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Foreword

Countries that are rich in natural resources will benefit from the revenues
arising from taxes and royalties as the metals and minerals are mined.
For less developed countries, this source of income is particularly important.

In a cyclical industry with volatile
commodity prices, the contribution
through taxes and royalties from the
mining sector will vary from year to year.
This report looks at the tax and royalties
paid by the largest ICMM members over
the last five years. In that time, taxes
(excluding deferred tax) and royalties
charged to the income statement
amounted to $109bn, 43% of profits
(adjusted for impairments).

There are calls for the mining sector
to make a greater contribution to

the public finances, with a focus on
royalties. Production royalties are paid
even if there is no profit and allow
governments to receive income before
investment is recovered and profits are
made. The rate of production royalty is
important to ensure that, overall, taxes
are not paid too early in a project’s life
to risk its economic appraisal. Well
designed royalties can result in a better
balance of risk sharing between the
mining sector and governments.

In addition to the significant contribution
to public finances, the mining sector
creates value in many other ways.
Through job creation and rewarding
local employment opportunities,
demand for local services, investment in
education and health, and procurement
of locally sourced materials, the mining
sector changes lives and brings dignity

to thousands of employees and the
people we contract with for goods

and services. Growth of the sector
through new investment will sustain
this and improve living standards

in some of the poorest countries in

the world. Corporate income tax and
royalties reform should not impede this
opportunity for growth and risk value
erosion for all stakeholders.

The mining sector and governments
should work together as one to ensure
that where reforms are necessary

the tax mix is optimised so as not to
jeopardise future investment. Genuine
consultation on options and trade offs
for reform will improve confidence and
result in better and more sustainable
reforms. When the environment
changes materially, it is in the interests
of the mining sector and governments
to work together as partners. We should
seek solutions together that bring
confidence for more predictable revenue
for governments and a safe footing for
the mining sector to consider further
investment without undermining earlier
investment decisions.

Tom Butler CEO

[CMM
December 2018

‘When the environment
changes materially, it
is in the interests of
the mining sector and
governments to work
together as partners.’
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Executive summary

e The mining sector makes a significant
contribution to the public finances, often
in less developed countries, and local
communities are frequently dependent on
the activities of a local mine. Royalties and
mining taxes, which are often not based on
profit, increase the tax burden on companies

at challenging times in the life cycle of a mine.

e Thereis a need for robust data to inform the
debate around taxation of the mining sector.
This is important to inform future policy
decisions and the intention of this study is
to raise awareness and aid understanding.
The results provide information that would
not otherwise be in the public domain, since
firms are not required to disclose all royalty
payments in their financial reports.

e |CMM members have experienced volatile
commodity prices over the last five years.
In this period, study participants reported a
total corporate income tax charge (excluding
deferred tax) of $72.5bn and a royalty charge
of $36.3bn, a total of $108.8bn.

Over the last five years, the ratio of tax and
royalty charge to profits before impairments
was 43.4%. Impairments arise in the industry
when a fall in commodity prices results in the
market value for a mine being lower than the
current valuation in the company’s financial
statements.

For every $100 of profit before impairments,
$43.40 was charged in corporate income tax
and royalties. This ratio reached 65% in 2016.
It has not dropped below 39% over the last five
years.

Over the last five years, study participants
reported corporate income tax payments

of $62bn and royalty payments of $40bn, a
significant contribution to the public finances
of over $100bn.

While this report focuses on corporate

income tax and royalties, other taxes such as
employment taxes and property taxes can also
be significant.



Purpose and outline

There is a need for robust data to inform the debate around
taxation of the mining sector. This is important to inform policy
decisions going forward and the intention of this study is to
raise awareness and aid understanding. The study highlights
the contribution from the mining sector to public finances in
both corporate income tax and royalty payments. It does not
attempt to quantify value contributed through investment,
jobs, procurement of local goods and services, education and
intellectual property.

The purpose of this study is to generate robust data on both
the tax payments and key tax ratios of the mining sector.

