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Disclaimer

No representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability
of the information contain herein. None of Anglo American or any of its affiliates, advisors or representatives shall have any
liability whatsoever (in negligence or otherwise) for any loss howsoever arising from any use of this material or otherwise
in connection with this material.

Group terminology

» o "o

In this material references to “Anglo American”, the “Anglo American Group”, the “Group”, “we”, “us”, and “our” are used to
refer to either Anglo American plc and its subsidiaries and/or those who work for them generally, or where it is not necessary
to refer to a particular entity, entities or persons. The use of those generic terms herein is for convenience only and is in no
way indicative of how the Anglo American Group or any entity within it is structured, managed or controlled. The Anglo
American Group is comprised of separate legal entities. "Subsidiaries" are entities over which the Anglo American Group
directly or indirectly is able to exercise control, and entities over which the Anglo American Group has joint control are
referred to as “joint ventures”. "Managed joint ventures" are entities where the Anglo American Group has management
control or an ability to direct day to day activities.

Intellectual Property

We are the owner of all trade marks, trade names, business names, service marks, design marks, patents, rights to
inventions copyright and related rights, rights in get-up, goodwill, database rights and all other intellectual property
appearing on or contained within this material.

Except as expressly provided below: (a) use of the material does not grant you any right, title, interest or licence to any
such intellectual property appearing on or contained within the tools on this material; (b) use or reproduction of the
intellectual property is strictly prohibited; and (c) nothing in this material should be construed as granting, by implication,
estoppel, or otherwise, any licence or right to use any of the intellectual property in this material.

We grant you a revocable, non-transferable, non-exclusive, royalty free licence to use this material, and any and all
intellectual property that we own in this material.

We make no express or implied warranty or representation that: (a) we have the right to grant the licence set out above
and such licence is granted solely on the basis of the rights that we actually hold; (b) the intellectual property contained in
the tools is valid or enforceable; and (c) any use of this material shall not infringe any third party’s intellectual property
rights.

© 2020 Anglo American

™ AngIoAmericun -
and

Anglo American™, are trade marks of Anglo American
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GUIDANCE NOTE 3.1B - LOCAL
PROCUREMENT

This tool supports the development of the scope of work (SoW) when the site identifies local
procurement (LP) as a priority component. Guidance will be provided based on the required contents
for SoWs outlined in the socio-economic development (SED) Planning guidance. The tool is intended
to provide a sufficient level of understanding of local procurement in the context of the SED Plan so
that site teams are able to contract and work effectively with subject-matter experts on design and
implementation of SED projects.

1 WHATIS LOCAL PROCUREMENT?

Local procurement (LP) refers to the purchase of goods and services from host communities. It is
driven by the expectation of host communities, and of local governments, that a mine’s supply chain
should provide economic opportunities to host-community members.

Local procurement initiatives encompass the range of activities that enable host-community members
to realise supply chain opportunities. These usually include:

i.  identifying purchasing categories with high potential to be sourced locally;
ii. addressing gaps and challenges that host-community suppliers face, so that they are able to
successfully sell into the mine; and,
ii. increasing organisational support for local procurement so that all key departments — from
operations to procurement — provide the necessary support.

Supplier development programmes are often delivered alongside enterprise development initiatives
as, particularly for smaller supplier, there are often common challenges faced by both suppliers and
other small businesses (see Tool 4A Guidance Note 4.1a).

2 HOW LOCAL PROCUREMENT CONNECTS WITH OUR SUSTAINABLE MINING
PLAN, COLLABORATIVE REGIONAL DEVELOPMENT, AND OTHER GROUP-
LEVEL INITIATIVES

Local procurement initiatives support Anglo American’s livelihoods goal of supporting five jobs off site
for every job on site by 2030. While the specifics of local procurement initiatives often need to meet
regulatory or licensing requirements (which are often based on requirements for local expenditure),
they should be designed with jobs-supported targets in mind. Furthermore, given the link to this goal,
local procurement initiatives need to include a robust approach from the outset to track jobs-
supported metrics, ideally disaggregated by gender.

