XSTRATA IN THE DOMINICAN REPUBLIC:
INTEGRATING SECURITY AND HUMAN RIGHTS PRINCIPLES INTO BUSINESS
PRACTICE"

By ANNA MURRAY'

Human rights issues addressed
* Right to education
* Right to food
* Right to health
*  Security and conflict
* Social investment and community development
*  Women’s and children’s rights

Human rights management practices discussed
* Strategy
* Processes and procedures
* Communications
* Training

Human rights standards, tools and initiatives mentioned (beyond the Global Compact)
* Voluntary Principles on Security and Human Rights

Abstract

This study seeks to contribute to an improved understanding of how an extractive company can
successfully integrate security and human rights principles into core business strategy, constructively
build its social license to operate and effectively stabilize community human rights concerns,
particularly throughout unstable periods. In the Dominican Republic, home of Xstrata Nickel’s
Falcondo ferronickel mining operation, there are human rights challenges such as extreme poverty,
lack of access to adequate education, health care and local economic development. At the end of
2008 a temporary shutdown of Falcondo’s ferronickel operation and the layoffs of more than 900
employees were announced in response to global market volatility — a potentially detrimental
situation with respect to human rights and security issues.

This case study will examine the initiatives Falcondo put in place at the time of the shutdown that
support and respect the protection of internationally proclaimed human rights consistent with
Principle One of the UN Global Compact. Focus will be placed on the development and
functioning of the Falcondo Foundation — the non-profit foundation established by Falcondo in

“NB: Appendices and figures are available for this case study in the online version, found here:

http:/ /www.unglobalcompact.org/data/ungc_case_story_resoutrces/doc/A844C569-7917-45CF-9B40-
881CA4F687B0.pdf
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1989 to encourage local development in health, education, environment and culture — and the
successful execution of the mine’s suspension. This study will highlight:
*  Xstrata’s sustainable approach to addressing human rights concerns: how the business has moved
away from a philanthropic “good-works” model to a collaborative capacity-building strategy.
* Key actions taken by Xstrata throughout the Falcondo shutdown: how the operation’s shutdown and
layotfs were successfully achieved without security or human rights violations.
Operating successfully in developing countries has historically been a major challenge for the
extractive industry — a challenge faced by Xstrata Nickel, the fifth largest global nickel producer in
the world. If not managed properly, mining in sensitive environments can reveal or further
contribute to community instability, with consequent human rights and security implications.



1. Company Profile

Xstrata Nickel is a commodity business unit of A&drplc, a global diversified mining group listedthe
London and Swiss Stock Exchanges, with its headeysain Zug, Switzerland. Xstrata’s businesses
maintain a meaningful position in seven major in&ional commodity markets: copper, coking coal,
thermal coal, ferrochrome, nickel, vanadium and zimith a growing platinum group metals business,
additional exposures to gold, cobalt, lead andesilvecycling facilities and a suite of global teclogy
products, many of which are industry leaders. Theu@'s operations and projects span nineteen
countries.

Xstrata Nickel, headquartered in Toronto, Canadanis of the five largest producers of nickel. Xstra
Nickel's operations include mines and processinglifees in Canada, the Dominican Republic and
Australia, and a refinery in Norway. Xstrata Nickehs a portfolio of growth projects in Canada,
Tanzania and New Caledonia.

Falcondo is a surface mining operation that has#pacity to annually produce 29,000 tonnes ofelick
contained in ferronickel. Ferronickel is a combioatof iron and nickel used almost exclusively hg t
stainless steel industry. The property is situatethe Dominican Republic, in the town of Bonao, 80
kilometers north of Santo Domingo. The facilitiexlude a metallurgical treatment plant, a crude oil
refinery and a 200 megawatt thermal power plant.

Faced with the confluence of depressed nickel gpraned record oil prices during 2008, Xstrata Nickel
acted swiftly to suspend its Falcondo ferronickg¢mtion in the Dominican Republic in August before
placing the operation under care and maintenaneaily December. Falcondo has traditionally been a
swing producer, where, due to unfavorable nicked @i prices, the Operation has gone through
shutdown periods. While the decision to suspendpration is never taken lightly, ceasing produrctio
in a timely manner avoided more than US$85 milladrnoperating cash losses at this operation in the
second half of 2008. The value of Xstrata Nickdtalcondo assets in the Dominican Republic was
impaired by US$455 million including goodwill of $%76 million, following the decision to place the
operation on prolonged care and maintenance. Fadt®2008 EBITDA was US$119 million.

2. Key Players

lan Pearce: Chief Executive Officer, Xstrata Nickel

lan Pearce was appointed Chief Executive OfficeXsifata Nickel in August 2006 and is responsible f
global nickel and ferronickel operations and prtgen North and South America, Europe, Africa amel t
South Pacific. Mr. Pearce has more than 27 yegpsadéssional experience in metallurgy and mining.

Shaun Usmar: Chief Financial Officer, Xstrata Nickel
Shaun Usmar was appointed Chief Financial OffideXsirata Nickel in August 2006 and is responsible
for ensuring the financial stability of the corpiioa’s global operations and projects.

Lee Nehring: Vice President Sustainability and Human Resour ces, Xstrata Nickel

Lee Nehring was appointed Vice President, Sustdityapnd Human Resources of Xstrata Nickel in
May 2008. She is responsible for supporting allratst Nickel sites with practices and approaches to
ensure the company continues to lead the industhealth, safety and environmental performance and
community engagement practices.

