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PREFACE

In the closing weeks of 2009, as this
publication went to press, the
contentious issue of the National
Finance Commission (NFC) award was
finally resolved. On 30 December 2009,
the 7th NFC award was signed by the
federal government and the finance
ministers of the four provinces.

The new award, which comes into
effect from the 2010V11 financial year,
gives the provinces a greater share of
funds from the federal divisible pool.
Compared to their current share of
47.5%, under the new award the
provinces will receive 56% in the first
year and 57.5% in the following year.

For the first time in the history of the
NFC award, factors other than

population have been taken into
account. The new formula is based on
a combination of weighted criteria:
population (82%), poverty (10.3%o),
revenue generation (2.5%), revenue
collection (2.5%) and area (2.7%). The
North-West Frontier Province is to
receive an additional 1% from the non-
divisible pool as compensation for the
losses it continues to suffer on the front
line in the war on terror.

The 7th NFC award is widely seen as a
step towards greater provincial
autonomy. As such, and considering
that the provinces will receive a greater
share of funds, prospects for the
introduction of environmental fiscal
reform (EFR) are good. But other
equally significant developments

towards the end of 2009 render the
future of local-level governance bodies
uncertain.

From 1 January 2010, the provinces
will have the power to amend the Local
Government Ordinances of 2001, in
effect allowing them to modify or even
abolish key features of the local
government system. Already, three
provinces have called for the role of
local governments to be restricted to
municipal functions, and for
development projects and tax functions
to be reviewed and assigned
accordingly. What effect this will have
on the introduction of EFR, which relies
on the devolution of powers to the
local level, will only become clear in the
months ahead.




EXECUTIVE SUMMARY

Abbottabad district falls within one of
the major mining regions of the North-
West Frontier Province (NWFP). Close
to 20 types of minerals are extracted in
the district, with new reserves identified
but not explored. These resources
possess the potential to generate
significant income for the district and
to create much-needed employment
opportunities.

But the district»s mining sector faces a
number of challenges. Key among
them are the devastating
environmental impact of extractive
processes, the unsafe working
conditions of miners and the effect of
mining operations on the communities
who reside in the vicinity of mine
areas. By addressing these issues, it is
possible to develop Abbottabad:s
mining sector in a sustainable manner
and to alleviate poverty among some
of the district»s most marginalised
communities.

The sector also faces a number of
challenges that arise from poor
planning and administrative failures.
Mining operations are carried out with
virtually no oversight despite the
existence of laws that provide for some
level of regulation. Private investment in
the sector is low and government
agencies charged with management
are chronically under-funded.

The federal governmentss policy
initiative to strengthen the mining
sector has led to a major administrative
overhaul of the organisational structure
of mining departments at the provincial

level. In the NWFP, a reorganised
Directorate General of Mines and
Minerals has been functioning since
2001 but on the ground there appears
to be no meaningful improvement in
the operation of the sector.
Irregularities persist in the issuing of
mining licences and leases, mine
operators continue to evade taxes and
violate environmental laws, workers
receive few of the benefits to which
they are legally entitled, and corruption
is rife.

Environmental fiscal
reform

In the mining sector, environmental
fiscal reform (EFR) can help generate
funds for investment in environmental
conservation and poverty reduction.
EFR measures also have an indirect
effect, strengthening institutions and
promoting good governance through
institutional, legal and policy reform.
At the same time, particularly in the
mining sector, EFR can promote the
use of improved technologies.

EFR instruments include taxes on

resource extraction, penalties and other

disincentives for pollution, user charges

and fees, and subsidy reform. These

instruments can be employed to

develop a set of measures that will help

to achieve the following goals:

o Discourage over-extraction of
resources;

e Promote the use of improved
technology to control pollution;

¢ Provide health services to miners
and their families, and to local
communities;

e Supply clean water and sanitation
services to miners, families and
communities; and

o Create a safer, cleaner physical
environment.

Tax structures often include perverse
incentives that encourage the inefficient
and unsustainable exploitation of
natural resources. Similarly, subsidies
tend to encourage overuse. These are
areas where EFR can prove to be
beneficial, by building into the taxation
regime disincentives for environmental
harm and making polluters financially
responsible for their actions. Tax
structures can be reformed to include
levies on extractive operations. It is
also possible to discourage resource
depletion and environmental pollution
through more general reform of
conventional taxes, such as sales tax
or levies on imports and exports. The
funds generated through these
measures can then be utilised for
ecosystems management and poverty
reduction, to improve the working
conditions of miners, and to mitigate
the effects of mining operations on
communities residing in the vicinity of
mined areas.

Introducing pro-poor EFR
in Abbottabad

This study aims to assess the feasibility
of introducing EFR in the mining sector
in Abbottabad. For this purpose, data
concerning various aspects of
Abbottabad»s mining sector were
compiled through desk study.
Additional information was collected by
means of interviews with members of




district and provincial government
departments. Meetings were also
conducted with policy makers at the
provincial and federal levels.

But EFR measures cannot be
developed without taking into
account the perspective of all
stakeholders. Accordingly, a survey
was conducted in 11 mining villages,
covering miners, mine operators and
members of local communities. Key
issues that emerge from the survey
are as follows:

e Mine workers in Abbottabad are
marginalised and excluded from the
mainstream, working in unsafe
conditions without access to basic
health and safety equipment.

e There is no mechanism to provide
compensation to ailing or injured
mine workers, to the families of
those killed on the job, or to rural
communities affected by mining
operations.

There is no financial mechanism to
account for the negative
externalities of quarrying and
mining activities, or to include such
costs in the pricing formula of mine
outputs.

Mine workers and communities
residing in the vicinity of mined
areas have no way to influence
decision making on issues that
directly affect their livelihoods,
health and living conditions.

There is general and widespread
lack of awareness concerning the
impact of mining activities on
human health and on the
environment. This is the case
among workers, mine operators
and local communities.

Mine workers in Abbottabad lack
the capacity to organise, and do
not have at their disposal means to
make their voices heard or to bring
pressure to bear on policy makers.
Their rights and needs are

neglected. This is also the case
with many rural communities
residing in the vicinity of mined
areas, who do not have the
opportunity to share the benefits
that arise from mining but bear the
brunt of its adverse effects.

Broader structural issues need to be

assessed as well, with particular focus

on the legal, policy and institutional

framework, for it is here that reform will

have to take root before any

improvements can be made on the

ground. Key issues are as follows:

¢ Institutional coordination: Although
the Directorate was established to
streamline management of the
sector, institutional coordination
remains poor. Coordination and
cooperation with other provincial
departments and ministries is also
lacking.

e Transparency: Rules and
procedures to regulate various

The pine forests of Saban Gali are exposed to hazardous environmental releases from quarrying and mining operations. © SDPI




aspects of the sector are rarely
followed. Operation of the sector is
subject to powerful vested interests
and political interference.

Capacity: The Abbottabad regional
office of the Directorate is severely
understaffed and chronically short
of funds. Regional officials are
unable to carry out regular
inspections or conduct training on
health and safety issues.

Record keeping and data: There are
inconsistencies in the data provided
by provincial and regional offices of
the Directorate. Capacity for data
compilation is also weak. As a
result, information is unreliable,
posing a serious obstacle to
effective planning.

Investment: Although foreign direct
investment in mining operations
elsewhere in the country has grown,
security concerns mean that little of
this investment has come to the
NWFP.

Lack of awareness: Few
government officials are concerned
about the environmental impact of
mining operations.

Budget: There are no specific
allocations for the development of
mining in Abbottabad district, or to
mitigate its impact.

Revenue collection: The process of
issuing licenses and leases lacks
transparency. As a result, revenue
collected is low in proportion to the
number of operations. Corruption in
the system is rife, generating

significant losses to the provincial
exchequer.

Policy implementation: There is no
shortage of well-designed policy
documents but implementation on
the ground is lacking.

Recommendations

Based on the findings of this study, the
following recommendations are
proposed for the introduction of EFR in
Abbottabad»s mining sector:

Tax on natural resource extraction:
Reforming the tax structure and
introducing a levy on resource
extraction can encourage
sustainable practices by ensuring
that incentives are not provided for
over-exploitation. This will help
cover environmental costs that are
not currently captured in the tax
regime. The resources generated
can be used to provide health and
other services to workers and local
communities, and to carry out
environmental conservation
activities.

Environmental tax: Polluters must
pay for the environmental damage
they cause. Rules and regulations
governing pollution charges for
industry must be strictly enforced
and amended where necessary.
Tax exemptions for the use of
environmentally friendly technology:
This can serve as a strong incentive
for mine operators. Mine owners
importing environmentally friendly
technology can be given tax

exemptions and import duty
rebates, and other incentives can
be developed.

Reform of the tax structure: Mine
operators currently pay a number of
different taxes, royalties and rents.
While some of these levies are
collected by the Directorate, other
charges and fees are paid to
various government departments.
This system needs to be
rationalised.

