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1. INTRODUCTION

1.1 Extractive Industries Transparency Initiative (EITI)!

The Extractive Industries Transparency Initiative (EITI), was first announced at the World Summit for
Sustainabl e Development in Johanneshbur g ialytmunéhédaR
Lancaster House Conference in London in 2003. It was founded on the recognition that, while oil, gas
and minerals can help to raise living standards across the world, in countries where these resources are
not managed appropriately, this may often lead to corruption and conflict and, for many people, a lower
quality of life.

The Extractive Industries Transparency Initiative is a global coalition of Government Entities, Extractive
Companies and Civil Society Organisations working together to improve openness and accountability in
management of revenues from natural resources. EITI, therefore, promotes better governance in
countries rich in oil, gas and mineral resources, and seeks to reduce the risk of diversion or

(th

mi sappropriation of funds gener at ed edindustrids.eThidrepere | o p m
has been prepared on the 2016 EITI Standard (published on 23 February 2016 -t he A EI T Stand

detailed in the following link: https://eiti.org/document/eiti-standardrequirements-2016. Its principles are
based on the affirmation that public understanding of government revenues and expenditure over time
could help public debate and inform choice of appropriate and realistic option for sustainable economic
growth and reduction of poverty in resource-rich countries.

The EITI Standard sets out the requirements which countries need to meet in order to be recognised,
first as an EITI Candidate and ultimately as an EITI Compliant country.

1.2 EITI in Malawi

Malawi joined the Extractive Industries Transparency Initiative (EITI) following the announcement of the
decision to subscribe to the initiative by His Excellency President of the Republic of Malawi, in his State
of the Nation Address of 17th June, 2014. On the basis of this declaration, the Multi-Stakeholder Group
(MSG) and the MWEITI Secretariat were formed in February 2015. Malawi was approved as a candidate
country in October 2015 for the Extractive Industries Transparency Initiative (EITI). The MWEITI process
covers three sectors in Malawi: Solid Minerals, Oil and Gas, and Forestry.

The country has been publishing EITI reports with the first covering the financial year 2014/15 published
in April 2017, the second one covered the financial year 2015/16, the third covered the financial year
2016/17 whilst the fourth report covered the financial year 2017/18. This report covers two financial
years 2018/19 and 2019/20.

Malawi went through its first validation process from September 2018 and the outcome report was
published in February 2019. The country was rated to have made meaningful progress in implementing
EITI. The second validation is planned for January 2022.

Table 1: Summary of the timeline of MWEIT
Month Event

Jun-14 Government 6s announcement to i mpl ement EI
Jan-15 MWEITI MSG formed and National Secretariat set up

Oct-15 MWEITI becomes Candidate country

Apr-17 Publication of the First EITI Report (Period covered: 1st July 2014 to 30" June 2015)
Jun-18 Publication of the Second EITI Report (Period covered: 1st July 2015 to 30t June 2016)
Sep-18  Commencement of validation.

Feb-19 Final validation report

Nov-19 Publication of the Third EITI Report (Period covered: 1t July 2017 to 30" June 2018)
Feb-21 Finalisation of the Fourth EITI Report (Period covered:1st July 2017 to 30t June 2018)
Dec-21 Finalisation of the Fifth EITI Report (Period covered:1st July 2018 to 30t June 2020)
Jan-22 Undergoing Second Validation Test

1 Source: https://eiti.org/eiti
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2. OBJECTIVE AND SCOPE OF WORK

2.1. Objective

EITI requires publishing comprehensive EITI reports, including full disclosure of government revenues
from the extractive sector, as well as the disclosure of all material payments made to the government by
companies operating in the following sectors: Forestry, Oil and Gas and Mining sectors? .

The objective of this EITI report is to help the understanding of the level of contributions of the extractive
sector to the economic and social development of Malawi in order to improve transparency and good
governance at all levels of the extractive industry value chain.

The objectives set in the EITI implementation are detailed in the EITI Standard.?

Considerations for Flexible Reporting

A new requirement to the EITI reporting is the introduction of Flexible Reporting. In view of this, this
report will cover and consider data and information from July 2018 to June 2020 and address issues
concerning the Covid-19 pandemic related to the extractives sector as of June 2021 or as recent as
possible. The report will disclose information relevant to inform ongoing discussions regarding the
Impact the Covid-19 pandemic has had on the extractive industry.

2.2. Scope of Work

EMJ Advisory was appointed as Independent Administrator to prepare the Fifth MWEITI Report covering
two financial years 2018/2019 and 2019/2020.

This engagement was carried out in accordance with the International Auditing Standard on Related

Services, (ISRS 4400 Engagements to perform agreed upon procedures regarding Financial
Information). The procedures performed were those set out in the terms of reference as defined in the

Contract for Consultantsd Services.

The Reconciliation Process

The reconciliation procedures carried out were not designed to constitute an audit or a review in
accordance with International Standards on Auditing or International Standards on Review Engagements
and as a result, no assurances on the transactions beyond the explicit statements set out in this report
are being expressed. Had additional procedures been performed, other matters might have been
reported here.

Considerations for Flexible Reporting

In view of the Covid-19 pandemic and the subsequent i ssuance o0
guidelines for EITI Reports published in 2020 and the adoption of the same by the MSG in Malawi, an
appropriate questionnaire was developed to be completed by all reporting entities.

This questionnaire was intended to obtain information from the extractive industry in Malawi in terms of
sector developments and industry outlook in light of Covid-19 pandemic and the commodity
price/economic downturns. This has been covered under section 6 below.

2 Requirement 4 of the EITI standard (2016)
8 https://eiti.org/document/eiti -standard-requirements -2016
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2. OBJECTIVE AND SCOPE OF WORK
2.2. Scope of Work

The report consists of ten (10) chapters as follows:

3) Executive Summary;

4) Approach and Methodology;

5) Contextual Information on the Extractive Industry;

6) Defining the Reconciliation Scope;

7) Reconciliation Results;

8) Analysis of Reported Data;

9) Analysis of Covid-19 Impact on the Extractive Industry in Malawi; and
10) Recommendations.

Reported data disaggregated by Private Entities, Government Agencies and Revenue Streams are
presented in Section 8 of this report.

This report incorporates information received up to 30" November, 2021. Any information received after
this date has not, therefore, been included in this report.

3. EXECUTIVE SUMMARY

This report covers payments made by Extractive Companies and revenues received by Government
Agencies and other material payments and benefits to Government Agencies as stated by Requirement
4.1 of the 2016 EITI Standard.

It also includes contextual information about the Extractive Industries in accordance with EITI
Requirements 2 and 3. This information includes a summary description of the legal framework and
fiscal regi me, an overview of the extractive
economy, product i on harémmltirey,in exttagive Sdmpahiesp evense allocations,
licence registers and licence allocations.

3.1 REVENUE GENERATED FROM THE EXTRACTIVE INDUSTRIES

The receipts reported by the Government during the two financial years: 1st July, 2018 to 30t June, 2019
and 1st July, 2019 to 30t June, 2020 after reconciliation are presented below:

Structure of direct revenues of the extractive sector

Total revenues received from the extractive sector in the financial year 2018/2019 amounted to MWK
23,594 million. The Malawi Revenue Authority accounted for 54.1% of the total revenue streams
generated by the sector, whilst the Ministry of Transport and Public Works and the Department of
Forestry accounted for 38.9% and 3.9%, respectively, of total extractive industry revenues. The
breakdown of revenues is set out in the table below:

Table 2 (a): Revenues detailed by Government Agency
Financial Year 2018/2019

FY 2018/19 FY 2017/2018 Variation
Government Agency : _(MK % : _(MK % : ?MK %

million) million) million)
Malawi Revenue Authority 12,763 54.1% 6,629 35.4% 6,134 126%
TEVETA 143.06 0.6% 122 0.7% 21 0%
(D[fg’lf‘)”me”t SRSl 914  3.9% 3,876 207%  (2,962)  (61%)
Ministry of Transport and @ @ ®
Public Works (MoTPW) 9,189 39.0% 7,475 39.9% 1,714 35%
Department of Mines (DoM) 537.92 2.3% 483 2.6% 55 1%
Social Contributions (SC) 35.14 0.1% 126 0.7% (92) (2%)
Geological Survey o o o
Department (GSD) 6.45 0.0% 0 0.0% 6 0%
Total extractive revenues 23,588 100% 18,711 100% 4,877 100%
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Financial Year 2019/2020

Total revenues received from the extractive sector in the financial year 2019/2020 amounted to MWK
18,703 million. The Malawi Revenue Authority accounted for 68.5% of the total revenue streams
generated by the sector, whilst the Ministry of Transport and Public Works and the Department of
Forestry accounted for 20.9% and 5.8%, respectively, of total extractive industry revenues. The
breakdown of revenues is set out in the table below:

Table 2 (b): Revenues detailed by Government Agency

Malawi Revenue Authority 12,813 68.5% 12,773 54.1% 40 (1%)
TEVETA 261.27 1.4% 143.06 0.6% 118 (2%)
?[fc"’l‘;")”me"t Bl POy 1,081  58% 914 3.9% 167 (3%)
Ministry of Transport and o o o

Public Works (MoTPW) 3,905 20.9% 9,189 38.9% (5,283) 108%
Department of Mines (DoM) 570.47 3.0% 540.97 2.3% 30 (1%)
Social Contributions (SC) 71.45 0.4% 35.14 0.1% 36 (1%)
Geological Survey 612 0.0% : 0.0% 6 0%

Department (GSD

EMJ Advisory
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Table 3(a): Revenues detailed by sector and Governmental Agency FY 2018/2019

CONTRIBUTION BY SECTOR FY 2018/2019

Mining Sector 9,897,3203,994 42%

Forestry Sector 4,080,049,393 17%

Source: MWEITI Reporting Templates

Contribution by sector

 Mining Sector

w Transport Sector
« Forestry Sector
u Oil & Gas Sector

CONTRIBUTION BY GOVERNMENT AGENCY FY 2018/2019

12 T63,283 870 54 1%

91 3,806,247

TEVETA 143,055,563

6,445 728

Government Agencies Contribution

TEVETA
DoM o sC
2 0.1%

EMRA = MoTPW ®mDoF mDoM BTEVETA m3C
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Table 3(b): Revenues detailed by sector and Governmental Agency FY 2019/2020

CONTRIBUTION BY SECTOR FY 2019/2020 CONTRIBUTION BY GOVERNMENT AGENCY 2019/2020
Mining Sector 10,105,351,697 54% il 1‘;;3;'}‘;15:;:‘;; il
Transport Sector 3,905 402,653 21% DoFE 1.081.092,594 5 89
Forestry Sector 3,862 141,011 21% Do 570,473,581 3.0%
0il & Gas Sector 835,803 485 4% TEVETA 261,272,851 1.4%

DGS 6,117,500 0.0%

Source: MWEITI Reporting Templates

. . Government Agencies Contribution
Contribution by sector

Dom TEVETA SC
3% 1.4%~0.4%

m Mining Sector

m Transport Sector

u Forestry Sector
0Oil & Gas Sector

EMRA ®mMoTPW mDoF ©mDoM ETEVETA mS5C
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Mineral production data received from DoM for the period covered only five types of minerals, whilst the
data from companies provided six types of minerals with the value of production higher than declared
by DOM. The table below gives details of the production quantities and values during the financial years
2018/2019 and 2018/2019 by mineral type as reported by extractive companies:

Table 4: Summary of production data during the 2017/18 Fiscal Year by mineral type

Iron Ore 1,658 19 0.40% Kasungu and Blantyre
Limestone 284,179 808 16.61% Kasungu and Blantyre

Blantyre, Lilongwe and
Rock Aggregate 326,503 2,805 57.67% Chiradzulu

Timber 170,213 1,231 25.3% Mzimba

Iron Ore 2,369 57 1.14% Kasungu and Blantyre

Blantyre, Lilongwe and

0,
Rock Aggregate 261,330 2,808 56.79%  chiradzulu

Source: Extractive companies reporting templates

Five (5) Government Agencies, namely: Malawi Revenue Authority (MRA), Department of Forestry
(DoF), Department of Mines (DoM), Technical Entrepreneurial and Vocational Education and Training
Authority (TEVETA) and the Departmrnt of Geological Survey (DGS) were requested to submit
reporting templates. These Government Agencies received payments from the extractive companies.

Based on the revenue structures collected by MRA, DoM, DoF and TEVETA, sixteen (16) extractive
companies were identified to be included in the reconciliation scope for the Fifth MWEITI Report. Two
of these are in the oil & gas sector, five are in the forestry sector whilst nine are in the mining sector.
Seven of the nine mining companies made payments above MWK 200 million materiality threshhold to
Government Agencies during the Fiscal Years 2018/2019 and 2019/2020. Total revenues from the
remaining two mining companies were less than the threshold in the two financial years but were still

included in the reconciliationscopebased on t he MSG&és consideration

Payments made by extractive companies below the materiality threshold (MT) of MWK 200 million
were included in the EITI Scope through unilateral disclosure in accordance with EITI Requirement
4.1.d. The list of extractive companies which made payments below the materiality threshold is set out
in Section 8 of the report.
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RECONCILED REVENUE

Oil and Gas Sector
Reconciled revenues from the Oil and Gas sector are detailed as follows:

Table 5: Summary of reconciled revenues from Oil and Gas sector

FY 2018/2019 FY 2019/2020
Revenues % Revenues %

Payment from: (in MWK) (in MWK)

Reeenelist) fevenis frem tne O e 395,249,078 94.9% 832,422,795 100.0%
Gas sector (*)

Unllatgral cizsclosure by Government 21,182,250 5.1% i 0.0%
Agencies (**)

Total Government revenues from Oil 416,431,328 100% 832,422,795 100%

and Gas sector
(*) Reconciled revenues are detailed in Section 7 of the report

(**) Unilateral disclosure from Government Agencies are detailed in Section 8 of the report.
Oil and Gas Sector

Based on the above, we have included payments of MWK21,182,250 as unilateral disclosure from
Government Agencies in the report for the financial year 2018/2019. These account for 5.1% of total
revenues declared by Government Agencies. Details of the unilateral disclosures by Government are
presented in Section 8 of the report. There was no unilaterally disclosed revenues from the sector in the
financial year 2019/2020.

Mining sector
Reconciled revenues from the mining sector are detailed as follows:

Table 6: Summary of reconciled revenues from mining sector

FY 2018/2019 FY 2019/2020
Revenues % Revenues %
Payment from: (in MWK) (in MWK)
S:(ftg?‘éi')ed FEVRTIS O 0 Mg g s =010 2y 84.5% 8,768,025,842  89.0%
Unilateral disclosure by Government & 5
Agencies () 1,508,506,066 15.5% 1,088,232,945  11.0%
Vietis!) CEVEIMENE REVENUES el 9,757,019,374 100% 9,856,258,787  100%

Mining sector

(*) Reconciled revenues are detailed in Section 7 of the report
(**) Unilateral disclosure from Government Agencies is detailed in Section 8 of the report.

Based on the above, we have included payments of MWK 1,508,506,066 as unilateral disclosure from
Government Agencies in the report for the financial year 2018/2019 and these account for 15.5% of
total revenues declared by Government Agencies. For the financial year 2019/2020, we have included
payments of MWK 1,088,232,945 in the report as unilateral disclosure from Government Agencies and
these account for 11% of total revenues declared by Government Agencies. Details of the unilateral
disclosures by Government are presented in Section 8 of the report. The Unilateral disclosure has
included Social Contribution as well as TEVET levy.

EMJ Advisory [Page 13
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Forestry sector
Reconciled revenues from the forestry sector are detailed as follows:

B

Table 7 Summary of reconciled revenue from the forestry sector

FY 2018/2019 FY 2019/2020
Revenues Revenues
Payment from: % %

y (in MWK) ° (in MWK) °
Reconciled revenue from the forestry sector (*) 4,054,054,674 100.0% 3,775,771,848 100.0%
Unilateral disclosure by Government Agencies - 0.0% - 0.0%
Total Government revenues from Forestry sector 4,054,054,674 100% 3,775,771,848 100%

(*) Reconciled revenues are detailed in Section 7 of the report

Transport sector

Unilateral disclosures by the Ministry of Transport and Public Works (MoTPW) and MRA covering the transport sector amount to MWK9,188,508,251 for the
financial year 2018/2019 and MWK3,905,402,653 for the financial year 2018/2019. This amount relates to receipt of concession fees from Vale Logistics
Limited and CEAR Concession Agreements and the related bank interest. Coal revenue accounts for about 95% of the total revenue.

UNILATERAL DISCLOSURE FROM EXTRACTIVE COMPANIES

Extractive companies unilaterally disclosed payments of MWK 35 million and MWK 71 million in the financial years 2018/2019 and 2019/2020 respectively,
which cover social payments. Out of these social payments, some extractive companies made social expenditure payments to support Covid-19 and these
amounted to MWK 0.6 million and MWK 24 million in the financial years 2018/2019 and 2019/2020 respectively. Details of the unilateral disclosures by
companies are presented below.

Other Social Social expenditure Total all social Other Social Social expenditure Total all social

Company Contr_ibutions to support C_:ovid-19 Contr_ibutions Contr_ibutions to support (_30vid-19 Contr.ibutions

(in MWK) (in MWK) (in MWK) (in MWK) (in MWK) (in MWK)

FY 2018/2019 FY 2018/2019 FY 2018/2019 FY 2019/2020 FY 2019/2020 FY 2019/2020

1 Paladin (Africa) Ltd 5,572,108 - 5,570,751 5,572,108 - 5,572,108
2  Shayona Cement Co. 10,993,532 - 10,993,532 25,245,244 - 25,245,244
3 Terrastone Ltd 8,564,560 600,000 9,164,560 10,625,880 14,880,000 25,505,880
4  Raiply Malawi Ltd 4,795,689 - 4,795,689 5,344,227 8,750,842 14,095,069
5 Total Land Care 4,618,805 - 4,618,805 1,034,115 - 1,034,115

Total 34,544,694 600,000 35,143,337 47,821,574 23,630,842 71,452,416
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3.4 COMPLETENESS AND RELIABILITY OF DATA

Data Submission

All Government Agencies included in the reconciliation scope submitted their reporting templates. This
included TEVETA.