Dominique Dionne: Vice President Corpor ate Affairs, Xstrata Nickel



Dominique Dionne was appointed Vice President, G@ie Affairs of Xstrata Nickel in August 2006.
She is responsible for the corporation’s overabbliguand government relations strategy and itsrireke
communications for operations and development ptejground the world.

Ernest Mast: Former President and General Manager of Falcondo

Ernest Mast was President and General Managerlobiiido from September 2006 - May 2009. He was
also President of the Board of the Falcondo Foumidata non-profit organisation that invests in
sustainable development in the Dominican Republic.

ArdlisM. Rodriguez: Executive Director of the Falcondo Foundation

Arelis Rodriguez has more than fifteen years exypee developing and managing a portfolio of grants
and engaging in asset building and community deretmt with the goal of reducing poverty and

improving the quality of life and opportunities pbor and marginalized communities in the Dominican
Republic. She has served as the Executive Direttibre Falcondo Foundation since 1989.

3. Case Study

(a) Falcondo’s Security and Human Rights Concerns: ghie Impoverished Communities

A key challenge for mining companies, particulaviynen operating in developing and/or unstable
regions, is to gain and maintain community suppédfithout community support, operations may be at
risk of interruption, violent protests and/or reggidn damage. Organisations face significant chg#s
when determining which best practices to employiider to build and maintain a social license to
operate.

After a series of violent local acts against Fattmim the late 1980s, management saw an opporttmity
change the nature of their community relations aadfess the various root causes at the heartsofittii
unrest. Repeated attempts to deal with the situatia philanthropy were unsuccessful in building
constructive relationships with the communities.

The communities surrounding Falcondo resented bbserace of company-sponsored social programming
(including electricity supply), the large discrepgrbetween the wealthy mining executives versualloc
communities and daily disruptions such as trucKitrand smoke-stack emissions. Conflict was furthe
exacerbated by (unproven) accusations of compdiigtétl damages to local agriculture and resulting
health issues. Large and frequent demonstratioamstgthe company in Bonao and La Vega increased
after the government began to renegotiate the acinetween the state and the company (after tbe pr
of nickel increased).

Further concern for public security was a resultthed Dominican being neighbours with Haiti. The
physical proximity of the two countries creatededihl immigration issues and payscale discrepancies
between Haitian and Dominican labourers. This tedignificant tension between Haitian workers and
the local Dominican communities.

The company responded to the security and humaisrigpncerns by creating the Falcondo Foundation
in 1989. Designed as a collaborative, grass-routigtive led by the community for the communitiiet
Foundation’s mission continues to be the promotbequitable, responsive and participatory selfzhel
development in the provinces of Monsenor Nouel aadVega, the home provinces of Falcondo’s
operations.



(b) Development of the Falcondo Foundation: Supportiigman Rights in the Dominican
Republic

The Falcondo Foundation focuses on several metlebdsupporting human rights, specifically for

marginalized citizens who have traditionally hadsleopportunity to assert their individual rights,

including women and children. Through local collediimn with these stakeholders, community members
are actively able to identify and direct Falcondaufdation’s programming without undue company
interference. This collaborative model decreasesidoa while building capacity through education,

health, credit and natural resource programmingwel as developing the economy through local
procurement and local employment (Falcondo’'s waddois nearly 100% sourced from local

communities).

The multi-stakeholder dynamic of the Falcondo Fatiath that works in concert with government and
local communities helps to create credible andcéffe results. The Falcondo Foundation acts as a
change-agent in the community by enhancing aceebsidic human rights necessities and by giving a
continuous voice with which to address concerns.

Traditionally, industry has adopted company-dirdcphilanthropic initiatives to engage communities.
However, history has demonstrated that this onesdgional model may not be the most effective way to
maintain community support or address human rigbtsxcerns in a sustainable manner. Philanthropic
driven models, although helpful as ‘one-off’ initiees, can lead to economic community imbalance,
inflation and even conflict. Philanthropic initie¢is do not necessarily constitute sustainable emyent
with communities and can lead to capital need-dépecy.

For companies, the challenge lies in relinquisteogtrol associated with these “good-works” models,
and instead, developing more independent, mulkiestalder driven initiatives characterized by capaci
building programming.

The Falcondo Foundation model demonstrates theevafucompanies initiating a capacity-building
human rights model. When moving away from corperatinaged philanthropy, direct control is
replaced by more effective stabilization of humayhts concerns at the community level. Recognizing
that individual communities are well acquaintedhwtiteir own issues and their direct participatial w
more effectively stabilize, if not ameliorate, humaghts concerns, the Falcondo Foundation strategy
improves ongoing community relations. As the samonomic fabric of the Dominican Republic
changes and strengthens at the local level, theoRdb Foundation offers the Falcondo operation the
ability to change and grow in unison with these pamities to effectively tackle human rights coneern

Through the Foundation’s community rights-focusedogpamming and Xstrata’s Sustainable
Development Policy, employees and community membéke are given the opportunity to integrate
human rights principles into their day to day lfenaking a connection between rights in the workgla
and rights in the community. This connection i®aapported through school-sponsored programs where
children are able to incorporate school teachings (esponsible citizenship) into their home liféhe
Foundation orients its educational programming towamproving quality of life and supporting social
growth.