Research, data and analysis: Before
any new taxes are levied, it is
critically important that the existing
structure of taxes is analysed and
reviewed. Anomalies and perverse
incentives must be removed, covert
subsidies abolished, the structure
of tariffs simplified, and collection
procedures streamlined.
Transparency: The success of EFR
depends on the support of
stakeholders across the mining
sector, from government
functionaries to mine operators,
and from workers in the mining
industry to local communities and
their leaders. The link between
fiscal reform, including new taxes,
and improvements on the ground
must be clearly visible so that the
long-term viability of EFR can be
ensured. Effective monitoring of
revenue collection and spending
decisions will help ensure the
success of such measures.



INTRODUCTION

District Abbottabad falls within the
Hazara area, a major mining region in
the North-West Frontier Province
(NWFP). The bulk of mining revenue
in the district is generated from
limestone and soapstone, although a
number of minor minerals are also
extracted. Total mineral production

in the district was recorded at
106,701 tonnes in 1999v2000, with
limestone and soapstone accounting
for nearly 85% of total production
(IUCN 2004). By 2007v08, production
had grown dramatically, to 467,573

tonnes, 93% of which consisted of
limestone.

Across the country, as in Abbottabad,
major mineral reserves are found in
remote rural areas. Quarrying and
mining operations have a devastating
impact on the environment, as well as
on the health and safety of workers
and the communities residing in nearby
villages and hamlets. But investment in
the sector is low, with heavy reliance
on outdated mining techniques. Few if
any measures are adopted for worker

safety, or to minimise the
environmental impact of mining
operations. Nor are steps ever taken to
rehabilitate an area after mining
operations are concluded.

Workers in the mining sector are
among the poorest of the districtss
communities. A survey conducted for
the purpose of this study reveals that
most miners live below the poverty line.
Most are uneducated, and a large
proportion work for daily wages with no
health or employment benefits.

The poor living conditions of workers at a limestone mine in Sherwan. © SDPI




Workers generally live in camps at the
mine site, where basic facilities are not
provided. Theirs is a dangerous
occupation, since miners work without
even rudimentary safety equipment.
Many also suffer from chronic illness
that is a direct result of their poor
working conditions.

For those residing in the vicinity of
mining areas, such operations create a
number of health and safety risks,
ranging from the contamination of
drinking water sources to respiratory
and other ilinesses caused by air
pollution. In the survey conducted for
this study, local communities also
report damage to their homes and to
infrastructure. While in theory they
should at least be able to benefit from
such operations, by charging mine
operators surface rent for the use of
community lands for the construction
of infrastructure, in practice it is only
influential landowners who are able to
gain financially from this system.

Yet mines offer much-needed
opportunities for employment to the
poorest members of the community. In
a district burdened with high
unemployment at 31% (ERRA 2007),
mining and quarrying can provide a
welcome boost to a rural economy that
revolves around subsistence agriculture

and wage labour. Part of the income
generated by the sector can also be
diverted to mitigate the environmental
damage that is caused by mining
operations.

For this to occur, however, major

reform is required in a number of areas.

Key among these is the fiscal
framework, including the manner in
which government revenues from the
mining sector are collected and
utilised. This study explores the
possibility of linking environmental
fiscal reform (EFR) with the mining
sector, to address issues of worker
health and safety, the welfare of local
communities, and ways in which to
minimise the adverse environmental
effects of extractive processes.

This study provides a general overview
of the mining sector in Abbottabad. It
examines current fiscal arrangements
and explores options for EFR. The
study also aims to assess the key
concerns of those involved either
directly or indirectly in the sector, by
means of a survey of workers, mine
operators and local residents.

Methodology

Data concerning various aspects of
Abbottabad»s mining sector were
compiled through desk study.

Additional information was collected by
means of interviews with members of
district and provincial government
departments. Meetings were also
conducted with policy makers at the
provincial and federal levels.

A survey was conducted for the
purpose of this study, to arrive at a
better understanding of the situation on
the ground. There are a total of 51
union councils in Abbottabad,
consisting of 404 villages. Mineral
exploration takes place in 108 of these
villages. The survey covered 11 mining
villages, and 8 of the 13 mineral types
most frequently excavated in
Abbottabad.

Information was collected through
interviews with mine operators or their
representatives, as well as workers and
members of local communities.
Structured and semi-structured
questionnaires were used. A total of 11
mining leaseholders or their
representatives, 59 mine workers and
33 members of local communities
participated in the survey. Interviews
and questionnaires were supplemented
by focus group discussions on a key
issues.



MINING AND QUARRYING IN ABBOTTABAD

Close to 20 types of minerals are
excavated in Abbottabad district.
Together, these resources possess the
potential to generate significant income
for the district and to create
employment opportunities. The mining
sector in its current state faces a
number of challenges, with the
environmental impact of extractive
processes emerging as a key concern
along with the working conditions of
miners. Linked to these issues is the
effect of mining operations on the
communities who reside in the vicinity
of mine areas.

include dimension stone, industrial rock
minerals, metallic minerals, fuel/energy
minerals and ordinary stone. Yet in
recent years the majority of mining
activity has focused on one or two
minerals.

Limestone is the most commonly
extracted mineral in the district. In
2005V06, it accounted for 62.1% of the
districts overall mineral production. By
2007v08, however, limestone was the
single most important mineral in the
district, accounting for 93.4% of total
production (GoNWFP 2009).

Mineral profile

A variety of minerals are extracted in
the district (Table 1), most with a wide
range of industrial uses (Table 2). These

Soapstone is the districtss second
most important mineral, with total
production in 2005V06 recorded at
51,123 tonnes, accounting for 24% of

Table 1: Mineral production in Abbottabad (2005-08)

Mineral Year (tonnes)

2005-06 2006-07 2007-08
Limestone 132,412 217,750 436,750
Soapstone 51,123 29,260 17,985
Feldspar 3,250
Magnesite 7,234 3,150
Fire clay 3,413 8,120 2,240
Laterite 5,116 3,770 1,970
Phosphate 5,972 658
Gypsum 580
Dolomite 4,895 1,148 420
Barite 1,210 405 240
Marble 1,532 200
Coal 110 130
Iron ore 30
Red oxide 43
Shale clay 195
Total 212,950 260,788 467,573

Source: Regional Directorate of Mines and Minerals, Abbottabad.

the mining output of the entire district.
Production declined dramatically in
subsequent years, falling to as little as
17,985 tonnes in 200708, or just
3.85% of total production. The
situation with other minerals is similar,
with production falling in recent years
and, in some cases, ceasing
altogether.

While mineral production has seen a
dramatic decline, significant reserves
have been identified across the district
and remain unexplored or only partially
explored. The mountains from Kakul
and Mirpur to Mansehra are rich in
sandstone, limestone, dolomite and
siltstone, as well as phosphate
minerals. Around 9 million tonnes of
phosphate reserves were reported in
the district after the Sarhad
Development Authority carried out
exploratory work in 1993 in the areas of
Lagarband and Tarnawi. In Kakul,
deposits of 0.51 million tonnes were
reported (IUCN 2004).

Deposits of iron and manganese are
found in the area stretching from Kakul
to Chora Gali, known as the
Abbottabad Formation (Kleiber 1958).
Similarly, iron (an estimated 574,248
tonnes), hematitic siltstone and
claystone are reported in the Munnan
Gali and Sheikhul Bani areas, while
hematite is reported in Kalabagh,
Langrial and Lora (Khan 1951).

Magnesite minerals also occur in the
area around the village of Kumhar,
where the Pakistan Industrial
Development Corporation leased



Table 2: Types and uses of minerals excavated in Abbottabad

advanced stage but granite leases are
inactive. There are large reserves of

Mineral Status Industrial uses phosphate in the district, with more
Barite Inactive Qll, drilling than 30 prospecting and mining
Coal Active Energy licences issued between 1995 and
Dolomite Active Steel, road construction, 2008 in some 21 villages. In 2006, coal
dimension stone reserves were also identified, the
Feldspar Active Pottery, ceramics largest of which are in the north-
Fireclay Active Pottery, oil eastern Galiyat area.
Graphite Inactive Lubricants, battery cells ) ]
Gypsum Inactive Fertiliser, cement, plaster Environmental issues
Hematite Active Paint, steel, cement Both underground and open-pit mining
Iron ore Active Steel, paint practices are employed in Abbottabad
Laterite Active Iron, paint (IUCN 2004). The techniques in use are
Limestone Active Cement, sugar, lime, crude and outdated. The mineral
el enreraaT extraction process has a serious and
Magnesite G Steel dangerous @pact on h.uman health
Manganese Inactive Steel and the environment (Flgurg 1). The.
- - loss of flora and fauna, an increase in
Marble Inactive Decorative ] )
- - - - noise and dust pollution, land
Minor minerals Active Construction . L
= = degradation, and the contamination of
Phosphate Active Fertiliser ] .
Redooh nacti Pt water bodies are just a few such
ed oc.dre nac !ve a!n adverse effects (Table 3). There are also
R.e. oxide Ina(.:tlve Paint occupational health hazards that affect
Silica sand HEIVE Glass mine workers directly, and dangers
Soapstone Active Cosmetics, paper, tyres

posed to the health, safety and

Source: Regional Directorate of Mines and Minerals, Abbottabad. livelihoods of local communities
144,628 acres of land for 30 years in

The district carries large deposits of Without careful oversight and strict
1972v73 (IUCN 2004). Additional

granite in varying shades and textures.  regulation, the impact of mining
reserves of 2.7 million tons were Two prospecting licenses have been

identified after exploration work was issued for marble and one mining
carried out by the Corporation with the license has been granted for granite.
assistance of Japanese experts. Exploration of marble is at an

activities can be devastating. But if
precautionary measures are adopted
during the mining process, and clean-
up activities are undertaken after

Box 1: The impact of mineral extraction

All mineral extraction activities do not create the same risks. In the case of Abbottabad district, these effects have not been
properly studied. The environmental impact and toxicity of some of the minerals excavated in Abbottabad are as follows:

Limestone extraction generates significant revenues for the district. It is produced in two forms, quick lime (calcium oxide)
and slaked lime (calcium hydroxide). Because of its nhon-toxic nature, the environmental impact of limestone extraction is
difficult to measure. But when used in acid soil, it can change the pH of the solil, affecting flora and fauna. Quarrying also
destroys the landscape.

