation.tdday’'s Cambodia, rights to the country’s land,
fisheries, beaches and islands, oil, gas and miiénkeae been sold to private investors. The saite el
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who profited from the sale of the country’s forests the beneficiaries of these deals. Very ldfléhis
money has made it into the state’s coffers. Insteacnue which should have been used to kick atart
post-conflict economy has been siphoned into peidank accounts. At the same time, Cambodia
continues to be one of the world’s poorest coustaed is heavily dependent on foreign aid. In
December 2008, the commitments to developmenttassis from the European Union and its member
states to the Cambodian Government for 2009-20dresented 24% of the total amount pledged.

The actual impact of this development aid has bsewerely hampered by weak government
institutions and rampant, high-level corruption.a¥&of negotiation and dialogue at donor-government
meetings have had little impact on the Cambodiarne@onent’'s misappropriation of state assets.
Benchmarks geared towards improving transparenay gowvernance in Cambodia have been
consistently eroded or unfulfilled, yet donor aidshcontinued to flow (see Appendix for further

details). Calls from Cambodian civil society angosition political parties to improve governance of

these resources have led to increased repressaugtha Government crack down on critical voices.

It is in this context that Cambodia appears to¢he verge of an oil, gas and minerals windfahcg
2006, these emerging extractive industries/e developed rapidly with new companies exptptire
potential for mineral and petroleum wealth underldind and sea. The revenues generated could
represent Cambodia’s best chance in a generatiesctpe the poverty trap. While it is still toolgar
to put serious numbers on Cambodia's potentiablgeim resources, the small size of Cambodia's
economy makes it likely that any commercial prothrcof oil and gas in Block A and the OCA wiill
have a significant impact on the econotccording to the IMF, the GDP generated by theingin
sector, meanwhile, has increased by 177% betwe@ &6d 2007

Yet the presence of increased revenue does nomatitally translate into developmental gains. In
many countries where Global Witness works, resoaxgaoitation has contributed to a deepening, not
lessening, of poverty. Given its history of naturalsource mismanagement, weak governance,
inadequate policy and regulatory frameworks, higel corruption and the current shrinking
democratic space, Cambodia is extremely vulneriblalling into theresource cursdrap. There is
only a limited window of opportunity — before thevenues come on line — in which Cambodia’s
international donors can leverage the changes taralaresource management required to mitigate
against the risks of this trap. Without coordinatimhor intervention and benchmarks to measure
reforms, entrenched patterns of exploitation wils@re profits benefit individual officials rathdran
poverty reduction.

A new approach is needed. As a bellwether for Cahal® other donors and using its political and
financial influence, the European Commission (E@)udd take a lead role in coordinating this change.
Initiatives must reflect the emergence of developi@éy key sectors (such as the extractive
industries), address the gaps revealed by prevaluses of development aid and assure European tax
payers that their money is achieving results.

' The term “Extractive Industries” will be used thghout this document to refer to oil, gas and naihegsources.

" The IMF has estimated th#tCambodia’s oil sector is a moderate sizehere might be 500 million barrels of
recoverable reserves in Block A. That suggestsu(asg oil prices at $55 per barrel and an averagenue split of 60
percent over 25 years) an annual revenue of appedgly $660 million per year, roughly equivalenCtambodia’s total
budget expenditures in 2003. If, ultimately, thare additional resources found in Cambodia’s dthecks as well as in the
OCA, annual revenues from oil and gas could beipiet of Cambodia’s present annual budget. Camb&dikected
Issues and Statistical Appendix. IMF Country Repdant 07/291, August 2007.

'l Gross Domestic Product generated by the miningps@utreased from 48 billioriels in 2002 to 133 billiorriels in
2007, at current prices. Cambodia: Statistical Aylpe IMF Country Report No. 09/48, February 2009.
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This submission makes the case that the EC shouldel the Mid-Term Review of Cambodia’s
Country Strategy Paper to adopt an innovative apprach to improve governance of the emerging
extractive industries.’

