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Proportion of tax payments and royalties by location

2017
2016

Kazahstan 81%
80%

2%
2%

0%
1%

1%
1%

15%
15%

1%
1%

DRC

Rest of Africa

Brazil

Luxembourg

Netherlands

Proportion of tax payments by type

Income taxes 46%
41%

19%
17%

9%
10%

14%
17%

3%
4%

2%
3%

2%
3%

3%
3%

2%
2%

WHT paid on behalf 
of suppliers

Mining taxes

Payroll taxes – borne 
by employer

Payroll taxes – collected 
from employees

Customs duties

Environmental taxes

Property taxes

Other taxes

Local content
In line with relevant local content requirements 
– and subject to our equal opportunities 
policies – we seek to:
•	Employ and develop nationals 
•	Encourage the employment of nationals and 

use of local content by service contractors 
•	Use companies from our host countries to 

supply us with goods and services

Our ability to do so is determined by such 
individuals’ and companies’ technical, 
operational and business capabilities, as well as 
our own commercial considerations. We also 
support local capacity building where possible. 
For example, activities include: 
•	A new collaboration with the Ministry of 

Industrial Development and the National 
Chamber of Commerce in Kazakhstan to 
promote the development of new businesses 
to support our production processes. In 
2017, we conducted pilot industrial testing 
with a number of local companies to identify 
opportunities for future collaboration 

•	Continued participation in the Student 
Entrepreneurship Ecosystem Programme 
(p47)

•	Support for the Skolkovo Start-Up Tour in 
Almaty, Kazakhstan (p47) 

In this context, during 2017 we increased our 
direct procurement of goods through local 
producers by approximately 40% in 
Kazakhstan. Our entities, which are operating 
under subsoil use contracts, have purchased 
over 5% of their goods and services from local 
suppliers operating in our mining towns. 

Around 80% of our procurement strategies 
have been developed with local producers. 
Where appropriate, we involve local producers 
from disadvantaged groups into our value 
chain, such as the Society of the Blind in 
Kazakhstan. 

In Africa, our local procurement spending with 
companies registered in the DRC was around 
60% of our overall procurement spend. Of this 
local spend, approximately 60% was made up 
of long-term contracts.

In Brazil, almost all our procurement is from 
local suppliers.

Tax and transparency
As a multinational corporation, ERG has an 
obligation and a responsibility to pay taxes and 
comply with the laws and rules in force in all 
countries where we do business. 

ERG is committed to ensuring full compliance 
with all governing tax laws and rules. Our tax 
department works closely with management to 
provide guidance and ensure our operations 
are compliant with local laws. 

We make a significant contribution to public 
finances in our host countries, both directly 
through the payment of taxes and indirectly 
through payments to suppliers, employees and 
community social projects. In 2017, we paid 
more than US$850 million to governments in 
taxes and duties (2016: more than US$600 
million). The increase is mostly due to higher 
income tax payments as a result of increased 
taxable profit in Kazakhstan.

We agree with the principles behind the OECD 
Base Erosion and Profit Shifting (BEPS) initiative, 
which aim to realign taxation with economic 
substance and value creation. We therefore 
do not engage in aggressive tax reduction 
strategies. ERG’s effective corporate income tax 
rate reflects the statutory corporate income tax 
rates in the countries where we have our 
mining and processing operations, and where 
we pay more than 96% of our Group taxes 
(2016: more than 95%). 

We are dedicated to providing transparency 
about any payments made to governments, 
and we believe this to be in the best interest 
of all our stakeholders. For over a decade, we 
have actively engaged with the Extractive 
Industries Transparency Initiative (EITI) 
processes in the countries where we have 
our main operations: Kazakhstan, the DRC 
and Zambia.

Extractive Industries Transparency 
Initiative (EITI) status of host countries

Actual/potential
extraction locations EITI status/assessment

Brazil Non-participant

DRC Participant  
(Validation expected to be 
finalised by 1 July 2018)

Kazakhstan Participant  
(Meaningful progress)

Mali Participant  
(Meaningful progress)

Mozambique Participant  
(Meaningful progress)

Zambia Participant  
(Meaningful progress)

Zimbabwe Non-participant

Section 5: Our relationship with broader society continued

Performance

Economic value generated and distributed by type

Type Detail
2017 

 (US$m)
2016  

(US$m)

Economic value generated Revenue 5,048 3,840

Economic value distributed Operating costs/payments to suppliers 1,791 1,421

Employee wages and benefits 754 637

Payments to providers of capital 628 562

Payments to government 660 512

Community social investment 111 56

Total 3,943 3,188

Economic value retained 1,104 652

Planning for the future
Our planned and potential growth projects will 
help support our future generation and 
distribution of value, including: 
•	The expansion of ferroalloys production in 

