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Purpose of the report

Key insights

= We identified 165 incidents of resource nationalization (RN) in the metal
mining industry between 2017 and 2021, with adverse impacts on miners’
revenue growth, operating margins, capital efficiency and shareholder value.

= More than 82% (28 of 34) of the countries where these RN cases took place
have a high Mining Contribution Index score (>60 MCI), suggesting that high
mining dependence may be a leading indicator of RN incidents.

= Glencore and Barrick were each involved in more than a dozen RN incidents,
due in part to their operations in countries with high institutional capital risk,
e.g. the DRC, which is a significant producer and reserve of battery metals.

Introduction

We expect metal miners to benefit in the long term from continued growth in
demand for precious metals, which can serve as safe havens during recessions,
and for industrial metals that support the renewables industry. While such use
cases may align with a responsible investment thesis, in recent years we have
tracked a significant number of environmental, social and governance (ESG)
incidents related to resource nationalization (RN) - i.e. governments taking
greater control of a country’s natural assets at the expense of international metal
mining companies.? Between 2017 and 2021, we observed 165 incidents of RN
involving 87 miners globally. In 2019 alone, a year of changing political regimes
across many countries, 36 miners experienced RN incidents (Exhibit 1).

This report identifies three criteria that may help investors assess and mitigate
their exposure to RN risks: 1) mining firms’ operational footprint in countries that
depend heavily on mined resources; 2) concerns about institutional capital in
those countries; and 3) the way miners manage community relations issues.

Exhibit 1: Number of miners affected by resource nationalization incidents
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Tailwinds and headwinds

Green transition and metal scarcity

IC score: proxy for geopolitical risks

IC risks in key supply zones

Metal mining and resource nationalization

Some investors have been drawn to the metal mining industry as a safe haven
during the recent global economic downturn because gold, silver and other
precious metals tend to have a low correlation with the overall public equities
market.® The industry is also well positioned in relation to demand for “green”
technologies, which depend on industrial and rare earth metals used in batteries,
turbines, electric vehicles (EVs) and other use cases linked to renewables.
Although the war between Russia and Ukraine has led to supply constraints on
key metals, such as nickel, copper and iron, Research and Markets projects that
the global mining market will grow from USD 204 billion in 2022 to USD 264
billion by 2027.4 This forecast may be aggressive, but we anticipate substantial
growth in the metal mining industry over the medium and long term.

However, a critical issue in this industry is the political stability of regions where
global miners operate. A recent report from Morningstar Equity Research and
Sustainalytics identified 87 minerals — including cobalt, nickel and platinum -
for which global deposits are dominated by countries that exhibit low
governance effectiveness and high geopolitical risks, as proxied by their
Institutional Capital (IC) score, a pillar of Sustainalytics’ Country Risk Rating.®

A country’s IC risk score (0-50 scale) is an overall assessment of the social and
institutional infrastructure that supports a country’s productivity. This rating
integrates 10 indicators related to a state governance and geopolitical risks,
including political stability, government effectiveness, rule of law, regulatory
quality, level of peace and control of corruption.

To assess the supply risks associated with the unequal global distribution of
mined resources, the Morningstar-Sustainalytics study mentioned above
segmented a sample of 118 mineral-producing countries into four quartiles
based on their IC scores. As shown in Exhibit 2, a significant portion of the global
supply of minerals that are critical for renewable technologies are located in
countries with the highest quartile of IC risk.®

Exhibit 2: Metals supply in countries in top institutional capital risk quartile*
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Metals, countries, companies

Categorization and assessment

A growing number of miners operating in countries with high levels of IC risk
have experienced material losses due to RN in the past five years. For example,
in 2018, Glencore wrote off USD 5.6 bn in debt and paid USD 150 mn related to
historical commercial disputes and USD 41 mn to cover exploration expenses to
retain ownership of KCC mines in the DRC.8 In 2019, Canadian company Eco Oro
Minerals withdrew from a mining project amid an ongoing legal battle, in which
the company seeks USD 764 mn in damages from the government of Colombia.®

We define RN as an occurrence of local governments or local communities
attempting to obtain greater control over and increased gains from their
country’s natural resources operated by foreign entities. To assess investment
risks related to RN, we have developed a framework that organizes data drawn
from Sustainalytics’ ESG incidents tracking system, grouping RN cases into
three categories of severity: mild, moderate and extreme, based on how the state
acts to achieve its purpose (Exhibit 3).™

Exhibit 3: Three categories of incidents linked to resource nationalization’

Severity  Description

Example

Extreme  State ends contract with miner, seizes mine; abruptly  In 2021, Canada-based Alamos Gold filed USD 1 bn investment treaty claim against Turkey

ends or refuses to renew contract

after the government's refusal to renew the company's mining licences, following local

protests.