The submission is divided into two parts:
* The first summarises the key findings of our mesent report on Cambodi@puntry for Sale

» The second makes the case for the EC taking thet d@aimproving governance of the
extractive industries

Summary of findings fronCountry for Salg

Worrying indications of poor governance in Cambtsdiamerging extractive industries prompted

Global Witness to undertake an investigation in&0bflo the country’s petroleum and mineral sectors.
Our investigations found that these sectors haes loaptured by a corrupt elite for personal benefit
with rights to the resources awarded behind claksats in a dubious manner. The report concluded
that:

1. The same political elite who squandered the coismtignber resources are now responsible for
managing its mineral and petroleum wealth. Thege pbwerbrokers have sold concessions to
companies in a non-transparent and dubious mamoen fvhich they are likely to benefit
personally, whilst the Cambodian people are noeyTare aided in doing so by a total lack of
transparency in both sectors and inadequate pahdyregulatory frameworks. The legitimacy and
technical capabilities of some of these comparsasncertain, while the risks to the environment
and the people who live on the land are enormous.

2. The institution in charge of Cambodia’s oil and gadustry — the Cambodian National Petroleum
Authority (CNPA) — is a constitutionally dubiousdounder the direct control of Prime Minister
Hun Sen and his deputy. The centralisation andtigpisition of power within the CNPA has
created a dysfunctional organisation over which @laenbodian parliament has no oversight, and
other essential ministries are marginalised.

3. Financial bonuses paid to the CNPA to secure exteatdustry concessions (totalling millions of
dollars) do not show up, as far as Global Witnesssee, in the 2006 or 2007 revenue reports from
the Ministry of Economy and Finance (MEF).

4. Allocation of concessions has taken place undéarkbt of secrecy by the CNPA. It is known that
they have allocated all of Cambodia’s undisputddhaire blocks, however little is known about
allocation of onshore blocks and re-licensing déldre blocks in the Overlapping Claims Area.

5. The Government has made the decision to priomtiseng over biodiversity conservation. At least
six out of Cambodia’s 23 protected areas now haveesform of mining activity within their
boundaries.

¥ This submission has been prepared based on thentaf the European Commission’s Cambodia Coutrgtegy
(2002 to 2013) and the Multi-Annual Indicative Pragnme (2007 — 2010) for Cambodia. The Concept fwtthis Mid-
Term Review was not made publicly available.

¥ The Overlapping Claims Area is a 27,006laff-shore area which remains undecided becauae ofvnership dispute
between Thailand and Cambodia.
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6. The onshore area known as the Tonle Sap Basin,EBESOXD Biosphere Reserve, is currently being
explored. The basin’s waters are the breeding gl®dor fish stocks constituting 40-70 per cent of
the country’s annual protein intake and are annggddivelihood source for around two million
Cambodians.

7. There is obvious and extensive involvement of tlogadR Cambodian Armed Forces in the mining
sector.

8. The Government has already backtracked on its coment to transparency for the extractive
industries through announcing that it will not erséothe EITF

Evidence gathered singgountry for Salewas published indicates that public financial nggment
reforms — seen by donors as key to improving traresgy in the extractive sectors — are not working.
Government revenue accounts dated January-Juned2008t show any income receipts from these
resources, despite the aforementioned expansitiesé industries.

In this context, it is imperative that the EC ugedeverage to make use of the limited periodimiet
available to influence Cambodia’s policy and retpa framework for managing these emerging
sectors, before the revenues come on line.

The case for the EC taking a lead on improving goamece of the extractive industries

Global Witness understands the overall approacth@fEC is to work towards sustainable poverty
reduction through Cambodia’s National Strategic @&epment Plan (NSDP) and direct budget support.
This approach not only facilitates donor harmomgabut is in line with the growing consensus that
development aid should enable developing countitesnobilise their own resources. However,
ongoing government failure in key governance re®rdespite jointly agreed annual benchmarks
suggests that traditional development assistancehamesms for Cambodia are failing. This is of
particular importance given the increase in imparéaof the extractive industries since the 20073201
Country Strategy Paper was developed. The ovedfahe EC’s development assistance in Cambodia
therefore requires imaginative adaptation in ofdetit to be effective and responsibly spent.

