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Introduction 

• Diamond mining is an import economic activity in Africa; 

• Contributes GDP and total exports; 

• From a tax perspective, the appropriate tax regime and the ensuing fiscal revenue 
depend on the sector's industrial organisation; 

• This in turn is dependent on the nature of diamond deposits (kimberlite/alluvial); 

• Diamonds can be used to earn, gain or store value, and are easily moved or 
smuggled; 

• Weight to value ratio, high durability, exchangeability for other commodities; 

• Characteristics increases their ability to evade/avoid taxes and which make them 
vulnerable to ML/TF;  

• Alternative currency to acquire other legal and illegal goods (e.g. arms and 
ammunition).   
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Background 
$81.4 billion-a-year industry  
 
Employs 10 Million 
 
Blood diamonds small % 
 
But, cost an estimated 3.7 
million lives. 
 
Liberia, Sierra Leone, Angola 
 
Central African Republic 
 
Zimbabwe 
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Background 

• Financing of Rebel Armies through illegal exploitation of natural 

resources 

• Commodities such as tropical hardwood, ivory and diamonds; 

• Brutal wars in Liberia, Sierra Leone and Angola funded with the 

proceeds of illegal diamond mining. 

• Imports to polishing centres did not match mining activities 
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Kimberley Process 
• Established in 2002; 

• Aim: ensure that diamond purchases are not used to finance violence;  

• Imposes requirements for certification as “conflict-free”;  

• Bans trade in rough diamonds with non-participants to reduce the illicit trade in 
conflict diamonds;  

• 50+ Participating  governments; 

• No exports of rough without KP certificate; 

• Internal controls for tracing to mining location; 

• Each trading country that re-exported rough diamonds had to trace them back to 
the point of import; 

• Database for tallying shipment (export) country data with import data of the 
country of destination.  
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Regulatory Framework: Taxation 

• Tax reform, social Contract and state building: 

 (i) the provision of revenue, 

 (ii) shifting towards more appropriate revenue sources, 

 (iii) creating more effective tax administrations and  

 (iv) by encouraging constructive state-society engagement. 

• Promoting FDI;  

• Assigning mineral rights; 

• Transparency and the use of auctions; 

• Formal registration of small scale miners; 
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Regulatory Framework: Governance 

• Corruption has a major distortionary effect on incentives and creates 
inefficiencies;  

• Provides public officials with excessive discretionary powers; 
• Abusive actions by public officials cripple already weak institutions - 

perpetuates a negative cycle of corruption and bad governance.  
• Barrier to entry for businesses; 
• Opportunity cost can manifest itself in various ways through discouraging 

legitimate investment and business transactions;  
• Individuals and entities that engage in corruption spend large portions of 

their time in building relationships with individual government officials 
with the aim of speeding up processes in favour of the briber and slowing 
down the process for competitors. 
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Regulatory Framework: Anti-money laundering 

The FATF highlights major concerns related to KP certificates: 

• current enforcement efforts related to diamonds are directed more at 
ensuring compliance with the KPCS rather than preventing the underlying 
crimes such as fraud, smuggling, tax crimes, money laundering and IFFs in 
general; 

• there is no transparency for controlling officers at the border;  

• the ease with which new KP certificates can be issued by authorities; 

• the requirement of KP certificates only for import and export of rough 
diamonds alone:  the KP certificate might serve unintentionally as a money 
laundering tool as the existence of the certificate may signify that the 
source is legitimate thereby overlooking ML/TF considerations.  
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Regulatory Framework: Customs Control 

• According to Global Financial Integrity (GFI), trade mispricing 
accounted for an average of 54.7 % of cumulative illicit flows from 
developing countries; 

• Falsification of imports and exports (i.e. degrading the quality of 
goods, misreporting the quantities exchanged, under-invoicing the 
value of exports or over-invoicing the value of imports) 

• Creating fictitious transactions:  
• it’s often based on verbal agreements and cash flows through secrecy 

jurisdictions and; 

• because of poor risk based targeting by administrations. 
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Regulatory Framework: Unintended consequences 

Section 1502 of the Dodd-Frank Wall Street Reform and Consumer 
Protection Act, requires the SEC to issue regulations requiring firms using 
“conflict minerals” to investigate and disclose the origin of those minerals; 

• National Association of Manufacturers et al; 

• First Amendment: can’t force issuer to confess blood on its hands. 

Omega Diamonds: 

• Customs and Excise vs EU law and policies; 

•            stricter control mechanisms for Belgium to play a role to promote 
the thoroughness of the Antwerp diamond market. 
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KCPS: Current State of Play 

• Weak governments, smuggling and corruption; 

• Poor implementation; 

• Failure in accountability and transparency e.g. Cote d’Ivoire*, 
Venezuela and Zimbabwe; 

• Smuggling into some neighbouring countries that are Participants; 

• Insufficient system of checks and balances in preventing substantial 
volumes of illicit diamonds from entering the global diamond supply 
chain; 

• At best “indicator” (FATF). 
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Findings 

• The KPCS provides a basis for developing specific process verification 
steps for high-risk and high value commodities 

• Regulatory weaknesses; 

• Unintended consequences of regulation; 

• Political motivations. 
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Addressing KP inefficiencies: Customs Tools 

• 5 Key Customs responsibilities:  
• revenue collection, protection of society, trade facilitation, trade security and 

collecting trade statistics. 

• WCO Risk Management Compendium  

• CEN & nCEN 

• Compliance Risk Management through AEO; 

• International joint-control operations aimed at rough diamond trade, 
e.g. Operation Cullinan; 
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Addressing KP inefficiencies:  
Tax & Good Governance 
• Promote institutional integrity: the purpose of illegal acts generally aimed 

at achieving a financial gain in a manner which aims to hide that gain; 

• The obstacles to different government agencies in addressing that 
objective are the same, namely, a lack of transparency, excessive secrecy 
and a lack in institutional responsiveness through coordinated action; 

• Whole of government approach in treating risk: 
• corruption issues can be dealt with through the EITI initiative and through AML 

measures such as dealing with politically exposed persons (PEPs), 

• controls can be managed and monitored through customs control measures; 

• tax receipts could be increased through a proper policy framework which clearly 
assigns rights and responsibilities with regard to the commodity.  
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KPCS: A Way Forward 

• KPCS “recipe “can serve as a perfect starting point for establishing the 
minimum information requirements for high risk/high value goods: 
• Recent improvements in exchange of information (spontaneous/automatic);  
• The quality and completeness of information holdings  

• Specific checks and balances can be applied through the existing risk-based 
approaches employed by tax and customs authorities, financial intelligence 
units (FIUs) and the financial sector. 

• Incentive for coordinated and systematic approach amongst different 
jurisdictions; 

• Application for other high risk commodities e.g. illicitly obtained cultural 
heritage  - Syria, Iraq and Yemen 
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Thank you! 

Bernd Schlenther 

bschlenther@ataftax.org 
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