Moderate State-supported community conflicts or strikes by In 2017, approximately 2,200 unionized workers from Southern Copper's Toquepala and
labour unions demanding increased mine profits/local Cuajone mines in Peru launched an indefinite strike demanding a larger share of the mine's
jobs/benefits profits .

Mild State indirectly forces miner to leave or changes In 2017, the government of Tanzania issued UK-registered Acacia Mining PLC a tax bill for

contract terms by adding stringent regulations and USD 190 bn.

provisions

Sustainalytics’ controversy research
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Source: Sustainalytics, Morningstar'?
Using this framework, we identified 165 incidents related to RN between 2017
and 2021 (Exhibit 4). Changing governmental systems and elections made
foreign miners vulnerable across many countries, accounting for the 2019 peaks
in moderate and mild RN incidents. We observed a record high in extreme RN
incidents in 2020, involving termination of contracts with foreign miners across
developing economies dependent on mining. While the overall number of new
cases decreased in 2021, foreign miners affected by earlier cases continue to
suffer from operational issues that can affect shareholder value.

Exhibit 4: Number of resource nationalization incidents by year, 2017-2021
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Operations in many high-risk zones

Measures taken to resolve RN risks

International miners affected by geopolitical risks

Exhibit 5 shows the 10 international miners that have experienced the largest
number of RN incidents during our study period. Barrick and Glencore have each
been involved in more than a dozen cases, most often in countries with high
institutional capital risk, such as the DRC, Tanzania, Zambia, Papua New Guinea,
Dominican Republic, and Mali.

Both companies have responded by taking action on inclusion of local leaders
and responsible sourcing to address the issues of community relations and
resource use.’* Barrick has reported several key measures to mitigate RN risks
for 2022 and beyond. In all its operating mines, the company deploys community
development committees, which include heads of local governments and
members of local communities, who address issues related to local socio-
economic development.”® Likewise, Glencore is collaborating with local
governments and customers to support professionalizing artisanal and small-
scale mining, with the goal of strengthening human and labour rights in its
supply chain.’® Both companies also have open systems for addressing local
grievances."” While these measures represent important steps towards
mitigating RN-related risks, these firms may continue to face risks of operational
disturbances linked to community relations incidents in politically unstable
jurisdictions.

Exhibit 5: Number of incidents related to resource nationalization by company (top 10 most frequent)

Glencore PLC

Barrick Gold Corp

AngloGold Ashanti Ltd

Anglo American PLC

Vale SA

BHP Ltd

Centerra Gold Inc

Zijin Mining Group Company Limited
Goldcorp

Rio Tinto Ltd

Material impacts: one RN-prone zone

MORNINGSTIR | SUSTAINALYTICS

I I ——
I
| I
|

I
| ]
| |
|

]

0 2 4 6 8 10 12 14

m Extreme m Moderate mMild

Source: Sustainalytics, Morningstar
Companies that have experienced fewer incidents, such as Rio Tinto and
Centerra, have a greater portion of their operational footprints in developed
markets, such as North America and Australia. However, the few incidents in
which they were involved significantly affected their revenue growth, operating
margin and capital efficiency. For example, in 2021, Rio Tinto ended a long-
standing dispute on the Oyu Tolgoi copper-gold mine by signing a new
agreement with Mongolia, resulting in the company paying USD 1.45 bn more
than the original price agreed in 2015. The firm also wrote off a USD 2.4 bn loan
owed by the state in order to continue the project till 2030.'® In another notable
case, in 2021 Kyrgyzstan seized the Kumtor mine from Canada-based Centerra
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Gold, which had been operating in the area since 2004, resulting in a USD 926 mn
loss for Centerra.”® As discussed below, the economies of Mongolia and
Kyrgyzstan have high levels of institutional risk and mining dependence.