Global Witness’ submission proposes that the EG itsepolitical and financial influence with the
Cambodian Government to improve governance in tkeaeive industries through making aid
disbursements dependent on measurable progressyteeforms. In December 2008, the pledges of
development assistance from the European Union (&id) its member states to the Cambodian
Government for 2009-2011 represented 24% of thed &whount: second highest after the international
financial institutions and larger than China (2186 the UN agencies (7%)Given the limited pool

of development funding available in the currentrepuic climate, the EC has a responsibility to
demonstrate that development assistance to Camimaiehieving tangible results towards poverty
reduction, in comparison to what it has the po&iti achieve in other developing countries.

It is encouraging that the Cambodian Governmentdmasen to include the management of oil, gas
and mineral resources in the Rectangular Stratbggd1l (2008) and the 2008 Mid-Term Review of
the NSDP’. These policies now recognise oil, gas and minesalthe common inheritance of all
Cambodians and that their economic exploitation tmos sustainable for current and future
population€ They also recommend:
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» Developing legal, policy and regulatory framewotksensure revenues from these resources
are maximised and judiciously us&d;

» Establishing a regulatory body and mechanisms tmitmo operations, ensure regulatory
oversight, transparency and clear separation afyokgulatory and operational aspetts;

« Exploring the potential of the EITI as a platforar fjood governance of these resources.

Global Witness welcomes these commitments to revdgransparency and management within the
country’s overarching development policy. Howevas aspirational rhetoric must be transformed into
specific and measurable targets in order for thembé effectively operationalised and their
implementation monitored.

The EC can support this through the Mid-Term Reviewprocess by strengthening Focal Sector 1

of the Country Strategy Paper — Support to the NSDPEC support to Cambodia’s NSDP has two
components: direct budget support and supporte@tiblic financial management reform programme.
Global Witness believes that there are significgaps in how both of these components address
governance of Cambodia’s emerging extractive irrtesstGiven that the current review is taking place
at the mid-point of implementation; Global Witndsss focused on recommending changes within the
existing strategy, rather than broader programnmatitsions™

This submission covers the following areas:

A. An analysis of problems and gaps in how currentde@elopment assistance addresses the
emerging extractive industries
Recommendations for how the EC can address th@setigapugh direct budget support
Recommendations for how the EC can address thgsetiggugh public financial management
Recommendations for strengthening Donor-Governroeottdination
Additional entry points for the EC to improve gowance of the extractive industries

moo®

A. Analysis of problems and gaps in how current d&velopment assistance addresses the emerging
extractive industries

The EC’s guidelines for budget support anticipag@diits to be: increased government ownership;
improved public policy and expenditure frameworkgaer donor harmonisation, coherence and
alignment; improved domestic accountability andréased efficiency and sustainabififyAlthough

the EC does not have minimum thresholds to quatlify,country is expected to have made a “credible
commitment” to policy reforms for “transparent,iable and effective” public financial management
and to have “properly formulated sectoral or macoo®mic policies positively assessed by its
principle donors™* Other EC and member state guidelines meanwh#ssthe importance for budget
support of partner governments having a provenktreecord of reducing poverty, upholding
international human rights and other obligationgnpoting good governance and transparency, and
fighting corruption. Indicators of bad governanceganwhile, are viewed to be warning signs for
problematic budget suppaon.