Barite (barium sulphate) is another important mineral extracted in Abbottabad, although currently these mines are inactive.
Barium salts are water soluble and so have a more harmful effect than barium sulphate, which is not soluble. Like lime, barite
is not highly toxic in nature but has a dangerous physical effect on aquatic ecosystems if discharged into water bodies.

Silica sand is another important mineral extracted in the district, also available in the form of quartz. Although it is non-toxic,
inhalation of fine particles of silica can cause lung cancer. In comparison to other minerals, silica is environment-friendly and
recent research has shown that it may help to reduce toxicity in the biosphere.

Coal is a plant derivative but contains other elements such as sulphur, nitrogen and small concentrations of heavy metals
which can cause environmental damage.

Source: Barbour and Shaw 1999.
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Table 3: Physical, chemical and biological environmental effects of mining operations

Environmental impact Cause

WATER

Turbidity

Suspended solids from creation of infrastructure, mine dewatering
and surface run-off

Groundwater contamination (degradation of potable
water resources); surface water contamination (rivers,
streams, springs); acute and chronic bio-toxicity (fish

kills, growth and reproduction defects)

Acid rock drainage from surface waste, ore stockpiles, open pits
and underground working; deliberate or accidental release of
process chemicals (cyanide); spills or leakage of other materials
(mineral oil lubricants, petroleum and derivatives, cleaning agents)

Eutrophication

Nitrates derived from wash-down of explosive residues

Oxygen consumption

Presence of inorganic and organic chemicals that consume oxygen
during changes in chemical speciation or during degradation

Lowering of water table

Dewatering of mine working; hydrological and hydro-geological
disruption of aquifers

Contamination of rivers and estuaries

Erosion, dispersion of solid waste

SOIL

On- and off-site contamination

Wind and water erosion; dispersion of metal-bearing solids
(wastes, run-off, mine ore); transfer from contaminated waters to
soil components (clay minerals, organic matter)

Land sterilisation, destruction of vegetative cover
(including rare and endangered species)

Disposal of contaminated or inert waste; open-pit mining; footprint
of processing plant and associated infrastructure

Inhibition of vegetative regeneration

Surface and sub-soil contamination; soil acidification by acid waters

Aesthetic impact

Lack of vegetation; high-profile waste disposal sites; open pits;
severe topographical disruption (re-routing of rivers); transient and
regular noise

AIR

Dust

Creation of infrastructure; wind erosion; dispersion of fine solids
(tailings); crushing; movement of site vehicles; surface blasting

Contaminant emissions

Mineral processing operations (particularly sulphur dioxide);
localised occurrence of process chemicals or degradation products
(hydrogen cyanide from cyanide-contaminated gold ore tailings)

Noise

Creation of infrastructure; blasting; operation of heavy plants

Source: Eaton et al. 1994.

mining is completed, many of the more
serious effects of extractive industry
can be controlled.

The type of environmental impact
varies with the method of mining
employed. The scale of potential
damage also depends on location,
geology and climate. Similarly, different
minerals possess different toxic
properties (see Box 1). Each of these

factors needs to be taken into account
in designing and implementing an
effective regulatory regime for the
sector.

Management of the sector
The NWFP Directorate General of
Mines and Minerals was established in
2001, with headquarters in Peshawar.
This was done in pursuance of the
National Mineral Policy of 1995, and

involved the merger of the Mineral
Wing of the Directorate of Industries, to
function as the Licensing Division; the
Mineral Wing of the Sarhad
Development Authority, to function as
the Exploration Promotion Division; and
the Inspectorate of Mines and Labour
Welfare (Figure 2). The Directorate
works in the province through six
regional offices, one of which is located
in Abbottabad.



The Directorate manages the
exploration and development of
mineral resources in the province. It
implements schemes funded through
the Annual Development Plan (ADP)
and the Public Sector Development
Programme (PSDP), and issues
licences and leases for various stages
of the mining process (reconnaissance,
exploration, mineral deposits retention,
prospecting and mining). It also works
to attract and facilitate investment in
the mining sector. The Directorate
currently manages more than 1,200
mining concessions in the

private sector, which contribute 140
million rupees to the exchequer
(GONWFP 2006).

One of the responsibilities of the
Directorate is to regulate mine safety,
implementing the provisions of the
Mines Act 1923 and rules and
regulation made pursuant to the Act. It
enforces mining labour laws and
ensures compliance with International
Labour Organisation conventions. It
handles matters related to the welfare
of mining communities and the safety
of miners, and provides training and
advisory services.

The Directorate also collects rent and
royalties on minerals, and controls the
unauthorised excavation and transport
of minerals. It is responsible for
gathering and compiling data on
mineral production.

Table 4: Prospecting and mining licenses

Region Prospecting Mining Total

Dera Ismail Khan 58 11 69
Hazara 201 107 308
Kohat 88 65 153
Malakand 348 135 483
Mardan 83 50 133
Peshawar 120 63 183
Total 898 431 1,329

Source: Directorate General of Mines and Minerals, Peshawar.

Licensed operations

According to the Directoraters
administrative divisions, Abbottabad
falls within the Hazara region which
includes the districts of Battagram,
Haripur, Kohistan and Mansehra. A
total of 308 licences have been issued
in the Hazara region, of which the large
majority are for industrial rock and
minerals and for the excavation of
dimension stone. Metallic minerals,
gemstones and coal make up the
remainder of licences issued in the
Hazara region (Tables 4 and 5).

It is worth mentioning that data on
licences maintained by the regional
office (Abbottabad) and the Directorate
headquarters (Peshawar) are
inconsistent. This is partly because
records have not been fully
computerised. In some cases, however,
it has been reported that regional
officials grant licences without
informing the Directorate.

Figure 2: Organisation of the Directorate General of Mines and Minerals

Major initiatives

The creation in 2001 of the Directorate

General of Mines and Minerals was an

important step, since it helped to

rationalise management of the mining

sector. The Directorate has initiated a

number of activities to promote and

develop mining, some of which are
listed below:

e The Directorate notified a Small-
Scale Gemstone Policy in 2001 to
promote the extraction of precious
and semi-precious stones.

e In 2003, first-pass exploration
coverage and satellite-based
geological mapping for gold and
other metallic minerals was
completed over an area of 40,000
kmZ2 in Chitral, Hazara and
Malakand. This exercise
identified 34 target areas for
follow-up exploration and
investment.

o The Directorate established a mines
safety, rescue and training centre at




Table 5: Licences for various minerals

Industrial rock Dimension Metallic Gemstones Total

and minerals stone minerals
Dera Ismail Khan 58 0 5 6 0 69
Hazara 206 66 8 19 9 308
Kohat 79 11 60 3 0 153
Malakand 194 257 0 19 13 483
Mardan 72 59 0 0 2 133
Peshawar 94 22 41 26 0 183
Total 703 415 114 73 24 1,329

Nowshera in 2004, to train mine
workers and public-sector
professionals.

¢ In 2005, the Directorate launched a
digital database of mineral
resources, with the development of
a geographical information system
using remote sensing and resource
mapping.

e In 2007, a geological evaluation of
dimension stone (marble and
granite) in the province was
completed. Estimated deposits of
2.72 billion tonnes of marble and
40.82 billion tonnes of granite were
identified.

e Since its creation in 2001, the
Directorate has carried out a
number of research and
development studies on the
processing of metallic minerals
(antimony, chrome and gold).

e Between 2001 and 2008, the
Directorate trained 340 local mine
workers and managers in
prospecting and small-scale mining
for gemstones in the Hazara and
Malakand regions.

In addition to the Directorate, the
NWFP government itself has taken
steps to improve the operation and
profitability of the mining sector. To
attract foreign investment, the
provincial government in 2005 framed
new Mining Concessions Rules in line
with the objectives of the National
Mining Policy of 1995.

Source: Directorate General of Mines and Minerals, Peshawar.

Labour welfare

There are more than 30,000 workers
involved in mining across the province.
Most endure unsafe conditions, and
few receive health and employment
benefits. Government schemes are in
place for labour «welfare», with funds to
be disbursed in two categories: general
welfare, and housing. In general, such
schemes are implemented in areas with
a cluster of mines.

Of the funds allocated for labour
welfare, 75% is to be spent on general
welfare and the remainder specifically
on housing. The sectors covered under
general welfare include sanitation,
health and education. Other welfare
activities include grants for widows and
orphans of mine workers (known as
«death grants»), marriage grants for
workers, and free education for
workers and their children.