[Collaborative Regional Development (CRD) focuses on fostering socio-economic development at a
broader regional scope. Therefore, local procurement programme driven by the CRD platform should
not only focus on the procurement needs of one particular company / platform partner but should aim
at developing local suppliers for the broader mining sector in the region.
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Box 1. Local procurement: things to watch out for

As described in this note, local procurement requirements and targets are often stipulated by
regulations or licensing commitments and are part of the mine’s licence to operate. In other instances,
mines can define their own approach to local procurement. In either instance, there are key questions
to consider at the very beginning:

o Define local: Local includes a spectrum of definitions, ranging from national and regional to within
the immediate neighbourhood of the mine (doorstep communities). It is critical to define ‘local’ at
the outset, in alignment with the Group’s guidance.

e Define targets: Local procurement targets can be defined in terms of expenditure (in US dollars or
local currency), share of spend, jobs supported, or all of the above. It is vital that we align on these
targets from the onset and define a monitoring and evaluation approach that allows us to track the
targets.

e Inclusivity: Beyond location, there may be other factors and targets for consideration (sector
focus, age of business owner, ethnicity, gender, etc.). These factors need to be defined, and
associated targets and what metrics to track also should be defined.

o Define procurement: Local procurement tends to focus on the mine’s Tier 1 suppliers, but often
the greatest opportunities relate to making the broader supply chain more inclusive (i.e. working
with key suppliers to encourage them to source locally). Defining whether this should be included
is often an important element.

e Focus on long-term viability: local procurement interventions should seek to build capacity that
will benefit businesses over a sustained period, and should also avoid creating lots of small
suppliers who compete with each other or other existing local businesses.

3 WHEN YOU KNOW LOCAL PROCUREMENT IS AN ISSUE

The need for local procurement is driven by expectations in host communities and local governments
that the presence of a mine will bring jobs to the whole community — whether in the realisation of
local contracts or regulatory/licensing agreements with the government. Almost always, there will be
a need for a local procurement strategy at a mine.

While our Sustainable Mining Plan and regulatory/licensing requirements establish the overall metrics
that need to be achieved, specific needs will be informed by the local business environment and the
expectations of the local community.

Each site should set appropriate local procurement targets, along with a local procurement strategy.
To maximise the number and value of local procurement opportunities, sites should start with a
demand/supply matching exercise. Demand should be segmented by size of sector, existing level of
local procurement, barriers to entry and then compared to the pool of host-community suppliers. An
analysis of why certain businesses are unable to compete will provide key input to the focus areas of
a supplier development strategy.

To ensure that sites are well positioned to support local procurement, there should be an analysis of
the internal barriers to local procurement. For example, a lack of commitment to LP across the
organisation may be addressed via better resourcing of LP teams, including senior Supply Chain and
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Operations managers in LP steering committees; developing and communicating the business case
for LP; and increasing emphasis on LP in performance scorecards. Small, medium and micro
enterprise (SMME)-unfriendly contracting processes could be solved via a range of SMME-
preferencing mechanisms, including unbundling work packages, set-asides / ringfencing types of
work for local suppliers, price-preferencing, and SMME-friendly payment terms.

Having aligned on an LP strategy, the mine can move forward with implementation. Anglo American
has implemented supplier development programmes around the world and there are a number of
examples from Anglo American that can be used to inform design, such as Zimele in South Africa
(see box 2 below) or Promova in Brazil.

Box 2. Example of Success: Zimele

Zimele has been Anglo American’s flagship programme in South Africa for more than 30 years. It
identified access to finance as a primary barrier to host-community SMMEs successfully winning local
business and established a finance facility which it made available to local entities. In parallel, Zimele
hubs operate as community engagement points for the business, liaising with potential suppliers on how
to secure work with Anglo American, and engaging internal procurement teams on how best they could
support them to achieve local procurement targets. When launched, it was perceived as a ground-
breaking approach to the challenge of local procurement in the sector. In many communities in South
Africa, Zimele has become synonymous with Anglo American’s community engagement.

Zimele has gone through an evolution in recent years as the management of the finance facility has
shifted to ABSA Bank, while our NGO partner TechnoServe is delivering technical assistance to
supported businesses, with the intention of making the model more efficient and improving the
businesses’ performance.

4 CHALLENGES WHEN WORKING ON LOCAL PROCUREMENT

The primary challenge in local procurement is that it needs extensive internal organisational support,
in particular from operational “customers”, procurement teams and community development
specialists. Successful local procurement programmes seek not only to address the capacity issues
of potential suppliers, but also the various internal organisational barriers to local procurement. For
example, Supply Chain must play a leading role in offering suitable contracts for local suppliers;
engineers setting contract specifications must buy into LP and understand LP-preferencing
mechanisms; contracts managers and operations managers need to strike the right balance between
being supportive and maintaining demands of operational effectiveness, etc. As such, in bridging the
gap between host-community suppliers and the business, there can often be a variety of different
functions that need to be engaged. For this reason, effective programmes define and communicate
the business case for LP upfront. Performance scorecards that emphasise effective local
procurement are key enablers for securing meaningful engagement across the organisation.