The Falcondo Foundation is based in Santo Domifipe. Foundation is governed by an independent
Board of Directors comprising ten members. The Bogicludes nationally influential individuals

knowledgeable about community development, reptatieas of Falcondo Xstrata Nickel management
and is presided by Falcondo’s President and GeManahger. The Foundation’s Executive Director sits
on international philanthropic boards, nationaliglbbdevelopment organisations and is a member @f th



Advisory Committee for the Minister of Educatiofralcondo’s traditional support to the Foundation of
US$850,000 annually was increased in 2007 to USBI000. The Foundation administers another
US$400,000 of funding from third part donors susfUSAID, World Bank, InterAmerican Development
Bank and Hispanics in Philanthropy among others.

(c) Falcondo Foundation Program Focus

As one of the largest employers in the area, Faloesncommunity efforts have two different targedtse
town of Bonao (home to the majority of Falconda’spdoyees) and the surrounding rural communities.
Mining vehicles pass close to the rural communitigthin ten kilometers of the site and these
communities are within view of the site’s infragtiure. The Foundation has also developed a model of
intervention in the area of natural resources tigqut important watersheds in the Cibao regionaf@a

of significant national interest), Los Dajaos, P&arra and Blanco.

The Foundation’s school and community businessrprog have had a number of successes. These
communities around Falcondo have demonstrateddseceeconomic and educational success compared
to similar communities elsewhere in the area. Thetmotable recent success has been improved income
for local people from increased exports of coffemT the coffee growing region, and the promotion of
greenhousg vegetable production at low altitudé wew exports from the greenhouses to Miami and
Puerto Rico.

The School Sponsorship Program is the Foundatisimgle largest program and reaches the largest
number of communities and people. The program weated to find an effective model for participation
of the private sector in the public education systgand to support the national efforts for basicoadion
reform. The Foundation activities are intendeddmplement the efforts of the Ministry of Educatemd

not to substitute for them. The School Sponsor#tipgram is focused entirely on community-level
activities.

The School Sponsorship Program is designed to weptioe quality, effectiveness and access to formal
and non-formal elementary and secondary educadiuth alleviate the risk of child labour. The Program
is built on local community involvement and respbiiisy with a view toward long-term community
development. The Foundation’s education program been an enduring example of public-private
partnerships in support of traditional public edima with clear benefits to the private firm, soho
system and the local communities. In 2001, USAIDried out an evaluation of the Foundation’s
education program and deemed key elements of tiesepship’s model program credible for replication
elsewhere in the Dominican Republic and havingmt@kapplications for other countriés.

# Before the introduction of the Foundation’s Greenhouse Project, the Ministry of Agricultural was promoting that
greenhouses were only productive if built 500 meters above sea level. Through the Foundation’s work, it was
demonstrated that, if appropriately managed, excellent results could be achieved in lower altitudes. After the success of
the projects Pefial6 and Los Jengibres, producing at low altitudes has become a viable production alternative for farmers
that have limited land access. It has also become a new production system for large scale vegetable producers in the
region.

§ The central purpose of the evaluation was to (1) measure the achievements of the Foundation in terms of its objectives
(2) identify key elements of the sponsorship model in order to reproduce it in other areas of the Dominican Republic,
and potentially, in other countries. The evaluation report emphasizes that “the Program of Sponsorship of Schools of
the Falcondo Foundation has produced significant results, recognized and valued by a wide range of participants in this
process within the school community, the regional community, the Teachers” Association, and the Ministry of
Education.”



Since its inception, the Foundation has built dyuik 129 schools, to date benefiting approximately
77,000 students and close to 2,000 teachers. Npsgtgent of the total student population of thevprce

of Monsefior Nouel attends a Foundation-sponsorkedosc Foundation sponsorship involves providing
training to teachers, helping establish a classrabmosphere and establishing a student council and
parent-teacher dialogue. These basic educatiool bave enhanced the educational environmentein th
rural and urban poor areas where Falcondo operates.

Other programs in education include the scholarstmg adult education programs. Since 1990, the
Foundation has supported a program of scholarsdmgisloans for students from the region to attend
university, technical and professional schoolsrdfigh school graduation. To date, approximatel® 90
students have benefited from this program.

The Foundation has also carried for more thandiiftgears an Adult Literacy Program for young adults
in the remote rural communities of Monsenor Nouwl & Vega. These programs are very popular and
support not only income generation but also comiguctiange through its teachings of the democratic
participation model.

The Foundation, in collaboration with the Natio@ancer Institute, also has a program for early eanc
detection in women in rural areas. This program established as a result of the lack of rural healt
centers coupled with the spike in cervical and &treancer rates in the Dominican Republic. As altes
of the program, more than 2000 women in MonsefiandNbdave been screened for cancer. Treatment
costs have also been partially covered for more B2 women in the local oncology hospital.

The Foundation is also working with women’s grotwpspromote business initiatives to help women
generate job opportunities and additional inconwhss agricultural co-operatives and micro-busieess

Social initiatives are also run through Falconddigman Resources and Public Relations functions, as
well as its “Satellite” Operations, including thel€ondo Foundation, Centro Educacional Bonao, Club
Falcondo, and Falcondo Sports and Social Clubcofalo’s goal for satellite operations is to makenth
self-sufficient. This strategy has been imperatileen markets conditions have led to the shutdown of
Falcondo in the past. The strategy has been laggelgessful with Centro Educacional Bor{@6% self-
sufficiency for funding), Club Falcondo (90%), Faihclo Sports and Social Club (67%), Falcondo
Foundation (11%).