Global Witness and Cambodian civil society orgamses have raised a number of concerns about the
design of benchmarks within the budget support iarogne as a means to improve natural resource
governance and the failure of the government tot @een the limited benchmarks which were set:

1) Cambodia continues to be ranked as a poor perfarmaeas such as corruption, transparency,
governance, human rights abuses and natural resounanagement. Repeated failure to
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implement reforms in key areas of governance aménfiial management suggest that
Cambodia lacks credible commitment and has nottheetligibility criteria for direct budget
support.

2) The capacity for the Cambodian Government to maragiget support is dubious. Although
the EC’s 2007-2010 Multi-Annual Indicative ProgramrtMIP) states the need for “special
fiduciary measures” for monitoring budget suppart the absence of a robust financial
management system, no details or targets are movi@lobal Witness believes there is clear
evidence that the public financial management reohave not yet been implemented. Tens of
millions of dollars in financial bonuses and contual payments from extractive companies to
the Cambodian Government are not showing up itMBE’s revenue reports.

3) The one benchmark set for the extractive industriéise requirement to endorse EITI — was
watered down at the discussion phase to a requiretoeconsiderendorsing the EITI. The
Cambodian Government has now announced that itnetllat this time consider endorsing the
EITI and is developing an alternatiV&xtractives Industries Fiscal Transparency Pldh
Global Witness does not agree that this transpgrefen and the inter-ministerial working
group established to develo}i'itan be considered equivalent replacements to lfFie Gne of
the added values of the EITI is the formation afnalti-stakeholder platform (representing
Government, private sector and civil society) whprovides accountability mechanisms and
scrutiny during the stringent validation processli¢ative of the lack of accountability of this
inter-governmental working group is the fact thatilcsociety groups working on resource
transparency have not been invited to join anditiaét transparency plan has not been released
for public comment.

4) The benchmark indicators set for the extractivaustides in Cambodia are too limited. While
Global Witness supports the endorsement of EITa &a&nchmark in the process, it does not
believe that on its own it will be sufficient to @d the resource cursein Cambodia.
Sustainable development of Cambodia’s extractidestries will require attention to the whole
process of natural resource utilization, startintgpwhe way in which rights to the resources are
awarded and to whom. ASountry for Salelemonstrates, there are already early-warning signs
of state capture in this process. Benchmarks shbelgeared towards addressing the entire
value-chain.

Despite these problems, Global Witness recommehds the EC continue to engage with the
Cambodian Government through direct budget supgdré design of the budget support Poverty
Reduction and Growth Operation (PRGOprogramme requires the achievement of “prior asfio

before disbursal can occur. This gives donors greaptions for leveraging key governance reform
agendas than traditional aid disbursement. Throsgangthening the benchmark and disbursal
mechanism of the PRGO, budget support would betbaltie to address the problems outlined above.

In addition to budget support, the current EC depelent assistance package to Cambodia supports
Public Financial Management (PFM) reform. Howeuvbe Global Witness repo@ountry for Sale,

¥ Such as the Tableau des Operations Financieré&tae available from the Ministry of EconomicsdiRinance at
http://www.mef.gov.kh/share.php?cid=7&p=1.

Y The“Inter-ministerial Technical Working Group for tHeevelopment of Action Plan and Monitoring of Impdertation
of Mobilization and Management of Oil and Gas Rereeaind other Mining Resourcewias established by Prime
Ministerial Decree, available online at
http://www.mef.gov.kh/documents/laws_regulation/TB®vernment_decision_to_establish_the EITI sub_dttewpdf.
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and the problems described in point 2 above, pwirgvidence that this reform programme has not
effectively improved transparency or accountabihityevenues from oil, gas and mineral resources.

The EC'’s financial and political influence provideswith leverage to effect significant changes if
targeted appropriately and in coherence with itités of EU member statdés.Global Witness
therefore proposes an expansion of the EC’s pattiewith Cambodia during the new MIP through
the following recommendations. Expanding targeteppsrt to these sectors, however, will only be
successful if the disbursal of this programme ipemelent on the Government attaining and
maintaining basic governance and transparency Ipesads for these emerging sectors. The objective
of such benchmarking is to ensure that EC developmid is not used to underwrite the rampant high-
level corruption apparent within the country’s extive industries.