Between 1991 and 2006, the
Directorate received 121 applications
for death grants and has released
funds in more than 90 cases. The
Directorate is also considering dowry
grants, amounting to a payment of
50,000 rupees per worker.

There are plans to build schools for the
children of mine workers. The
construction of schools for the children
of coal miners across the country has
already been approved. Such schools
are to be established in the areas to
which the miners belong. Other welfare
projects that have recently been

approved include schemes for district-
level water supply, and the establishment
of two dispensaries, one in Buner and
the other in the Sherwan area of district
Abbottabad). The Directorate is also in
the process of registering mine workers,
many of whom are migrants, who will
eventually receive identification cards.
This will allow mine workers to be
appointed as permanent employees and
to be registered for government benefits.
The families of registered workers are
eligible to live in special residential
colonies, and their children can qualify
for scholarships.

In June 2008, the Directorate received
50 million rupees in cess/excise duty
from the province, an amount that can
only be used for the welfare of workers.
According to interviews with government
officials, this sum has not yet been
utilised (Khan 2008, Raza 2008).

Investment

The mining sector is one of the
provincial governments four priority
areas for attracting foreign and domestic
investment. (The other three areas are
hydropower generation, tourism and
agriculture.) Its policy is to bring
investment particularly to remote areas.

As part of this policy, steps are to be
taken to strengthen the functioning of
the Directorate and the sector as a
whole. Investment will target logistical
needs, staff strengthening, capacity
development, infrastructure and
marketing.



Institutional and policy reform
The creation of the Directorate brought
together mineral departments operating
in three separate government agencies.
This institutional reform was aimed at
facilitating investment and streamlining
management.

On the policy front, the NWFP
Industrial Policy of 2005 covers issues
related to labour and taxation, many of
which are relevant for the mining
sector. These include exemptions from
certain taxes or inspections, and a
tiered system for employee social
security. Meanwhile, the provincial
Mining Concessions Rules of 2005
provide for the promotion of investment
and address matters related to licences
for mining operations.

Key issues

Despite recent steps to rationalise the
management of the sector, much
remains to be done. Considering the
important contribution that mining can
make to the economy of the district as
well as the province as a whole, it is a
matter of some urgency that wider
reforms are implemented.

Institutional coordination
Although the Directorate was
established in order to streamline
management of the sector, institutional
coordination remains a concern. The
Directorate with headquarters in
Peshawar operates through regional
offices, and coordination between
these two levels is far from effective.
In fact, it is reported that regional
officials frequently issue mining
permits without informing the
provincial Directorate.

Coordination and cooperation with
other provincial departments is also a
matter that requires attention. For
example, there are reports that mining
activities have been permitted in
reserved forest areas despite the
objections of forest officials.

Transparency

Rules and procedures are in place to
regulate various aspects of the sector.
It is not unusual for these to be
sidestepped in the face of political
influence. Even without pressure from
powerful vested interests, mandatory
requirements are often not enforced.
Worker pensions are one area where
legal provisions are routinely ignored.
Environmental controls are another
such area.

Capacity

The Abbottabad regional office of the
Directorate is severely understaffed,
with just one mine inspector for the
entire Hazara area and one assistant
director to handle all licences, along
with a junior clerk and an office
assistant to maintain records. Regional
officials are unable to carry out regular
inspections. Nor are they able to
conduct training on health and safety
issues.

Record keeping and data

There are inconsistencies in the data
provided by provincial and regional
offices of the Directorate. Although
regional offices have recently received
computers for data compilation, staff
members are not skilled in their
operation. As a result, information
available from regional offices on
licences, leases, budgets and
revenues, as well as other aspects of
the sector, is unreliable. It goes without
saying that effective planning is
impossible without accurate data.

Investment

Although foreign direct investment in
Pakistanys mining and quarrying sector
rose from 99.1 million dollars in
1997v98 to 221.5 million in 2005V06,
law and order issues and security
concerns mean that little of this
investment has come to the NWFP.

Environmental issues
None of the stakeholders interviewed
for the purpose of this study, apart

from officials at the local governmentss
district coordination office, was
concerned by the environmental impact
of mining operations. The coordination
unit has held many meetings in this
connection. In one such meeting,
called to discuss the issue of dust
pollution and controlled blasting, it was
decided that all crushers would be
required to install dust controllers, and
that the licences of those who failed to
comply would be cancelled. The
relevant department took no action to
enforce this decision, which was to
have come into effect within 15 days.

Budget

The NWFP ADP for 2008v09 allocates
14 million rupees for two projects in the
mining sector, both operating at the
provincial level. One project concerns
the establishment of a resource
mapping section within the Directorate
and the other is for the development of
coal resources in the province. There
are no other allocations as this level for
development of the sector.

The Directorate faces severe financial
shortfalls. This situation is
compounded by the fact that the
process of issuing licences and leases
is inefficient and lacks transparency. As
a result, revenue collected through
licence and lease fees is low in
proportion to the number of operations.
Corruption in the system is rife,
generating significant losses to the
provincial exchequer.

Revenues generated from mining in
Abbottabad district in 2007v2008
amounted to approximately 41 million
rupees, all of which is paid to the
province. Receipts from the collection
of excise duty are paid into a separate
account at the provincial level, and are
used by the Workers Welfare Board of
the industries ministry. Allocations
from the province to Abbottabad
district for development in various
sectors, including mining, are shown
in Table 6.
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Table 6: Annual Development Plan 2008-09 budget for Abbottabad (in million rupees)

Ongoing projects New projects Total
Number Amount Number Amount Number Amount
Industries 24 414.75 36 726.61 60 1,141.35
Small Industries Development Board 5 46.01 15 109.30 20 155.31
Sarhad Development Authority 2 7.39 11 507.81 13 515.19
Labour welfare 1 1.12 1 20.00 2 21.12
Technical education, training 15 348.23 8 87.50 23 435.73
Minerals 1 12.00 1 2.00 2 14.00
Environment 5 9.68 8 17.00 8 26.68
Regional development 24 2,800.68 17 2,527.86 41 5,328.53
Multi-sectoral development 16 2,463.80 4 836.30 20 3,300.10
Local development 8 336.87 10 188.56 18 525.43
Poverty alleviation - - 1 1,000.00 1 1,000.00
Law and order - - 2 503.00 503.00
District ADP* 46.38
District share 32.47
Tehsil share 13.91

*This amount is a separate allocation under the ADP, for general development projects at the district and tehsil level and not for a specific sector.

Policy implementation

There is no shortage of well-designed
policy documents in Pakistan. The
National Environmental Policy of 2005,
for example, is a comprehensive and
carefully prepared document which
provides guidelines for the protection
of the environment, with the goal of
ensuring sustainable development and
improving the quality of life of citizens.
Many guidelines in the Environment
Policy have a direct bearing on the
operation of the mining sector,
including air quality, noise pollution
and waste management, as well as an
indirect impact in areas such as health
and poverty. The document stresses
the importance of a legal and

regulatory framework, capacity
development, public-private
partnerships and a shift to market-
based instruments. If these guidelines
alone were to be effectively
implemented, the operations of the
mining sector and the welfare of mine
workers would be vastly improved,
while the impact on the environment
could be mitigated. But
implementation remains a concern,
along with a lack of awareness about
key issues in the sector.

Community empowerment and
participation

Most mine workers in Abbottabad
belong to the poorest communities.

Source: Abbottabad District Government 2008.

They are highly marginalised and lack
the power to organise. Nor do they
have at their disposal the means to
make their voices heard or to bring
pressure to bear on policy makers. For
this reason, their rights and needs are
neglected. Communities too must be
able to participate in the decisions that
affect their daily lives, so that those
residing in mining areas can share in
the benefits that arise from this activity
without bearing the brunt of its
adverse effects.



REVENUE GENERATION

A number of instruments are available
for revenue generation. These include
taxes and levies at both the federal and
provincial level. In theory, these funds
can be used to control negative
environmental externalities and to
promote positive environmental
externalities linked to mining activities
(income, schools, roads). Policy at the
federal level contains specific
provisions with similar goals. The
National Mineral Policy of 1995 allows
federal and provincial governments to
adopt a joint approach for fiscal reform.

Taxes

Income from mining operations is liable
to various types of taxation (Table 7). The
federal government imposes corporate
tax on public and private companies.
According to reports prepared by the
Directorate, based on the fiscal year
2002v03, the rate of corporate tax was
35% for public companies, and 43% for
private and banking companies. Under
the National Mineral Policy of 1995, a
«minimum corporate tax» is also payable
annually at the rate of 0.5% of declared
annual turnover. If corporate tax payable
in any year exceeds this amount,
minimum tax is not due.

Expenditure incurred on exploration
operations qualifies for an immediate
deduction in the determination of taxable
income. Expenditure on project
development is deductible at the rate of
25% per annum, in line with international
practices, and depletion allowances no
longer apply. Income tax liability
assessment for mining companies takes
into account total expenses.