The Falcondo Foundation has undertaken broad nesedlconsultations with all the communities in the
province of Monsefior Nouel. This led to the pulilma of the bookLas Comunidades Saben lo que
Necesitarthat is used as a reference tool for other orgéiniss throughout the country on how to design
and execute development programs based of an @ectitieipation of the society.

The Foundation, with the help of a group of th@iorssored schools and surrounding communities, also
conducted a study to capture the essence of thkaodb Sponsorship Program, specifically the Educati

for Democracy Program. This led to the publicatddnhe book entitledjald que los Nifios Gobernaran

el Mundo The book is used to facilitate the replicatiortte$ program to other public and private schools
and details how to form Student Councils, how té e community to participate actively in the
decision making process of the school and how frdawe relationships between students, teachers and
parents.

“The Falcondo Foundation has replaced social asgistprograms with true capacity-building initiasv
as a vehicle to promote empowerment, sustainablelalgment, and reduce the vulnerability of
disadvantaged communities,” said Arelis Rodrigl&tcondo Foundation Executive Director.



(d) Aligning Shutdown Actions with Voluntary Principlas Security and Human Rights

As a result of falling nickel prices and the higistof oil, which represented approximately twaehiof
Falcondo’s operating costs, Falcondo initiatednapierary three-month suspension in August 2008. On 4
December 2008, following three months of severelydorating global economic and market conditions,
Falcondo announced the continued shutdown of isatipns and placed it into care and maintenanse. A
a result, Falcondo had to lay-off approximately @d@ployees out of a total workforce of approximatel
1,800, creating a highly risky situation in a higtally unstable community.

In view of the area’s history, Xstrata Nickel maeagnt was aware that suspending operations could
pose significant human rights concerns both in $eaihshort-term security risks as well as long-term
social effects in the community. Management undecsthat the decision to shutdown Falcondo was not
going to be business-as-usual and that carefuhpignwould be required in order to address poténtia
adverse effects.

Possible layoff impacts could include higher poydetvels and social unrest in the already impowexis
communities of Monsefior Nouel and La Vega. Sociakst could take the form of increased criminal
rates, domestic violence, drug abuse, child lalaoarschool dropout rates. These issues would ai@yit
be exacerbated by the global crisis and other itssp&dom the global economic downturn on the
Dominican Republic economy. For example, socialises are subject to potential reductions in fugdin

The challenge was to place the facility under ear@ maintenance responsibly, respecting humansright
principles and mitigating potential risks to Faldoremployees and the community at large.

4. Analysis

The following analysis will demonstrate how Xstrédackel and its Falcondo operation respected and
supported human rights throughout an extremely ihemssituation, and in doing so, successfully
shutdown the operations while avoiding civil unréite case will examine the detailed plan that was
implemented to address areas of risk in accordarite the UN Global Compact principles and the
Voluntary Principles on Security and Human RigMB$HR). Specific focus will be placed on the plan’s
security planning including preparation, practitraining, close-out process and community investmen
plans.

While not a formal participant in the VPSHR plengrpup, Xstrata continues to demonstrate support fo
the doctrine through its Sustainable Developmetity?and Standards and site-level training.

(a) Ensuring Ample Planning Time

Taking the time to carefully plan and develop amsbstrategy was one of the key factors behind the
successful execution of the Falcondo suspensiomliBgating sufficient time to properly align shateh
actions to support and respect the protection tefrmationally proclaimed human rights, Xstrata Nick
was able to place a heavy focus on the Global Cotigranciple One and the Voluntary Principles.

Falcondo’s management extended the originally mdndate of the shutdown by approximately one
month — a move that prolonged the losses realirech foperating, but which management deemed
necessary to properly prepare employees and thenoaities for the suspension of operations. This



allowed for further strategy preparation, programplementation and a deeper understanding of sgcurit
and human risks and opportunities.

(b) In-Depth Security Risk Assessment

To ensure the lay-off notifications were executeitheut incident, Falcondo underwent security risk
assessments in alignment with the Voluntary Priedip “understand the potential for violent cortflic

the area of operations” and “assess risks to thamamity related to the company’s presence.” Faloond
chose to undertake security assessments in orddewelop baseline understandings of the current
security situation, gauge risks and monitor anyngea in security “temperature.”

To aid in the execution of the plan, Falcondo eegdalylonkey Forest Consulting, an internationally
reputed consulting firm focused on social develompmsecurity and human rights protection.

Employee-specific risk assessments were carriedoodétermine problematic responses that coule aris
during the shutdown process. Assessments wereualdertaken for the broader community and local
leadership. The evaluations examined how commumigmbers could react to the shutdown and,
specifically, whether there was the possibility fimcreased crime or violent political activism thwatuld
cause increased security risks in the communifies. team engaged with local government, police and
other local stakeholders to gain a deeper undeatistarfor potential issues that could arise during t
layoffs.

(c) Developing Scenario Analysis and Response Planning

Security risk assessments enabled Xstrata Nickel Faicondo management to develop hypothetical
scenario analyses based on potential risks duhi@aghutdown. In developing the scenario analybes, t
team referred to cases with similar notificationgasses and identified common risk areas and oeacti
(e.g., disgruntled employees hijacking heavy eqeipimsecurity risks for the company and Foundagion’
personnel, etc.).