B. Recommendations for how the EC can address tfmsethrough direct budget support

a) To continue to collaborate with other donors tovmte direct budget support to the Cambodian
Government. To strengthen indicators used to measeforms in good governance, public
financial management and land and natural resouesegement:

l. Indicators for the public financial management comgnt of future disbursements must
be targeted and measurable, and include:

- Endorsement and full implementation of the EITI;

- Adoption of the Extractive Industries Fiscal Traasmcy Plan (as an interim to the
EITI) through a process which includes meaningéuisultation with civil society;

- Public disclosure of information on company paymeamnd of Government receipts
for oil and mineral revenues. Through i) independmrditing (using international
standards) of the extractive industry sector tooant for all financial transactions
made between the Cambodian Government and conoassiss and ii) monthly
publication of the disaggregated Tableau des OpasaEinancieres de I'Etat by the
Government that includes an overview of monthlyemtures by line ministry and
specifics the current memorandum item “revenues featractive industries”;

- Compilation of a list of public offices whose hotdeare Politically Exposed
Person$'; requiring anyone holding these posts to fill amcome and asset
declaration, which is publicly available, on emgrand leaving office.

Il. Indicators for the land and natural resources carapbof future disbursements must be
targeted and measurable, cover oil, gas and miresalrces, and include:

- Formation of the Technical Working Group on ExtnaetIndustries with full
membership from interested donors and civil soqedups;

- Adoption of a Petroleum Law which is in line withtérnational best practice and
has undergone meaningful public consultation;

- Revision of existing legal, environmental and sbcdemeworks (including
environmental and social impact assessment proesguio be in line with
international best practice;

- Revision of all existing oil and mineral concessio®nly companies which can
provide clear evidence of their capabilities sholid allowed to continue or start
work;

Vil According to the definition of the Financial Aatidask Force, available on page 69 of the onlireudent
http://www.fatf-gafi.org/dataoecd/16/54/40339628.pd

Page 7 of 11



b)

c)

- Full and continued disclosure of information comi:eg management of oil, gas and
mineral assets. Disclosure must include: investmagteements, contractual
conditions, fiscal terms of contracts and compleanstatus (completion of
satisfactory environmental and social impact assests, payment of royalties etc);
exploration, exploitation, transportation and exgmrmits awarded; and the names
and details of the beneficial owners of the comgsiebncerned,;

- Arequirement that all companies operating in gsabd Cambodia’s natural
resource economy publish the same information.

The EC must work with the donor partners of the PRG improve governance of extractive
industries through the Private Sector Developmeomponent of the budget support
mechanism.

The EC must work with the donor partners of the BRG re-structure how budget support is
given to Cambodia. Fiscal measures must be endotedonitor fund disbursal, effectively
audit accounts and ensure allocation is targetedhiey MEF in accordance with NSDP
priorities.

C. Recommendations for how the EC can address tgassethrough public financial management

a)

b)

The EC should use its membership of the Technicalkilg Group for Public Financial
Management and the Multi-Donor Trust Fund to stieegy the PFM reform programme to
ensure all oil, gas and mineral revenues are bealigcted and spent through the national
budget, set within a fully-fledged, medium-terncésframework that links annual budget plans
to longer-term national priorities and policies.

The EC should use its membership of the Technicalkilg Group for Public Financial
Management and the Multi-Donor Trust Fund to leadltindonor dialogue with the
Government to promote the benefits of accountgbibihd need for multi-stakeholder
engagement in the extractive industries throughBRE and the IMF Guide on Resource
Revenue Transparenéy.Platforms suggested for interim civil society eggment until the
EITI is endorsed are: as members of the Inter-i@na Technical Working Group for the
Development of Action Plan and Monitoring of Implentation of Mobilization and
Management of Oil and Gas Revenue and other MiRiegpurces: as members of the proposed
Technical Working Group on Extractive Industriesdathrough a civil society ombudsman
process.

