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IGF

INTERGOVERNMENTAL FORUM

on Mining, Minerals, Metals and
Sustainable Development

A VOLUNTARY INITIATIVE 79 MEMBER
CREATED THROUGH COUNTRIES
THE UN IN 2005

DEDICATED TO IMPROVING MINING
GOVERNANCE TO HELP ACHIEVE THE
UN SUSTAINABLE DEVELOPMENT GOALS.
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TYPES OF MINING TAX INCENTIVES

Taxes on income (e.g., corporate income tax, < Income tax holiday
resource rent taxes, withholding taxes) « Accelerated depreciation
* Investment allowance/tax credit
» Longer loss carry forward
* Withholding tax relief on interest
expense dividends, services (e.g.,
management fees)

Taxes on production * Reduced royalties
(e.g., mineral royalties) * Royalty holidays
« Sliding-scale royalties

Tariffs on imports and exports * Import duty relief
(e.g., tariffs on import of capital inputs) « Export processing zones

Others e Stabilization of fiscal terms
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ARE INCENTIVES NECESSARY?

Geology

Trust,

stability and
Security Investors

care
about...

Ease of

doing Infrastructure
business




ARE INCENTIVES NECESSARY?

Yaoure gold mine: Tax holiday analysis (Open Qil)
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i Money left on the table IRR without Tax Holiday



DESIGN AND EVALUATION OF TAX INCENTIVES

When.deSigning and evaluati.ng a tax IGF-OECD PROGRAM TO ADDRESS BEPS IN MINING

incentive, one needs to consider its: TAX INCENTIVES IN MINING:
MINIMISING RISKS TO
REVENUE

1. Effectiveness

» Has the policy objective been
achieved?

» Would the investment have happened
without the incentive?

2. Efficiency

* Obijectives are achieved at the lowest
social and economic costs




COST- BENEFIT ANALYSIS OF TAX INCENTIVES

* Revenue foregone * The amount of economic value the
extractive operation brings to the

« Administrative costs ) : o
economy (including multiplier effect)

« Environmental, economic and social

Employment
costs
* [ndirect costs: Economic distortions * Skills development

: : « Government revenues
» Potential for corruption or abuse

» Benefits should outweigh the costs for an incentive to be useful

 While it is easy to measure the direct cost and benefits of an incentive to a mining
project, it is more cumbersome to measure the indirect costs and benefits as well as the
resulting externalities



RISK OF DISTORTION

Income tax holiday

Economic Processing Zone
Royalty-based incentives
Fiscal stabilisation assurances

Withholding tax relief on interest, services MEDIUM-HIGH

Cost-based incentives

Import duty relief




1. INCOME TAX HOLIDAY

Description of

incentive

» Tax-free period

Distortion it

creates

* |ncentive to shift
profits forward
into tax-free
period

Behavioural

responses

» High grading
» Abusive transfer
pricing




2. EPZ — TRANSFER PRICING RISK

Sells minerals to processing
facility at below market price

Export Processing Zone

--------------------------------- - - Processing Facility

« Corporate income tax Tax free

* Royalty on received sale price
Taxes from
processing facility
Total Revenue Foregone
Reduced royalties and
iIncome tax from the mine




DESIGN AND EVALUATION OF TAX INCENTIVES

IGF Financial model
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2 CONTROLS GOVERMMENT INDICATORS

3

4 INCOME TAX HOLIDAY AND HIGH-GRADING GOVERNMENT REVENUE IN REAL TERMS
5 [Income tax rate lunits Benchmark  Scenario

6 Standard rate 2% 30% 30%

7 Incentive rate 2% 0%

k= Incentive period wears o 10

9 Loss carmpforward limit wears 4 4

10 High-grading Units Benchmark Behavioural

Cut-off grade Au (g/8) 0.70 0.80

WHT OM INTEREST AND EXCESSIVE INTEREST DEDUCTIONS
WHT on interest Units Scenario
Standard rate ) 15.0%
Incentive rate ) 0.0%

Benchmark
15.0%
0.0%

Annual revenues (MS, real)

Tatinin|

il Incentive period wears o o

18 Financing Units Benchmark Behavioural - 11 12 1= 14 1= 1e 17 1=

2 % financed by debt * =23 =23 " mBenchmark B Scenario + behaviour

20 Real interest rate 2% 63 63

21 Repayment-free period wears z z

22 Repayment term wears 7 7 GOVERNMEMNT REVENUE (MS) GOWERMMEMT TAKE
23 Capitalise interest switch o o Real Real

Benchmark 3416 Benchmark 4s.9%
WHT ON SERVICES AND TRANSFER PRICING Scenario + behaviour 294 7 Scenarioc + behawviour 45.33%
Scenario Total cost -45.9 Total cost -5.6%

28 WWHT on services Units Benchmark
27 Standard rate 28 15 0% 15 0% of which- of which:
28 Incentive rate 26 0.0% 0.0% Direct cost -25.4 Direct cost -3.3%
29 Incentive period wears o o Behavicural cost -23.5 Behavicural cost -0.3%
30 Management fees Units Benchmark Behavioural
31 Cost-plus mark-up 2% 5% 5%
32 26 of direct OPEX 2% 10% 10% PROJECT INDICATORS
33 26 of net revenues 2% 109 109
24 Pricing method switch 1 1 PROJECT MNPV BY DISCOUNT RATE (PRESS F9 TO UPDATE) CUMULATIVE DISCOUNTED PROJECT NCF
35 EPCM fees Units Benchmark Behavioural s00 100
36 Cost-plus mark-up 2% 20% 20%
37 T 150 =
38 ROYALTY AND SALES TO AFFILIATES = }:’J. 50
39 Royalty Units Benchmark 2 100 §
40 Rate % 5.0% 5.0% = = o
41 Structure switch 1 1 2 so 2 11 13 15 17 19 21 23 25
42 Index thresholds switch o o = =
a3 Royalty holiday vears o o = o S
sales to affiliates Units Benchmark Behavioural o =
Discount on affiliate price 20 0% 0% & 50 =

Cower Inputs T&E Benchmark Scenario Behavioural Chart data {Assets) | @
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