At the time of preparing this report, nine (9) companies out of the sixteen (16) included in the
reconciliation scope for financial year 2018/2019 did not submit their reporting templates. Out of these
nine, two (2) Oil and Gas companies have relinguished their licenses in Malawi, one (1) mining
company closed its operations in Malawi whilst another one (1) mining company has had its licence
expired in 2017 and was not renewed so in effect, it is the remaining five (5) companies in the mining
and forestry sectors that should have submitted their reporting templates. Receipts reported by
Government Agencies and relating to these extractive companies amounted to MWK 5.385 billion as
detailed in the table below:

Table 8: Reporting template not submitted by the extractive companies
Financial Year 2018/2019

Extractive

No. Company C Government Difference
ompany
1 Mota Engil Ltd - 704,298,041 (704,298,041)
2  Lafarge Cement Company Ltd - 2,379,644,609 (2,379,644,609)
3 Strabag International Limited - 269,391,665 (269,391,665)
4  Cement Products (MW) Ltd - 1,037,134,064 (1,037,134,064)
5  Nyala Mining Limited - 2,373,782 (2,373,782)
6 RAK GAS MB45 Limited - 291,923,933 (291,923,933)
7 HAMRA Qil Holdings Limited - 103,325,144 (103,325,144)
8 AKL Timber Processing - 124,956,212 (124,956,212)
9  Vizara Plantation . 471,925,651 (471,925,651)

Total = 5,384,973,101 (5,384,973,101)

Financial Year 2019/2020

At the time of preparing this report, ten (10) companies out of the sixteen (16) included in the
reconciliation scope for financial year 2019/2020 did not submit their reporting templates. Out of these
nine, two (2) Oil and Gas companies have relinguished their licenses in Malawi, two (2) mining
companies have had their licences not renewed by the Government so in effect, it is the remaining six
(6) companies in the mining and forestry sectors that should have submitted their reporting templates.
Receipts reported by Government Agencies and relating to these extractive companies amounted to

MWK 5.385 billion as detailed in the table below:

Extractive

No Company C Government Difference
ompany
1 Mota Engil Ltd = 380,868,497 (380,868,497)
2  Lafarge Cement Company Ltd - 984,766,066 (984,766,066)
3 Master Stone Breakers - 237,441,156 (237,441,156)
4  Cement Products (MW) Ltd - 2,204,760,307 (2,204,760,307)
5 Nyala Mining Limited - 980,351 (980,351)
6 llomba Granite Mining - 100,000
7  RAK GAS MB45 Limited - 148,739,066 (148,739,066)
8  HAMRA Oil Holdings Limited - 683,683,729 (683,683,729)
9  AKL Timber Processing - 166,507,602 (166,507,602)
10 Vizara Plantation 497,787,021 (497,787,021)
Total - 5,305,633,795 (5,305,533,795)

Source: MWEITI Reporting templates
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Government Agencies

All Government Agencies included in the reconciliation scope submitted reporting templates signed
by authorised officers. This included TEVETA.

Extractive companies

Five (5) extractive companies submitted reporting templates relating to the financial years 2018/2019
and 2019/2020. Out of these companies, only one (1) company (Total Landcare) did not submit its
audited financial statements for the two financial years. The revenues reported by Government
Agencies in respect of Total Lancare amounted to MWK 447.9 million during the financial year
2018/2019 and MWK 260.2 million during the financial year 2019/2020.

The status of reporting templates submitted by extractive companies is presented in Annex 3 of the
report.

Table 10: List of extractive companies that did not submit reporting templates

For the financial year 2018/2019

Lafarge Cement Company Ltd ** 2,379,644,609 (2,379,644,609)

4 Cement Products (MW) Ltd - 1,037,134,064 (1,037,134,064)

6 RAK GAS MB45 Limited 291,923,933 (291,923,933)

AKL Timber Processing 124,956,212 (124,956,212)

For the financial year 2019/2020

Lafarge Cement Company Ltd 984,766,066 (984,766,066)

4 Cement Products (MW) Ltd - 2,204,760,307 (2,204,760,307)

7 RAK GAS MB45 Limited - 148,739,066 (148,739,066)

9 AKL Timber Processing 166,507,602 (166,507,602)
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3.5 RECENT DEVELOPMENTS WITHIN THE MINING SECTOR

Progress on the formation of Mining SoE and the Mining

The Ministry of Mining has submitted a MWKS5 billion budget proposal to Treasury for consideration
during the 2022/2023 financial year, towards the formation of a new Mining Company.

Mining Regulatory Authorit

The process is still underway. As of now, consultations are still in progress with other countries where
arrangements are in place to learn from them on such issues as challenges encountered, lessons
learnt as well as any positives from these arrangements. Whilst consultations are still on going, the
drafting of the relevant Bill is also underway at the Ministry of Justice and Constitutional Affairs.

Regulations for the Mines and Minerals Act (No.8 of 2019

The new Mines and Minerals Act (No.8 of 2019) has included a provision for any holder of a large-
scale mining licence to sign a Community Development Agreement (CDA) with communities that will
be affected by its mining operations in order to assist in the development and enhance the general
welfare and the quality of life of the affected communities. CDA is a mandatory requirement for large
scale license holders and medium scale companies are expected to undertake Corporate Social
Responsibility.

The Mineral Title Regulations were split into 10 separate regulations, and were recommended by the
Mineral Resources Committee (MRC) in conformity with section 313 of the Mines and Minerals Act
(No.8 of 2019). Currently, a joint team with Ministry of Justice is working on the data cleaning and
verification of forms and schedules of the regulations for final vetting and gazetting. Tentatively, this
process is expected to be complete by March 2022. These regulations will include those on the
implementation of the newly introduced CDAs which large scale mining companies are mandated to
sign with local communities.

Sections 268 and 310 were deliberately included in the Act to enforce compliance with fiscal
transparency requirements and guideline, bearing in mind that Malawi had qualified for membership
under EITI International Standards. Section 268 ensures that mineral tenement holders comply with
submission/ publishing of fiscal payment records and information for compliance, while section 310
empowers the Registrar to keep correct information on mineral and payment records, which can be
made available for review by the public and legislature, which ultimately increases transparency.

Licencing

The Mineral Resources Committee (MRC) has endeavoured to meet once every two months as
stipulated in section 8 of the Act. However, the major delays have been due to:

1 COVID-19 restrictions on physical meetings imposed by government. The members, being
government bodies, were in compliance with these restrictions.
1 Late fulfilment of imposed conditions by applicants, and

Political instability in the country which saw a series of public demonstrations due to the
disputed May 2019 General Elections results. This in turn delayed the appointment of a Minister
responsible for Mining who is the granting authority of mineral tenements.

Alternative approaches to licensing in light of social distancing requirements are being explored to
conduct the MRC meetings, including virtual meetings.

There have been no material deviations between the legal and regulatory framework governing license
transfers and awards and actual practice. There have also not been any material differences between
statutory reporting obligations of license and extraction rights-holders and actual filings to government.
No licences were suspended due to violation of rules and laws and there have not been any changes
in licensing and contract negotiations or amendments to contracts and revisions on work schedules.
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Mining Agreements and pipeline projects

All new Mining Development Agreements (MDA) are still under negotiation. Only one MDA between
government and Paladin (Africa) Limited was signed and is a public document. MDAs between the
Government of Malawi and companies such as Mawei Mining-heavy sands project and Mwalawanga
Mining Limited are not yet finalized. On Chimwadzulu Mine, a draft agreement between the
Government of Malawi and the new licence holder, Mwalawanga Mining Limited is yet to be developed
hence no operations yet at the mine. Some MDAs will be finalised around FY2022/2023.

Paladin Energy Minerals sold its 85% shares in Paladin (Africa) Ltd to Lotus Resources Limited, while
Government of Malawi still holds 15% shares in Paladin (Africa) Limited. With the sale, licence
ownership changed from Paladin (Africa) Ltd to Lotus (Africa) Limited comprising 85% shares for Lotus
Resources Limited and 15% shares for Government of Malawi.

The pipeline projects are in advanced stages of exploration, and some projects are awaiting fulfilment
of their energy requirements to take off.

Corruption risk assessment in the mining licensing process

Corruption issues/allegations in the sector are being handled by competent authorities (ACB). The
Ministry has also put in place an integrity committee and meetings have been held including with the
ACB on its functions and on how the committee will be conducting its business.

developments including the new role of the RBM in gold marketing

There is no new regulation to govern gold purchase program except the Section 26(g) of the Reserve
Bank of Malawi Act 2018 which gives the Bank general power to purchase, sell and hold gold and
other precious minerals.

RBM started the local gold purchase program in May 2021 through the Export Development Fund. As
of 31 August, close to 20 kgs of unrefined gold had been purchased at a cost of MWK851 million. Total
export volumes and the value of solid mineral exports during FY 2018/19 and FY 2019/20 are as
follows and these include gold.

1 2018/2019 total exports: MWK718 million

I 2019/2020 total exports: MWKG97 million
In an effort to curb the smuggling of gold out of the country, customs officials from the MRA have

recently undergone a speci al training to detect mi n
only allow those with proper documentation to pass. This training was conducted by officials from the

Ministry of Mines.

Information on environmental impact of extractive activities in accordance with EITI

Requirement 6.4.

Shifts in Regulatory rules or enforcement related to environmental protection, climate mitigation, FPIC
due to COVID-19 pandemic, social reporting, Community Development Agreements

The Environment Management Bill No.23 of 2016 was passed on 7th February 2017. The Bill repeals
the Environment Management Act No.23 of 1996 (EMA). The 2017 Act entered into force in 2019.
The Act contains provisions on Environmental and Social Impact Assessment and also provides for
enforcement action that can be taken when there has been non-compliance with the law including
administrative action such as Environmental Protection Order and Closure Orders.

Environmental and Social reporting remains very low within the extractive communities despite
increased awareness regarding the need for environmental and social safeguards requirements in the
sector. With regard to environmental related issues such as CDAs, Community Engagement Plans,
Gender issues and Environmental Rehabilitation as highlighted by the Mines and Minerals Act, these
are expected to kick in when the Mines and Minerals Act enters into force.

Compliance trends to ESIA/ESMP by the extractive companies/ project compliance and reporting

The compliance trend has increased from 2018 to 2020. For example, 10 ESIAs for mining projects
were considered and approved within 2018/2019 financial year, while in 2019/2020 financial year the
number rose to 19. The companies are complying in terms of undertaking environmental and social
assessments and being granted environmental approval before commencing operations.
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However, the companies are not adhering to reporting requirements despite the fact that it is stipulated
on ESIA certificates.

The frequency of compliance monitoring by various lead agencies remains low with lead agencies
mostly undertaking monitoring on their own. This is due to inadequate availability of financial resources
within the concerned agencies and a continued culture of working in silos.

There is need to establish a coordination mechanism for the concerned regulatory MDAs. Necessary
regulations for enforcing compliance need to be promulgated. Necessary enforcement actions as
provided for under the relevant principal legislations should be applied to companies that are not
compliant. Agencies should provide for adequate resources for compliance monitoring and the building
of the requisite institutional capacities. Where necessary, companies and persons should be advised
to undertake regular environmental and social audits. Civil society and citizen involvement should also
be enhanced.

Going forward and in order to advance project reporting and monitoring, there is need for enhanced

stakeholder engagement, increased public awareness and take enforcement action for non-

compliance and publishing of information onnon-c o mpl i ance 6éName and Shamed s
developers are encouraged to comply with the law.

3.6 RECOMMENDATIONS

The following is a summary of recommendations and additional measures that can be implemented in
order to improve the EITI process in Malawi:

No. Recommendations

1 The National Secretariat should develop a Remedial Action Plan to facilitate follow up and
implementation of all MWEITI reports recommendations;

2 The National Secretariat should undertake a detailed study on project level reporting
covering the whole spectrum. The report to be produced will produce guidelines on exactly

what MRA and other players should do and recommendations on the way forward;

3 The MoM (and MRA) should establish procedures and systems to accurately collect and
report on production data from extractive companies;

The MSG should establish a mechanism to deter non compliance to data completeness

4 and quality assurance requirements including accuracy and comprehensiveness of data
included in the reporting templates by reporting entities;
6 MoM should enforce provisions on non-compliance to reporting deadlines in accordance

with Section 37 of the MMA 2018 deadlines by the reporting entities;
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7 The MoM including Department of Forestry, Ministy of Natural Resources and Forestry,
Ministry of Finance and any MDA that signs or keep such documents should faciliate
public disclosure and access to contracts/agreements;

8 The MoM and MRA should provide a detailed analysis and reconciliation of the total
extractive licences issued against the total revenues declared;
MoM and the Central Bank should expedite establishment and operationalisation of a

9 regulatory and fiscal framework to govern the operations of Artisanal and Small-Scale
Mining (ASM) sector;
Department of Forestry should ensure that the Forest Cadastre that was already
10 . : . oo
developed with Government resources, goes online and is rolled out to other districts;
11 Review and strengthen Ext Lieenoste amardingprecedues C
12 Commision the Auditor General to conduct An audit of the licencing process of the

Ministry of Mining to inform institutional reform. This process should include reporting on
the corruption risk assessment in the mining licensing process

These recommendations are detailed in Section 10 of the report.
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4. APPROACH AND METHODOLOGY

The reconciliation process relating to the EITI reporting consisted of the following steps:
i Conducting a study to determine the scope of the reconciliation exercise and to design the
reporting templates;

1 The collection of payment data from Government Agencies and Extractive Companies, which
provides the basis for the reconciliation;

i A comparison of amounts reported by Government Agencies and Extractive Companies to
determine if there are discrepancies between the two sources of data; and

i Interaction with Government Agencies and Extractive Companies to resolve the discrepancies
identified.

Considerations for Flexible Reporting

Inview ofthe Covid-1 9 pandemi ¢ and the subsequent i ssuance

guidelines for EITI Reports published in 2020 and the adoption of the same by the MSG in Malawi,
we developed a questionnaire to be completed by all reporting entities.

This questionnaire was intended to obtain information from the extractive industry in Malawi in terms
of sector developments and industry outlook considering the Covid-19 pandemic and the commodity
price/economic downturns. This report has, therefore, covered and considered data and information
from July 2018 to June 2020 and addressed issues concerning the Covid-19 pandemic and other
relevant global developments related to the extractives sector as of June 2021 or as recent as
possible. The information obtained can, therefore, inform ongoing discussions on the impact of the
pandemic and cover some important evidence based impact of EITI implementation during the
period.

4.1 Scoping

A number of aspects were considered in determining the scope of the 5" MWEITI report covering the
financial years 2018/2019 and 2019/2020 as follows:

1 materiality threshold for receipts and payments;
i taxes and revenues to be covered;

I companies and Government Agencies to be included in the report;

1 reporting templates to be used; and

9 assurances to be provided by reporting entities to ensure the credibility of the data made

available to the Independent Administrator.
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4.2 Data collection

In order to understand and document the size of the Malawi Extractive Industry, the commercial
practices, taxation systems and the payment flows as well as extractive companies and Government
Entities involved in this industry, we collected data on:

1 legislations applicable to the extractive sector;
9 the structure of the extractive sector in Malawi, its size and the main stakeholders;

1 the statistics and financial indicators of the extractive sector in terms of production and
contribution in the Malawian economy;

9 changes which occurred during the reconciliation period with regards to legislations, new
contracts or agreements that could impact the results of our work; and

9 filed and submitted reporting package as well as Covid-19 Questionnaire by Extractive
Companies and Government Agencies as requested.

4.3 Reconciliation and Investigation of Discrepancies

The process of reconciling the data and investigating discrepancies was carried out between 15t
October and 26" September 2020. In carrying out the reconciliation, we performed the following
procedures:

9 Figures reported by extractive companies were compared item-by-item to figures reported by
Government Agencies. Consequently, all discrepancies identified have been listed item by item
in relation to each Government Agency and extractive entity;

1 Where data reported by extractive companies was consistent with the data reported by
Government Agencies, the government figures were considered to be correct and no further
action was undertaken; and

1 Government Agencies and extractive companies were asked to provide supporting documents
and/or confirmation for any adjustments to the information provided on the original data collection
templates.

In cases where it was not possible to resolve discrepancies, reporting entities have been contacted
directly for additional supporting documentation evidencing the payments declared. In certain cases,
these differences remained unresolved. The results of the reconciliation exercise are presented in
Section 7 of the report.

4.4  Reliability and Credibility of Data Reported

In order to comply with Requirement No 5 of the EITI Standard (2016) which aims at guaranteeing the
credibility of the data submitted by reporting entities, the following approach in the context of the
preparation of the financial years 2018/2019 and 2019/2020 Malawi EITI report was followed:

For extractive companies

The Reporting Templates submitted by extractive companies selected in the reconciliation scope
should be:

A Signed by a person authorised to represent the extractive company. This also applies to the
guestionnaire intended to gather information in compliance with Flexible Reporting
Guidelines;

A accompanied by the audited financial statements of the extractive company for the financial year

~2018/2019 and 2019/2020; and

A certified by a registered external auditor that the data reported in the Reporting Templates are in
accordance with instructions issued by the MWEITI MSG, are accurate and comprehensive and
are in agreement with the accounts for the financial years 2018/2019 and 2019/2020.
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For Government Entities
Reporting Templates submitted by Government Entities included in the reconciliation scope must be:

A Signed by a person authorised to represent the Government Entities. This also applies to the
questionnaire intended to gather information in compliance with Flexible Reporting
Guidelines; and

A accompanied by detailed receipts of the payments reported; and

A certified by the Auditor General as a confirmation that the transactions reported in the Reporting
Templates are in accordance with instructions issued by the MWEITI MSG, are accurate and
comprehensive and are in agreement with the accounts of government for the financial years
2018/2019 and 2019/2020.

In order to make any changes to the information provided on the original data collection templates,
supporting documents and/or confirmation from reporting entities were requested in order to make these
available to the IA.

4.5 Accounting Records

In accordance with Requirement 4.7 of the EITI Standard, data has been reported by company, by
payment flow and by Government Agencies. Reporting entities were requested to provide relevant
details along with the reporting templates for each payment flow, as well as contextual information.

The reconciliation has been carried out on a cash basis. Accordingly, payments made prior to 1st July,
2018 have been excluded. The same applies to payments made after 30 June 2020.

iThe reporting entoirdportersthewareney of mpayment foeal payments made in
foreign currency. However, the reporting currency is Malawi Kwacha, as such, all foreign payments have
been converted to MWK at the actual rate used by the Government Agency to record the amount
received. 0

4.5.1 Accounting Records

Extractive companies normally prepare their accounting records on the accrual basis, i.e. the tax
expense is recognised at the time it is due rather than the time when it is paid. However, only the
amounts actually paid during the financial years 2018/2019 and 2019/2020 would have to be
declared in the Reporting Templates.