The security assessments and scenario analysisagsti that the potential for problems in the wordéo
were not immense, however “spill-over’” chances wgreater in the community. Specifically, the
potential involvement of external security forcegdhe community caused concern for the team. Ifipub
security forces were taken by surprise from evpresipitated on site, there existed the possibititythe
situation to lead to unnecessary use of forceitdf-s

Based on the results of the scenario analysespifiddcundertook planning based on the Voluntary
Principles to eliminate or minimize and manage pié¢incidences.

(d) Setting-Up and Training Teams in Accordance witiSMR

Scenarios were used to develop training prograras would prepare teams to address problems in
accordance with human rights principles. Buildiogrgrios involved assessing worst case circumsiance
and planning response strategies in accordance wmtérnationally-proclaimed human rights.
Specifically, the team ran through how Falcondo g@isg to manage the notification and what processe
they would follow, including the details of managamto staff ratio, work structure, leadership pree
and time of day.



As an alternative to using contract security foré&dcondo chose to organize and train internahgeas

an effective way to help control the atmosphere mathtain a non-aggressive environment. In toted, t
company created an intervention team, a monitotgzgn, a command post and plain clothed-police
liaisons, made up of local members of the natipodite force.

Crisis Intervention Team
A Crisis Intervention Team was set up to act asiard)force in the event of a flare-up on the day th
suspension of operations and resulting layoffs veamgounced. In selecting the team, Falcondo scdeene
the workforce for trustworthy and reliable employe€&hese individuals were selected on the basts tha
they could get in the middle of a tough situatiathaut losing control. This team was comprisedhafse
employees that management had the most confidendaciuding individuals from Falcondo’s Safety
Department and Management and Security Advisomsea

Members on the teams were neither given uniformsweapons. A key initiative was to ensure that
teams were properly instructed and given specahitrg relating to the Voluntary Principles. Over a
period of several days, team members participatetdle playing and practical exercises in six caii
scenarios based on the security assessments.

Monitoring Team
The Monitoring Team was formed to observe the e@mwitent on the days prior to and including
announcement day. This team was to address imreediablution of any potential incidents. Based on
the Voluntary Principles, the team was given explinstructions regarding appropriate rules of
engagement and how to approach the various sihigtio

Falcondo decided to minimize visible forces on-siieavoid further aggravating employees in what
would already be a tense environment. Low visipilitonitoring systems were implemented, equipping
teams with radios to report incidents, feedback gertkeral notifications to the command post. Command
posts were set up one week before the announcemsnnade.

Centre of Operations for Emergency Response
A Centre of Operations for Emergency Response waasin the site’s central operation building. The
centre was equipped with: communications radiediand mobile phones, map of facilities, Bonao city
map, compound map, speaker, videoconferencinglleassas, list and location of support staff, list
cell phone numbers of key members of the Natiowdt®, emergency response personnel employed by
Falcondo and transportation. An advisor with Monk&yest, with ample experience in crowd control,
the police and military, assisted the Falcondo team

Anti-riot Police Team
In conjunction with the Colonel who is in chargettoé Bonao police force, a special anti-riot potieam
was created and posted to the Military Stationugebutside the facilities to quickly respond to any
incident. The anti-riot police team was to entez fhcilities only in cases where Falcondo’s interna
teams were not able to resolve a situation. To kesiple forces to a minimum, Falcondo instructed
security forces to remain off-site on standby.t&im members were trained on use-of-force procedure

(e) Early Stakeholder Engagement: Aligning Public S#guforce Training with the Voluntary
Principles of Security and Human Rights

Early stakeholder engagement is critical in thetexinof preventing human rights violations. Falcond
wanted to ensure that the Dominican public sectioityes had the opportunity to establish an appatgr
response framework via early engagement. With prtyaéning, organisation and equipment, security
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forces could play an instrumental role in minimg,iff not eliminating potential human rights viatats
throughout the layoff notification period.

Involving public security forces in early joint plaing also allowed for knowledge transfer, paraeciyl
with regard to how to manage precarious circum&siiit accordance with human rights principles.tJoin
planning enabled transparency, clear direct mesgamgid training for the security forces and progide
tools for the management of contentious situations.

All engagement was done using the Voluntary Priesipf Security and Human Rights as a framework.
When the company met with security forces, they ldigaview the principles of human rights and the
proper and appropriate uses of force. Specifichlgy would go over the various levels and standards
trigger points and circumstances requiring intetieen

Falcondo felt it was imperative to keep securiticés informed throughout the initiation of the slawin
period. It was crucial to note that should a sigaifit conflict occur, the security forces would @on
their own accord — regardless of whether they veemr@moned or not. Falcondo kept security forces
informed, and engaged them in intense planninghab, should intervention be necessary, they had
agreed to do so in accordance with human rightsiplies. For example, in addition to relevant tiragn
Human Rights principles were given to the teamen@ated into Spanish).

Security forces were given training to ensure thbtrforce was in place with the adequate trairang
appropriate equipment — forces were equipped farletihal control only with shields. Training covdre
the rules of engagement in relation to human riglasthat the forces would become familiar with
potential incidences and comfortable with the adraetions to take. An emphasis was placed on joint
planning and clarifying lines of responsibility aadthority. Specifically this involved detailingjaint
decision-making process and determining what gonties would be utilized. For example, a policy was
adopted that in no case were firearms to be usgdeithe Falcondo facilities.