A withholding tax also applies to
mining operations, as specified in the
National Mineral Policy. Except in
cases where lower rates are specified
in the countryss double taxation
treaties, withholding tax levied on
dividends paid from mining profits to
non-resident corporate shareholders is
set at 7.5%, adjustable against final tax
liability. Non-resident contractors
involved in mining operations are liable
to pay withholding tax at the rate of
15% of the gross amount for technical
services, which is their full and final tax
charge. Non-resident contractors who
have taken approved loans and are
paying interest on that amount are
exempt from withholding tax.

Other taxes applicable to mining
operations include sales tax on
exportable minerals and zakat, the
latter payable only by resident Muslim
contractors. An additional profit tax
applies for large-scale mining carried
out by foreign investors. This rate is not
fixed and is determined at the time that
the investment agreement is drawn up.
In addition, excise duty at the rate of 1
to 4 rupees per ton is levied on
minerals.

Royalties

Royalties on minerals are paid into the
provincial exchequer. In each province
royalties for coal, and for construction
and industrial materials, are charged
according to weight and not as a
percentage of sales. For all other
minerals, a uniform policy is
applicable according to which royalty
is charged on the gross value of sale

determined on a third-party basis.
The rates vary, with 10% charged on
precious stones, 3% on precious
metals and semi-precious stones, 2%
on base metals, and 1% on other
minerals. The National Mineral

Policy states that royalties are to be
calculated at the first point of

sale, without any deduction from
gross value.

Provincial governments are permitted
to adopt special royalty arrangements
to encourage investment in marginal
or low-grade mineral deposits, and to
maintain mineral production in years
of financial difficulty. These provisions
allow them to lower, defer or waive
royalty payments on specific products
and minerals under certain
circumstances. Royalties may also be
increased on specific projects, based
on mutual agreement between the
investor and the government, in cases
where profits reach a ceiling.
Investors or contractors are not
required to pay royalties on by-
products or stocked materials until
such materials are sold.

According to the Mineral Policy, no
other provincial or local taxes or levies
are to be charged on minerals and
mining operations, except for royalties.
This makes it difficult to develop EFR
measures, and this flaw in the policy
will need to be addressed at the
highest levels. Currently, claims from
local bodies on mineral levies are to be
facilitated by the provincial
government from the pool of royalty
collections.
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Table 7: Taxes and other levies on the mining industry

Types of taxes and fees Amount

Precious stones 10%, precious metals and semi-precious stones 3%, base

Royalty

metals 2%, all other minerals 1%

Excise duty/cess

Depends on type of mineral

Licence fee

5,000 rupees; one-off payment at the start of operations

Advance annual fee

5 rupees per acre

Departmental demarcation fee

5,000 rupees

Security fee

5,000 rupees

Surface rent (malikana)

Depends on type of mineral and value of land; fixed by agreement between

landowner and contractor

Dead rent Depends on type of mineral; paid on mines with no production; does not apply
to quarries

Prospecting application fee 50 rupees

Mining lease application form 100 rupees

Assignment application fee 100 rupees

Registration fee

5,000 rupees

Toll tax Varies
General sales tax (fuel, other inputs) Varies
Bribes and other illegal gratification Varies

Other levies

Mine operators are required to pay a
one-off license fee of 5,000 rupees. In
addition, an «advance annual fee» of 5
rupees per acre is paid to the
Directorate. The Directorate also collects
a «departmental demarcation fee» of
5,000 rupees and a «security fee» of
5,000 rupees, both of which are
mandatory for all leaseholders. «Dead
rent» is levied by the Directorate on
mines where no production is taking
place, while «surface rent» is paid to the
landowner. Surface rent, determined by
mutual agreement between the
landowner and contractor, varies
according to the type of mineral
extracted and the value of the land. Mine
operators also pay sales tax and toll tax.

In addition, mine operators are required
to provide «social development»
contributions to be utilised for the
benefit of mine workers and local
communities. The National Mineral
Policy of 1995 specifies that mining
companies are initially liable to pay an
annual contribution (the rupee
equivalent of 5,000 dollars). After

commercial production commences,
this amount is doubled, and is to be
used for vocational training for the local
population. Companies must also pay
an annual fee (equal to 10,000 dollars)
for the establishment and operation of
«welfare» projects such as schools,
dispensaries, drinking water supply and
roads. The authorities can ask small-
scale mining companies to contribute
towards the improvement of
infrastructure in the areas where they
operate. Companies are required to
cooperate with the government to
develop mineral resources in a
sustainable manner.

Revenue
All revenues generated from the mining
sector are paid either to the federal or

provincial government. Application
fees, royalties and excises duties go to
the provincial government. Cess
collected on the extraction of minerals
is also paid directly to a separate
budget head in the provincial finance
department. The collection of excise
duty is a federal subject but the federal
government has transferred this right to
provincial governments.

In the six-month period,
JulyvDecember 2007, revenues raised
from mining in Abbottabad district
amounted 4.8 million rupees, or
approximately 3% of total provincial
earnings from the sector (Table 8).
Close to 70% of this amount was
generated by major minerals but
Abbottabadss share in revenues from

Table 8: Abbottabad»s share in provincial government earnings (JulvDec 2007)

Receipts (in rupees)

Provincial total Abbottabad Abbottabad share (%)
Major minerals 158,236,110 3,305,647 2.09%
Minor minerals 4,729,674 1,521,784 32.18%
Total 162,965,784 4,827,431 2.96%

Source: Directorate of Mines and Minerals, Peshawar; Regional Directorate, Abbottabad.




minor minerals was 30% of the
provincial total.

In addition, the district contributed 23.9
million in royalties collected through
auction for the exploration of major
minerals in 2007V08, while its total
contribution during the same period
was 41.2 million. According to records
at the Directoratess Abbottabad
regional office, receipts from excise
duty on minerals levied in Abbottabad
between July 2007 and January 2008
were recorded at 75,649 rupees. It is
worth mentioning here that since
collection procedures differ, data
collected from various sources is not
always consistent.

Expenditure

The Directoraters annual budget
estimation for the year 2007V08 was
54.05 million rupees, with nearly 35
million for the Licensing Division and
between 9 and 10 million each for the

Inspectorate of Mines and the
Exploration Division. During the same
period, the Directoratess annual budget
for development projects was
calculated at nearly 85.55 million
rupees, while ADP and PSDP
allocations for these projects were just
12 million and 8.84 million rupees,
respectively. These development
projects concern the establishment of a
resource mapping section in the
Directorate; the development of a
geographical information system; and
training in prospecting and mine
development for small gemstones in
the Hazara and Malakand regions.
Figures are not available for the
expenditure incurred by the Directorate
on individual regions or regional offices.

Incentives

According to the National Mineral
Policy of 1995, mining and mineral
processing operations are categorised
as «Category A» industries, and are

eligible to pay a lower tariff on the
import of machinery and equipment not
produced locally, while the import of
materials and components is also
subject to a more favourable tariff
regime. For new machinery and
equipment, these concessions may be
carried forward until fully adjusted. On
raw materials required for machinery
and equipment, customs duty at the
favourable rate of 10% and a 15%
sales tax are charged. The same
customs duty applies to the import of
components and machinery, but no
sales tax is charged.

At the provincial level, promoting joint
ventures, developing infrastructure,
investment in small-scale mining
(capital employed less than 300 million
rupees), and providing safety
equipment to small-scale mine
operators on a no-profit, no-loss basis
are the responsibility of the provincial
government.

Unsafe mining practices in the village of Chunna. © SDPI
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PERSPECTIVE OF KEY

A survey was carried out for the
purposes of this study, to assess the
perceptions of stakeholders in the
mining sector. Informant interviews and
focus group discussions were also
conducted to map interests, strengths
and weakness in various aspects of the
mining sector. Key issues that emerged
from field research are summarised in
Figure 3.

Mine workers

Miners in Abbottabad belong to some
of the poorest and most
disenfranchised communities in the
district. Most are illiterate and few are
aware of their basic legal rights. Nearly
half of all miners are daily wage
labourers and receive no health
allowances or other benefits from their
employers. They work six days a week
and are only permitted two days of

Figure 3: Key stakeholders

STAKEHOLDERS

paid leave in case of illness or injury. All
other absences are unpaid. In certain
mines, cases of bonded labour were
also observed.

Miners work in hazardous conditions
with the most basic equipment, and
when accidents occur there are no
facilities to provide first aid at most
mine sites. Working conditions are
deplorable in many other respects, with
workers required to live in rudimentary
camps at the mine site where clean
drinking water, appropriate shelter,
proper kitchens and sanitary latrines
are not provided. Nor have safe
storage facilities been constructed for
blasting materials and explosives,
exposing workers to even greater
danger. Besides suffering from a host
of occupational diseases, many
workers endure severe psychological

stress from the nature of their work,
poor wages and rising inflation. Few
miners are aware that quarrying and
mining activities lead to environmental
pollution.

A total of 58 mine workers were
included in the survey, covering 11
mining areas and 8 mineral types.
More than one quarter of the workers
belong to two villages, Chelether and
Chuna. Mining in these villages has in
many cases become a family
profession, with grinding poverty
leaving the children of mine workers
with little or no education and no other
prospects for gainful employment. In
fact, almost 94% of miners interviewed
for this study have between one and
three family members also working in
the mining sector. The age of
respondents ranges from 16 to 40

Stakeholders

e Local communities

e Workers, employees

e Leaseholders, mine owners

e Service providers and regulators
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(government officials, non-government °

agencies, community groups)
e Consumers, industry
e Interest groups
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years, with nearly 35% aged between
20 and 30 years. Almost half (47%) are
illiterate and a vast majority (81%) are
unskilled. Those who are literate have
barely completed their matriculation.
The majority (66%) are married, and
60% have an average family size of 8
persons.