4.5.2 Government agencies

In respect of Government Agencies, care has been taken to ensure that amounts shown on the

fiPayment/ Receipt Report o i n dihancileyeas |2D18/201® caad pt s

2019/2020, irrespective of whether the receipt
amounts due in previous or subsequent fiscal years.
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5. CONTEXTUAL INFORMATION ON THE EXTRACTIVE INDUSTRY
5.1 Extractive Sector in Malawi

i Mal awi is one of Southern Africabs most dendsely

million. It is landlocked sharing borders with Mozambique, Zambia and Tanzania, covering an area of
118,484 square kilometers. The economy is agro-based with approximately 82.57%* of the people
living in rural areas. The majority of the population engages in smallholder, rain fed agriculture
production which dominates food production.

The extractive industries in Malawi were dominated by mining especially in artisanal and small-scale
rock aggregate and limestone quarrying, coal mining and gemstone prospecting and mining in all the
three regions of the country for a long time from independence in 1964 until 1981, when the Mines and
Minerals Act had been published. The mining sector arguably has the most viable potential in the
Malawi economy, especially uranium which boasts about substantial proven reserves. In addition,
advanced exploration projects in rare earth elements, graphite, rutile and heavy mineral sands have
produced positive results showing significant quantities of probable reserves.

In order to make the mining sector one of the significant contributors to the economy, Government
continues to improve the investment climate including creating and sustaining a stable regulatory
framework that provides for the transparent and equitable treatment of investors; and providing a
secure, competitive and fair mining fiscal regime. Following the assenting of the Mines and Minerals
Act by the president on 25" January, 2019; the new Act was gazetted and the Minister responsible for
mining declared that the Mines and Minerals Act be in force from 1st September 2019 through a
Notice of Commencement published in the Government Gazette. The review process for the mining
legislation was collective and involved inputs and analyses from a broad spectrum of mineral sector
stakeholders across the country with a view of ensuring that it veritably reflects authentic hopes and
aspirations of all Malawians and investors. Currently, what is remaining is the finalisation of the Mineral
Title Regulations together with the Mine Safety and Health regulations to make the management and
monitoring of mineral sector activities complete.

During the 2019/20 financial year, access to updated geo-scientific information and mineral rights
licensing and management in the mining sector has been greatly improved due to progressive
updating of the geo-data management platform at Geological Survey Department and the computer-
based Mining Cadastre System at the Department of Mines. The systems have promoted transparent,
effective and efficient processing and management of data sets for investors, both local and foreign,
interested in the mineral sector. The Computerbased cadastral system has been in operation since
2017 and has improved the aspects of transparency and effective management and administration of
mineral rights in the country.

In terms of growth, the mining sector experienced a steady growth trajectory of over 1.3% in the
financial year 2019/20 in lime and rock aggregate quarrying due to increased construction projects in
the country. Mineral exploration also increased in most cases as a result of continued demand by the
mineral consuming industries, and the export market. However, the advent of COVID-19 in the world,
including Malawi, has taken a toll on the progress of the exploration works by companies on the
ground as travel restrictions and social distancing measures were being enforced to avoid further
spread of the Coronavirus. The contribution of mining and quarrying sector to GDP remains low at
0.8% in 2019, more so as a result of Kayelekera Uranium Mine (KUM) remaining under care and
maintenance due to persistently low global prices of Uranium. The sectors covered by this report are:

1 Mining and quarrying;

1 Oil and Gas exploration;

1 Forestry; and

I Transport.
It is estimated that with increased mmrbpdtiengd GDP
has the potential to grow to 20% by 2023. However, this is difficult to attain in the current situation with
the largest mining project at Kayelekera still being under care and maintenance due to low global
uranium prices. The expected new large mining projects namely; Kanyika Niobium in Mzimba and
Songwe Rare Earth Project by Mkango Resources Limited are likely to delay their commissioning
dates due to the impact of the Covid-19 pandemic.

4World Bank collection of development indicastors, compiled from officially recognised sources
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5.2 Legal Framework and Context of the Mining and Quarrying Sector

5.2.1 General Context of Mining and Quarrying Sector
Malawi has several large mineral deposits with economic potential, such as:

Phosphates (apatite) at Tundulu in Phalombe;

Bauxite and Rare Earths on Mulanje Mountain;

Kaolinitic clays at Linthipe and Senzani in Dedza and Ntcheu respectively;

Coal in Rumphi, Chitipa, Karonga, Nsanje and Chikwawa;

Kyanite in Ntcheu;

Limestones in several districts of the country;

Rare Earths (including Strontianite and Monazite) in Balaka and Phalombe;

Graphite in Salima and Lilongwe;

Sulphides (Pyrite and Pyrrhotite) in Lilongwe and Dowa;

Iron ore in Blantyre; and

Titanium minerals in Salima and Nsanje; and Vermiculite in Mwanza.

The growth estimate for the sector in 2018 was 2.1 percent. Although Mchenga Coal Mine was closed
down in late 2018, the company was mining at a smaller site to maintain production. In 2019, growth in
the sector was 4 percent and projected to reach 3 percent in 2020 against an initial projection of 5
percent. Growth in the sector was expected to be driven by major exploration works that are currently in
progress at Malingunde in Lilongwe among others and increased revenue from Kasikizi Coal Mine and
the limestone mine in Mangochi. However, there was a downward revision to the growth rate, a reflection
of the devastating effects of the COVID-19 pandemic which is expected to disrupt work in the sector and
also derail construction works which happen to be a major source of demand for the mining and quarrying
sector. In 2021, the sector is projected to grow by 3.1 percent.

T T 3> D D> D D > D D >

The Department of Mines put in place a number of interventions to boost growth in the sector. Firstly, the
anticipation of the endorsement of the Revised Mines and Minerals Act in 2018 and the adoption of a
Computerised Licencing Management System would encourage transparency and attract more investors.
As a result of these two interventions, the sector witnessed an increase in applications for Coal
Exploration Licences, which was expected to translate into more production of coal in the coming years.

Uranium

In 2009, the first modern and relatively major mining operation for uranium was officially opened at
Kayelekera in Karonga district in the northern part of the country. The mine operated by Paladin (Africa)
Ltd is considered to be the biggest miningpr oj ect i n Mal awi 6s history with
tons of uranium per year. This mine put Malawi on the world map as a mining country and considerably
increased the contribution of the sector to GDP from 1% to 10% at its peak production period. Kayelekera
Uranium Mine continued to be under care and maintenance during the financial year under review, as a
result of the continued shutdown of Japanese reactors following the Fukushima nuclear reactors accident,
which has been causing the uranium prices at world market to fall far below $40/lb. There was no
uranium production at the Mine during the financial years 2018/19 and 2019/2020. Almost all the work at
the mine centred on environmental management, care and maintenance of the plant and machinery.

In order for the Kayelekera Mine to resume production, the world market price for uranium should be
within the range of USD70 - USD75 per pound. In the past month, the spot price for uranium has risen
from US$24/Ibs. to US$34/Ibs. While some of this may be driven by Covid-19 related supply disruptions,
the increase in prices has renewed interest in the uranium sector. On the same note, Haywood Securities
reported that about 56 new nuclear reactors are under construction with China, India and Russia leading;
and about 450 nuclear reactors are operational with about 111 planned and about 300 reactors proposed
worldwide. There are, however, some good prospects that the price for uranium may pick up in the near
future due to supply and demand fundamentals that point to a need for significant additional supply to
meet global demand. On the other hand, ASX-listed Lotus Resources Limited; who purchased a
controlling interest in Kayelekera Uranium Mine from Paladin Energy; are optimistic of re-starting the
operations at the mine in Karonga. Lotus Resources is currently conducting investigations into all aspects
of the operation. Resumption of mine operations will happen upon completion of a detailed review of
mining, processing, engineering and overall site management with the main aims of increasing the
resource base hence increasing mine life, and reduction of operating costs. Considering everything
constant, coupled with some global increase in demand for uranium may propel Kayelekera Uranium
Mine to recommence production in the near future.
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Lime

Limestone was used as feed stock for the production of lime and manufacture of cement, tobacco
estates, poultry and paint industries for local market. Recently, the country has started to export lime
products to Mozambique.

Rock Aggregate

The production of rock aggregates increased in 2017/18 as compared to the previous financial year due
to a considerable increase of economic activities in the country which included construction and
rehabilitation of roads and a number of infrastructure development activities. In 2018, there were
prospects that the production would increase further as the economy continued stabilizing. Similarly, to
the previous year, there were more than 20 operating quarries for production of rock aggregate both at
the commercial and project level.

The production of rock aggregates increased in 2018 as compared to 2017. It also increased in 2019 as
compared to 2018 due to a considerable increase in economic activity in the country, which included
Government projects involving the rehabilitation of roads, agricultural irrigation schemes, construction of
secondary schools and technical colleges, among other infrastructure development activities. In 2019 and
2020, there were prospects that the production would increase further as t h e
continued to stabilise. There were more than 20 rock aggregate quarries in operation and producing rock
aggregate in the country both for commercial and Government project purposes and a number of
companies had recently obtained both exploration licences and mining licences for the same. This was

countryos

likely to contribute to the projected increase in rock aggregate production in the coming year.

Mineral deposits

The location of the main mineral deposits in Malawi can be summarised as follows:

Table 11: Known mineral deposits, reserves and grade

Deposit

Bauxite

Uranium

Monazite/ Strontianite
Graphite

Rutile

Limestone

Titanium bearing Heavy
Mineral Sands

Vermiculite
Coal

Phosphate
Pyrite

Glass Sands
Dimension Stone

Gemstones

Location

Mulanje
Kayelekera
Kangankhunde

Katengeza-Dowa
Kasiya - Lilongwe
Malowa Hill-Bwanje
Chenkumbi-Balaka;
Chikoa-Livwezi-Kasungu

NKhotakota-Salima
Chipoka

Mangochi

Halala (Lake Chilwa)
Feremu-Mwanza
Mwabvi-Nsanje
Ngana-Karonga
Mchenga

Tundulu-Phalombe
Chisepo-Dowa
Malingunde-Lilongwe
Mchinji Dambos

Chitipa, Mzimba,
Mangochi, Mchinji,Chitipa

Mzimba, Nsanje, Chitipa,

Chikwawa, Rumphi, Ntcheu

Financial Years 2018/2019 and 2019/2020

Delianation Reserves

(Million tonnes/ grade)
28.8/43.9% AlI203

12,5/0.15% Ur308

11/ 8% Strontianite and 60% REO

8.0/75.6gm per m3
1.32% rutile
15/4% CaO, 1.2% MgO

10/46.1% CaO, 3.5% MgO Titanium
bearing Heavy
700/5.6% HMS

680/6.0% HMS

15/6.0% HMS

2.5/4.9% (Med+Fine)
4.7/30% ash

15/21.2% ash

5/17% Ash, 0.5% Sulphur and
calorific value of 6,800kcal/kg
2.017% P205

34/8% S

10/12% S

1.6/97% SiO2

Blue, Black, Green, and Pink
Granite
Numerous pegmatites and volcanic

Source: Geological Surveys Bulletins and Private Companies Mineral Exploration Reports
Source: Annual Economic Report 2019 and 202
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5.2.2 Context of the Artisanal and Small-Scale Mining Sector in Malawi

Artisanal and Small-Scale Mining (ASM) in Malawi is generally carried out through labour intensive
methods for limestone for lime production, clay for pottery, gemstones and gold. Small Scale Mining is
facilitated by Mineral Permits, Small Scale Mining Licences and Reserved Mineral Licences.

ASM is an important sub-sector in Malawi. Its continued growth led the Malawi Government to draft an
ASM policy. ASMOs i mpgantex lesirtits contibutionhitceliveNhadd and its significant
negative impact to the environment. Roughly 40,000 Malawians, 10% of whom were women, were
engaged in artisanal mining in Malawi as of 20025, that number having grown since then. Most artisanal
miners are informal and it is difficult to obtain statistics on both their production and sales.

Gold

Gold resources of Malawi remain unexplored. Informal alluvial gold panning activities in the Makanijira
area in the lakeshore district of Mangochi was reported to the Department of Mines in August 2017. Gold
mining operations included several rivers such as Unga, Lugalo, Lukoloma and Thilasi. Recently there
have been several reports of informal gold mining along Dwangwa and Nathenje rivers in Kasungu and
Lilongwe respectively. This is raising fears of environmental degradation and pollution. No survey has
been conducted so far to give any indication if the deposits or the informal activities would potentially yield

any significant contribution to Malawi 6 s economy. However, civil soci

government to formalize the gold mining activities, citing the loss of revenue due to smuggling of gold
and other minerals by foreign buyers.

Gemstones

Gemstones in Malawi are best mined by small scale miners, but marketing of gemstones requires use of
sophisticated marketing techniques. Currently, Malawi is fighting to establish gemstone marketing centres
to ease the problem of lack of market access encountered by most of the artisanal and small-scale
miners.

In the 2018/19 financial year, recorded data indicated considerable increase for gemstone production
from around 2,000 tonnes in 2017 to 2,240 tonnes in 2018. In the 2019/20 financial year, recorded data
indicate considerable increase for gemstone production from around 700 tonnes in 2019 to 750 tonnes in
2020.

This may have been caused by the steadily increasing demand for gemstones both locally and
internationally. However, the production figures might be much more than the declared figures as there
are sometimes smugglers camouflaging as innocent and yet clandestine middlemen in the gemstone sub-
sector who do not declare at all what they get from the small-scale miners. Similarly, neither do the small-
scale miners bother to declare their production figures for fear of being investigated by Government
regulators on the whereabouts of their illegal gemstone buyers.

Government is working very hard to curb illegal gemstone mining and selling through intensive
sensitization campaigns and systematic formalization of the small-scale subsector. In the same vein,
Government is looking into ways of establishing a well organised and coordinated gemstone market and
other precious metals found locally. This will ensure maximisation of revenue lost due to smuggling and
under declaration.

s Source: AER 2018
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Contextual Framework for Small Scale Mining Enterprise (SSME) in Mining

Context

What needs to be done

An overview of SSME in Mining

Historical perspective
Geological setting

Socio-Economic Impacts

Employment provision

Mineral production trends

Revenue Collections

Mineral Marketing and formation of corporations or
Funds

Organization of SSMEs

Equipment Purchase and use
Mineral Processing
Establishment of small-scale mining support schemes

Environmental Impacts

Institute Research studies in pollution
Assess impact of land degradation
Environmental and Social Impact Assessments

Land Use Disputes

Conflict Resolution

Policy direction on land acquisition

Effect communication between government bodies,
communities and small-scale miners

Regulatory Frameworks

Institutionalise and regulate

Classification and registration criteria

Institute general mining laws, mining enactments and
regulations

Provide relevant codes of practice for SME in mining
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To improve Future Status of SSMEs in Mining in_Malawi, the following should be done by
Government:

Define a framework to guide cooperation between ASM and medium-large scale enterprises;

Operationalise the legal and policy framework on ASM;

Impart the technical skills;

Support research and development in the ASM sector;

Provide funding to conduct the necessary exploration and studies to establish viability of mining

project;

Enforce Environmental management containment in SME in mining;

Source marketing and selling platforms;

Employ district based technical field officers, to support formalised miners on technical,

environmental and safety issues;

9. Creation of revolving fund for exploration and capitalization;

10. SME requires clear definition, incubation, special treatment and support, which should be reflected
in legislation different from large enterprises including on issues such as CSR; and

11. Enforce monitoring and holding of annual performance reviews.

agrwNE

© N

5.2.3 Production

Based on the 2018 Annual Economic Report, the production of key minerals can be presented as
noted below.

Table 12: Mineral productions and monetary values

2018 2019 2020
(Actual) (Actual) (Estimation)
Quantity Value Quantity Value Quantity Value
(tonnes) (K6 mi | (tonnes) (K6 mi | (tonnes) (K6 mi l
49,753 733.49 33,100.69 488.00 36,410.76 536.80
231,550 14,317 243,075 150.3 218,767.5 135.26
Agricultural and 48,015 627.01 92,892.8 1,213.09 94,821.8 1,238.23
Hydrated Lime
Other
Rock Phosphate 1,594 28.16 1,453.0 20.98 1,730.38 30.56
Rock aggregate 2,679,321 4,455.1 15,729,207 26,154.52 17,302,127.3 28,769.98
Gemstones 2,240 350.07 716.39 295.87 752.21 310.66
Iron Ore 2,562.51 6.47 1,008.67 2.55 1,109.54 2.80

Source: Department of Mines
Source: Annual Economic Reports 2019 and 2020
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Coal

The position in the financial year 2018/2019

Coal production increased from 45,230 tonnes produced in 2017 to 49,753 tonnes in 2018 due to the
opening of Kasikizi Coal Mine in Karonga in 2018 and increased production at several other medium
scale coal mines in the Northern Region of Malawi. Most of the coal produced in 2018 was from Mchenga
and Kaziwiziwi coal mines as was the case in 2017. However, the increased production in 2018 was still
less than the 2016 coal production in the country due to continued competition from coal imports from
Moatize in Mozambique.

The position in the financial year 2019/2020

Coal production increased from 33,100 tonnes produced in 2019 to 36,410 tonnes in 2020 due to, among
other factors, the optimisation exercise at Kasikizi Coal Mine in Karonga in 2018 and increased
production at several other medium scale coal mines in the northern region of Malawi. This was driven by
the need for heat in tobacco curing and production processes at the Salima Sugar Company. However,
the total production in 2019 was still less than the total uptake of coal in the country due to continued coal
imports from Moatize in Mozambique.

Rock aggregate, Gemstones, Agriculture lime, Dimension stone have been increasing in value. In 2018,
Iron ore was evaluated at MK6.47 million, but in 2019 and 2020, the value went down to MK2.55 million
and MK2.80, respectively.

5.2.4 Main Exploration and Prospecting activities

A number of both international and local companies continue to be actively engaged in mineral
exploration and mine development for various minerals. The minerals that are being sought after include
rare earth minerals, niobium, uranium, zircon, tantalite, limestone and heavy mineral sands. During the
financial years 2018/2019 and 2019/2020, a number of mineral exploration concessionaires continued to
actively explore different minerals in various parts of the country. The minerals explored included rare
earth minerals; platinum group metals (PGMs), coal, heavy mineral sands, base metals and bauxite.
Generally, the year 2018 experienced a slight increase in exploration activities compared to 2017
whereas the year 2019 experienced a slight increase in exploration activities compared to 2018. The
major projects in the pipeline include Kanyika multi-commodity project in Mzimba, the anticipated cement
production by Bwanje Cement Company in Ntcheu, Tengani Heavy Mineral Sands Project in Nsanje,
Mkango Resources Rare Earth Elements Project in Phalombe, Mawei Mining Limited Heavy Mineral
Sands Project in Mangochi and McCourt Mining Pty Limited (Sovereign Services Limited) Graphite
Project in Malingunde, Lilongwe and and Rutile Project in Kasiya area of Lilongwe district.