As part of the training, the police riot controaie leader, police liaison officer and the Colormliewed
the “rules of engagement” and were given a terfi@imiliarization tour of the plant to minimize cosfan
should they need to enter the site. Evacuationirogencies were also implemented to increase sgdarit
residential areas.

Early engagement involved identifying all key stadidelers including Dominican government officials
(President, Vice President, Minister of Labor, Mier of Environment, and Minister of Energy),
Canadian government officials, union leaders, comitydeaders and the Chief of Police and other jgubl
security forces.

Additional initiatives were taken to maintain traasency throughout the suspension when engaging the
local security forces. Ernest Mast, former Prediden General Manager of Falcondo sent a letténeo
Chief of Police as a follow-up to several meetittgsy had. The letter referred specifically to ajppiate
levels of force throughout the notification periasl well as related human rights concerns. In engagi
various levels of authority in strategy planningeath of time, Falcondo anticipated minimizing point
incidences. In documenting their strategy, Falcofudmalized an on-going dialogue with the policelan
government officials.

(N Implementing the Plan: No detail is too small eodverlooked
In structuring the layoffs and keeping potentiadséy incidences to a minimum, Falcondo decided to

make the layoff notifications on site. This deasiwas based on the idea that holding the meetiffgs o
site may cause further volatility in the community.
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On the day of the announcement, before notificattas given, the Falcondo team physically checked th
off-site security forces to ensure proper equipnvegs being used as well as answer any questiogs the
had. Management verified that the team had undergooper training and understood aspects of human
rights regarding proper use of force.

Falcondo staff also ensured that the day of lagofifications was captured via still and video caar®
allow for accurate documentation of all events.

5. Post-Suspension Mitigation Strategy
(a) Long Term Security Initiatives

Falcondo maintained a security focus by incorpogatit into day-to-day business functioning.
Management implemented a security and safety awaseprogram and retooled evacuation plans and
training for all staff so they could avoid beingtin of crime in the event of public order breakadow

Perimeter security initiatives were addressed thiehChief of Police, including physical barriersnéing
and surveillance that could minimize the risk ofufe issues. Part of Falcondo’s strategy involvesl t
continued relationship with police to ensure ac@esd influence. This included providing speciallski
and training to the security force with emphasidgiaman rights.

(b) Gaining (and Maintaining) Community Support throoghthe Shutdown Process

Community involvement and engagement with all dtakgers is crucial to guarantee Falcondo’s long-
term future in the Dominican Republic and has akvagen bedrock to Falcondo’s operational strategy.
In acknowledging the socioeconomic implications #wfeutdown would have on the communities,

Falcondo implemented a Corporate Social Investriént through the Falcondo Foundation designed to
play a predominant role in structuring and impletiten development programs to help mitigate the

impact on the local economy.

Bonao is home to almost 70% of the Monsefior Noaplutation and more than 61% of these people live
in urban areas; according to the World Bank andrter-American Development Bank 41% live below

the poverty line and 8.5% live in extreme poveronditions. Seventeen per cent of the economically
active population is currently unemployed; one lodé lowest rates in the country. Thus, Falcondo’s
shutdown was determined to have the greatest inpd&dnao, particularly in marginalized urban areas

The Foundation placed emphasis on minimizing thenemic implications for these areas by

implementing a Corporate Social Investment Plaricdf@lo undertook an assessment of what the
potential regional economic impacts may be postekiwn in order to determine the strategy for the
Corporate Social Investment plan.

(c) Corporate Social Investment Plan
In light of the Falcondo Foundation’s importancethe local communities and its history of effective
community engagement, Xstrata Nickel injected aditamhal US$1.6 million of funding into the

Foundation. The additional funds are intended tireghk the destabilizing features of the mine suspen
on a medium to longer-term basis.
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A targeted three-year strategic plan was definedhbyFalcondo Foundation to bring relief to affelcte
communities and employees by creating job oppdrasiand generating income. The shutdown was
expected to result in a 75% reduction of wageshkmmefits that had been the main source of staliity
the region. The cumulative impact of the loss @fsthcontributions may create a destabilizing efbect
the local region and directly on the quality o&lihdicators for community members.

The increase in financial support for the Falcof@mndation would enable Falcondo to work closely
with unions, community leaders and development misgdions to address these issues. The proposed
post-suspension mitigation strategy included a Caomty Involvement Plan, an Infrastructure Support
Plan, Third Party Engagement, Employee and CommuBuisiness Initiatives, Training Initiatives for
Ex-Employees and Community Members as well as tansive Communications Plan. Social, economic,
environmental, and health considerations wereadslessed in the plan to include:

» Mitigating the social and economic impact of theitdlown in the communities of Monsefor
Nouel and La Vega

» Creating job opportunities and income generation

» Identifying and addressing potential risks and ontes in a timely manner

» Identifying opportunities to help secure the futafé-alcondo

» Ongoing contribution to the creation of sustainadtel viable communities that can function
effectively without relying on Falcondo

* Providing consistent and transparent communication

* Reducing social unrest and related violent maratesis

» Strengthening health services and counseling s=vic

» Partnerships with private and public organisations.

By pushing back the shutdown date by one monthptheagement team ensured that ample time was
made available to develop an effective plan and@eeeconomic appraisals (referTiming section for
further detail).