D. Recommendations for strengthening Donor-Govenimoeordination

a)

To work with other donors to strengthen the congerat implementation of the legal framework
for the extractive industries:
|. Ensure that the Petroleum Law is adopted urgeilyn line with international best

practice, includes retroactive application for &rig contracts and requires all payments
to the Government in relation to revenue gaineldetanade directly to the MEF to enable
budget alignment. Strong signals should be givethbyEC and the member states of the
EU of the necessity of broad and meaningful intaristerial, donor and civil society
consultation before this draft law is sent to tleu@cil of Ministers;
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Il. Expand assistance to enable the legal frameworkh®mining sector to be brought in
line with international best practice for transpemg accountability and minimising
environmental and social impacts;

lll. Revise the Environmental and Social Impact Assessiinameworks to be in line with
international best practice and enable inter-manigk cooperation.

b) To work with other donors to strengthen the insitiius dealing with the extractive industries:

|. Provide training for Petroleum and Mining Advisddgards comprising of a wide cross-
departmental government membership to oversee aoditon the allocation of
concessions;

Il. Strengthen the CNPA and Ministry of Industry, Migirand Energy (MIME) as
institutions in order to be able to adequately mmnand monitor extractive sectors
controlled by large, sophisticated multinationalmganies, as well as building the
capacity of their staff;

lll. Support the CNPA to take steps to protect its @#Quy capacity and independence once
State Owned Enterprises are operational,

IV. Increase assistance to both institutions to enatdedination with the MEF to centralise
the budget.

c) To send an independent submission from the EC Retsgcommenting on the draft revision
of the NSDP being undertaken by the Cambodian Gowent. This submission must suggest
measurable targets for the extractive industrias tlave to be included to ensure transparency
and accountability. The terminology and scope efMEDP must also be clarified to cover on
and off-shore oil and gas concessions, as welliasral resources. To use EC membership of
the Technical Working Group for Public Financial Mgement and Multi-Donor Task Force to
work with other donor-government institutions tsere this specific and measurable content is
included in the final version of the revised NSDP.

E. Additional entry points for the EC to improvevgonance of the extractive industries

a) To strengthen civil society engagement in the exitra industries sector through expanding the
mandate of the EC-Cambodia Co-operation and Diaoiguthe field of Governance and
Human Rights. Specifically, to use this funding hmeaadsm to foster collaboration, dialogue and
platforms for engagement between the Cambodian @mant and civil society coalitions
working on the extractive industries.

b) To prioritise governance of the extractive indestrin EC regional and thematic programmes,
especially Democracy and Human Rights, Non-Stater&dn Development and Environment
and Sustainable Management of Natural Resourcksling Energy.

c) To follow the lead of the US to enact a ban on Cadlrdn officials involved in natural resource
corruption from entering the European Union.

X Provisions for this are already included in th®L®etroleum Regulations, which nominally govem aii sector at this
point in time. However, they have not been impleteeén

* The Consolidated Appropriations Act 2008 was sibimto law on December 26 2007 by United StatesiBeat George
W. Bush. It can be downloaded frdrtip://frwebgate.access.gpo.gov/cgi-
bin/getdoc.cqgi?dbname=110_cong_bills&docid=f:h2#64&t.pdf The provisions relating to Cambodia in the Comkakd
Appropriations Act can be found in the accompanyiixgjsion J report, which provides additional infegtion on the
implementation of the Act. The Division J reportierses the language on Cambodia found within ti8 Zate, Foreign
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d) To coordinate joint-donor approaches to the Canso@overnment such as the EU Troika
Demarche of ¥ August 2009 that raised concerns about freedorexpfession, democratic
debate and rule of law.

