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Main objectives of this session

e Provide an overview of the ISA’s structure & function

e Update on the status of exploration contracts in the Area

e Qutline current issues and focus areas

e Introduce the exploitation regime & stakeholder survey

e Outline the development of a financial regime for the Area

e Conclusions / exercise / questions
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Main purpose: to regulate and manage resource exploration and exploitation
activities in the “Area” — to realize the Common Heritage of Mankind

Equitable sharing of economic benefits

Protection of the marine environment

to protect natural resources & prevent damage to “fauna and flora” from
“Activities in the Area” through developing RRPs — currently, no integrated
marine environmental protection

Facilitate capacity building through training initiatives
Promote marine scientific research

Commercial exploitation of the Area on an environmentally sound footing




The Assembly

The Council

Legal & Technical
Commission

Finance Committee

The Secretariat

* 166 Member States (States Parties to UNCLOS)
e Elects members of the Council
e Key decisions based on Council recommendations

e Executive / decision-making body

* 36 Members in 5 representative groups or “chambers” — Fiji (Group D)

e Preference for decision-making by consensus — RRPs must be by consensus
* Based on recommendations of LTC

® 25 Members
e Recommendations to Council —incl. develop legal framework
* Review of applications (plans of work), technical guidance

* 15 members
e Budgetary matters / financial control

e Legal, environmental & administrative management — day-to-day
e Support & guidance to above organs




Based on parallel system of exploitation by:
» States Parties to UNCLOS (ISA member states)
State enterprises
e Sponsored Contractors
 The Enterprise (future)

Reserved areas — developing States / Enterprise

ISA can take “all necessary measures” to ensure compliance with
contract, RRPs and conventions

Key role played by Sponsoring States in realising the CHM principle
Including assisting the ISA and necessary measures to secure
compliance

 ITLOS advisory opinion

 “to deploy adequate means, to exercise best possible efforts, to do the utmost”




e Status of exploration contracts in the Area J
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ISA — exploration contracts: Status

 Polymetallic nodules
13 approved exploration plans of work
Sponsoring States include Nauru, Kiribati and Tonga __
3 decisions pending including the Cook Island’s application e
6 exploration contracts expire in 2016 |

o Seafloor Massive Sulphides

« 4 approved exploration plans of works
« 2 pending approval (20t Session)

e Cobalt-rich crusts
e 2 approved plans of work
e 1 pending approval (20t Session)
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e Current issues and focus areas}
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Promotion of marine scientific research and capacity building

Legal obligation of Contractors

« Recommendations for the guidance of contractors and sponsoring States relating to
training programmes under plans of work for exploration, issued by the LTC, July 2014

* Perhaps 20 training opportunities in next 2 years

ISA Endowment Fund

e promotes and encourages the conduct of MSR in the Area
* 56 individuals to date from developing countries, including the Cook Islands and Fiji

UKSRL Training Programme

« At least two (2) students who are citizens of developing nations through a four (4) year
PhD course at the world-renowned Plymouth University Marine Institute

» Details not yet available




Consideration of proposed amendments to regulation 21 of the Regulations on Prospecting and
Exploration for Polymetallic Sulphides in the Area

Issue of effective control
Monopolisation in the Area

Issues relating to the operation of the Enterprise, in particular the legal, technical and financial
implications for the Authority

Issues relating to extensions for plans of work for exploration

CCZ Environmental Management Plan

Implementation of Article 82
Taxonomy standardisation

And developmentofan -~ oL




e The exploitation regime & stakeholder survey]
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of a Regulatory Framework

for Polymetallic Nodule
Exploitation in the Area

Technical Study: No. 11




Part A: Financial terms and obligations
- Payment mechanism - Capability - Term
- Incentives — Penalties — Insurance -
Environmental bond — Environmental Fund