(d) Community Involvement Program Focus

The Falcondo Foundation identified communities whemployees lived to determine the direct impact
that the layoff would have in these communitiesorieanic appraisals were undertaken to determine
existing living conditions and possible short-tegffects.

The Foundation prepared a list of the formal busgee established in Monsefior Nouel through thé loca
Chambers of Commerce and different business as®emsao determine which ones could be expanded
and which ones were likely to be severely affedigdthe shutdown. The evaluation also included
determining the nature of the business, numbempi@yees, main source of financing and their matket
The list was then used as a reference tool foilCi@amunity for the Corporate Social Investment plan
details.

The plan was designed to improve general livingd@wns in rural areas around the plant to fadittne
return of many families that had migrated to Boimasearch of opportunities.

The team established a committee of community ksaded entrepreneurs to design a sustainable

development plan for the province. This committeeliides Falcondo Union leaders, local business

people, church representatives and local authsyiaenong others. Focus was also placed on access to
funding from both local and international organisas.
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To address the mental health and emotional neetife @ommunity after the suspension, the Foundation
in an effort to promote governance and create Igtali marginalized urban communities, implemented
the Peacemakers Program in conjunction with theisynof Education. This program was designed to
help community members become positive leadersaqdire skills for conflict resolution.

Other initiatives included strengthening mentalltesupport programs and counseling, enhancingpare
engagement strategies through effective communityeach and parent education programs to reduce
violence and drug abuse, and extending the Heattm&ers Program to urban marginalized
communities while strengthen the core program.

6. Actionsand I mpacts Post-Suspension
(a) Short Term

When the suspension was announced, there werecodtgeor human rights incidents, and employees
and their respective communities remained calmegtoty the immediate reality of the situation. The
news received intense local coverage and on theofithe lay-offs, Ernest Mast, Arelis Rodriguez and
Luis Rosado (Falcondo’s Public Relations Directald a two hour press conference detailing asypdcts
the market, the lay-off process and the packageglgiven to the laid off workers.

The Union executive members who had been kept «at® during the entire decision-making process
participated in numerous local talk shows in ortdefurther explain the situation. Further, in cogtien
with Falcondo’s management, government represeatatnet with Falcondo employees to offer further
explanation to the shutdown and detail the goventime@conomic plan moving forward.

The compensation packages given to the laid-offleyees went beyond what was legally required and
the additional services given to employees providedn optimal lay-off process.

The layoff of approximately 900 employees in a depig country can generally be considered to be a
potential flashpoint for violent retaliation. Fafwlo’s careful planning and preparation, in advasfdée
announcement resulted in downsizing without inciden

(b) Long Term

Implementing a business plan that has the potetdiaignificantly alter a community’s fabric is a
dynamic process — it is particularly difficult whé&rcomes to measuring long-term “success.” Unthie
short-term, long-term developments tend to be sp&otive and can be influenced by various realities
such as global economics, national politics andteag local instability.

At this point, measuring the impact of placing ealdo under care and maintenance is complicated as
indicators are often lagging, some beyond Falcandontrol, such as the global economic meltdown. To
tackle this difficulty, Falcondo has applied busisieisk management techniques such as scenarisenal
and monitoring systems (health, security, schoaolpdrut rate, etc.) through the Foundation where
indirect impacts can be mitigated.

Since the mine suspension, the communities haymomeed positively to the Falcondo Foundation’s

projects. Increasing numbers of community memberge theen eager to participate in new grassroots
initiatives such as the Greenhouse Project an@ti&ity of Cacao Project.
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Further, the associations that manage the MicradiCferograms have evaluated the possibility of
expanding credits to more communities taking irdostderation the economic crisis. Nonetheless, they
have decided to ask for more guarantees and willitmiothe loans more closely to ensure the retdirn o
these loans and make credit available to the contiasin

Another positive sign is that the municipal goveemts and the Development Commission of Monsenor
Nouel have asked the Foundation to provide techrdsaistance to elaborate a long-term Strategic
Development Plan. For the first time in the DomamidRepublic’s history, they are promoting plebisgit

in order to obtain the approval of the majoritytbé population for the implementation of these plan
These are being rehearsed with support from thadan Embassy and the Foundation.

7. LessonsLearned
(a) Early Stakeholder Engagement

There is a clear business case to build relatipsshith stakeholders before the business “needshth
Early engagement is a proactive method to buildoecative and constructive relationship without the
panic and defensiveness commonly seen in criseatisihs. Strong stakeholder relationships allow for
comprehensive issue management, decreasing antirs@®even eliminating incidences.

“The shutdown process has reaffirmed that takimgtitme to engage public security forces and making
the assumption that they too want to protect conitpuenables you to have quality ‘real risk’
discussions,” said Nehring. “This is crucial fofestive prevention work.”

Stakeholder engagement is part of Xstrata's SuaéénDevelopment Standards (XSDS). This
formal framework for engagement addresses commuatcerns and needs and is linked to
Xstrata's Assurance Processes. As per the XSD8tinte

“The social impact of our activities, community cenns, needs and the social risks to our
operations are identified and addressed througheffective implementation of community
relations strategies which uphold and promote hunigints and respect cultural considerations
and heritage.

Social involvement plans aim to enhance the soctemic capacity and well-being of the
communities associated with the Group's activiteegiding dependency and contributing to the
development of sustainable livelihoods. Plans astabdished through engagement with
communities and relevant organisations and aredaueted between the different levels of the
organisation and with external governmental or tgpreent organisations.”