Half of the workers interviewed are
hired on a contract while 45% are daily
wage labourers. Only 3% are hired on a
permanent basis, most of whom are
site managers (munshis). Just 19% are
skilled workers. Some have acquired
skills such as for the identification of
minerals. Close to 41% have been
working in mines for more than 7 years,
while a similar number have less than 3
years» experience. About a third of
miners (35%) work an eight-hour shift
but 16% work for 912 hours a day. A
vast majority (97%) of miners report
that they are not allowed to form a
workers union.

Poverty

The minimum monthly wage under
the countryss labour laws is 200
rupees a day. Some miners earn as
little as 2,500 rupees a month.
Average monthly expenditure for a
workens family, meanwhile, is
estimated at around 8,500 rupees a
month (Table 9).

The vast majority of respondents (96%)
are aware of the governmentss
minimum wage requirements but have
no other employment options.

Table 9: Average household budget

However, as many as 82% are not
aware that they are legally entitled to
register for government old-age
benefits. According to the results of the
survey, nearly half of all workers live in
poverty (Table 10). Only 22% may be
classified as either rich or well-off,
most of whom are skilled workers and
managers.

Health and safety

Around 40% of respondents suffer
from respiratory problems while at least
10% complain of chronic headache.
Many also endure chronic backache
and other pain. Half of all respondents
(53%) are aware that working in mines
can affect their health but 45% believe
that mining has no effect on health.
Some 17% of respondents have
sustained relatively serious work-
related injuries. Only 16% of
respondents receive health allowances
from their employers. Respondents
observe that compensation or
allowances are only paid when a
worker is seriously injured, primarily to
avoid unrest among the other miners.

In the absence of appropriate health
and safety measures, workers are
unnecessarily exposed to great risks.
But miners themselves require
education and a better understanding
of occupational safety. For example,
where rudimentary safety equipment is
available, few workers are comfortable
using it. Boots and helmets are
provided in some mines but only 10%
of respondents report wearing the

boots and just 9% use a helmet.

The majority of respondents are not
aware that the government is legally
bound to spend a portion of the cess
and excise duties collected for worker
welfare. Only 7% of respondents are
aware that grants are provided by the
government to the families of miners
killed in a work-related accident.

On-site facilities

Facilities available to workers at the
mine site are far below acceptable
standards. Of the workers surveyed,
78% report that latrines are not
available and only 14% have access
to toilets that are in a satisfactory
condition. Two thirds of the
respondents state that other basic
facilities are lacking. When asked to
rank facilities according to their needs,
66% say that first aid is their top
priority and 59% cite medical
equipment, followed by sanitary
latrines (47%) and canteen facilities
(43%).

Environmental awareness

Mine workers are not fully aware of
environmental issues related to mining
activities, with 67% of respondents
stating that mining has no
environmental impact. Similarly,

72% of workers do not think that
mining increases air, water, soil or
noise pollution in the area, while 79%
say that forests, wildlife, agriculture
and livestock are not adversely
affected.

Table 10: Wealth ranking of mine employees

Item Expenditure Ranking Number Percentage Remarks
Food 5,110 Poorest of the poor 19 33 549% are poor or
Miscellaneous, utilities 1,660 Poor 12 21 IeEEE @i el
Education 490 Average 14 24
Fuel 350 Well-off 7 12 2204 are well-off or
Health 345 Rich 6 10 rich (mainly skilled
Transportation 316 IR R

- managers)
Clothing 278
Total 8,549 Total 58 100

15
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Local communities
Abbottabad»s rural economy is based
on subsistence farming and low-paid,
unskilled labour. For poorer rural
communities, mines provide much-
needed employment. In theory they
should be able to benefit from malikana
(surface rent) arrangements as well,
according to which communities are
compensated for the use of common
lands. In practice, it is only influential
landowners who are able to collect
surface rent.

With the increasing mechanisation of
operations in the sector, communities
now stand to lose the job opportunities
that become available when mines
begin operating in their area. Instead,
they face a whole host of problems
created by mining operations. For the
poor who reside in the vicinity of
mines, health and safety are key
concerns.

The survey for this study covered a
total of 33 households residing within a
one-kilometre radius of a mine. The
survey was conducted in the villages
Ameerabad, Baghbandi, Chelether,
Chuna, Kalur, Havelian, Jabri and
Mirpur.

As many as 60% of respondents are
illiterate, while only 7% hold a graduate
degree. Of those surveyed, 64% are
married and 70% live in a joint family
system. Family size ranges from 4 to
10 persons.

Poverty

Of those who participated in the
survey, 43% live in poverty (Table 11).
Some 219% report that at least one
member of their family works in a mine.
When asked whether their livelihoods
have improved as a result of mining
operations in their area, 75% report
that they do not benefit in any way
since mine operators usually bring in
workers from other areas. Only 24%
state that employment opportunities

Table 11: Wealth ranking of local communities

Ranking Percentage Remarks
Poorest of the poor 24 43% are poor or
Poor 19 poorest of the poor
Average 15

Well-off 24 22% are well-off or
Rich 18 rich

Total 100

have increased and that they receive
benefits from surface rent.

Health and environment
Respondents are not fully aware of the
health and environmental impact of
mining activities. Some understand that
allergies and conditions such as
asthma, as well as other respiratory
and stomach ailments, are caused or
exacerbated by environmental
pollutants. In certain households
medical treatment constitutes up to
50% of monthly expenditure.

Responses concerning environmental
effects are mixed, with 21% reporting
deforestation and 18% stating that land
is degraded, but 16% claiming there
are no harmful effects (Table 12).
Similarly, when questioned about
specific issues, such as the effect on
local wildlife, 58% of respondents
report no effect but 42% state that
birds, rabbits and other animals have
vanished from the area. In addition,

Table 12: Impact of mining activities

Environmental damage  Response (%)

Deforestation 21
Land degradation 18
No damage 16
Water contamination 9
Air pollution 6
Disease 9
House damage 6
Road damage 6
Animal death or injury 6
Farm damage 8
Total 100

24% of respondents report damage to
their houses caused by vibrations from
blasting.

But discussions with local residents
reveal that they are aware of a range of
issues such as damage to forests and
the effects on land and productivity.
Farmers have been affected
significantly. In cases where access
roads pass through farmland, standing
crops are damaged. Productivity has
declined in many cases as a result of
dust pollution from the mine site. Water
supply is affected, with streams
becoming blocked by mine debris and
water sources contaminated by run-off
from mining operations. Farmers also
report that supply for irrigation has
decreased.

A lack of awareness concerning
environmental issues does not appear
to affect the attitude of communities
towards environmental rehabilitation.
As many as 64% of respondents are
willing to take steps to improve the
environment in their villages,
suggesting a whole range of measures
such as tree plantation, providing
manual labour to assist in rehabilitation
activities, helping to feed workers, and
creating awareness among neighbours.
However, 36% are unwilling to act,
saying that improving the environment
is the governmentss responsibility.

Prior informed consent
Communities residing in the vicinity of
mine areas have little say in the
decisions that affect their lives. As
many as 88% of respondents state that



their consent was not taken before
licences were issued to mine operators
or prior to the commencement of
operations. While 12% state they were
consulted, it is doubtful that they were
fully and properly informed of the
issues involved, or of their rights. Only
7% of respondents believe there is no
need to obtain the consent of local
communities.

Mine operators

For mining contractors and
leaseholders, governance of the sector
is a key issue. They believe the
government has done little to promote
mining, and complain that the policy
measures that are in place are not
implemented effectively. They find the
current administrative system to be
poorly organised and state that the
authorities grant too many leases
without sufficient scrutiny, with the
result that many parties who do not
possess the capacity to develop a site
become leaseholders. The mine site
remains unutilised, or improperly
utilised, while the land cannot be
allotted to another leaseholder for up to
25 years. They also allege that regional
offices of the Directorate across the
province, including in Abbottabad,
operate according to their own rules
and procedures, leaving contractors at
the mercy of regional Directorate staff
members.

For the survey team, it was difficult to
persuade contractors to speak freely
about various aspects of mine
operations, particularly matters related
to finance and the volume of minerals

Table 13: Monthly income of

contractors
Income (rupees) Percentage
30,000v40,000 27
40,000v50,000 18
50,000v¥100,000 18
More than 100,000 9
No response 28
Total 100

extracted. A total of 11 contractors
were interviewed, 82% of whom are
literate and 22% of whom hold
professional degrees.

Mine operations

The size of leased areas varies but
most are between 400 and 1,000 acres.
The majority of mines (73%) are
located in hilly terrain while 18% are
also in areas classified as landslide
zones. All are situated at a distance of
1v2 km from water bodies. Not a single
contractor interviewed for this study is
aware of the reserves available at the
site. Contractors are reluctant to
divulge information about the quantities
extracted.