Table 13: Potential mining projects in Malawi during the financial years 2018/2019 and

2019/2020
Minerals to be . Country of
Company Mined Site Origin Status

o . : Mining
Gl_o_be Metals & !\lloblum, Uranium, Kar_1y|ka, Australia Agreement

Mining Zircon and Tantalite ~Mzimba A
Negotiations
Bankable
Mkango Resources Rare Earth = Songwe, Canada Limited
Limited Elements Phalombe Feasibility Study
Completed
The Bwanje Cement Bankable

Project (Bwanje Limestone Bwanje Ntheu Malawi

Cement Company Feasibility Study

Tengani Titanium Heavy mineral Tenaani. Nsanie Malawi Bankable
Minerals Ltd sands gani, ! Feasibility Study

About to start
China construction and

development
Malingunde, Bankable

Lilongwe FreiEla Feasibility Study

Heavy mineral Makanjira,

Mawei Mining Limited sands Mangochi

McCourt Mining Pty
Limited

Graphite

Source: Geological Surveys Bulletins and Private Companies Mineral Exploration Reports
Source: Annual Economic Report 2019 and 2020
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5.2.5 Institutional Framework

The main stakeholders in the mining sector are:

a) Department of Mines at the Ministry of Mining is the Government Entity responsible for the
administration of the minerals sector, including granting mining licences. It has statutory
oversight of the Mining Sector as follows:

1  preparation of the Mines and Minerals Act, and the Petroleum (Exploration and

Production) Act;

ensuring technical assistance in setting up mining operations;

researching into the benefits of various minerals;

providing technical support and assistance to the minerals sector;

promote the mineral resources of Malawi;

granting prospecting and mining licences, permits and licences for explosives and licences

to blaster;

providing statistical information on mineral production;

conduct bench and pilot scale tests on individual or industrial suitability of the different

Malawian minerals;

inspection of mines and magazines; and

generate and execute mineral development projects.

=a =4 -4 a9
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b) The Ministry of Mining:

This Ministry is responsible for:

1  ensuring good management of the natural resources;

1  promoting development, implementation and compliance of natural resources, energy and
environment policies, programmes, legislation and other related instruments;

1 realising capacity building in environmental education, public awareness and participation
in sound natural resources, energy and environmental management practices;

1  ensuring participatory development and implementation of natural resources, energy and
environmental management planning and monitoring tools;

1 providing efficient and responsive weather and climatic services including provision of
information on climate changes that meet national and international obligations and
contribute to Mal awi 6s soci al economic develop

T transforming the countryés energy economy fron
to one with a high modern energy component in the energy mix.

c) Malawi Revenue Authority (MRA): it is a Government agency under MoF. It is responsible for
assessment, collection and accounting of tax revenues.
d) Ministry of Finance (MoF): This Ministry is mandated to formulate economic and fiscal

policies and manage financial and material resources of the Government of Malawi in order to
realise balanced and sustainable economic growth and to reduce poverty.

e) The Geological Survey Department (GSD)

The Geological Survey Department (GSD) falls within the Ministry of Mining and is the

Government Agency responsible for:

A geological mapping of the whole country;

A preliminary exploration and evaluation of mineral resources;

A update and keep custody of all geological and mineral resource data of the country. This
data is either public domain or proprietary and almost freely available to the general public
except for the cost of reproduction;

A conduct research in the |l ocalurcesiti |l i sation of M

A provide consultancy services to the private sector at a nominal fee covering such areas as
geological mapping, mineral exploration and drilling and analytical laboratory services; and

A archive prospection reports submitted by private companies. This information is, however,
confidential for as long as the private company still holds a prospecting licence over the
reported area.
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5.2.6 (a) Legislation into force during the financial year 2018/2019 and
2019/2020

The minerals sector is regulated by the Mines and Minerals Act (1981). This Act provides for the
licensing and regulation of private operators. The Mines and Minerals Policy of Malawi was approved in
Mar ch 2013 t o out | i negpectatibns witB oregards nton ¢ha tcdntsibutions of all
stakeholders in the sustainabl e devel opment of Mal Areview of thenMimes and |
Minerals Act of 1981 was carried out and the revised Mines and Minerals Act was assented to by the
President and gazzetted in 2019.

The Ministry of Mining also drafted an Artisanal and Small-Scale Mining Policy which was approved by
the Office of the President and Cabinet and is now operational. The ASM policy has been developed to
stimulate and guide ASM operations by administering, regulating and facilitating the growth of the sub-
sector through a well-organised and efficient institutional framework. The Policy will further promote
orderly and environmentally friendly artisanal and small-scale mining.

We set out below the list of regulations in the Mines and Minerals Act (1981)¢:

Table 14: List of regulations in the Mines and Minerals Act (1981)
Regulations Description

Limitation of claim area, shape of claim area, possession process of claim,
mode of application and renewal application and priority, registration, posting
of claim number, suspension of work, in the case of ground in excess, taking
forcible possession of a claim, obligations on abandonment, transfer of whole
or share of claim and miscellaneous provisions regarding transfers,
amalgamation of claims, survey necessities and registration, notification of
grant process, non-resident holder of claim obligations, accounts to be kept
by the holder, returns to be furnished, titles to be produced, fees and rent

Mines and Minerals (Claims)
Regulations

Mines and Minerals (Disputes) Dispute procedures, powers and responsibilities of the Commissioner for

Regulations Mines and Minerals, fees

Mines and Minerals (Mineral Shape of land area, dimensions of Mineral rights, demarcation of mining
Rights) Regulations areas, application for approval of transfers, fees and annual charges

Mines and Minerals Fees for granting of permits for export minerals, issuing minerals permits and
(Miscellaneous Fees) reserved mineral licences

Regulations

Mines and Minerals (Non- Application process for licences and their renewals, information requirement,

Exclusive Prospecting Licence) restrictions, duties of licence holders, transferability of licences, types of
Regulations licences and fees

Mineral Permits (Prescribed These Regulations provide for a list of specific minerals that are prescribed
Minerals) Regulations

Mines and Minerals (Prescribed List of prescribed operations and manner of carrying out these operations
Operations) Regulations

The Regulations defines the public purposes of section 103 of the Act when it
is necessary or expedient in the interests of defence, public safety, public
order, public health, town and country planning, or the development or
utilization of any property fothe public benefit.

Mines and Minerals (Public
Purposes) (Prescription)
Regulations

6 Most of these regulations are available online on the following link : https://mininginmalawi.com/key -
documents/

EMJ Advisory [Page 32

es



5" MWEITI Report
covering the financial years 2018/2019 and 2019/2020

Regulations Description

Mines and Minerals (Reserved
Minerals) Regulations
List of minerals reserved

Application process for Reserved Minerals Licence, records obligations

Mines and Minerals (Reserved of licensees and their rights of appeal, duration and termination of
Minerals Licence) Regulations licences and consequences of termination, export of reserved minerals
guidelines

Application of mining regulations, demand processes and methods of
calculation, returns and obligations by licensees, interpretation and royalty
rates

Mines and Minerals (Royalties)
Regulations

Interpretation of the safety regulations, their citations and applications,
. . offences, and penalties. The regulations also cover: Health, Safety and
Mining (Safety) Regulations Accidents, Surface and Underground Operations in general and in detail,
Hauling and Hoisting

5.2.6 (b) Ongoing Reforms

A number of reforms are being undertaken in the mining sector most notably:
i. Review and reform of the Mining Legislation:

o review of the Mines and Minerals Act of 1981: The Revised Mines and Minerals Act was
assented to by the President and gazzetted in 2019 and the new Mines and Minerals Act is
now in force since 1st September, 2019.

drafting of the Regulations to the Mines and Minerals Act (No.8 of 2019) which are currently
underway; and

0 drafting of a standard Mining Development Agreement: Mining companies wishing for a
mining agreement with the Government of Malawi will be presented with a standard Mining
Agreement, where the fiscal and environmental terms will be imposed, but the technical
terms may be negotiated.

ii. Modernising the Minerals Licensing processes through the development of a computerised
mining cadastre system: The Ministry of Mining is implementing a computerised mining cadastre
system for the management of all mineral rights. Amongst other things, the system is
strengthening investorsd property rights and sec
the mineral licensing process. The system will thus be maintaining a database of all concession
areas with their ownership status, time validity, geographical position of the mineral concession
areas, fees and dues paid, and other relevant information.

iii. Drafting of the Artisanal and Small-Scale Mining Policy: An Artisanal and Small-Scale Mining
Policy was drafted and was already approved by the cabinet. This Policy has been developed to
stimulate and guide ASM activities by administering, regulating and facilitating the growth of the
sub-sector through a well-organised and efficient institutional framework and intensifying
provision of technical extension services to the artisanal and small-scale miners
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5.2.6 (b)

Vi.

Vil.

viii.

Ongoing Reforms

Strengthening Minerals Operations Supervision: The Department of Mines is developing
standard procedures for mining inspections and supervision to ensure that all mining
inspectors look for the same aspects at any mining operation. The exercise would involve:

0 collecting data on occupational health, safety and environment;

o] developing an inventory of all industrial explosives;

0 monitoring compliance to safety standards of explosives magazines;

0 checking mine operatorsd compliance to
well as mines plans;

o] collecting environmental samples (water samples from mining sites) for further
scientific analyses; and

0 ensuring that radiation safety is being adhered to from the mine up to the processing
plant.

Reform of the Minerals Royalty and Tax Regime: The Mining fiscal regime was reviewed to
ensure a coherent, standardised and globally competitive fiscal regime through the design and
implementation of suitable royalty and tax regulations;

Building Mineral Revenue Transparency through the creation of a Multi-Stakeholder Group
(MSG) and being a member of the Extractive Industries Transparency Initiative (EITI);

Building Capacity for Tertiary Education in Mining to increase the supply of Malawians
qualified in mining-related disciplines;

The new Mines and Minerals Act has included a provision for any holder of a large-scale
mining licence to sign a Community Development Agreement (CDA) with communities that will
be affected by its mining operations in order to assist in the development and enhance the
general welfare and the quality of life of the affected communities. CDA is a mandatory
requirement for large scale license holders and medium scale companies are expected to
undertake Corporate Social Responsibility. Currently the Ministry of Mining is finalising drafting
of the regulations for the Mines and Minerals Act (No.8 of 2019). These regulations will include
those on the implementation of the newly introduced CDAs which large scale mining
companies are manadated to sign with local communities;

Generate modern geoscience data and setting up of a modern electronic based geodata
management centre at the Geological Survey Department (GSD) which is responsible for
acquiring, compiling, managing, publishing and disseminating geoscience databases and
information concerning the geology and mineral resources of Malawi; and

Proposed amendment to the Act for the formation of Malawi Mining Regulatory Authority
(MMA) as a regulatory body to oversee mining activities taking place in the country.
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5.2.7 Fiscal Regime

The fiscal regime specific for mining companies is set out in the Taxation Act (2006) as well as the
Mines and Minerals Act.(1981). The main taxes paid by a mining company are: Income tax, Dividends
Tax, Royalties and Fees.

No. Payment Description

Collected from income earned by individuals between three income tax brackets:0% for
PAYE) the first K360,000, 15% for next K60,000, then 30% for amounts between K420,001-
(PAYE) K35,999,999 and 35% for 36,000,000 and above per annum.

The rate of tax on taxable income from a mining project shall be 30% for companies

. incorporated in Malawi in accordance with paragraph (d) of the Eleventh Schedule of the
2 Corporate Income Tax Taxation Act (2006).

The rate is 35% for companies not incorporated in Malawi.

Pay As You Earn

Applicable to companies only when their adjusted assessable income exceeds their
adjusted deductions of the year (including excess deductions uplifted and carried forward)

3 Resource Rent Tax 8 in which case a resource rent tax of 15% applies to the after-tax profit. Both DAs exempt
Paladin Africa Ltd and Nyala Mines Ltd from Resource Rent Tax. The rates were
applicable in the financial years 2018/2019 and 2019/2010.

Deducted from payments (not any just payments) specified in the 14th Schedule to the
Taxation Act made from one person to another person, withheld before the payment is

4 Withholding Tax ° made. The nature of the payment determines the rate of tax withheld. For example, 20%
of payment value is charged on royalties and 15% for rents. The rates were applicable in
the financial years 2018/2019 and 2019/2010.

Fringe benefits provided by an employer (Government not included) are subject to tax,
payable by the employer at 30%, the current rate specified in the Eleventh Schedule. The
Annual taxable income threshold for an employee with fringe benefits is MKW 60,000. The
rates were applicable in the financial years 2018/2019 and 2019/2010.

An indirect tax imposed on goods and service at a standard rate of 16.5%. Domestic VAT
is applied to those goods and services produced domestically and Import VAT is applied
to imported goods and services.

The VAT Act had been amended in 2016 and the standard 16.5% rate has been
introduced on the following products:

Tap (piped) water produced by water boards;

Ordinary bread;

Newspapers, periodicals, journals and magazines;

Laundry Soap; and

Milk but infant milk is exempted. DAs exempt Paladin Africa and Nyala Mines from VAT."

"An International trade tax applicable to imported goods. 10%-15% for products classified
as raw materials, 15% for intermediate products, and 20-30 % for finished or final goods
i.e where there is a certificate of origin (20%) and where there is no Certificate of origin
(30%). With an exception of equipment with multipurpose use, all agricultural equipment is
duty-free.

Both DAs exempt Paladin Africa Ltd and Nyala Mines Ltd from import duties."

10% of any dividend distributed, payable within 14 days from distribution date to the
Commissioner'!

15% tax is applicable to any income payable arising from a source within Malawi and
which is not attributed to a permanent establishment in Malawi.

5 Fringe Benefits Tax ¥©

6 Value Added Tax

7 Customs and Excise Tax

8 Dividend Tax

9 Non-Residents Tax *2

Payable when an eligible tax payer does not observe the tax regulation or procedure
10 Penalties applicable to them. These penalties are charged using different rates based on the tax

type. Refer to Sections 112 and 113 of the Taxation Act.

Rates specified in the regulations are:

- 10% on exports of rough uncut precious and semi-precious stones and 5% on any other
state (Precious metals, radioactive minerals); and

- 7% on exports of unprocessed industrial minerals.

11 Royalty ¥

7 Section 66, Taxation Act 2006.

8 Eleventh Schedule, Taxation Act 2006.

9 Section 102A and Fourteenth Schedule, Taxation Act 2006.

10 section 94A and 94B, Taxation Act 2006.

11 section 70A, Taxation Act 2006.

12 gection 76A, Taxation Act 2006.

13 section 84E, Taxation Act 2006.

14 Regulation 51 Mines and Minerals (Royalty) Regulations, Mines and Minerals Act.
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No. Payment

12 Application fee / Licence fees®
13 Dividends
14 Annual charge / Ground rent

15 Concession fees

Description
Development Agreement may provide agreed rates for royalties.

An application for a licence shall be accompanied by an application fee. Exploration
licence Renewal of the licence, exploration licence.

A portion the profits
government.

of realised from

The annual charge is a surface rental that should be paid by the petroleum company per
square kilometre of the area remaining. The amount of the surface rental is stated in the
Mines and Mineral Regulations.

Annual fees of 4% of gross turnover of the concessionaire on product transportation by rail
over the concessionaire's railway section. The payments are collected by PPPC.

5.2.8 Types of Mining Licenses

A number of mining rights can be granted under the Minerals and Mining Act in Malawi. An application
should be submitted in written form along with the prescribed fee, to the Minister through the

Commissioner.

Licence Description

Granted when the area is not already a prospecting, Mining, or Claim Area.
The holder is given exclusive rights to carry out reconnaissance operations
in that area using the techniques authorised to him. The area shall not
exceed 100 Km2. The application should include a plan of the area, identify
the minerals sought, and the financial and technical resources available.
Granted when the area is not already a Mining or Claim area and is not
already subject to a reconnaissance licence. The holder is given exclusive
rights to carry out prospecting operations. The application should include a
plan of the Area, identify the Minerals sought, and the financial and
technical resources available. The application should also be accompanied
by a statement of planned Ma |l a wi citizensbo
proposal.

The holder of an EPL can also apply for this within 2 months of his
notification of the Minister of any minerals discovered and only for the land
subject to the EPL. The holder has exclusive rights to carry out both
prospecting and mining operations.

Gives authorisation to the holder to enter and prospect/carry out
prospecting operations in a district or part of a district as specified in the
licence. The area must not already be a reconnaissance area, a
prospecting area, or a mining area.

Reconnaissance
Licence 16

Exclusive
Prospecting
Licence (EPL)Y

Mining Licence
(ML) 18

Non-exclusive
Prospecting
Licence (NEPL)
19

A NEPL holder can apply for a claim. A Claim gives the holder exclusive
rights to enter a claim area to prospect, mine, remove from and dispose of
minerals identified from that Claim.

Mining Claim
Licence %

Allows the holder to enter any public or customary land and mine. Forest
Reserves, National Parks, Game Reserves, any protected Monuments or
Relics are prohibited. Underground mining operations, use of explosives
and any powered machinery for the purposes of mining are also prohibited
under this licence.

Reserved Issued by the Commissioner pointed by the Minister, this licence authorises
Mineral Licence the holder to buy reserved minerals (usually identified as precious stones
2 and metals), and only entitled persons to possess the reserved minerals.

In accordance with the Mines and Minerals Act, the Minister may enter into
an agreement on behalf of the Government with any person with respect to
matters listed in Section 10 of the Act.

Mineral Permit?*

Development
Agreement

emp |

Validity period

Not exceeding 12 months,
renewable for another period of
12 months.

Not exceeding 3 years, renewable
for another two periods not
exceeding two years each.

Not exceeding 25 years or the
estimated life of the mine,
renewable for a maximum of a 15-
year period

12 months, renewable each year
for another 12 months

From day of pegging until the
following 31st March, renewable
from the 1%t April for a 12-month
period.

Non-applicable.

1 Year, renewable each year

As per the contract

15 Regulation 7 i Mines and Mineral (Mineral Rights) regulations and Regulation 2 i Mines and Minerals (Miscellaneous

Fees) Regulations, Mines and Minerals Act.

16 Division 2 i Reconnaissance Licence, Mines and Minerals Act.

17 Division 3 7 Exclusive Prospecting Licence, Mines and Minerals Act.
18 Division 4 1 Mining Licence, Mines and Minerals Act.

19 part IV i Section 73-75, Mines and Minerals Act.

20 part IV i Section 76-79, Mines and Minerals Act.

21 part Vi Section 81-85, Mines and Minerals Act.