(b) Timing

Allowing for ample timing is essential to propeaphing and implementation in accordance with human
rights principles. “Extending the shutdown date waasrategic decision to ensure proper planningiwas
place and not rushed,” said Pearce “It was impoftarus to take adequate time to allow managen@ent
thoroughly think through scenarios and prepare gnfggo handle these difficult situations.”

Relying on minimalist plans simply will not equipdividuals with the adequate means to handle even a
low level of disruption.

(c) Role of Observers
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Organizing internal observers to assist duringghetdown was a non-threatening method to keep the
peace and acted as a calming factor in an othemhigetic circumstance. Having observers throughout
the notification period was similar to using peamsking observers in wartime as they are able tdlins
precautionary principles without the hostility fact

(d) Communication

Transparent communication with all affected stak#dws throughout the planning and implementation
stages of Falcondo’s suspension announcement vitasalcto effective engagement and developing
trustworthy relationships. For example, although mrequired, Falcondo informed the union before the
actual layoff notifications took place. Governmefficials and union representatives were also edert
ahead of the announcement. This worked to minim@dusion and misinterpretation that could lead to
violent retaliation. It also helped to balance gwernment’s role as protector of the economy thinou
encouraging proactive thinking and solution methogyp. For example, early government engagement
allowed for the opportunity for government to makenges in the severance packages of those laid-off
employees during the shutdown, resulting in anegdsiancial transition for the employees and malim
shock to the local economy.

A further example of the positive benefits resgtimom transparent communications throughout the
shutdown planning were seen when union executovas it upon themselves to participate in numerous
local talk shows to help further explain the chadje and decision making process to the generaicpubl

An intelligence system was also necessary forithely detection of the start of any event. “Trarspa
communication helped us to develop key relatiorskpgh our Dominican Republic stakeholders,” said
Dionne. “Keeping government officials and commumitgmbers informed well ahead and throughout the
shutdown process was an effective method in bugldirust, increasing engagement and gaining
perspective.”

Quality communication involves the ongoing managenaad implementation of the VPSHR at the site
level. Specifically, management should treat paénhcidences as “near misses” that allow for the
opportunity to further reinforce VPSHR by building understanding and training.

(e) Financial and Economic Viability of the Business

The biggest threat facing Falcondo, its team andllstakeholders is the financial and economiciligb

of this business going forward and the ability loé business to compete on a cost basis during sdbdu
points in the commodity cycle. The financial susadility and feasibility of the business created th
oxygen necessary for all of the other initiativiesreality, if Falcondo did not have an economitufe,
the ability to resource the activities and funcsiaferenced would be limited — an issue of resoard
funding allocation that faces all corporations. Whiorking on the sustainability and security oé th
operations, it is of key importance to focus orueatreation and the business as a whole. “Operating
an ethical and safe manner is necessary as aditergperate and is simply good business.” saidddsm
“It can also differentiate the ‘good’ players fraime ‘bad’ and provide preferential access to liceat
future growth opportunities in some instances.”

8. Would the company do anything differently?

(a) Long-term Security Planning
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Setting up long-term security indicators as easdypassible is crucial when involving communitiesan
proactive basis. This should be done collaborbtialowing communities to participate in identifg
and articulating baseline security and human righdécators (both within the communities and at the
workplace).

Early consultation with employees and community foers is important to effective security planning.
This reinforces that it is a “we” and not an “ugstes them” issue and creates a constructive fekdbac
mechanism. Long-term security planning avoids maistute security and human rights assessments that
can leave room for uncertainty regarding high-sgkiations. Community identified security indicator
allow for robust engagement opportunities and ¢hevant community perspective.

Good practice for responsible companies includesciply increased focus on third party/NGO
engagement. There is a clear business case fdilislstiag relationships with NGOs that maximizes
engagement, learning exchange and transparency.

9. Conclusion

“Falcondo took it from the perspective of wantirgdo the right thing by their employees and
took a bit of risk doing it the ‘right’ way. | belve they were truly concerned with handling things
correctly — this played a major role in their plang.”

-Gary Macdonald

Monkey Forest Consulting

Effective security is an aggregate of robust comiguengagement and physical security. Operating
according to security and human rights principlelps to manage risk, emphasizing the business case.

The key to embedding human rights principles inisibess practice and preventing incidents before,
during and after the shutdown period includes cemensive stakeholder engagement, solid planning,
effective communication, adequate supervision aneffective response plan.

Particularly in the context of a temporary mine ametallurgical operation suspension, supporting and
respecting human rights throughout a layoff sceniaricrucial to positioning for a successful opiers
restart. Simply put, abiding by Global Compact Bipie One enables for company self preservation and
positioning for long-term success, both for comrtiggiand the business.

“Mine sites are not sustainable over the long-tdra to the finite nature of the resource,” said ivgh
“However, if done properly, the value of the nepant can be.”

Appendix

* Voluntary Principles on Security and Human Rights
(http://www.voluntaryprinciples.org/principles/indehp)

e Xstrata’'s Sustainable Development Standards
(http://www.xstrata.com/assets/pdf/x_sus_sdstars@@@B.en.pdf)

» Xstrata’s Sustainable Development Policies
(http://www.xstrata.com/assets/pdf/x_sus_sdpoli&&6n.pdf)
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