Of the mine operators interviewed,
73% are sole owners while 27% work
in partnership with others. Most
operate other business concerns and
hire site supervisors or sub-contractors
to deal with the day-to-day
management of the mine. Most visit the
site periodically. Contractors are
reluctant to disclose their monthly
earnings. Reported income varies,
ranging from 30,000 rupees to more
than 100,000 rupees (Table 13).

While 45% of the contractors
interviewed have established their
mines recently, the remainder have
been in operation for a considerable
number of years and have renewed
their mining licenses. Business is
good, with 73% expanding their
mines and 91% stating that they use
«modern» machinery and equipment.
The overall scale of operations is
small, with a maximum of 25 workers
per mine, but 37% of mines

Table 14: Employee status and wages

employing five or less workers. Half of
the workers employed receive daily
wages, while the remainder are either
permanent employees or contract
workers (Table 14). Mine operators
claim to pay at least minimum wage
to all workers. Only 27% state that
they provide benefits such as
pensions and social security. But 64%
say they have taken steps for worker
welfare, citing free food and
accommodation for workers, as well
as first aid, health allowances and
safety measures. They also believe
their presence benefits nearby
communities, mentioning the
construction of roads and the creation
of job opportunities.

There appears to be a serious lack of
understanding among contractors
about issues such as occupational
health and safety, as well as
environmental matters. As many as
82% of contractors state that there
are no major occupational,
community health, safety or
enviornmental hazards related to
mining and quarrying.

While 82% of contactors say no

solid waste is released from the mine,
18% admit that solid waste is released
and claim that it is utilised for
backfilling. Except for one

respondent, contractors have no
reclamation and rehabilitation plan for
the mine site.

Taxation

Mine operators are required to pay
more than 10 different types of taxes
and levies. All have paid a 5,000 rupee
license fee before beginning

Status Percentage Earnings (rupees)
Daily wage 50 200400 per day
(6,000¥12,000 per month)
Contract 23 200v550 per day
(6,000¥16,500 per month)
Permanent 27 6,000v7,000 per month
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operations, while 82% have also paid
an advance annual fee of 5 rupees per
acre. Except for one respondent, all
have paid a departmental demarcation
fee of 5,000 rupees. An additional
security fee of 5,000 rupees is also
mandatory for all leaseholders.

Except for one contractor, all pay
surface rent for the use of private
lands, while 82% have paid dead rent
to the government in the past, when
there has been no mine production.
Similarly, 73% of contractors pay
royalties and 66% pay excise duties,
the latter applicable only to major
minerals.

The devastating impact of mining on land in the village of Chunna. © SDPI

In addition to these levies,

contractors also pay income tax, sales
tax, toll tax and a number of other
charges and fees. Not a single
contractor knows how this money is
used. Considering the number of taxes
they are required to pay already,
contractors are not willing to pay any
additional levies aimed specifically at
pollution control or environmental
rehabilitation.

Governance

One of the major reasons that
contractors are unwilling even to
consider the payment of environmental
levies is that they are deeply

Table 15: Government role in the provision of services and facilities

disillusioned with government service
provision. Nor do they believe the
government is capable of fulfilling its
responsibilities effectively in areas such
as investment promotion, the provision
of services, and the monitoring of
environmental conditions in and around
mine sites. Their opinion regarding
government service provision is shown
in Table 15.

Involvement and consent of local
community

Of the mine operators surveyed, 27%
claim that they sough the consent of
the local community before
establishing the mine.

Opinion of contractors (%)

Unsatisfactory Needs improvement Dont know
Transportation facilities 9 91 0
Modern machinery and equipment 82 18 0
Marketing 55 27 18
Supply of inputs, development of markets 27 45 28
Incentives (subsidies, credit) 27 55 18
Labour welfare 27 73 0
Technical training and guidance 27 73 0




The next step is to review and assess
the policy framework and to introduce
amendments where necessary. The
«polluter pays» principle must be fully
integrated into mining policy, along
with measures related to poverty
alleviation.

Specific requirements for environmental
impact assessment of all extractive
processes, large or small, must be
enshrined in policy at the national level,
supported by mandatory clean-up and
mine closure procedures. The effect of
mining on local communities and
mitigation measures should be
included, and community participation
in decision making must be
compulsory for all new mining
ventures.

Policies related to other sectors that
indirectly affect mining should be
reviewed to ensure that they do not
contain contradictory provisions.
Mining policy itself needs to be linked
to the governmentss policies on both
poverty reduction and the environment.

Implementation of the existing legal
framework is another area that requires
immediate attention, not simply in terms
of enforcement but also with respect to
creating knowledge about the legal
obligations of various stakeholders.
Fieldwork carried out for this study has
shown that while corruption and
inefficiency mean that legal provisions
are frequently sidestepped, there is also
the issue that many stakeholders are
simply not aware of their rights and
obligations under the law. This applies
to workers and mine operators, to local
communities, and in many cases also
to government functionaries,
particularly those employed in other
departments.

In particular, the following matters

require attention:

e The responsibility of mine
operators to control effluents and
emissions;

e A broad understanding of the inter-
related nature of mining and
environmental regulations;

e An understanding, particularly
within government departments
but also among other
stakeholders, of the relationship
between service provision, poverty
and environmental improvement;
and

e Awareness among local
communities of their legal rights
with respect to environmental and
other services.

There are a variety of laws, rules and
regulations that apply to the mining
sector, in addition to legal instruments
that indirectly affect mining (such as
labour laws or environmental
legislation). A comprehensive analysis
is required of the legal regime to ensure
that laws and policies are in conformity,
and to remove contradictions.

Institutions

Issues related to the institutional
framework are complex and involve a
wide range of concerns, from capacity
constraints and lack of information to
deeply engrained attitudes that favour
the interests of powerful lobbies and
systemic corruption.

The first step is to tackle issues related
to capacity and awareness, so that

Mineral extraction in the village of Kalur. © SDPI

those involved in the administration of
the sector are better equipped to enforce
regulations and make sound decisions.
But institutional procedures also need to
be simplified and made more
transparent, especially those concerning
the issuing of leases and licences.

New procedures should also be
introduced to strengthen the role of
departments involved in overseeing
operations in the sector. For example,
the Inspectorate of Mines should be
given the authority to carry out
feasibility studies for all new mining
projects, in coordination with other
government stakeholders including
representatives of the environment,
geology and forest departments, as
well as the communities that will be
affected by the establishment of mines
in their areas.

Coordination must be ensured within
the wings of the Directorate but also,
importantly, with other government
departments and institutions.
Innovative approaches could be
attempted, such as the establishment
of thematic coordination groups to
tackle cross-sectoral issues. For
example, coordination efforts can be
channelled to focus initially on the
following areas:
e Land degradation, in cooperation
with the forest department, and



those responsible for land and
watershed management;

o Degradation of watercourses, with
the works and services department,
irrigation authorities and watershed
management agencies;

e Air pollution, in coordination with
the ministry of environment; and

e Occupational health, with the
Workers Welfare Board, the health
department, and the ministries of
industries and labour.

Introducing EFR measures
In conjunction with efforts to
strengthen institutions and develop a
more robust legal and policy
framework, steps aimed specifically at

reform of the fiscal system are required.

While new levies need to be
introduced, incentives must also be
offered. Systems must be devised to
ensure that funds can be effectively
channelled towards environmental
conservation and the uplift of both
workers and nearby communities. But
fiscal reform should be viewed as one
component of a broader set of
regulatory and reform measures.

The design and implementation of EFR

options must:

o benefit major stakeholders;

o focus on the stated needs of
affected communities and workers;

e ensure that a portion of the funds
generated is re-invested in the
sector in identified areas, such as
environmental conservation or
livelihood improvement;

e include awareness raising on
environmental issues;

e involve local communities;

o apply both penalties and incentives;
and

e be based on a cost-benefit analysis
of environmental damage and
mitigation measures.

Other important considerations are as

follows:

e In order to design sound EFR
options for the mining sector, an

assessment of actual environmental
and socioeconomic costs is critical.
There are methods to calculate the
monetary value of negative
externalities and these should be
employed to carry out a scientific
assessment.

o Similarly, a detailed review of legal
provisions for the mining sector is
crucial, including an examination of
taxation, employment, industry and
environmental laws and regulations.

o The implementation of EFR options
and the utilisation of revenues must
involve all stakeholders, including
the relevant departments, mine
workers and owners, and local
communities. All groups must be
involved in identifying needs and
monitoring the utilisations of funds.

e Funding should be distributed in
such a way that while a portion of
the revenues generated is invested
in pro-poor and environmental
activities, some funds are
channelled to the Directorate for
capacity building, data collection
and the purchase of equipment.

EFR options available for the mining
and quarrying sector are discussed
below (Baig and Steele 2008).

Tax on resource extraction
Largely as a result of poor
governance, the excise duty and cess
collected by the government is not
utilised for the welfare of workers and
communities, nor is any of this
amount allocated to environmental
conservation. Reforming the current
tax structure can ensure that
incentives are not given to those who
over-exploit mineral resources, or to
operators polluting the environment.

In resource extraction sectors, EFR is
about capturing resource rents. This
provides governments with more
revenues to invest in protecting or
enhancing the resource base, and
makes it possible to ensure that
extractors face the full social cost of

their activities, which should lead to
more efficient and sustainable use of
the resource (Markandya 2005).
Capturing economic rents is critically
important because the funds thus
generated can be used to provide
health and other services for workers
and for communities, and to develop
incentives for stakeholders to carry out
conservation activities.