22 part VIl i Section 98-100, Mines and Minerals Act.
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5.2.9 Award Procedures for Mining Agreements and Licences

5.2.9 (i) Mining Licences Allocation Process

There is a strict requirement that a person shall not prospect for minerals or carry on any mining
operations without holding a licence or permit granted by the Minister of Mining or by a Commissioner
appointed by the Minister. For the Minister to grant a licence for mineral rights, all applications are
scrutinised by a Mineral Licensing Committee, formed under administrative arrangement, which is
composed of professionals in mining, geology, environmental issues, land and physical planning, police
and customs. The following institutions are represented:

Ministry of Forestry and Natural Resources;

Ministry of Energy;

Ministry of Mining;

Office of Commissioner for Mines and Minerals;
Department of Mines;

Geological Survey Department;

Department of Environmental Affairs;

Malawi Revenue Authority;

Malawi Police;

Ministry of Lands, Housing and Urban Development; and

(Any other institution that may be co-opted by the committee depending on nature of business).

The Committee recommends to the Minister to grant mineral rights to applicants, after an assessment
showing their technical and financial capabilities to undertake prospecting or mining work. The new
Mines and Minerals Act proposes the setting up of a Mineral Resources Committee which will perform
similar functions as the Mineral Licencing Committee with its decisions becoming legally binding.

During some part of the period under review the new Mines and Minerals Act was in force and the
licence allocation process was through the Mineral Resources Committee.

= a8 _8_98_9_98_42_2_2_-2-

The Department of Mines has put in place administrative and technical information that should be met
by applicants for awarding Mining Licences and Exclusive Prospecting Licences. These are as follows:

- . . I Mining =SEUTE
Administrative and technical criteria Licence (ML) Erospectlng
Licence (EPL)

1 Name of applicant company (Attach company registration documents and tax v v
registration documents)

2 gﬁn:elea)nd nationalities of the directors or equivalent officers of the company (Attach v v

oto

3 Name of any person holding more than 5% of the issued share capital (if company v v
has share capital)

4 The mineral intended to be mined or prospected \% Vv

5 The map of the area over which the licence is sought on the 1:50,000 map series \ A%

6 Names of lawful occupiers of a holding in that area \

7 The period in which the licence is sought A

8 Technological report on mining and treatment responsibilities \%

9 Statement of the programme of mining/prospecting operations intended to carry out v v
during the life of the licence

10  Estimated date mining operations will become profitable \Y

11  Estimated capacity of production and scale of operations \

12 Estimated overall recovery of the ore and mineral product \'%

13 Any significant effect which the out of mining operations will have on the environment \ V

14  Proposals for the prevention of pollution, the treatment of waste and safeguarding of v v
natural resources

15  Particulars of the expected infrastructure to be put in place in the area \ V

16  Proposals with respect to employment and training of Malawi citizens \% \Y

17 Proposals for the procurement of goods and services required for the project \ vV

18 Details of capital investment, operating costs and revenues and the anticipated type v v
and source of financing

19  Application fee Y Y,

20  statement of compliance on proposed expenditure (*) Vv

21 Ensure all reports and financial obligations have been fulfilled (*) V

Source: Department of Mines
(*) Additional considerations for renewal
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Once all the administrative and technical information listed above is met by the applicant, the application
is systematically approved by the Mineral Licencing Committee and the licence can be granted. The
Minister of Mining is responsible for ensuring that the law and regulations are administered properly.

5.2.9 (ii) Procedures for Awarding Mining Contracts

The legislation allows the Minister to conclude agreements with extractive companies with direct
negotiation. A company is required to submit all administrative and technical information listed above for
a licence application as well as a request for an agreement. There are no requirements to follow
tendering procedures for granting contracts.

5.2.9 (iii) New Mining and Prospective Licences Issued

During the FY 2018/2019, the Government granted various licenses to exploration and mining
companies and individuals as noted in the table below:

Table 15: New Mining and Prospective Licences Issued during the financial year 2018/2019

Number
Type of Licence issued Minerals
Small Scale Operators
Non-Exclusive Prospecting Licence 122 Gemstones, Ornamental stones etc
Mining Claim Licence 29 Gemstones, Ornamental stones etc
Reserved Minerals Licence 117 Gemstones, Ornamental stones etc

Large-Medium Scale Operators
Uranium, heavy mineral sands, Base metals,
Exclusive Prospecting Licence 36 Platinum, Group Metals, Limestone, Gypsum, Iron
Ore, Gold and Rare Earth Elements.

Mining Licence 2 Rock aggregate, Galena
Reconnaissance Licence 0

Source: Department of Mines
Annual Economic Report 2019

During the FY 2019/2020, the Government granted various licenses to exploration and mining
companies and individuals as noted in the table below:

Table 16: New Mining and Prospective Licences Issued during the financial year 2019/2020

Number
Type of Licence issued Minerals
Small Scale Operators
Non-Exclusive Prospecting Licence 82 Gemstones, Ornamental stones etc
Mining Claim Licence 48 Gemstones, Ornamental stones etc
Reserved Minerals Licence 71 Gemstones, Ornamental stones etc
Large-Medium Scale Operators
Exploration Licence/Exclusive Uranium, Heavy Mineral Sands, Base Metals,
Prospecting 29 Platinum Group Metals, Limestone, Gypsum, lron
Licence ore, Gold, Rare Earth Elements e.t.c.
Medium-Scale Mining Licence 9 Rock aggregate, Galena
Large Scale Mining Licence 0
Reconnaissance Licence 0

Source: Department of Mines
Annual Economic Report 2020
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Register of licences

The EITI Standard requires countries to maintain publicly available registers of extractive sector licences
and concessions (EITI Requirement 2.3). The Mining Legislation does not prohibit the disclosure of
licence information required by the EITI Standard.

MNREM has developed a Mining Cadastre Portal online in order to improve transparency and promote
investment in the Malawi mining sector.
Information on licence holders and permit areas are now available online on the following link:
http://portals.flexicadastre.com/malawi/

Policy on disclosure of contracts and licenses

In accordance with Requirement 2.4 of the EITI Standard, implementing countries are encouraged to
publicly disclose any contracts and licenses that provide the terms attached to the exploitation of
minerals.

The right of access to information i s2 (£995 asifaldws:l vy st
iSubject to any Act of P ar | ieaigheoh dccess ¢ovak infgrmafpoa hetdddoyn s h a |
the State or any of its organs at any level of Government in so far as such information is required for the
exercise of his rights. o

rmation in the c¢

The Access to Information Billwouldbe applied to fAinfo
dy or ot her i st ec

i
publ i c body, relevant private b o
information came into existence before the Act?

The Mines and Mineral Act does not include any express restrictions on the public disclosure of contracts
and licenses by the government.

Practically, contracts are publicly available on t he
https://resourcecontracts.org/search?q=&country%5B%5D=mw

23 http://www.wipo.int/wipolex/en/details.jsp?id=13999
24 Access to Information Bill, 2015
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The following agreements are now available on this website:

Document Year

Nyala Mines Limited, Concession, 2008 2008

Paladin (Africa) Limited, Paladin Energy Minerals NL, 2007
Kayelekera, Concession, 2007

State Participation in the mining sector

Contract type

Development Agreement

Development Agreement

MWEITI MSG agreed that MoF should disclose their level of participation in mining companies operating in
Malawi, including those held by SOE subsidiaries and joint ventures, and any changes in the level of
ownership during the reporting period. Details of public interests reported by MoF are set out in the

following table:

Terms attached
to their equity stake

Attachment B, ltem 1, paragraph (e) of the Development
Agreement signed between Paladin (Africa) Ltd and the
Government on 22 February 2007, the company shall issue 15%
equity to the Government as advance payment of corporate tax

Paragraph (g) of the agreement signed between Nyala Mines Ltd
Company and the Government on 18 June 2008, Nyala has

Extractive % Nature of the
Company Interest transaction
Paladin 0 Shareholder
(Africa) Ltd 15% stakes
and rent resource tax.
Nyala Mines 10% Shareholder
Ltd Company stakes

Source: MoF

agreed to issue 10% of its equity to the Government before the

Initial Public Offering.

In exchange for the shareholding in the mining companies, the Malawi Government gave tax rebates to
both of t hem. For instance, Pal adinos
reduced from 5% to 3% for the first three years and there were other tax concessions. Similarly, Nyala
Mines has been exempted from paying Resource Rent Tax and VAT on capital purchases.

Il ncome t ax

According to the data provided by MoF, apart from the above shareholdings, there are no further shares
held in extractive companies and there are no State-Owned Enterprises operating in the extractive sector
in Malawi. Furthermore, the percentage of participation in the joint ventures has not changed during the

financial year 2017/18.

Local content in mining sector

The Mines and Minerals Act specific obligations with regards to employment and training of Malawian
nationals as well as to goods and services that can be procured locally as follows:

Category Articles

Article 25(f) states that an application for the grant of an exclusive prospecting
licence shall give or be accompanied by a statement giving particulars of the

Employment and
training

Goods and
services

applicantdéds proposals with
Malawi.

respect t o

Article 37(k) states that an application for the grant of a mining licence shall give
or be accompanied by a statement givVvi
with respect to the employment and training of citizens of Malawi.

Article 37 states that an application for the grant of a mining licence shall be
accompanied by a report on the goods and services required for the mining
operations which can be obtained wit

with respect to the procurement of those goods and services

Additionally, Article 2 in the agreement between the Government of the Republic of Malawi and Nyala
Mines Limited states that the company shall:

- Set up a lapidary in the country and provide capacity building in lapidary to Malawians; and
- Train Malawian Nyala employees in the operation, maintenance, and supervision of all
machinery used in the mining and recovery of the Corundum and in the use of computers

for satellite navigation equipment for accurately studying the mining areas.
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Local content in mining sector

Similarly, the agreement between the Government of the Republic of Malawi and Paladin (Africa) Ltd
states that the company shall:

1  Give Malawian businesses the opportunity to participate in tender procurements launched by the
company. Preference shall be made to the Malawian tender submissions when these meet the
required specification of the tender request (Artcile 4.2 of the agreement);

1 Develop a programme for the setting up or expansion of Malawian businesses capable of
providing goods and services to the company (Artcile 5.1 of the agreement);

1  Conduct an annual review of progress being made on the implementation of the Local Business
Development Programme (Artcile 5.1 of the agreement); and

1  Employ and train Malawian nationals in and for the operations, development and extraction of
yellowcake (Artcile 12 of the agreement).

Infrastructure provisions and barter arrangements

We identified agreements involving the provision of goods and services in exchange of mining
concessions as defined by EITI Requirement 4.3, in the agreement between the Government of the
Republic of Malawi and Nyala Mines Limited. This agreement stipulates in article 2 that, in consideration
of the Government granting the Mining Licence, Nyala shall:

i Renovate local hospital at Katsekera by providing funds & materials such as new beds and linen;

i Install a solar panel at the local hospital at Katsekera;

1  Provide financial assistance to the Clinic through the provision of drugs, medicines, dressings and
other general medical supplies for use within the local community. This financial aid shall not
exceed USD 20,000 per calendar year; and

i Provide funds and materials to build at least four (4) houses for teachers at the school at
Kandoma.

5.3 Mining Sector Contribution in the Country

5.3.1 Contribution of the Extractive Industries sector to Gross Domestic Product (GDP)

Based on figures made available by the National Statistical Office (NSO), the contribution of the mining
sector to GDP accounted for 0.85% during the financial year 2017/18, 0.84% during the financial year
2018/19 and 0.85% during the financial year 2019/20 as detailed in the table and figure below:

Table 17: Mining sector contribution to GDP

Average Average

*

AT AT ALY 2018/19 2019/20
(c) (c) (c) [(@) +(b)]/2 [(b) +(c))/2

MWK MWK MWK . .

Sector million million million MWK million MWK million

Mining & quarrying

(d) 12,104 12,594 12,976 12,349 12,785

GDP at Constant

Market Prices (e) 1,427,942 1,499,565 1,527,736 1,463,754 1,513,651

% GDP (d)/(e) 0.85% 0.84% 0.85% 0.84% 0.84%

Source: Annual Economic Reports 2019 and 2020
* Projections

Table 18: Mining and quarrying contribution to Domestic revenues exports

Total Mining Revenues (**) (a) 3,233 13,360
Domestic Revenue (*) (b) 838,463 980,274 (***)
% Forestry (a)/(b) 0.39% 1.36%

(*) Source: Annual Economic report 2019 and 2020
(**) Source: EITI Reporting template from companies and Government Agencies
(***) Projected
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Employment Levels

Financial year 2018/2019

Employment levels in the sector increased considerably in 2018 as compared to 2017. The increase was
a result of increased production of rock aggregate, coal, agricultural and hydrated lime and others which
significantly increased the employment numbers.

Financial year 2019/2020

Employment levels in the sector increased considerably in 2019 as compared to 2018. The increase was
attributed to increased exploration activities for graphite and gold, with a lot of new companies coming
into the sector; and also because of increased production of rock aggregate and lime products
(agricultural and hydrated lime), which significantly increased the employment numbers, among others.

Towards the end of 2020 and the beginning of 2021, there are prospects that there will be some
significant increase in employment numbers due to the prospects of increased economic activities in the
mining sector. The investment climate in the impending financial year looks more promising because of
planned mining investments estimating employment opportunities to about 200 to 300 Malawians and
some few expatriates.

In addition, some of the major companies in the sector are moving towards the final stages in their
exploration programmes, i.e. Bankable Feasibility Study (BFS) and pilot plant test runs; while other
companies might be going into construction phase since discussions on their Mining Development
Agreements (MDA) are nearing conclusion. These companies are expected to employ many Malawians,
thanks to the local content initiative enshrined by the new mining law which includes the requirement for
all Mining Licence applicants to develop an Employment and Training Plan to be approved before the
grant of the licence.

Table 19: Formal employment in the mining sector in the financial years 2018/2019
and 2019/2020

2018 2019 2020
i (Actual) (Actual)  (Estimation)
Coal 715 1,122 1,128
Uranium Mine 179 142 15
ﬁi?]:lgultural, Calcitic and Hydrated 2,097 2105 2560
Quarry Aggregate production 9,667 9,691 10,569
Cement manufacturing 1,557 1,569 1,545
Gemstones/Mineral Specimens 473 506 836
Ornamental Stones 79 83 78
Terrazzo 146 138 135
Other Industrial Minerals 1,147 1,156 1,066
Exploration activities 532 728 853
Total 16,592 17,240 18,785

Source: Department of Mines
Source: Annual Economic Report 2019 and 2020

Exports

Export of minerals in 2017/18 by different mine operators continued to be dominated by coal,
ornamental/dimension stones and gemstones. A more detailed analysis is noted in the table below.
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Table 20: Minieral exports

2016 2017 2018

Exports (Actual) (Actual) (Estimation)

Quantity  Value Quantity  Value Quantity  Value

(tonnes) (K& mi | (tonnes) (K& mi | (tonnes) (K& mi l

8,071 159.76 9,500 188.05 9,620 190.43

Agricultural/calcitic lime 1,550 310 2,500 500.00 2,740 540
Other
Dimension stones 41,218 0.12 50,000 0.15 52,500 0.16
Rock aggregate - - - - - -
Gemstones 292.60 382.48 4,500 5,882.30 4,650 6,078.38
Rock/Soil samples 32.20 8.04 40.00 10.00 44.00 11.00

Source: Department of Mines
Source: Annual Economic Report 2019 and 2020
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5.4 Legal framework and the context of the Oil & Gas sector
5.4.1 General Content of the Oil and Gas Sector

Malawi has a vast area located in the Great African Rift Valley where neighbouring countries continue to
discover oil resources. The oil discoveries in lakes in Chad, Sudan, Kenya and Uganda in the African
Rift System form the basis for oil exploration. Gravity and Magnetic surveys have typically been the
primary method of exploration activity. Back in the 80s, Duke University conducted a ship-borne seismic
survey over Lake Malawi under a research permit granted by the Government of Malawi. The research
work was sponsored by over ten international oil companies including Shell Exploration B.V., Mobil, and
Placid.

The results of this research work indicated that there were thick sedimentary rocks in some parts of the
lakebed with potential hydrocarbon accumulation. This was followed by shallow scientific drilling on the
lakebed by the American Syracuse University in 2004 in order to collect drilled core samples for
research purposes. Although the primary objective of the research work was to study the drilled core
samples to understand the past climate and geological evolution of the rift valley system containing the
Malawi Lake, the research was of great interest to Malawi as the results of the work increased the
knowledge of the geology and hydrocarbon potential of the lakebed.

In 2009, the Malawi Government demarcated six blocks over the whole country to grant exploration
licences. Surestream Petroleum Limited was awarded its most recent licences in 2011 and subsequently
acquired Blocks 2 and 3. The combined surface area of Blocks 2 and 3 equals to 20,000 square
kilometers consequently making Surestream the holder of the 3 largest land (in net acreage) in the East
African Rift System.

In 2012, the government awarded the Petroleum Prospecting Licence for Block 1 to SacOil Holdings Ltd
(SacOil) of South Africa for the period 2012 to December 2016 with the option of two additional three-
year extension periods.

In 2014, the Malawi Government granted two licences over Blocks 4 and 5 to the Emirati Company
RakGas LLC and a licence over Block 6 to Pacific Oil Ltd. During the same year, Surestream Petroleum
Co. entered into an agreement with an Emirati Company, Hamra Oil Holdings Ltd whereby the former
disposed of 51% of its participating interest in its prospecting licences for Blocks 2 and 3. To date,
Hamra and Surestream Petroleum Co. hold 51% and 49% participating interests respectively

All exploration activities were suspended in November 2014 in order to review the process of awarding
licences and the agreements in place, and whether all the relevant laws of the country had been
complied with. The main objective of the suspension was to verify whether or not the five blocks had
been acquired by related parties, meaning the same beneficial owners, which is not allowed by law as it
exceeds the permissible maximum of two continuous blocks. The suspension was lifted in February
2016 and licensed companies were notified that they could resume all exploration activities without
including the suspension period from the licensed period.

Government renewed licenses for Blocks 2 and 3 for Hamra in December, 2016 as first extension period,
also called the second exploration period (three years) and in January, 2020 as second exploration
period, also called third exploration period (three years). SacOil and Pacific Oil Limited did not renew their
Block 1 and Block 6 Licenses in 2017 and 2018 respectively. These companies are no longer license
holders in Malawi. Government also renewed licences for Blocks 4 and 5 for RakGas LLC in December,
2018 as first extension period (three years). RakGas LLC and Hamra evoked force majeure in April 2020
due to impacts of COVID - 19 global pandemic. In October, 2020 and January, 2021, RakGas LLC and
Hamra, respectively submitted their notices of relinquishment for their licences citing negative impacts of
COVID - 19. At the present time, there are no valid licences for oil and gas.