RN cases across the globe Exhibit 6 shows the distribution of RN incidents by type and country over the
past five years. Extreme cases are most common in Mongolia, Kyrgyzstan and
nations of East Africa, where mines are major contributors to GDP. Moderate RN
cases involving labour strikes are common in Latin America and several African
countries. Nations such as Zambia and Tanzania have implemented mild RN
measures, including additional taxes and royalties to extract substantial gains
from foreign miners. Mapping incidents by location, frequency and intensity may
help investors assess the stability of companies’ mining operations.

Exhibit 6: Global distribution of resource nationalization incidents, 2017-2021*

M Extreme
Moderate
m Mild

*N= 34 countries where a total of 165 unique incidents related to RN occurred. The colour code represents the highest-severity event in each country.
Source: Sustainalytics, Morningstar

Institutional capital and mining dependence

Defining the parameters In addition to investigating the incident track record of miners, investors can
assess RN risks in relation to the institutional capital and mining dependence of
countries in which metal miners operate. Exhibit 7 plots the relative positions of
161 countries on two measures: their IC risk score and their Mining Contribution
Index (MCI) score.?’ As noted above, IC risk scores provide an assessment of a
nation’s institutional strength, rights, freedom, peace and stability. The MCI
measures the relative contribution of mining to a nation’s GDP. Whether a state’s
dependence on mining results in economic or other social benefits depends on
the quality of governance.?' Taken together, the IC risk score and MCI score can
help investors assess whether a country is using its natural assets effectively to
create long-term wealth. In some cases, these factors may help investors
identify issues related to the “paradox of plenty,” which arises when a nation that
depends heavily on mining underperforms economically, due to focusing a
disproportionate amount of its capital and, in some cases, its workforce on a
single industry.??

MORNINGSTIR | SUSTAINALYTICS
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Quadrant segregation

Metal mining and resource nationalization

We segmented the sampled countries into four quadrants based on thresholds
of high mining dependence (MCI score >60) and high IC risk (IC score >30). A
country’s position on these measures reveals key issues that can affect mining
operations. About 82% (28 out of 34) of the countries that were involved in cases
of RN during our study period (2017-2021) are in the “higher mining dependence”
zone (MCI score >60).2> Many major foreign miners avoid some countries in this
zone, such as Russia, North Korea and Venezuela. Other countries in this zone
(e.g. Zimbabwe, Liberia and Gabon) were involved in RN incidents before the
start of our study period (2017). Investors may assess the extent to which a
mining firm is susceptible to RN risks by considering its operational footprint in
countries with high levels of institutional risk and mining dependence.

Exhibit 7: Mining Contribution Index vs Institutional Capital Risk Score
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Institutional Capital Risk Score
Source: Sustainalytics, Morningstar

The top-right quadrant, which contains countries with higher IC risk and higher
mining dependence quadrant, includes major global cobalt producers the DRC
and Russia, both of which are at high risk on issues of political stability and levels
of peace. The top-left quadrant, representing lower IC risk and higher mining
dependence, contains countries with significant metal deposits that are in
demand for EV production (Chile, Peru, Colombia, Brazil, Bolivia, Papua New
Guinea, Ghana, Kazakhstan, Mongolia, Guyana and Zambia). Many of these
countries have low levels of control over corruption.?* Issues associated with
high IC risks, including low levels of peace, remain a concern for foreign miners
operating in South Africa (the top global producer of palladium and platinum)
and Indonesia (the world’s top nickel producer).

Most of the economies in the bottom-left quadrant, which represents countries
with lower IC risk and lower mining dependence, have little to no dependence on
mining. However, a few with MCI scores between 40 and 60 contain sizable
future-facing mineral deposits. States in this zone, such as Turkey, have
considerably lower levels of peace and control over corruption issues — two IC
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Investor engagement

Assessing risk management

Low management scores
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risk parameters that may have served as a precursor to local unrest against
foreign miners.?®> The bottom-right quadrant, representing higher IC risk and
lower mining dependence, also contains several nations in the MCI 40-60 zone,
such as Nigeria, with low political stability and control over corruption issues;
these shortfalls have negatively affected mining operations in those areas.