Environmental tax

As far as pollution is concerned, EFR

applies the polluter pays principle by

making industries bear the cost of

environmental damage that results from

their operations. EFR taxation

instruments provide polluters with

economic incentives to reduce

emissions in a cost-effective manner,

while raising tax revenues in the

process (Markandya 2005). For the

mining sector, a pollution charge can

be levied, taking into account the

following factors:

¢ volume of minerals extracted,;

e type of mineral;

e gaseous and fluid emissions
generated; and

o damaged caused by each type of
mining activity.

The tax may be collected annually and
should be collected through the same
mechanism as the excise tax.

Tax exemptions

Exemptions can be provided in a
number of cases, including the import
of environmentally friendly mining
technology. Other exemptions can be
granted according to, for example,
preventive or clean-up measures taken
by mine operators.

Other important
considerations

Environmental threats created by
mining operations arise largely as a
result of unscientific extraction;
unplanned land utilisation; improper
waste disposal; and uncontrolled air,
water and noise pollution. But many of
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these issue are also a result of poor
management, weak oversight, and
decision making carried out without
stakeholder participation.

There is no single solution to address
all of these concerns. Careful attention
will need to be paid to a number of
other matters for EFR initiatives to be
successful.

Rationalising taxes

Mine operators currently pay more than
10 different types of royalties, taxes and
other charges. Some of the revenue
collected is paid to the Directorate, while
other levies go to the provincial or federal
government. Before considering the
imposition of a new tax, it is crucial that
the existing taxation regime is thoroughly
assessed and streamlined. It is also
necessary to understand collection and
distribution mechanisms for existing
taxes to see if the process can be
simplified and made more transparent.
Given the issues involved in levying
taxes, and the corruption that is endemic
to the system, it may be possible to
generate funds for environmental
conservation and poverty alleviation by
improving and monitoring tax collection.

Whatever options are adopted, a
portion of the funds generated should
be paid into a separate account at the
district level. This will ensure that
measures can be developed to target
area-specific issues. Once EFR
measures are in place and revenues
are generated, pilot projects can be
developed to focus on key concerns
such as the pollution of water sources
in the vicinity of mine areas, the control
of air and noise pollution, or
community-level health services.

Monitoring mechanisms

In a country like Pakistan, revenue
collection is a complicated task since
much of the economy is not
documented. In sectors such as mining,
the work of collecting taxes and fees is
made all the more difficult by the fact

that no systematic mechanism is in
place for collection and no monitoring
systems have been developed.

The Abbottabad regional office of the
Directorate lacks the capacity to
monitor revenue collection but there
are other challenges as well. The
revenue collection process itself needs
to be simplified, and efforts are also
required to monitor and curb excessive
mineral extraction, under-reporting of
mine produce and irregularities in
making payments.

Vigilance also needs to be exercised at
the beginning of the production cycle,
at the stage when licences are being
issued, and during production to
ensure compliance with environmental
regulations. Without monitoring, EFR
initiatives cannot bring about
meaningful change.

Value of resources

A better understanding is required of
the complex relationships involved in
wise use and sustainable resource
extraction. An important first step is to
understand the ecology of the areas in
which various mineral deposits are
located, since the impact of mining
activities will vary depending on the
type of habitat, the dominant fauna and
flora, and a host of similar factors. No
proper plan for conservation or
protection can be developed without
this type of systematic study.

Similarly, it will be necessary to
understand the uses and economic
value of ecosystem services, and
resources such as land and water. This
step is particularly important on a
number of levels, since putting a value
on resources that are often considered
to be free of cost allows those not
familiar with EFR concepts to better
understand the reasoning behind such
measures. When stakeholders are able
to see in monetary terms the value of
forests or clean water, for example, it
becomes easier to persuade them to

participate in conservation and
protection efforts.

It will also be necessary to examine
more thoroughly the impact of each
type of mining process, and the effect
of extracting various types of minerals.
This will allow prevention measures, as
well as disincentives, to properly
targeted those activities that pose the
greatest threat to the environment and
to human health.

Local communities

Although often overlooked in policy
reform exercises, the values and needs
of local communities are crucial to the
success of any development initiative.
EFR is no exception, and it is important
that local norms and concerns are
factored into the planning process. This
step is particularly important not only
to encourage communities to buy in to
the reform measures but also to ensure
that resources are spent where they are
most needed.

Socioeconomic issues

The rural economy of Abbottabad has
always relied heavily on subsistence
agriculture and meagre livelihoods have
been supported by natural resources.
With the growth in mining across the
district and the expansion of older mines,
forests and land available for agriculture
are shrinking, and poorer communities
have lost both farmland and forest
resources vital to their survival. Although
mines provide employment to a few
locals, the numbers so employed do not
compensate for the loss of livelihood
opportunities for the remaining
population.

If this trend is not reversed, mining
activities in rural areas will serve not
only to destroy the environment but
also to impoverish entire communities.
EFR measures developed for the
mining sector will need to take into
account livelihood issues affecting the
communities that reside in or near
mined areas.



RECOMMENDATIONS

Mining operations as they are
currently carried out in Abbottabad
have a massive impact on the well-
being of individuals, on the standard
of living of households, on entire
communities residing in the vicinity of
mines, and on the local economy. It
goes without saying that these
operations also have a devastating
impact on the environment. There is
no data available to calculate the
actual losses incurred as a result of
the operation of the mining sector but

it is nevertheless clear that these
costs are high. EFR in the mining
sector can help defray these costs
and create a climate in which best
practices are adopted. But introducing
reform will also require that the
institutions responsible for
implementation are able to perform
their role effectively.

In the current socio-economic climate,
the Abbottabad district governmentss
financial capacity is severely

constrained. Mine owners, meanwhile,
insist that operating costs are already
too high and are unwilling to bear any
additional expense. Pilot
implementation of EFR will therefore
require support from donors and non-
government agencies.

Robust oversight and proper
implementation of the existing
regulatory regime may help mitigate
some of the most severe impacts of
current mining practices. In this regard,

Low-paid labourers at a phosphate mine in the village of Kalur. © SDPI




key areas that require attention are as

follows:

¢ Policies governing the mining
sector need to be reviewed and
revised, to ensure that miners work
in a safer, healthier environment.

e Broader policy changes are needed
to mainstream pro-poor and pro-
environment approaches. This
includes measures to subsidise
service delivery to the poor,
stringent enforcement of regulations
to minimise ecosystems
degradation and environmental
pollution from mining operations,
severe penalties for mine owners
who fail to follow proper procedures
and guidelines, and strict oversight
to ensure that ecosystems are
restored after mining activities have
concluded.

But deeper, structural reform is
required to bring about long-term,
meaningful change. In this connection,
a key recommendation concerns the
fiscal autonomy of the district
government. The fiscal powers of the
district administration need to be
enhanced, and local authorities must
be given greater say both in revenue
generation at the local level and in
decision making on how these
revenues are utilised locally. These
measures need to be bolstered by
capacity development and training of
local government functionaries,
particularly in fiscal management.

Excise duties and other levies collected
by the government are not utilised for

the development of mine workers or

poor communities, nor are any of these

revenues reallocated for environmental
conservation. Fiscal reform must
address the existing structure of taxes,
and begin to integrate pro-poor and
pro-environment concerns.

Mechanisms are required to

redistribute revenue from the mining

sector, in order to focus on poverty
alleviation and environmental
protection. Here, key recommendations
include the following measures:

¢ Tax on natural resource extraction:
Introducing a levy on resource
extraction can encourage
sustainable practices by ensuring
that incentives are not provided for
over-exploitation. This will help
cover environmental costs that are
not currently captured in the tax
regime. The resources generated
can be used to provide health and
other services to workers and local
communities, and to carry out
environmental conservation
activities.

¢ Pollution tax: Polluters must pay for
the environmental damage they
cause. Rules and regulations
governing pollution charges for
industry must be strictly enforced
and amended where necessary.

e Tax exemptions for the use of
environmentally friendly
technology: This can serve as a
strong incentive for mine
operators. Those importing
environmentally friendly technology
can be given tax exemptions and
import duty rebates, and other

similar financial incentives can be
developed.

Reform of the tax structure: Mine
operators currently pay a number of
different taxes, royalties and rents.
While many of these levies are
collected by the Directorate General
of Mines and Minerals, other
charges and fees are paid to
various government departments.
This system needs to be
rationalised.

Research, data and analysis: Before
any new taxes are levied, it is
critically important that the existing
structure of taxes is analysed and
reviewed. Anomalies and perverse
incentives must be removed, covert
subsidies abolished, the structure
of tariffs simplified, and collection
procedures streamlined.

Fiscal transparency: The success of
EFR depends on the support of
stakeholders across the mining
sector, from government
functionaries to mine operators,
and from workers in the mining
industry to local communities and
their leaders. The link between
fiscal reform, including new taxes,
and improvements on the ground
must be clearly visible so that the
long-term viability of EFR can be
ensured. Effectively monitoring of
revenue collection and spending
decisions will help ensure the
success of such measures.
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