Kazakhstan through Kazchrome’s DNK mine 
second phase development as well as the 
renovation of the smelting shop at Aksu 
Ferroalloys Plant

•	The construction of a new aluminium smelter 
in Kazakhstan

•	The Metalkol Roan Tailings Reclamation 
cobalt and copper project in the DRC 

•	The extension of life of mine at Frontier in 
the DRC

•	The development of the Bahia Mineração iron 
ore project in Brazil 

For further details on these growth projects, 
please see p24-25.
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5.2 Anti-corruption and business ethics

ERG is committed to conducting its activities  
in accordance with all applicable laws and 
regulations and high ethical standards of 
business conduct. Furthermore, we are 
opposed to all forms of bribery and corruption, 
and do not engage in or tolerate their 
occurrence in any circumstances. It is  
against Group policy to offer, solicit, give or 
accept bribes in any form, for any purpose.

Oversight 
Our compliance efforts are overseen by our 
Board’s Compliance Committee, comprised  
of two Board members and an independent 
chairperson. The Committee reviews, oversees 
and approves our compliance policies, systems 
and controls, whilst also monitoring the 
effectiveness of our compliance function.  
The committee met six times in 2017 with  
all members attending. At an executive level,  
the Risk and Compliance Committee was 
established in 2016 and commenced  
operation in 2017. 

Implementation 
Our compliance policies and guidelines  
are implemented by our Group, regional and 
local compliance teams, in conjunction with  
the broader business. This includes the 
development and maintenance of a robust 
compliance strategy, structure, systems and 
tools based on risk assessment, internal 
screening, monitoring and auditing, as  
well as international best practice. 

We provide compliance training programmes 
on the Code of Conduct (CoC), including 
targeted training for teams that face higher 
levels of exposure to corruption risks and 
associated policies. This includes those teams 
involved in, for example: 
•	Procurement processes
•	High levels of interaction with officials

Furthermore, our employees and business 
partners are able to submit any reports or 
queries they might have regarding ethical and 
compliance risks. This includes through our 
confidential, anonymous and 24 hour Group 
Hotline operated by an independent third-party, 
and a dedicated email address. ERG is 
committed to protecting whistle-blowers who 
report suspected violations in good faith and to 
maintaining confidentiality where requested. 

Third parties
We conduct due diligence of third parties 
we engage with, using reputable information 
providers. This allows us to assign risk 
ratings in each case and identify appropriate 
mitigation actions. In 2017, we conducted 
7,301 third party due diligence reviews1 
(2016: 2,751), with recommendations 
made as to additional information, controls 
and/or rejection where appropriate. 

Our Agents Compliance Policy requires all 
agents acting on our behalf (including sales 
agents, tax consultants, lawyers, customs 
agents, acquisition intermediaries, etc.) to be 
subject to documented due diligence and 
comply with our CoC and all compliance 
policies. They are also required to confirm in 
writing on an annual basis that they have not 
engaged in any illegal, corrupt or unethical 
conduct in the performance of their duties for 
ERG, and that they remain in compliance with 
all applicable laws, regulations, rules and 
Group policies. 

In 2017, we undertook steps to 
enhance our compliance 
performance and encourage  
a ‘speak-up’ culture

ERG manages engagements with third parties 
in accordance with internal policies, which 
include the International Economic Sanctions 
Compliance Policy. In accordance with this 
Policy, we do not engage in or tolerate any 
form of conduct which fails to comply with 
the requirements of applicable international 
economic sanctions laws and regulations. 
As such, we review third parties and potential 
transactions against international sanctions and 
designation lists, and, where appropriate, seek 
external legal counsel from qualified firms.

Section 5: Our relationship with broader society continued

Key issues and initiatives 
Business ethics is a particularly material issue 
for ERG given the nature of our operating 
environments, which pose relatively high levels 
of latent risk with respect to corruption. In 2017, 
we undertook a number of steps to enhance 
our compliance performance and encourage a 
‘speak-up’ culture. This included: 

•	The rollout of our long-term Compliance 
Strategy and our Compliance Charter

•	The establishment of an annual compliance 
planning system that is aligned with our 
business objectives and risk assessment 
processes

•	The initiation of a process to integrate our 
existing compliance training system into the 
curriculum of our new ERG Academy 

•	The strengthening of our capabilities through 
the additional recruitment of regional 
compliance specialists 

•	An enhanced assessment of compliance risks 
through top-down and entity/facility-specific 
compliance evaluations, and the integration of 
additional controls into our business 
processes where risks have been identified  

Furthermore, we introduced new and 
updated compliance policies with respect 
to CSR projects and sponsorships, 
communications and disclosures, and 
updated our Data Protection Policy. 