Conclusion

Despite the provision of billions of dollars of aider the past 15 years, Cambodia is still onehef t
poorest countries in the world. This is primarigchuse of governance failures. Cambodia todaylis le
by a politically powerful, kleptocractic elite wiimperates in its own interests, rather than thahe
Cambodian people. This is not a benevolent staderaditional donor aid approaches have failed, and
will continue to fail, unless this is taken intacaant. A new approach is required by the donorsthed
EC is in a unique position to take the lead on it.

The spectre of an extractive industries boom hedathe stakes. Donors have one last chance to
coordinate their efforts to influence the policydaregulatory changes required to ensure that the
emerging extractive industry sectors are managednimccountable and transparent way, for the
benefit of all Cambodians.

The mid-term review of the EC’s development aseistado Cambodia offers an opportunity to address
governance in these emerging sectors. This sulmidsi Global Witness outlines recommendations
for steps that the EC can take to achieve thiss@mecommendations do not require significant
additions of technical expertise or financial capgaon behalf of the Government. They do however,
require the presence of credible commitment andtiqal will to ensure that revenue from the
country’s assets is used for poverty reductionfalic benefit, rather than personal profit.

If the same old patterns of donor-government non-reiprocity continue once these strengthened
benchmarks are applied to the extractive industriesthe EC should revisit the policy of continued
engagement. The disbursement of non-humanitarian di should be dependent upon the
Cambodian Government attaining and maintaining thee basic governance and transparency
benchmarks. If these are not met, EC aid to Cambodias a whole — not just the budget support
and public financial management components — is &€tively underwriting the corrupt activities
of a kleptocratic regime and legitimising the stats quo. If this happens, the EC will have failed in
its commitment to Cambodian people to reduce poveytand will have failed in its commitment to
European taxpayers to use their money effectively.

For further information please contact Eleanor Micktenichol@globalwitness.org

Operations, and Related Programs Appropriatiorls Bilis contained the following texXtThe Committee urges the
administration to exercise Presidential Proclamatio750 [the anti-Kleptocracy Initiative travel batg prohibit corrupt
Cambodian officials identified in the June 2007 l&abWitness report entitled “Cambodia’s Family Tsedllegal Logging
and the Stripping of Public Assets by CambodiaieEfrom entering the United States. The Committeeourages other
developed countries, particularly in Europe andaAs$o implement similar restrictions.”
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! Reports published on our work in Cambodia carobed at: http://www.globalwitness.org/pages/en/cadigo. html.
2Figures provided on the Cambodian Development Caipa website for pledges made on 4-5th Decemb@8 at the
Second Cambodian Development Cooperation Forurs!/iatww.cdc-crdb.gov.kh/cdc/second_cdcf/sessiony#f2009-
2011.htm Last downloaded on 1st October 2009.

% This report is available at - http://www.globalméss.org/media_library_detail.php/713/en/country dale.

* Global Witness meeting with DFID, November 200&$onal communications with NGO workers, 2008.

® The revenue report Tableau des Operations Finascite I'Etat, is available from the Ministry of&momics and Finance
at http://www.mef.gov.kh/share.php?cid=7&pFhe 2008 Mid-Term Review of the National StrateQ&velopment Plan,
November 2008, provides an update of oil and gasession holdings on page 32, November 2008.

6 Figures provided on the Cambodian Development Cadipa website for pledges made on 4-5th DecemB@8 2it the
Second Cambodian Development Cooperation Forurs!/ltww.cdc-crdb.gov.kh/cdc/second_cdcf/sessiony#f2009-
2011.htm Last downloaded on 1st October 2009.

" The Rectangular Strategy Phase Il (2008) availabliee at
http://www.cnv.org.kh/2008_releases/260ct08 reatargstrategy phase_ii_with_diagram.htm and theoXat Strategic
Development Plan Mid-Term Review from November 20@fich can be provided by Global Witness on request

g National Strategic Development Plan Mid-Term Revidevember 2008. Paragraph 1.10, page 4 and Redtang
Strategy Phase II, 2008, paragraph 40.
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