International miners producing batteries and precious metals remain vulnerable
to risks of RN in several countries that are top producers of future-facing metals
(Exhibit 8). This scenario raises mounting concerns for foreign investors in these
regions looking for long-term gains. Investors can mitigate these risks by
incorporating considerations about IC risk and mining dependence into their
analysis of RN risks that miners face in different regions. They may also examine
specific regional cases and gain knowledge of local legal systems and trends.
Foreign investors could also benefit by forming treaties with countries to protect
capital from the changes made by the host government, especially with regard
to unreasonable penalties or arbitrary measures. 28

Exhibit 8: Top metal-producing countries pose high RN risks to foreign miners

Metal Countries posing high risks of resource nationalization
Cobalt Democratic Republic of the Congo (DRC), Russia, Philippines
Nickel Indonesia, Philippines, Russia, Brazil, Colombia

Lithium Chile, Argentina, Bolivia, Brazil, Zimbabwe

Copper Chile, Peru, DRC, Zambia, Russia, Mexico, Papua New Guinea
Rare Earth Myanmar, Madagascar, Russia, Brazil

Platinum & Palladium  South Africa, Russia, Zimbabwe

Gold Russia, Peru, Mexico, Brazil, South Africa, Ghana

Source: Sustainalytics, Morningstar

To assess miners’ preparedness to mitigate RN-related risks, Exhibit 9 compares
the Community Relations (CR) management scores of 10 miners involved in RN
incidents in countries of higher mining dependence and IC risks. CR is a material
ESG issue (MEI) that assesses policies, initiatives, implementation and reporting
related to community development, involvement and human rights programmes.
We observe that companies operating in countries that are less prone to RN risks
tend to have stronger CR scores.

Barrick Gold, which operates in 18 countries across the Americas and Africa,
exhibits the lowest CR score (<46) among this subsample of miners. The
company has experienced RN incidents in countries that have high IC risk and
high mining dependence (Tanzania, DRC, Mali, Papua New Guinea, Dominican
Republic, Céte d'lvoire). The largest metal and mining companies in the world,
Rio Tinto and Vale, have average CR management scores (46-48). Both of these
companies have operations distributed across more than 30 countries with
varying levels of IC risks. All three of these miners (Barrick Gold, Rio Tinto and
Vale) lack consistent implementation of community programmes and policies,
and none of them report any community development targets or deadlines.
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Glencore's efforts

The DRC

Strong management scores

Implications of CR score
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Exhibit 9: Community Relations management scores for miners
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Glencore has a relatively strong CR management score (59.3). This score

reflects its policies and programmes related to human rights, especially in the
DRC, including its membership in the Fair Cobalt Alliance and the Responsible
Minerals Initiative’s efforts to end artisanal mining and child labour.?” However,
its large operational footprint in more than 35 countries, including the DRC, has
led to Glencore’s involvement in more RN cases than any other company in our
sample. Such events have a dilution effect on the firm’s CR management score,
reflecting the materiality of incidents as well as programmes and policies.

The DRC produces more than 70% of global cobalt, has 60% of global reserves
of coltan (from which tantalum is extracted), is the world’s fourth biggest copper
producer and has significant reserves of gold.?® Foreign miners operating in the
country, such as Glencore, therefore merit close attention. Although
international miners operating in the DRC have taken various measures to help
resolve local issues, RN risks still loom, as institutional capital has been
weakened by ethnic conflicts, corruption and outbreaks of Ebola. As artisanal
and small-scale miners (ASM) produce 15%-30% of the DRC’s cobalt, these
groups frequently clash with the security forces of larger international miners.
Child labour in mining coltan is a further concern.?’

Sampled companies that have experienced relatively few RN-related incidents,
such as Teck Resources and lamgold, tend to have the strongest management
scores (>75). These miners have relatively strong programmes and policies
related to community relations, Indigenous peoples and human rights. They
report community development targets, timelines, and monitoring systems, and
demonstrate a commitment to consulting local stakeholders at each stage of a
project. They also have systems in place for collecting and addressing the
grievances of local communities.®® In addition, Teck tends to operate in
countries that are less prone to RN incidents.