QOil and Gas Exploration

The oil discoveries in lakes in neighbouring countries such as Chad, Sudan, Kenya and Uganda, which
form part of the East African Rift System attracted interests of oil companies to explore for Oil and Gas in
Lake Malawi.
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In the 80's, Duke University conducted a ship-borne seismic survey over Lake Malawi under a research
permit granted by the Government of Malawi. The research was sponsored by over ten international oil
companies including Shell Exploration B.V., Mobil, and Placid. The results of this research indicated that
there were thick sedimentary rocks in some parts of the lakebed with potential hydrocarbon accumulation.
This was followed by shallow scientific drilling on the lakebed by the American Syracuse University in
2004 in order to collect drilled core samples for research purposes. The primary objective of the research
work was to study the drilled core samples to understand the past climate and geological evolution of the
rift valley system containing Lake Malawi. The research was of great interest to Malawi as the results of
the work increased the knowledge of the geology and hydrocarbon potential of the lakebed.

Main Oil and Gas exploration projects

Since 2009, the Government of Ma | a wi demar cat ed t hceng area into six bjodks ana i |

awarded Block 1 to Efora Energy (formerly SacOil Holdings Limited), Blocks 2 and 3 to Hamra Oil, Blocks
4 and 5 to RAKGAS MB45, and Block 6 to Pacific Oil and Gas.

Figure 1: Petroleum concession Map of Malawi

Source: Department of Mines
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Block 1 QOil Exploration

Block 1 is the second biggest oil exploration licence demarcated in Malawi and is located onshore in the
Northern Region covering the districts of Chitipa and part of Karonga. The Government of Malawi
granted a prospecting |icence for the block to
block is geologically on trend with the East African Rift System, a proven hydrocarbon province with
prolific oil discoveries in Sudan, Chad, Kenya and Uganda. The Block is now vacant as SacOil now
EFORA Energy announced that it has relinquished the license after preliminary exploration work.

Blocks 2 and 3 Oil Exploration

The project, owned by international expatriate firm Hamra Oil Holdings, entails the exploration for oil in
Blocks 2 and 3 covering the Lake Malawi area of Karonga, Nkhatabay and Nkhotakota which also falls
within the oil rich East African Rift System. Hamra Oil acquired the tenements from UK firm, Surestream
Petroleum in 2014. These blocks are now vacant as Hamra submitted its notice of relinquishment for
both licences.

Blocks 4 and 5 Oil Exploration

The two blocks cover parts of the districts of Dedza, Machinga, Mangochi, Blantyre, Zomba, Mulanje,
Thyolo and Phalombe. The tenements located within the oil rich East African Rift system are held by
UAE firm, Rak Gas MB45. These blocks are now vacant as RakGas LLC submitted its notice of
relinquishment for both licences.

Block 6 Oil Exploration

The tenement covering the lower Shire Valley area was granted to multinational oil search firm, Pacific
Oil Limited. However, after preliminary exploration work mostly involving desk studies, Pacific Oil
relinquished the tenement and is now vacant.

Legal framework in the Oil and Gas Exploration

The Malawian upstream Oil and Gas sector is regulated by the Petroleum (Exploration and Production)
Act (1983) (PEPA), the Petroleum (Exploration and Production) Regulations 2009 and the Environment
Management Act of 2017. A Petroleum Policy as well as a model Production Sharing Agreement are
being drafted. Malawi is currently reviewing its Petroleum Act.

The table below summarises the key PEPA (1983) regulations?®;

Table 21: Key PEPA (1983) regulations

Regulation Description
Petroleum (Application) The regulations present pre-requirements for applicants to petroleum exploration
Regulations licences and to petroleum production licences and for their renewals.

The regulation stipulates that the Minister shall cause to prepare a reference
map showing the geographical area of the country divided into blocks. The
regulations refer to the 6 Blocks already designated for exploration activities.
Petroleum (General The regulations give more guidance on Section 26 of the PEPA and define
Provisions) Regulations protocol on survey of wells that be requested by the Commissioner.
The regulations set out:
- in the First Schedule the application fees and renewal of
exploration and production licences;

in the Second Schedule the annual charge; and -
- in the Third Schedule the training fees.

Petroleum (Constitution of
Bocks) Regulations

Petroleum (Prescribed Fees and
Annual Charges) Regulations

Petroleum (Records,
Reports and Accounts)
Regulations

Petroleum (Registration and
Transfer of Licences)
Regulations

The regulations set out detailed administrative and reporting requirements of the
licence holder as well as the duties on termination of the licence.

The regulations set the licence transferability requirements and the right of the
Minister to ask for any additional information.

% pttps://mininginmalawi.com/key  -documents/...
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Reforms in the Petroleum Sector

Malawi is implementing some reforms in the upstream petroleum sector. The most notable

ones are:

1 Petroleum Policy: the Malawi Government is in the process of developing a Petroleum Policy.
The main purpose of this policy is to govern oil exploration and production activities in order to
ensure that petroleum resources that may be found in the country are exploited for the benefit of
the current and future generations without compromising on the sustainable management of the

environment.

1 Reviewing of the Petroleum (Exploration and Production) Act of 1983: The Government of Malawi
is currently reviewing this Act.

Fiscal Regime
The fiscal regime specific for

petroleum companies is set out in the Taxation Act (2006)2° as there are no

specific laws for the fiscal regime in the Oil and Gas sector. Non-tax payments are set in the Petroleum
Exploration and Production Act (1983) and in the Petroleum Production Agreement:

No. Taxes

1 Royalty

2 Annual charge / Ground Rent

3 Signature bonuses

4  Application fee / Licence fees

5 Training fees

6  Social contribution

Description

A petroleum producer engaged in the exploitation or extraction of petroleum deposits of Malawi
is required to pay royalties. The law does not however give any guidance on the amount of
royalty nor whether it is the basis of production amounts or selling price. The royalties may be
paid in kind*” at the discretion of the Minister.

The annual charge is a surface rental that should be paid by the petroleum company per square
kilometre of the area remaining at the beginning of each year from the granting date as part of
the delimited area. The amount of the surface rental is stated in the Second Schedule of the
Petroleum (Prescribed Fees and Annual Charges) Regulations.

These are bonuses or fees paid by companies to the Government of Malawi upon signature of
Petroleum Production Agreements.

An application for a licence shall be accompanied by an application fee of MKW 250,000 for a
petroleum exploration licence or MKW 500,000 for a petroleum production licence. Application
fees of MKW 500,000 for renewal of the licence and MKW 150,000 for the assignment of
petroleum exploration licence, while a fee of MKW 510,500 is payable for the assignment of
petroleum production licence.

The amount of training fees is stated in the Third Schedule of the Petroleum (Prescribed Fees
and Annual Charges) Regulations. It is payable annually and by block.

A mandatory social contribution shall be at a minimum of MKW 7, 000,000 and
MKW 21, 000,000 per block for exploration and for production respectively. This mandatory
social contribution is payable annually.®

Institutional Framework in the Oil and Gas Sector

PEPA which was in force during the financial years 2018/2019 and 2019/2020 recognises the Minister of
Mining and the Commissioner for Petroleum Exploration and Production as authorities regulating the

petroleum sector.

The Commissioner for Petroleum Exploration and Production is appointed by the Minister and the latter is

the sole and final licensing

authority for petroleum operations in Malawi. However, in exercising his

functions under PEPA, the Minister of Mining shall always act subject to the general or special directions of

the President.

As detailed in Section 3.2.5 of this report, the main Government Entities in the Oil and Gas sector are:

The Department of Mines;

The Ministry of Forestry and Natural Resources, Ministry of Energy and Ministry of Mining;
Malawi Revenue Authority (MRA); and

Ministry of Finance (MoF).

26 http://www.mra.mw/assets/upload/downloads/Taxation_Act.pdf
2 [Ch6102s46]46 of Petroleum Exploration and Production Act (1983)
28 Third Schedule of the Petroleum (Prescribed Fees and Annual Charges) Regulations.
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Procedures for the award of Oil and Gas blocks

Licences allocation process

Section 11 of PEPA provides that licence applications have to be made in accordance with the Petroleum
Regulations (1984) as amended by subsequent Regulations (2009). Applications shall be submitted to
the Minister and the Commissioner for Petroleum Exploration and Production. In accordance with
Regulation 2 of the Petroleum (Application) Regulations, applications for a petroleum exploration licence
should include the names and nationalities of the applicants, the names and places of incorporation
where applicants are companies, names and nationalities of the directors and if it has a share capital, the
name of any person who is the beneficial owner of more than 5% of the issued share capital, as well as a
statement giving particulars of the works to be carried out and the minimum expenditure involved.

The Minister may consider the application of an exploration licence in respect of one or two blocks at
most where he considers it to be appropriate to do so. An application for the renewal of a petroleum
exploration licence shall be made ninety days before the expiry date of the exploration licence.

Sub-regulation 1 of the Petroleum (Application) Regulation 4 sets out the list of particulars required for
persons or corporations applying for petroleum production licences and which are similar to those for
exploration licences but additionally, the applicant should include his financial status, technical
competence and experience; the period for which the production licence is being sought for, identify the
composition of the petroleum which it is intended to produce, a comprehensive report of the petroleum
deposit and any other information listed in the sub-regulation.

The Minister may exempt the applicant from a petroleum production licence from any of the requirements
listed in sub regulation 1 of Petroleum (Application) Regulation 4 where he considers appropriate at his
own discretion. An application for the renewal of a petroleum production licence shall be made twelve
months before the expiry date of the exploration licence.

In addition to the information to be included in the applications for both exploration and production
licences, the legislation does not provide any information on technical or financial criteria to be applied for
the application assessment and does not specify administrative procedures to be followed when
submitting the application.

Given that there were no licences awarded during the financial years 2018/2019 and 2019/2020, during
both the first and second awarding processes carried out in July 2010 and December 2011 respectively,
seventy (70%) score was regarded as the minimum score for any company to be considered for award of
a block applying the following technical and financial criteria:

Table 22: Technical and financial criteria for award of a block

o Maximum
Criteria Mark
Particulars of applicant (in the case of company, certificate of incorporation, 2
directors,

Adequacy of financial resources to carry out the proposed programme of 15
prospecting
3 Adequacy of technical resources to carry out the proposed programme of 18
prospecting and the companydés previou
4  Adequacy of programme of prospecting activities to be carried out 10
5  Adequacy of the cost of carrying out the prospecting programme 10
6 Procurement of goods and services 5
7 Employment and training plan of Malawian citizens 10
8 Previous performance, both locally and internationally
9 Plans for Corporate Social Responsibility
Plans for Production Sharing Agreement with Malawi Government if prospector
10 . o . - 5
identified a viable oil field
11  Plans for Environmental Impact Assessment and mitigation 15
TOTAL SCORE 100
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During the third awarding process carried out in July 2013, fifty (50%) score was regarded as the
minimum for any company to be considered for award of a block, applying the following technical and
financial criteria:

Criteria Mark allocated

PARTICULARS OF APPLICANT
Address, Company certificate, Directors, Power of Attorney 5
COUNTRIES WORKING/WORKED

No work in any country indicated in the submission 0
One Country 1
Two Countries 2
Three and more Countries 5
EXPERIENCE IN AFRICA

No Experience in Africa 0
Experience in Africa

Experience in East African Rift System 5
LEVEL OF PROJECT: MOST ADVANCED

No Project cited 0
Memorandum of Understanding Signed 1
License Holder 2
Exploration work in progress or done and project closed 8
Oil extraction done/or being done 20
TECHNICAL CAPACITY

No proposal on TC submitted

TC experience: less than Five Years

TC experience: more than Five Years 15
FINANCIAL CAPACITY

No indication of funds to be committed

Unrealistic figures presented (less than US$10.0 Million) 5
Funds properly allocated in phases 10
LOCAL PARTICIPATION (Government and Local Investors)

No indication given

Indicated but not very clear

Indicated:lwithmodalitiestobe used given (investor, governt 10
Cost sharing arrangements presented clearly)

TRAINING OF LOCALS

No indication presented 0
Presented but not with proposed amounts 2
Presented in detail - with figures to be spent (in US Dollars or Malawi Kwacha) 5
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CORPORATE SOCIAL RESPONSIBILITY ISSUES

No indication

Less than $0.5 Million Dollars during phase 1

Ranging from $0.5 to $1.0 Million USD

Over $1.0 Million with clear indication of period to be spent
ENVIRONMENTAL ISSUES

No indication of Environmental adherence 0

Indicated without relevant Acts to be adhered to (which could translate into lack of knowledge of
Mal awi 6s Environment Laws).

Indicated with relevant Environment Laws to be adhered to 5
PROVISION OF WORK SCHEDULE
No work schedule

g B N O

Work schedule presented in phases

Work schedule presented in phases and estimated duration
Procurement of Goods and Services

No indication

Ready to procure goods and services of local Malawians

Awarding contracts

In accordance with Section 10 of PEPA, the Minister of Mining on behalf of the Republic of Malawi may,
with the consent of the President, enter into an agreement with any person or body corporate with respect
to granting a licence. Therefore, the awarding licence procedures mentioned above also apply to the
awarding of Production Sharing Agreements. However, the legal framework does not provide any
petroleum agreement model on the matter or guidance on the fees.

The Act defines the arrangement rules between the Government and petroleum companies without
providing the conditions and minimum requirements of the agreement. The Minister has the power without
resorting to neither competitive bidding nor directives of the council of Ministers by direct negotiation, to
enter into a petroleum sharing agreement with respect to the grant of licences.

In May 2014, the Minister of Natural Resources, Energy and Mining signed petroleum Production Sharing
Agreements (PSA) with RakGas LLC and Pacific Oil, which were subsequently approved by the Ministry of
Justice.

Transferability of rights

The Petroleum (Registration and Transfer of Licences) Regulations set out state ownership of Oil and Gas
and allows the transfer of rights. This proclamation allows the transfer of licences with the prior written
consent of the Minister of Natural Resources, Energy and Mining.

There were no transfers of rights during the financial years 2018/2019 and 2019/2020.
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Types of rights

Types of licences

PEPA (1983) differentiates between exploration licences and production licences in terms of eligibility
for licencees:

Types of licences Description

Petroleum Production Licence This licence authorises a company to carry out

development and production activities in a particular area
for up to twenty-five years after a preparation period which
does not exceed one year. The Minister may grant an
extension in accordance with Section 32 of the Petroleum
(Exploration and Production Act) (1983).

Petroleum Exploration Licence This licence confers upon a company the right to carry out

petroleum exploration activities in a particular area for up to
four years after a preparation period which does not exceed
one year®. The Minister may renew the licence in
accordance with Section 21(1)(c) of the Petroleum
Exploration and Production Act (1983).

Types of contracts

Production Sharing Agreements (PSA) are a specific model for governing the Oil and Gas sector. In this
system, ownership of the petroleum remains with the state, while the contractor funds exploration and
development activities and is reimbursed through a share of the oil produced.

A model PSA is not available but based on signed agreements published; we note that these include the
following clauses:

E E E EEE] = =4

Scope and interpretation including definitions;

Scope, term, exploration obligations and termination (term, surrender, minimum exploration work
and expenditure obligations;

Rights and obligations of the contractor;

Rights and obligations of the Government and the Minister;

Work programme expenditure, development and production;

Domestic supply obligation, cost recovery, production sharing and marketing;
Books, accounts, audit, imports, exports and foreign exchange; and

General (representations and warranties, payments, assignment, joint operating agreement, force
majeure, waiver, governing law, settlement of disputes, stability period, notices and
amendments).
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Reqister of licenses

The Ministry of Mining developed an online Mining Cadastre Portal in order to improve transparency and
promote investment in both Malawi mining and petroleum sector. Information on licence holders and
permit areas is now available online at the following link: http://portals.flexicadastre.com/malawi/

Policy on disclosure of contracts

In accordance with Requirement 2.4 of the EITI Standard, implementing countries are encouraged to
publicly disclose any contracts and licenses that provide the terms attached to the exploitation of oil, gas
and minerals.

The Petroleum Act does not include any express restrictions on the public disclosure of contracts and
licenses by the government. Production Sharing Agreements are made publicly available on the website
of ifResource contractso at t he
https://resourcecontracts.org/search?q=&country%5B%5D=mw

The following agreements are now available on this website:

Table 23: Agreements available on website

Document Year Contract type
RAK Gas MB45 Limited, Block 4, PSA, 2014 2014 Production or Profit Sharing Agreement
RAK Gas MB45 Limited, Block 5, PSA, 2014 2014 Production or Profit Sharing Agreement
Pacific Oil Limited, Block 6, PSA, 2014 2014 Production or Profit Sharing Agreement

State Participation in the Oil and Gas Exploration

The MWEITI MSG agreed that the State participation in Oil and Gas companies operating in Malawi,
including those held by SOE subsidiaries and joint ventures, and any changes in the level of ownership
during the reporting period be reported. A detail of public interests in the Oil and Gas sector is set out in
the following table:

Table 24: Public interests in the Oil and Gas sector

Joint Venture % Nature of_the Terms attac_h_ed '
Interest transaction to the State participation
Section 32.1 of the PSA signed between Rak Gas MB45 Ltd
Block 4 (Rak Gas 15% Free Carried Interest and the Government on 12 May 2014, the Government shall
MB45 Ltd) in the licenced area have the option to acquire 10% participation in the rights
and interest of licence and the contract area for Block 4.
Section 32.1 of the PSA signed between Rak Gas MB45 Ltd
Block 5 (Rak Gas 15% Free Carried Interest  and the Government on 12 May 2014, the Government shall
MB45 Ltd) in the licenced area have the option to acquire 10% participation in the rights

and interest of licence and the contract area for Block 5.
Section 32.1 of the PSA signed between Pacific Oil Ltd and
Block 6 (Pacific 10% Free Carried Interest the Government on 12 May 2014, the Government shall
Oil Ltd) in the licenced area have the option to acquire 10% participation in the rights
and interest of licence and the contract area for Block 6.
Source: PSAs

According to the data provided by DoM, there is no state participation in the equity of the Oil and Gas
companies as at 30 June 2018. Furthermore, the percentage of participation in the joint ventures has not
changed during the financial year 2017/18.

Oil and Gas Sector Contribution to Employment, GDP and export

The Oil and Gas sector was still at the exploration stage during the financial years 2018/2019 and
2019/2020 and has therefore non-significant contribution to exports, GDP and total employment of the
country.
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5.5 Legal framework and context of the Forestry Sector
5.5.1 Forestry Sector Overview

Malawi used to have the largest man-made forest in Southern Africa originally called Chikangawa
Forestry. The forest has been developing as a forestry reserve since the 1940s until independence in
1964 when the Viphya Plantations project started in view of producing inputs to pulp and paper
production. Exotic soft woods have been planted in a number of areas such as Luwawa, Chikangawa,
Champhoyo and Lusangazi. Since then, over 53,000 hectares of trees had been planted across the area
up until 1988.