In 2017, we became a member of the  
World Economic Forum’s Partnering Against 
Corruption Initiative (PACI). This is a cross-sector 
agenda-setting platform that works with 
business leaders, international organisations 
and governments to address corruption, 
transparency and risks in emerging markets.  
In addition, we also became a participant in 
PACI’s ‘The Future of Trust and Integrity’ project, 
which aims to identify and develop practical 
solutions to promote trust and integrity through 
behavioural change, organisational innovation 
and the adoption of technology.

Legacy issues relating to ENRC
The Serious Fraud Office (SFO) is an 
independent UK Government department that 
investigates and prosecutes serious or complex 
fraud and corruption. The SFO forms part of the 
UK criminal justice system with jurisdiction in 
the UK. 

Between 2011 and 2013, ENRC was engaged in 
an internal investigation into certain matters, 
including allegations around its operations and 
assets in, and transactions involving, Kazakhstan 
and Africa (in particular, the DRC). Throughout 
that period, ENRC provided the SFO with a 
considerable volume of information resulting 
from this investigation. 

In late April 2013, the SFO decided to open a 
formal investigation into ENRC. The SFO 
confirmed, in May 2015, that it is “not at present 
actively investigating the Company’s operations 
in Kazakhstan”. 

However, the SFO has not indicated to ENRC 
the precise scope of their investigation in Africa. 
ENRC is represented by specialist external 
counsel for the purposes of all matters 
regarding the SFO process. The investigation  
is ongoing.

Litigation and arbitration
The Group is involved in ongoing litigation 
and/or arbitration with a number of parties. 
This includes the governments of Zimbabwe, 
Mozambique and the DRC in relation to taxes 
and royalties. In addition, we are engaged in 
ongoing litigation/arbitration with a construction 
contractor in relation to work carried out in 
Kazakhstan, a joint-venture partner in the DRC, 
a mining contractor in relation to work carried 
out in the DRC and construction contractors in 
relation to works carried out in Zambia. All such 
cases are pending final decisions/judgments.

Data protection
In May 2018, the European Union’s (EU) General 
Data Protection Regulation entered into force, 
applying to all companies operating within the 
EU and the personal data that they process. 
This applies to personal data processed within 
the EU, and abroad, if such data has been 
exported from the EU. Any failure to comply 
with the Regulation may result in a number of 
escalatory sanctions, ranging from warnings, 
reprimands and suspensions on data 
processing to fines of up to €20 million or 4% 
of global turnover (whichever is greater). 

In 2017, we engaged third party specialists  
to review our existing data protection 
arrangements and carry out a gap analysis 
against the requirements of the Regulation. 
This has informed a well-defined work plan, 
which has been implemented in 2018 to 
address any identified gaps. 

This will run alongside a programme to raise 
employee awareness and develop their 
capabilities with respect to this issue. We are 
confident these efforts enable us to comply with 
the Regulation. 

Performance 
Anti-corruption
During the year, all of our sites in Africa,  
Brazil and Kazakhstan were assessed for 
corruption-related risks as part of regional and 
entity-level application of our Group-wide risk 
management system (p14-15). 

As a result, we have applied relevant mitigation 
actions, including the development and Board 
approval of the CSR Projects and Sponsorship 
Policy, budget analysis and reconciliation, 
employee training, communications from 
management, a review of hospitality procedures 
and the development/implementation of 
controls on gifts and similar payments. 

We also saw an increase in the number of 
reports and queries raised by our employees 
and business partners through our Hotline. 
These rose from 78 in 2016 to 327 in 2017 – 
an increase of 319%. Our analysis suggests that 

this is not reflective of a worsening in our 
business environment or an increase in corrupt 
activity, but instead reflects the growing 
strength of the ‘speak-up’ culture that we are 
encouraging within the business, including 
through training. 

Business ethics
In 2017, ERG was not subject to any: 
•	Material judicial findings or regulatory 

sanctions (including those linked to its social, 
economic and/or labour impacts)

•	 Investigations, legal actions or findings in 
relation to anti-competitive behaviour and/or 
internationally applicable sanctions

In late 2017 and early 2018, the Government 
of the United States brought into effect a 
number of new sanctions and designations 
that impacted individuals and companies 
with links to Russia and the DRC. When new 
sanctions are introduced, we review these 
against existing third-party arrangements, 
and if necessary, terminate arrangements 
to ensure that we are compliant with the 
sanctions. We have conducted this exercise 
in relation to the recent sanctions and 
designations introduced by the US.