A second challenge is that expanding LP opportunities can sometimes increase, not decrease, local
expectations. Recognising that there are often statutory targets for local procurement, community
members can come to see such opportunities as a service that they are owed, particularly if certain
neighbours are successful in obtaining them. As such, successful local procurement programmes
need a high level of community communication to explain how they work, why they are fair, and what
businesses need to do to succeed.
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A third challenge is that while local procurement is often a critical component for generating more
economic wealth locally, it can increase dependence in the local economy on the mine. This is
particularly risky when a host-community supplier is entirely dependent on Anglo American. Fit-for-
purpose LP programmes, therefore, often look to strengthen linkages to other buyers, as well as
Anglo American.

5 THEORY OF CHANGE FOR LOCAL PROCUREMENT

The overall goal for any project should be increased economic wealth in the area of influence as
measured by the value of LP conducted locally and the number and quality of jobs supported locally.

To achieve this goal, required outcomes are: i) technical and commercial support is delivered to local
businesses so that they are better able to meet mine needs, ii) there is organisation-wide support for
local procurement, from the Supply Chain function (e.g., unbundling of contracts, payment terms,
supplier standards, supplier days) to operations (e.g. contract specifications, contract management,
on-site supplier support) and, iii) finance mechanisms necessary to support contract delivery are
made available to local suppliers.

The specific outputs to drive these outcomes can vary more extensively. The above theory of change
can focus on marginal businesses for contracts as they are starting out (e.g., painting, cleaning), or it

can support relatively sophisticated businesses as they look to step up to the next level of
sophistication and meet increasingly robust compliance requirements.

Table 1. Theory of Change for local procurement

Goal

Outcome

Parameter

Increased wealth in community

‘ Sample metrics

Number of jobs supported (external)
Value of local procurement conducted and % of
procurement conducted locally (internal)

1. Improved
Business Capacity

Businesses have improved
capacity to meet mine’s
commercial and technical
requirements

% of supported businesses reporting change in
relevant behaviours or skills

1. Improved
procurement
process and
organisational
support

Businesses have improved ability
to navigate procurement
processes successfully and are
provided operational support to
successfully deliver contract

% of supported enterprises reporting
improvement in ability to compete for contracts,
% of supported enterprises reporting increase in
support from the business, % of local
procurement as part of total procurement

Il. Improved Ability
to Access Finance

Businesses are able to access
timely and attractive finance to
fulfil contracts

% of supported enterprises that are able to
access particular finance mechanisms

Outputs
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I. Capacity Support | Training and 1:1 mentorship Number of businesses trained and mentored.
Delivered appropriate to needs of Number of businesses graduated

individuals delivered
II. Improved Improved procurement processes | Various: number of business practice changes
procurement and mechanisms for businesses | that make it easier for local suppliers to
process and to secure contracts and receive compete; number of unbundled contracts
organisational necessary support on-site
support
IIl. Improved Financial services partners Number of financial services companies
financial access supported to develop successful supported to develop products needed in market

finance products that meet needs
of local businesses

6 COLLABORATION MODELS AND PARTNERSHIPS

Organisation/implementer partnerships: Typically, Anglo American will have a primary
implementing partner (or set of partners) to deliver technical support to local enterprises.

Technical input from the mining teams is critical for host-community suppliers to be able to
understand expectations and standards in order to make necessary improvements. Conversely,
without the support of the mine, host-community suppliers can quickly feel unsupported and fail to
deliver.

Effective local procurement therefore requires a multi-stakeholder partnership, involving the
implementing partner, Supply Chain, Operations, contracts managers, engineers, etc., as well as the
host-community supplier.

Working with large contractors: A significant portion of the value from Anglo American’s supply
chain lies with large contractors. A major opportunity for local procurement therefore lies in
incentivising these contractors to purchase locally, localise maintenance, develop skills, etc.
Appropriate opportunities for local participation should be identified well in advance of contract
tenders so that contractors and SMMEs have enough lead time to participate.

Access to finance: Finally, local procurement programmes often have an access-to-finance partner,
particularly given that such initiatives generate contract awards that can often be used by suppliers to
access finance®.

7 SUSTAINABILITY AND LOCAL PROCUREMENT PROJECTS

The sustainability of local procurement programmes should be inherent in the project design. The
projects should allow businesses to grow and hire more employees. Success in meeting a contract

(1) See Tool 4A Guidance Note 3-4 for information on supporting access to finance.
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with Anglo American should lead to the ability to win more work with other companies, allowing them
to diversify their revenue base.

8 VULNERABILITY, INCLUSION AND DIVERSITY

All enterprise programmes should have a gender lens, and also due regard for disadvantaged and
marginalised groups within host communities. This requires disaggregating all results between men
and women and across different segments in society, seeking to diagnose the particular issues that
different groups face, and determine how to amend the programmes to address this need.

In terms of developing its local procurement strategy, Anglo American also needs to balance hitting
its targets with consider of inclusion. A strategy that works with businesses that show the highest
potential, but excludes smaller, more marginalised businesses, is unlikely to satisfactorily address
community expectations.
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