In general, companies with operations in countries that are less prone to RN
incidents tend to have stronger CR management scores. They also typically have
management teams that are focused on consistently implementing community
development and involvement policies and programmes, as well as formally
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Investor interest

Tracking impact of geopolitical risks

Metals, countries and foreign miners

consulting local leadership and stakeholders in the early stages of projects.
While strong CR management scores do not always indicate that firms operate
solely in areas of low RN risk (e.g. lamgold operates in low IC risk Canada but
also high IC risk Suriname, Burkina Faso, and Senegal), they do suggest that
companies are consistently endeavouring to promote the interests of local
communities. Regardless of how well a company manages its community
relations risks, miners operating in areas of high IC risk and mining dependence
(e.g. Glencore and Barrick) may still experience frequent RN incidents.

This type of analysis may help investors develop a detailed perspective on their
exposure to RN risks and their management capabilities. While studying a
miner's operational portfolio can help investors assess the potential earnings
and value of a company that is exposed to high IC risk and mining dependence,
assessing a firm’'s community relations management initiatives can help to
gauge its preparedness to deal with related risks.

This study presents a framework and analysis that can help investors in the
metal mining industry assess the RN risks facing miners operating across
different regions. A combined view of a company’s RN incident record, the
strength of its CR programmes, and its operational footprint in countries with
high IC risk and mining dependence may help investors evaluate the likelihood
of future RN impacts.

As summarized in Exhibit 10, our analysis found that RN risks are high for
international miners operating in several countries that have high IC risks and a
concentrated supply of metals critical for the global transition to renewables. To
mitigate this, company management teams could incorporate information about
IC risk into their planning for international collaborations or acquisitions.
Meanwhile, investors could expand upon this analysis by examining the full
range of institutional capital parameters to pinpoint potential leading indicators
of RN incidents and risk.

Exhibit 10: Countries and miners that are top producers of metals critical for the green transition

Metal Country IC Risk Category Mining dependence  Company Company CR Management Category

Cobalt DRC Severe High Glencore Strong
Nickel Philippines High High Nickel Asia Corp Weak

Indonesia Medium High Vale Average

Russia High High MMC Norilsk Nickel Strong

Lithium Brazil Medium High Anglo American PLC. Strong
Argentina Medium Medium Lithium Americas Corp Weak

Peru Medium High Anglo American PLC. Strong

Copper Papua New Guinea Medium High Rio Tinto Average
Mexico Medium Medium Southern Copper Strong

Platinum and South Africa Medium High Anglo American Platinum Strong
Palladium  Russia High High MMC Norilsk Nickel Strong

Future research
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Source: Sustainalytics, Morningstar

Investors may conduct further research on the potential effects of changing
political regimes in the countries where their portfolio companies operate, as
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Corporate engagement

Informed decision-making
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well as price changes for the metals that they mine. They could also assess the
ESG momentum of companies and countries when it comes to addressing
concerns related to community relations management and governance.

Investors may expand upon the framework and analysis of this report by
encouraging mining companies to release more detailed disclosures on this
topic, including three- to five-year performance plans for their mining assets,
with a focus on building relationships with local communities and governments.
Investors can engage with miners on issues related to addressing the concerns
of local communities and Indigenous peoples, such as consulting locals at all
phases of a project and seeking free, prior and informed consent (FPIC).

How management teams respond to the sentiments of local people is another
critical issue for investors to consider. Miners can better promote local
community development and improve their capabilities for dealing with RN-
related risks by setting clear community development targets and timelines,
implementing monitoring programmes, systematically involving local
stakeholders at all stages of a project, and reporting the results of these
initiatives. A mining company that can maintain a safe operational environment,
supported by initiatives that align with the interests of local communities, will be
better equipped to optimize operational efficiency, and create long-term stability
for the business, associated industries, and local economies.
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Framework for grouping extreme, moderate, and mild events of resource nationalization.

Extreme events

1. Government seizes the mine, ends contract
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