Planning for the future
We are planning to build on the solid 
compliance culture we have built in 2017 – with 
the strength and capability of our Compliance 
team – by further developing our compliance 
management system in 2018. This includes its 
further alignment with international best 
practice, including the ISO 19600 compliance 
management system standard. 

Policies
We have policies and procedures addressing specific risks  
that we review regularly. These include our corporate  
compliance policies, including the following: 

•	Anti-bribery and Corruption Policy: 
this commits us to always acting 
responsibly, honestly and with integrity 
and to not engaging in or tolerating any 
form of bribery or corruption

•	Agents Compliance Policy:  
this requires agents acting on behalf of 
the Group to apply with applicable laws 
and regulations, as well as our policies 
and the CoC

•	Anti-money Laundering Policy:  
this commits us to not knowingly 
engaging in transactions involving 
money laundering or terrorism financing

•	Human Rights Policy:  
this requires ERG and its employees  
and contractors to abide by human 
rights norms

•	Competition Compliance Policy:  
this commits us to not engaging in or 
tolerating any form of conduct that fails 
to comply with applicable anti-trust and 
competition laws

•	CSR Projects and Sponsorship Policy: 
this sets out the process, criteria and 
approvals necessary for ERG to commit 
to corporate social responsibility (CSR) 
projects or sponsorships

•	International Economic Sanctions 
Compliance Policy:  
this commits us to avoiding breaching 
international economic sanctions 
imposed by relevant governments,  
supranational or international 
organisations

As noted above, these policies are 
supplemented by our CoC, which sets out 
more detailed obligations and guidance for 
our employees, managers and Board 
members. These policies and the CoC are 
supplemented by our Counterparty Due 
Diligence (CPDD) procedure and supporting 
compliance and anti-corruption reviews  
and training. 

1.	The number of counterparties that underwent the CPDD 
process increased in 2017, due to the implementation of a 
risk-based due diligence process as well as the lowering of the 
screening threshold for several types of transactions in 
selected jurisdictions.
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5.3 Government relations and policy

The governments of our host countries are 
some of our most important stakeholders. 

This reflects their potential impact on 
our business in terms of public policy, 
legislation, regulation and the awarding 
of new licences. Furthermore, given the 
Government of the Republic of Kazakhstan 
is a 40% shareholder in ERG, its potential 
impact on the Group is even more marked. 

All engagements with government are carried 
out in line with our CoC and, where relevant, our 
accompanying compliance policies. Under our 
CoC, ERG will not, directly or indirectly – other 
than in exceptional circumstances approved 
in advance by the Board – make political 
contributions. 

Any political contribution must be authorised in 
accordance with internal ERG regulations and 
applicable law. Whilst we respect and support 
the right of employees to participate in political 
activities, this must be conducted purely in a 
personal capacity and not on behalf of, or in 
connection with, ERG. 

Likewise, we will not do business with persons 
or entities where such a business transaction 
would be in violation of applicable national or 
international sanctions laws and rules (p70).

Key issues and initiatives 
Mining Code in the DRC
In March 2018, the Government of the DRC 
signed a new Mining Code into law, despite 
opposition from mining operators in the 
country. Amongst other things, the revised 
Mining Code introduces: 
•	An increase in royalties on base metals from 

2% to 3.5% 
•	The imposition of a royalty on ‘strategic metals’ 

of up to 10% 
•	A 50% tax on ‘super profits’ (i.e. income 

realised once commodity prices rise 25% 
above the anticipated price included in each 
project’s bankable feasibility study)

•	Removal of a provision protecting licence 
holders from changes to the tax and customs 
frameworks they are subject to for 10 years

•	A requirement for a 10% local shareholding in 
new mining enterprises

This is in a context in which cobalt has 
increased significantly in price in recent 
years due to growing global interest in 
electric vehicles and the batteries that power 
them. The DRC is home to around half of 
the world’s reserves of cobalt and accounts 
for more than 65% of global production. 
Copper has similarly seen a significant 
increase in price since the start of 2016. 