Part B: Environmental management
_ &, obligations
Stakeholder - Restoration obligations — EIAs & EMPs

h fhneedienl B - “Serious harm” — Monitoring & inspection

- Environmental management standards
- Procedure: Precaution, BEP & Adaptive mgt

Part C: Health and safety and
maritime security

Part D: Other considerations
- Communication — Transparency - Other




e The development of a financial regime for
the Area
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Exploitation and financial terms / obligations @

« Developing Financial Terms for Deep Sea Mining
Exploitation
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Objectives and principles

Objectives 1982 UNCLOS

Principles 1994 Implementation Agreement
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Policy objectives - UNCLOS w

Optimum revenues
Attract investments and technology

Equal treatment comparable financial obligations
Incentives
Financial incentives

Penalties
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Financial mechanism principles I1A 1994 @

Fair system
Adequate means
Rates of payment land-based mining

Not complicated

Royalty or royalty / profit-share system
Annual fixed fee

Periodic review -
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The key findings from Working Paper |

2. Financial terms are not
independent and must be
seen as part of a total
package including
environmental impacts,
CSR and CHM benefit
sharing.
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/. Fiscal transparency in 8. Aligning financial

Extractive Industries is accounting requirements
oI \Vilalo W=y (olelpl=Tal i EINaETa o [=M and profit share will reduce

SRR NIl [e1CERWI [ Na[IETe R (ol administrative complexities.

be reflected in the ISA
financial regime.

10. Establish a trust fund 11. Whether a premium

to cover damage to the should be attached to the
environment not covered by non-renewable nature of
the LOSC / contracting mineral resources is
parties (ITLOS undecided.

recommendation).

9. Afull understanding of

the DSM value chain is
needed to determine an
appropriate valuation point.

12. A “safety valve” should

be built-in to the mechanism
which kicks in during
periods of high pricing or
end of mine life.




13. In developing any 14. a profit / rent-share 15. closure & reclamation

incentives for attracting model need not be unnecessarily require upfront

IOV TN TR SRS (GBS Nef-l Complicated. But any discussion  congjderation under the
qver d_eflnlng acF:eptabIe levels of payment mechanism.
financial return is complex.

specific, targeted, costed

and temporary. Some
country incentives make
little financial sense.

16. The payment 17. The treatment of 18. the concept of a “fair
mechanism must support exploration costs requires and equitable” share among
commercially sound close attention and careful mining participants has yet
principles. It must not consideration. to be determined.

support wasteful &
inefficient mining practices.




The challenges

commercially sound practices and promote
environmental objectives
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The biggest challenge in design w

_ not complicated versus
optimum revenues
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Financial mechanism — Key guiding principles w
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Main fiscal instruments considered

1. Ad valorem royalty (Value Based)

Base on realised value (NSR / FOB) or the market value of Administratively simpler
the mineral product sold Economically inefficient

Complexity increases

2. Profit-based royalty Revenue (ISA) stability decreases
Rate applied to a measure of net income or linked to Higher compliance costs Economic efficiency increases
prof'ltablllty _ ' _ Economically more efficient Opportunity (optimal tax base) to
Levied at project level on accounting profit Revenue less stable . L,
share in upside increases
Transparency challenges increases
Note: does not reflect CIT-based
instrument.

3. Hybrid royalty / tax

Minimum allows for some revenue
As for above

N7

4. Resource Rent Tax

Has a minimum ad valorem royalty

Also has a profit / rent based tax - as below or a progressive
tax / windfall-related tax

1A X ale O U ax
Potentially significant compliance costs
High economic efficiency (theoretically)

"Cash" rather than profit based . .
P ~No stable revenue flow but potential for upside
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Specific iIssues & concerns

e Valuation point

 High-grading

e Different entities

* Interaction with Sponsoring States / host country taxing
States -




Specific iIssues & concerns

e Valuation point
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Interaction with other DSM actors w
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Environmental management
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eConclusions / exercise
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Some conclusions |

enormous challenges

harmonise

robustness

transparent and accountable
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Some conclusions Il

« Stakeholder survey:
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An exercise — fair & equitable
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An exercise for participants....
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