Malawid s f dhave detlined significantly since the majority of the population relies upon the forests
and forest resources as a source of energy. This has also been compounded by illegal logging. Forest,
Woodland and plantations area decreased during the period 1991 to 2008 as only few plantations are
replanted to meet the rate of depletion as presented in the table below.

Malawi area by land-use type (1991 and 2008

Land use category Area (thousand Area (thousand
% %
ha) ha)

Intensive agriculture 3,001 33% 3,721 40%
Extensive agriculture 2,669 29% 2,852 30%
Forest, Woodland & Plantation 2,657 28% 1,988 21%
Grassland 766 8% 614 7%
Miscellaneous 216 2% 224 2%
Total 9,399 100% 9,399 100%

Source: Malawi Biomass Energy Strategy study 2009

As shown in the table below, the central region has the smallest forest land in terms of surface area
across the country, narrowly followed by the southern region.

(t#c?gsdaﬁ;er?a) % of forest land?® Area (thousand ha)
Northern Region 2,720 32% 868
Central Region 3,560 15% 523
Southern Region 3,119 19% 597
Total 9,399 21% 1,988

Source: Malawi Biomass Energy Strategy study 2009

The forestry sector is crucial in supporting livelihoods, infrastructure development and energy in Malawi.
Nonetheless, in one of the less urbanised countries in the sub-saharian region, forests and woodlands
represent the third largest land-use category, occupying 21% of the total surface area, far behind
agriculture land (intensive and extensive), which occupied 70% of the country in 2008, up from 62% in
1991.

As a result, forestry resources are degrading at a fast rate of 2.6% per annum, mostly due to the
agricultural expansion driven by population growth but also because of forest degradation for fuel wood
(firewood and charcoal)®®.

Malawi is heavily dependent on biomass fuels, defined as firewood, charcoal, crop residues and animal
dung. The National Energy Policy (2003) estimated that biomass accounted for 93% of total energy
consumption in 2000 and new research conducted under the 2009 Malawi BEST study suggested that
the contribution of biomass was still 88.5% in 2008.

29 Malawi Biomass Energy Strategy (BEST) Study 2009
%0 Economic Valuation of Sustainable Natural Resource Use in Malawi, January 2011
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20,000 hectares of the forestry is under a sixty-year concession agreement with Raiply Malawi Ltd since
2009. The company agreement covers Chikangawa, Champhoyo and Kalungulu of Viphya Plantation.
These areas include not only mainly pine species but also areas of cypress, cedar, eucalyptus and other
species.

The remaining 33,000 hectares of Viphya Plantations were managed by government to avail to
Mal awi an cooperativesd |1 ogger s t o The oegainihgol0,808
hectares are under concession to Total Land Care and Timber Millers Cooperatives Union (TMCU) and
have been authorised to manage 10,000 hectares under an agreement since December 2011.

New Development in 2020 i_management of Viphya plantation

In May 2020, the Government of Malawi and Raiply Malawi Limited signed a new Concession
Agreement in respect of the management of Viphya Plantation. The period of this new agreement is sixty
(60) years and is subject to the Laws of Malawi. The forest management area comprises an area of
20,000 hectares situated in Champhoyo, Chikangawa and Kalungulu forest and Nthungwa of the Viphya
plantation.

Key provisions in the new Concession Agreement

1 Alltrees planted by the Concessionaire during the concession period shall be the property of the
Concessionaire;

1 All dead wood at the commencement date shall be quantified by the Government and sold to the
Concessionaire at an agreed date;

1 All trees standing at the signing of this Agreement, excluding those planted by the
Concessionaire shall be tariffed, using Government approved tariffing method;

1  The Concessionaire shall pay to Government for standing wood at 10USD per cubic meter as
concession paid within a period of ten (10) years in an agreed schedule;

1 The Concessionaire shall pay to Government, an annual operation fee as prescribed and
published from time to time in the Gazette; and

1 The Concessionaire shall pay to Government an annual concession fee of 10USD per hectare.

Commencement date of the Concession

The commencement of operations by the Concessionaire under this Agreement is subject to and
conditional upon -

(@) the completion of an Environmental Monitoring and Mitigation Plan as required by the Code of
Practice and approval thereof by the Director of Environmental Affairs together with
completion of a Waste/Environmental Management License under Section 38 of the
Environmental Management Act;

(b) arrangements for discharge by the Government on or before the Commencement Date of all
outstanding liabilities in connection with the Land, Encroachment, the Structures and the
Facilities either wholly or on a mutually agreed apportionment basis;

(c) preparation by the Concessionaire of a five (5) year Forest Management Plan which Shall be
approved by the Director, covering all silvicultural operations together with a programme of
sustainable harvesting for 5 years from the Commencement Date and for the subsequent
period and any renewal periods; and

(d) issuance of requisite licenses, permits, approvals and other documents by all relevant
authorities;

The conditions precedent shall be satisfied within six months from the date of signature unless extended
by written agreement of the parties.
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Figure 2: Map of Raiply Concession Area

RAIPLY CONCESSION AREA Location of Raiply Concession in Viphya Plantation Division
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Legal Framework in Forestry sector

The forestry sector is governed by:

National Forestry

Policy effective June The National Forestry Policy (1996) which was revised in 2016 sets out the policy

framework for the forestry sector.

(2016)

It enacts many of the policy recommendations discussed in the National Forestry Policy. It
Forestry Act (FA) created a Forestry Administration, a Forest Management Board, Forest
(1997) Reserves/Protected Areas, Customary Land Forests, afforestation and forest protection

procedures, utilisation practices and a Forest Development and Management Fund.

The rules set the amounts of the non-tax payments to be made. These non-tax amounts
include the amount of royalties per indigenous tree as well as fees for camping, rest-
houses occupation and business activities such as export licence application fees, mobile
sawmill and logging fees.

Forest Rules (2010)

Under section 36 of FA (1997) whi ch st ates that ANotwithstanding

this Act, the Minister may authorise the Director of Forestry to enter into a forest plantation agreement
with any non-governmental organisation or community which may wish to plant trees in forest reserves,

public | and, customary | and and private |l and. o

The FA (1997) grants specific responsibilities and functions to the Director of Forestry such as initiating
and facilitating co-management agreements, in accordance with section 25 of FA (1997), and/or village
forest areas, as per section 30 of FA (1997).

The Forestry rule was amended in December 2010 following government notice number 23 for Forestry
Act 1997 (Cap.63:01), section 86, issued by the Minister of Natural Resources, Energy and Mining.

There are strong connections of the legal framework governing the forestry sector with other sectorial
policies such as:

Name Description

National Environmental Policy It coordinates natural resources and environmental policy instruments in the

(2004) country

It promotes equitable access and tenure security to land and facilitates the

National Land Policy (2002) attain_ment of social harm_ony and public awareness to ensure environmentally
sustainable land use practices

National Decentralisation

Policy (1998)
Water Policy (2005)

National Parks and Wildlife
Policy (2000)

Land Resources Management It promotes natural generation and conservation in order to achieve suitable
Policy (2000) land utilization

It promotes the use of alternative sources of energy to reduce pressure on
wood biomass

It promotes popular participation in governance through local governments

It promotes effective participation of the forestry in water resources
management

It promotes conservation of wildlife including forestry and biodiversity

Energy Policy (2003)

Fiscal Regime
The main payment flows received by the Department of Forestry for the corresponding sector are
summarised as follows.

No. Taxes Description

1 Royalty Forestry Rules Second schedule, section 1. Indigenous forests. Price depends on species®.

2 Sales of firewood Forestry Rules Second schedule, section 4 Fuelwood: Sales of Fuelwood from the plantation

sl http://www.malawitradeportal.gov.mw/index.php?r=site/display&id=152

NET e Description
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No. Taxes Description

These are paid for usi ng guestgheosués e @dc illoidt i es thenThird

4 MEEHICLEE s schedule, Section 1 and Section 2 of the Forestry Rules.

An application for a licence shall be accompanied by an application fee. Licence fees are

5 Application fee / Licence fees also payable in accordance with the Third schedule, Section 3 of the Forestry Rules.

Several revenues are collected by the Department of Forestry with the sales of logs,

O sEiEs Firewood, Boarded off items, research produce items, Farm Produce, Forest Seeds,

The Department of Forestry reported receiving other payment flows such as concession fees,
Phytosanitary Certificates, Course Fees, Rental of Government Houses, Accommodation and Hall hire
and Tuition Fees. Concessions and logging agreements have been issued to some private companies
and are still not available at the time of the current study. These agreements may define additional
payment flow such as concession fees.

Part X1 of the Taxation Act (2006) namely O6Coll ecti
withholding taxes on payments to residents and non-residents. Entities operating in the forestry sector

are still liable to pay common taxes that are Income Tax, Resource Rent Tax, Withholding Tax, Fringe

Benefit Tax, Value Added Tax, Non-resident Tax, Penalties, Customs and Excise Tax as detailed in
Sub-Section 3.1.7 of this report.

Institutional Framework in the Forestry Sector

Under the Ministry of Mining, a Department of Forestry (DoF) was set up in 1942 to administer the
National Forest Policy (1996) and Act (1997) through annual work plans. It coordinates and promotes
active participation of all stakeholders in the sustainable management and utilisation of forest resources,
goods and services.

Additional to DoF, the following entities are also players in the forestry sector:

1 Malawi Revenue Authority (MRA); and
1 The Ministry of Finance (MoF).

Awarding procedures of forestry rights

According to section 82 of FA, @ANo mgafanpwoodsohfarésti enga
produce without a permit from the Director of Forestr

Section 83 of the FA also states that fiNo i ndigenous
place outside the private land without a permit issued by the Director of Forestry. Any revenue realised

from the removal of the indigenous wood from leasehold land shall all accrue to the Villager Natural
Resources Management Committee of the area. .. o0

(i)  Allocation procedures of licenses and permits

As a result, the FA grants to the Director of Forestry the power to:

1 Issue export, imports or re-export permits or commercial processing of wood or forest produce,
section 42 and section 82 of the Forestry Act (1997); and

1 Issue licenses for utilisation of indigenous timber from private land, section 83 of the Forestry Act
(1997).

There seems to be no clear mechanisms for accountability in licensing procedures, and no guidance is
provided in current legislations. In accordance with the Department of Forestry, the Chief Licensing
Officer (CLO) is responsible for the licenses under the Forest Reserves and the following administrative
procedures have to be followed in order to obtain Export Licenses and permits.
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Awarding procedures of forestry rights

Export License Allocating Process

Any applicant for the licence shall meet the Chief Licensing Officer for an explanation regarding
the procedures to be followed and documents to be submitted such as:
- certificate from MRA with Tax Payer Identification Number (TPIN), business registration
certificate;

- contract agreement or order from buyer outside Malawi;

- bank account details; and

- a letter from the seller providing evidence of the source of the forestry product being exported.
The seller should be a licenced operator or member of a cooperative) to hold an export licence.
The Chi ef Licensing Officer subsequently di
Office (FLSO) to submit his application.

1. Preliminary

The applicantés details are recorded in the
The application fee is paid at the Accounts Office and the receipt of payment is taken to the
2. Application ForestyLi censing Systembés Office (FLSO) to be 1

The completed application form is printed, signed by the applicant and sent to the Chief
Licensing Officer (CLO) to initiate the approval process.

The Chief Licensing Officer (CLO) forwards the application to the Director of Forestry and makes
a recommendation whether the application should be approved or not.

£ el The Director sends all approved and rejected applications back to the CLO, and on to the
ForestryLicensi ng Systemés Office (FLSO) to be en
The applicationdés approval or rejection is
4. Payments application to the Accounts Office for payment of the annual operational fees.
' The Accounts Officer attaches the General Receipt to the application which is taken to the
FLSO.
5. Licensing The Licence is printed by the Forestry Licencing Systems Office, sent to the Director of Forestry

for signature, after which, it is dispatched to the licensee.

Export Permit Allocating Process

Any applicant shall meet the Chief Licensing Officer to understand the procedures in place and
documents required:

- the relevant Export License;

- CD1 form;

- a Phytosanitary Certificate of the forest produce to be exported;

- the payment of fees of MWK 5,000 per consignment truck of 45m3 for a maximum of 21 days.
The Chief Licensing Officer refers the Expol
to submit the application for a permit.

1. Preliminary

The exporter provides the Forestry Licencing Systems Office (FLSO) with details of his Export

2o AT License and additional information for each consignment, before he is granted a permit number.
The exporter pays for each permit to be issued at the Accounts Office and the applicant provides
3. Payments staff with the permit numbers.
-ray The Accounts Office records the permit numbers upon receipt. The exporter then takes the
receipt to the Forestry Licensing Syste més Of fi ce (FLSO) where th
4. Issuance The Forestry Licencing Systems Office (FLSO) prints all the permits and the client receives the

final signed permits.

(i)  Awarding Procedures of Contracts

Besides the different licenses and permits granted by the Department of Forestry, it is also possible,
under section 36 of FA, that the Minister authorises the Director of Forestry to enter into a forest
plantation agreement with any non-governmental organisation or community which may wish to plant
trees i n forest reserves, public | and,
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The FA grants specific responsibilities and roles to the Director of Forestry such as initiating and
facilitating co-management agreements, in accordance with section 25 of FA, and/or village forest areas,
as per section 30 of FA. The legal framework does not include any insights or guidance on the terms of
the forest regional agreements subject to negotiation and there are no model contracts that the Director of
Forestry may follow.

Before 2017, there were no requirements to carry out bidding processes before awarding forestry
agreements and the authorities allocated forest lands to companies after direct negotiations. However,
while the law is silent about the award procedures, forestry agreements have increasingly been awarded
through tender rounds since 2017. A bidding process and evaluation procedure is being implemented for
the award of contracts.

Stages Procedure

Request for Proposals and site The Ministry invites bidders to submit technical and financial proposals within
visits specified period of time, generally three months.

The request for proposals includes the instructions and the criteria for evaluation.
Bidders are also encouraged to visit the project sites in order to assess the site
conditions, water and other utilities, climatic conditions and any other matters
considered relevant before submitting their bids.

A pre-bid conference for interested parties is convened and during which
interested bidders can seek clarifications and make suggestions in writing for
consideration by the Ministry.

Proposal Interested candidates submit proposals or letters to the Ministry of Mining with all
previous activities recorded.

The following documents shall be included in the technical bid envelope:

- technical capacity details of the bidder including experience;

- aconcept report with financial and investment plan for the project;

- financial capacity details of the bidder including information on its equity
and net cash accruals;

- power of attorney for signing the bid;

- copy of the memorandum and article of association;

- copy of the latest audited financial statements;

The financial bid shall include the financial offer in a format provided by the
request for proposals.

Evaluation : o : : . _
The technical criteria below is published in the request for proposals along with

their corresponding scores for the evaluation of technical proposals. These

include:
- number of yearsd experience in ma
- proven experience in value addition technologies with regards to forestry
products;

- proven familiarity with eco-tourism development and management; and
- the minimum net worth of the bidder.

The shortlisted bidders are informed so that their financial offer can be opened in
their presence. The financial bids are evaluated based on the following criteria:

- the fixed annual concession fee;

- the minimum investment levels in the project in the first years specified
in the request for proposals; and

- the level of involvement of local communities.

The selection method should be specified in the request for proposal and
generally follows the quality and cost based selection which gives a score to the
points of the technical proposals of the shortlisted bidders and to their
corresponding financial proposals. The calculation method of the score to be
awarded to each bid is specified in the request for proposals.
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Stage Procedure

The bidder with the highest combined technical and financial score will be invited
for negotiation through a Letter of Award (LoA). The Ministry shall then draft the
forestry agreement and other relevant information including all relevant
information about financi al requirem
bank guarantee and minimum expenditure.

Draft agreement

Signature of the contract After agreeing a draft contract, both parties sign the agreement, which takes
immediate effect.

Types of Rights

0) Rights issued by the Department of Forestry

According to secti on 8eBgagein cdmmerciafipkboessme af any woodsohfarést
produce without a permit from the Director of Forestr

Section 83 of the FA also states that HANo indigenous
place outside the private land without a permit issued by the Director of Forestry. Any revenue realised

from the removal of the indigenous wood from leasehold land shall all accrue to the Village Natural
Resources Management Committee of the area. .. o0

The forestry legislation specifies various types of permits that can be issued incluiding; Licence to
Collect Logs in Forest Reserves, Conveyance Certificate, License to Prospect, License to Prospect
Minerals in a Forest Reserve, Licence to Extract Quarry Stones in a Forest Reserve, Licence to Operate
a Quarry Plant in a Forest Reserve, Export License and Export permit.

In addition to the rights listed above, the Department of Forestry has the following rights in place, which
do not necessarily relate to logging activities. These are Import License, Import permit, Licence to
Construct a road in a Forest Reserve, Licence for Installation of Telecommunication Equipment in a
Forest Reserve, Licence to Install Electricity Grid in a Forest Reserve, Licence to Construct Lodges in a
Forest Reserve, License to Hang/Erect Bee Hives in a Forest Reserve, and Operational Licence
Allowing Eco-Tourism Services.

Reqister of licences

The legislation does not seem to mention any requirement to maintain a cadaster system for the forestry
licences and agreements with the timely and comprehensive information regarding the licence holder,
coordinates of the license area, the date of application, date of award and duration of the license, and
the commaodity being produced.

We understand that the Department of Forestry does not maintain a list of all rights in a register. It
appears that the list of different rights active during the financial years 2018/2019 and 2019/2020 is
scattered between the central office and the decentralised regional offices of the Department of Forestry.
We understand that the Department of Forestry does not make public any list of licences or concessions.

Policy on disclosure of forestry agreements

The forestry legislation does not include any express restrictions on the public disclosure of contracts
and licenses by the government. The existing agreements entered into by Ministry of Mining and private
operators do not contain a confidentiality clause which prevents the public disclosure of the terms of
these contracts.
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Contribution to Gross Domestic Product (GDP)

Financial Year 2018/2019

Based on data received from NSO, the forestry sector accounted for MKW 100,754 million on average
of the calendar years 2018/2019 and averaging 6.87% of the GDP at the constant prices.

Table 25: Contribution to Gross Domestic Product (GDP)

Gross Domestic

Product at Constant 1,374,556 1,430,023 1,501,049 1,402,290 1,465,536
Market Prices (e)

Sources: Annual Economic Report 2019

Source: National Statistical Office (NSO) and Department of Economic Planning & Development
(EP&D)

(*) Projections

Financial Year 2019/2020

Based on data received from NSO, the forestry sector accounted for MKW 100,534 million on average
of the calendar years 2019/2020 and averaging 6.53% of the GDP at the constant prices.