The current provisions of the updated Mining 
Code could impact the profitability of our 
business as well as those of other operators in 
the country. We recognise that the DRC and its 
people should benefit from the extraction of 
their national mineral resources. Nonetheless, 
we also recognise that, in combination with an 
uncertain political situation in the country, the 
terms of the new Mining Code may discourage 
much needed investment in the country, just as 
copper prices strengthen and demand for 
cobalt grows in a substantial and sustained way. 

Relationship with the Government  
of the Republic of Kazakhstan
Our relationship with the Government of the 
Republic of Kazakhstan is deepened by virtue of:
•	 Its holding of a 40% interest in ERG 
•	 Its representation on our Board of Managers 
•	The strategic economic role played by ERG in 

Kazakhstan in terms of its contribution to 
national GDP, the mining and metals sector, 
power generation and logistics

This helps ensure constructive engagement 
with respect to our business plans and strategy 
both within Kazakhstan and outside it. This is 
particularly relevant given the backdrop of the 
macro-economic uncertainties in the industry 
and the prolonged period of volatility in 
commodity prices. 

Furthermore, we are proud to be in a position 
to play a positive role (where it is aligned with 
our own business objectives) with respect to the 
Government’s broader national vision and 
strategy. This includes, for example: 
•	Foreign trade (for example, via our active 

participation in China’s Belt and Road Initiative)
•	Economic development (for example, through 

our transformation and efficiency initiatives, 
our focus on organisational and technological 
innovation, our ongoing investment in 
employee skills development and focus on 
digitisation/Industry 4.0)

•	Social development (for example, through our 
extensive social investment in our local 
communities in Kazakhstan), as well as our 
donation of US$61 million to the Foundation 
of the First President of the Republic of 
Kazakhstan – Elbasy in 2017 (p50)

•	Environmental protection, as informed by the 
Paris Agreement on Climate Change and 
Government’s aspirations with respect to a 
‘Green Economy’ (for example, through our 
energy efficiency and renewable energy 
initiatives)

This is in addition to our constructive 
engagement with the Government of the 
Republic of Kazakhstan (alongside other 
stakeholders) in structured regulatory 
consultations. For example, in 2017 the 
Government established a multi-stakeholder 
working group to examine changes to 
environmental regulation. 

Our participation in this working group, 
alongside a number of sector organisations 
and NGOs, means we are able to provide the 
Government with practical insight into the 
implications of such changes to industry and 
contribute to more effective regulation. This 
consultation process has, for example, resulted 
in the implementation of simplified 
environmental permitting procedures. 

Belt and Road Initiative
ERG is an active participant in China’s strategic 
Belt and Road Initiative (BRI) – a development 
strategy framework proposed by China in 2013 
focused on improving trade links with a wide 
range of countries in Eurasia, Africa and Latin 
America, and promoting economic growth. 
This includes major Chinese investment in an 
international infrastructure development 
programme that is one of the most significant 
in recent history. Kazakhstan is a key country 
in this initiative in terms of geographical 
location, logistics, natural resources and 
cross-border trade. 

We are already benefiting from Chinese 
investments in our growth projects. This 
includes financing and construction support for 
the resumed development of our Metalkol RTR 
project in the DRC, a new long-term source of 
environmentally responsible and ethically 
produced cobalt and copper. 

In particular, China’s Export-Import Bank and 
the Industrial and Commercial Bank of China 
have acted as key finance partners for ERG, 
playing an influential role in our growth. 
Furthermore, the BRI is also helping to underpin 
the marketing of our products in China, our 
largest destination market for our raw material 
outputs. These products are a key input into the 
country’s infrastructure development, value-
added manufacturing and economic growth. 

As such, we see the BRI, and by extension 
China’s international trade strategy, as playing a 
crucial and positive role in the future growth of 
the Group. 

Performance 
ERG did not make any contributions (financial or 
in-kind) to political parties in 2017. 

As a 40% shareholder in our Group, ERG pays 
dividends to the Government of the Republic 
of Kazakhstan – directly contributing to the 
national budget. In addition, we work on a 
range of projects with regional governments 
in Kazakhstan aimed at supporting socio-
economic development in our areas of 
operation. These include: 
•	 ‘Win-win’ community projects negotiated with 

the governments and focused on investment 
in our local communities. These have 
improved the living conditions of our 
employees (including through the provision of 
decent, affordable housing), whilst also 
helping to meet governments’ community 
development objectives (p46-49)

•	Mandatory socio-economic development 
contributions required under our operating 
licences. These are paid to the governments 
directly, which then implements 
corresponding programmes informed by 
national and local policy

In Kazakhstan, we work with regional 
governments on a range of projects 
to support socio-economic 
development

Section 5: Our relationship with broader society continued
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