Gross Domestic

Product 8l 1430023 1,501,049 1577,714 1,465,536 1,539,382
Constant Market

Prices iei

Sources: Annual Economic Report 2020

Source: National Statistical Office (NSO) and Department of Economic Planning & Development
(EP&D)

(*) Projections
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Contribution to Exports

Financial Year 2018/2019

The Sector gave 45 Export Licences and 587 Export Permits to various exporters largely Raiply Malawi
Limited and Vizara Rubber Plantations to export forest products to the Republic of South Africa, Kenya,
Tanzania and Zimbabwe. The quantities and values of forest products exported to other countries
included 8,316,000 Kgs of medium-density fibre (MDF) Plain Boards, 2,661,120 Kgs of Rubber and
200Kgs of Eucalyptus Poles.

Financial Year 2019/2020

The Sector gave 26 Export Licences and 713 Export Permits to various exporters, largely Raiply
Malawi Limited and Vizara Rubber Plantations, to export forest products including medium- density
fibore (MDF). Major destinations of exports for forestry products are the Republic of South Africa, Kenya,
and Tanzania; while minor ones are Zimbabwe, India, Germany, Mozambique and United States of
America.

Quantities and Values of Forestry Products Exported in the financial year 2019/2020

Table 26: Forestry products exports

Forest Product Quantity exported

MDF laminated boards 439,000 sheets
Rubber 970 480 Kgs
Eucalyptus Poles 841
Shutter ply 15,380
Ply wood 22,150
Blockboard 38,925
Rubber timber 900 Cubic Meters
MDF plain boards 8,018,000
Colombo roots 30,000 Kgs
Moringa products 500Kgs
Flush doors 3,170
Bamboo seedlings 36,000
Wood carvings/curios 2,691

Source: Department of Forestry
Source: Annual Economic Report 2020

Based on the data received from Raiply Malawi Ltd, details of exports of main commodities in the
forestry sector can be summarised as follows in the financial year 2018/2019 and 2019/2020:

Table 27: Exports declared by Raiply Malawi Ltd
2017/18 FY 2016/17 FY

Description MWK MWK
Timber and timber products 2,678,732,588 702,798,104

Source: Reporting template from Raiply Malawi Ltd
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Forestry Development and Management Fund (FDMF)
Financial Years 2018/2019 and 2019/2020

The Forestry Development and Management Fund (FDMF) became operational in the 2011/12 Financial
Year. Its aim is to promote the conservation and management of forest resources in order to increase forest
cover in the country. The FDMF was allocated MK929, 247,000 in the financial year 2018/2019 and
MK1, 377,813,399 in the financial year 2019/2020. The major activities for FDMF in the two financial years
included the following:

i. Tree planting and management including tree survival promotion;
ii. Contract work in Government plantations for various silvicultural activities;

iii. Management of natural regenerants;

iv. Conducting law enforcement through patrols in forest reserves and on customary land;
v. Awareness of the Bill once it is assented;

vi. Finalisation of concession agreements;

vii. Completion of Network connectivity in the Zones and Viphya plantation;

viii. Support to Forestry Research in four strategy areas; and

ix. Completion of the Review of the Forest Act (1997).

Malawi Youth Forest Restoration Programme (MYFRP)

Financial Year 2018/2019

The Malawi Youth Forest Restoration Program (MYFRP) was initiated by the Government of Malawi to
address the problem of deforestation and degradation. This programme engages youth in forest restoration
activities giving priority to fragile areas within their localities. Following this initiative, the Government of
Malawi provided funds amounting to MK1.5 billion in the 2018/19 FY for implementation of the MYFRP in all
districts. The programme intends to enhance forest cover in line with the Forest Policy of 2016 and the
National Forest Landscape Restoration Strategy of 2017. By mid-March 2019, MYFRP had planted 3,059ha
out of a target of 4,733ha, with 45,298 youths involved from the 2,161 youth groups participating in the
implementation of the programme across the country.

Financial Year 2019/2020

The Malawi Youth Forest Restoration Program (MYFRP) was initiated by the Government of Malawi to
address the problem of deforestation and soil degradation. This programme engages youth in forest
restoration activities while prioritising fragile areas within their localities.

Following this initiative, the Government of Malawi provided funds amounting to MK1 billion in the
2019/2020 Financial Year for the implementation of the MYFRP in all districts. The allocated funds are
under the jurisdiction of Ministry of Local Government. The programme intends to enhance forest cover in
line with the Forest Policy of 2016 and the National Forest Landscape Restoration Strategy of 2017. The
MYFRP had a target to plant 4,733ha, and to manage regeneration on 34,000ha using youth groups across
the country. By end of March, 2020 the districts had not started producing reports of implementation through
their respective councils.

Other major achievements for the Forestry Sector during the financial year 2018/2019

i. 179km out of 250km of forest reserve boundaries were retraced across the country.

. 92 camping patrols were conducted by the Malawi Defence Force, National Parks and Wildlife
Rangers, Police and Forest Rangers mainly in priority forest reserves of Dzalanyama, Viphya,
Zomba and Mulanje Mountain.

iii. 70 forest guards were successfully trained as forest rangers in handling guns.

iv. Out of 90,000 hectares that are covered by state owned industrial plantations, 89,06ha were
protected from fires.

V. The Forestry Act (1997) was reviewed and approved by the Cabinet.
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Other major achievements for the Forestry Sector during the financial year 2019/2020

Vi. 1091.61 Km of firebreak was maintained in Viphya and other plantations.
Vii. 84Km of road was maintained in Viphya and other plantations.
viii. 867 camping patrols were conducted by Forest Rangers, National Parks and Wildlife Rangers,

and Police mainly in priority forest reserves of Mua- Livulezi, Dzalanyama, Viphya, Zomba and
Mulanje Mountain and also along hot routes.

iX. Out of 90,000 hectares that are covered by state owned industrial plantations, 87,834.46ha were
protected from fires.

X. 918ha is being managed under Natural regeneration; and
Xi. 80 students have been recruited for GFC, 42 awaiting commencement of the training at Malawi
College of Forestry and Wildlife.

Challenges faced by the Forestry Sector during the financial years 2018/2019 and 2019/2020

Amongst the many challenges, the following have been picked as major ones impeding progress in the
implementation of activities in the forestry sector:

Xii. Continued encroachments in protected areas and on customary estates, mainly through
commercial charcoal and firewood production, illegal cultivation and settlements;

Xiii. Forest fires in Government plantations led to loss of revenue as well as young stands;

Xiv. High rate of vacancies for both technical and support staff in most stations reaching up to 60
percent and above;

XV. Continued absenteeism in stations mainly in Government Plantations. This negatively affected
the performance of the Department in various fields;

XVi. Increased number of dilapidated buildings (offices and staff houses). Moreover, some districts

have no forestry offices e.g. Chitipa, Balaka, Neno and Phalombe;

XVii. lllegal logging. This will require more resources in order for the Government to recruit more
forestry officers for monitoring and to man check points with the Police and also to train the Police
and Customs officials; and

XViii. Non-compliance with EITI reporting by some companies operating in the forestry sector. For
instance, at the time of finalization of this report, Vizara Plantation had not submitted its EITI
reporting templates.
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5.6 Transport Activities/Railway Sector

For a landlocked country like Malawi, road and rail systems and those of the neighbouring countries are
the corner stone for international trading and transportation from and to seaports. The transport system
currently comprises 15,451 kilometres of roads, 810 kilometres of railway track, four major lake harbours
and five commercial airports32.

The very first railway track to be built in Malawi was from Blantyre to Chiromo, on the south bank of the
Shire River in 1909. Since that time, several rail projects have been built33. Passing through Mozambique,
the rail covers a distance of 799 kilometres from Blantyre to the port of Nacala and a distance of 568
kilometres from Blantyre to the Port of Beira3.

Transportation of Malawi minerals

Extractive companies operating in Malawi use their own vehicles as primary means of transport to move
extracted minerals throughout and outside the country. Therefore, revenues from transportation of
minerals extracted from Malawi are not expected to be material.

Transport project for coal extracted from abroad

The Nacala Railway project was developed for the transportation of coal extracted from mines located in
Western Mozambique to the Mozambican Port of Nacala passing through Malawi lands. The project was
meant to develop rail access from the deep-wat er port of Nacala to the
the North of Mozambique3>.

Under an agreement signed between the Government of Malawi and the Brazilian mining company Vale
Logistics Ltd in December 2011, the company financed the construction of 136.5 kilometres of railroad
from Kachaso in Chikwawa on the western border of Malawi, passing through Mwanza and Neno Districts
to join the existing railway network at Nkaya junction in Balaka District in the South Central of Malawi. Vale
Logistics Ltd started operating trains on the rail line in 20163%. The Moatize railway is used for
transportation of coal extracted from Mozambique to be delivered to the other part of Mozambique passing
through Malawi territory.

The Concessionaires, Vale Logistics Limited and Central East African Railways Company Ltd pay
concession fees to the Government of Malawi based on the quantities of coal transported from
Mozambique by rail.

The Brazilian mining company also concluded a partnership with Mozambican State-Owned Enterprise
Mozambique Ports and Railways (CFM) in July 2012 to improve the existing line of the Nacala Logistics
Corridor?”.

Given that the rail route to the Indian Ocean is shorter than existing export routes from most parts of
Zambia, it has the potential of becoming the main international mode of goods transport from all or parts of
Zambia, to both ports of Nacala and Beira.

32 http://www.motpwh.gov.mw/index.php/about  -us
http://www.malawi.gov.mw/images/Publications/NTMP_Final_Documents/Sub_Sectr Rail/NTMP_Rail

SubSectoral _Plan.pdfage 20
34 http://www.motpwh.gov.mw/index.php/about  -us
3 "Mining drives African rail plans". Railway Gazette. 1 November 2010. Retrieved 30 November 2017.
3 Annual Economic Report 2016
37 "vale starts work on Nacala corridor". Railway Gazette. 10 December 2012. Retrieved 30 November 2017.
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Legal Framework in transport sector

The rail sub-sector is regulated by the following legislations:

Table 28: Legal framework in transport sector

Type Descriptions
Provides the regulations of construction, control, management and operation of all railways
Railways Actzr in Malawi. The RA is framed in a way that provides for public sector and private sector
(1907) participation in the railway subsector in Malawi.

. . Enacted by the Parliament of Malawi in December 2011, this act regulates the partnership
PUb“C-P”Yate agreements between the public sector and the private sector for the supply of infrastructures
Partnership Act  and delivery of services as a means of contributing towards sustaining economic growth, social

(2011) development and infrastructure development of the country.
Roads Fund The main purposes of this Act are to create an Administration Board to raise, administer and
Administration account for funds for construction, maintenance and rehabilitation of public roads, as well as to
Act (2006) set up a Roads Administration Fund

c . The Government of Malawi signed concession agreements with two companies: CEAR and

ag;)rneceer:ZLOtg Vale Logistics Ltd. These agreements enclose specific terms and requirements for both parties

with regards to Project Financing of the Nacala Corridor.

Challenges and Lessons Learnt

Encroachment, vandalism and theft remain big challenges in the railway sub-sector. The Department of
Railway Services continues to engage communities living close to railway lines, conducting sensitization
activities. In addition, the Department of Railway Services has commenced bush clearing, stumps removal,
grubbing and assessment of railway infrastructure materials on the 72km Bangula-Marka section.

Progress is at 60 percent with the activities expected to be extended to other sections of the railway line.
This will help curb encroachment and theft of railway infrastructure.

The sector al so has capacity const r aieffectwelywbpritdr the e s p ec
performance of the concessionaires as well as the various projects that are being implemented. The
Department of Railway Services has hired 15 graduate engineers who are being trained on railway
engineering in collaboration with CEAR.

Institutional Framework in the Forestry Sector

Stakeholders Descriptions

Ministry of Government Entity responsible for the administration of the transportation sector in Malawi. Its
Transport and mission is to provide a safe and sustainable transport system that can foster a competitive
Public Works operation of commercially viable, financially sustainable and environmentally friendly services.

Railway Division This division was created in March 2010 and is responsible for all matters relating to railway
transportation as well as issues relating to the implementation of policies and
directives sanctioned by Government and various Regional and International conventions to
which Malawi is party. The purpose of the Railways Division is to ensure a safe, efficient and
reliable railway transport system for ease of movement of goods, people and services.
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Institutional Framework in the Transport Sector

Stakeholders Descriptions

Set up in 2006, the mission of the Roads Fund Administration is to mobilise, administer
and account for funds for the construction, maintenance, and rehabilitation of public
roads in an efficient, transparent, effective and sustainable manner for the benefit of road
users in Malawi®8, The main objectives of the Roads Fund Administration are to:
A Promote accountability and transparency in public roads financing and
Roads Fund management;
Administration
A Help develop capacity of local construction industry and implementing agencies;
A Ensure efficient and effective use of funds; and
A Enforce excellence and professionalism in service delivery°.

The Public- The Public Private Partnership Commission was created as the Privatisation
Private Commission under the Public Enterprises Act in 1996 and is governed by a policy. As
Partnership the implementing Government Agency of the Public-Private Partnership Programme

Commission of  in Malawi, it is the only legal authority that implements divestiture of direct and indirect
Malawi (PPPC) government interests in SOESs.

This Commission is responsible for:

A Developing guidelines on best practices to assist sector ministries in the rolling
out of their PPP projects;

A Review and assessment of PPP project affordability, value-for-money, feasibility,
and contingent liabilities associated with PPP projects.

A Procurement process: supervising competitive bidding processes to
select the best private sector offer;

Providing 0 Negotiation: providing backing to the CA during negotiations with the private sector
support and provider;

advice to_ g Contract management/re-negotiation: assisting in on-going contract oversight,
Contracting especially over the construction phase and assisting in contract re-negotiation and
Authorities re_financing;

(CAs) in the

following g Liaison with PPP Monitoring and Review Unit at MoF: assist CAs in understanding

the approval requirements, helping them develop necessary documents for review
and generally guiding the CAs through the approval process; and

A Promotion and Capacity Building and providing guidance on PPP
procedures and processes.

Malawi Revenue MRA is the tax authority responsible for the assessment, collection and accounting of

Authority (MRA) fiscal revenues.

domains*®

State Participation in the Extractive Sector in Malawi

An agreement was signed between the Government of the Republic of Malawi and the forestry companies
which defined the area of plantation and exploited by the forestry companies.

In accordance with the agreement and the declaration made by the forestry companies retained in the
reconciliation scope, there is no state shareholding in their share capital and there are no State-Owned
Enterprises operating in the forestry sector in Malawi.

38 http://www.sdnp.org.mw/budget  -2011/votes-2011/Vote_274_-_Road_Fund_Administration.pdf
39 https:/iww.malawilii.org/mw/consolidatedlegislation/6908/roads_fund_adminstration_act_pdf_76596.pdf
40 http://Iwww.pppc.mw/articles/about  -us
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Figure 3: Railway Transport routes

Tanzania

To Nacala

Port é

Mayuchi- Nacala
Clesed 1883 bul reopenad 1989

Legend
= Built 1909-1915
== Built1922-1843 Mutara Junction

Completed by 1970

= Built 1982 -1992
w— Bullt 2012-2015

- QOpened 1970/2:

To Beira
Occasionally closed '

= Tazara Railway 1975

41 Malawi National Transport Master Plan, Ministry of Transport and Public Works
http://www.malawi.gov.mw/images/Publications/NTMP_Final_Documents/Sub_Sector_Rail/NTMP_Rail_Sub-
Sectoral_Plan.pdf
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5.7

Collection and Distribution of the Extractive Revenues

Budget Process

The Public Financial Management (PFM) Act 2003, coupled with the introduction of the Medium-Term
Expenditure Framework (MTEF), introduced in the budget for the first time in the 1994/95 FY, has
significantly enhanced the national budget process.

The Government of Malawi (GoM) has gone through various stages of budgetary reforms. This involved
transformation of budgeting methods from incremental to performance or result based budgeting (based
on activities). Currently, Malawi uses a cash budget system.

The cash budget system is based on the principle that no cash is to be released to line ministries or other

budget heads unless sufficient funds are availabl

account number 1 at the Reserve Bank of Malawi (RBM), to cover government expenditure. The Ministry
of Finance (MoF) can decide which activities are to be funded among those initially approved by
Parliament in the budget.

It is the responsibility of the Minister of Finance to present a statement of the estimated receipts and the
expenditure of the government in respect of each financial year before the National Assembly.

The key budget documents include:

Budget Statement: This is the budget speech read in the National Assembly by the Minister of
Finance. It is a summary of the whole budget but also covers an outlook of the world economy,
performance and achievements of the previous budget, summary of main Government policies,
objectives and targets, tax policy measures and expenditure controls;

Economic Report: Provides details of the world economy outlook and the economic performance
of Malawi in the preceding year;

Financial Statements: This provides a broad summary of the budget both revenue and expenditure
by sector of the economy;

Output Base: This presents more details on the budget. It outlines a ministrysé objectives,
achievements, challenges for the previous period as well as the activities to be undertaken with
related costs and outputs;

Detailed Estimates: Provides details of all expenditure for all the votes up to the sub-item level.
This forms the basis of accounting in Government.

The budgeting process includes reviewing proposals on major issues and initiatives, setting programme
goals, objectives and their associated costs as well as prioritising the proposals submitted or developed.

The principles are as follows:

1.

2.

The policy development and planning process needs to begin well in advance of the budget
preparation process;

Policy decisions should be well documented and incorporated into the budget preparation
instructions;

The results of the policy planning and development process will strengthen if specific goals and
objectives are defined. These may include major government initiatives and other sector specific
programmes;

Policies should be a major determining factor of budgetary ceilings for ministries and departments;
and

Policies should identify the priorities to guide allocation of funds among competing needs.
Ministries and departments should therefore submit proposals which are consistent with
government priorities.

42 Source: Government of Malawi Budget Framework paper FY15/16 (www.mfdp.gov.Ir).
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Revenues Collection

The National Budget is the Governmentdés plan on how
the citizens of Malawi. The budget begins on 1st July and ends the following year on 30% June. This is
referred to as the Financial Year.

Revenue comes from different sources, such as taxes and non-tax revenue and borrowing from local

banks and other countries. According to sections 172-173 ofthe Const i t ut i o All revdnuedda | awi ,
other funds raised or received for the purposes of the Government shall, subject to this Constitution and

any Act of Parliament, be paid into and form one fund, to be known as the Consolidated Fund.

No funds shall be withdrawn from the Consolidated Fund except in the manner prescribed by the National
Assembly. 0

The extractive revenue collections framework can be represented diagrammatically as follows:
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