The intention of this study is

to raise awareness and aid
understanding around taxation
of the mining sector

Methodology

Members of the International Council on Mining and Metals
(ICMM] provided data on their corporate income tax (CIT),
royalties and other financial information for their last five
financial years. The latest year was the accounting period
ended in the year to 30 June 2017 and for most participants
this was the financial year ended 31 December 2016. Data
collection was at a global level.

Study participants provided data on tax and royalties paid to
the public finances in each year. They also provided financial
statement data on tax and royalties charged to the income
statement, profit before tax (PBT) and their profit before tax,
impairments and other non-tax deductible exceptional items
(PBTI). Impairments arise in the mining sector when a fall

in commodity prices results in the market value for a mine
being lower than the current valuation in the company’s
financial statements. Impairments can result in high effective
corporate income tax rates in the mining sector and on adding
royalties, the burden increases further.

ICMM members’ tax contribution

Royalties are a feature of the mining industry. There is a
debate as to whether or not they should be regarded as

a tax, but whatever view is taken, they make a significant
contribution to the public finances. Governments in different
countries choose to levy royalties in different ways, in some
cases as an additional tax on profits (mining tax) and in

other cases based on turnover (i.e. sales) or production.

The accounting treatment differs, with a royalty based on
profits treated as a tax and included below the PBT line in
the annual report. By contrast, a royalty based on turnover or
production is usually netted from turnover or included as part
of operating costs.

This study uses the following ratios (further details are in the
appendices):

e aCIT ratio: corporate income tax (CIT) charge as a
percentage of profit before tax, impairments and other
non-tax deductible exceptional items (PBTI). The CIT
charge excludes deferred tax.

e aroyalty ratio: royalty charge as a percentage of profit
before tax, impairments, other non-tax deductible
exceptional items and royalty charge included in operating
costs [PBTIR).

¢ aCIT and royalty ratio: CIT charge and royalty charge as a
percentage of PBTIR.

The results provide information that would not otherwise

be in the public domain, since firms are not required to
disclose all royalty payments in their financial reports. PwC
has anonymised and aggregated the data provided by ICMM
members to produce the study results. PwC has not verified,
validated or audited the data and cannot therefore give any
undertaking as to the accuracy of the study results.

1. For all but three companies, royalty payments are deducted above the profit before tax line. In order to
calculate the royalty ratio (royalty as a percentage of profit), the royalty charge is added back to profit to avoid

comparing royalties to a base from which they have already been deducted.
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Participation

ICMM members’ tax contribution

5

Twenty ICMM members provided data for their last five
accounting periods. The headquarter locations of participants
were in a broad range of countries (see figure 1) and the ICMM
members mined a broad range of minerals and metals (see
figure 2). Note, members may mine more than one mineral
and metal and be included in the chart more than once.

Figure 1 - Participants by headquarter country
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Source: study participants

Fifteen companies had December year-ends, and five had
year-ends at other times. Where we refer to 2017, we include

data for accounting periods ended in the year to 30 June 2017,

and for the majority, this will be 31 December 2016.

Figure 2 - Participants by metal or mineral mined
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Participation

The data received reflects the mining sector’s international
operations and the study results represent mining activities
around the world. The map in figure 3 shows the ICMM
members’ countries of operation. Each continent is shaded
based on the number of operations (darker shading indicates
a greater number of operations].

Figure 3 - ICMM countries of operation

ICMM members have a
global reach with a large
number of operations in
South America and Africa

Number of operations

14 . 39

Source: ICMM
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Contribution in tax and royalties over
the study period - 2013 to 2017

Over the last five years, survey participants reported a CIT
charge of $72.5bn and a royalty charge of $36.3bn, a total of
$108.8bn.

Over the same period, over $100bn has been paid to tax
authorities around the world. This is made up of corporate
income tax paid of $62.4bn and royalties paid of $39.9bn, a
total of $102.3bn.

Tax and royalties paid reflects amounts paid to the public
finances and is a straightforward measure without the
complexities of provisions or accruals. However, expressing
tax paid as a percentage of profits can be misleading due

to the payments on account regime which means that the
amount paid in any one period typically includes a component
relating to the previous accounting period. This report focuses

on CIT charge in the income statement excluding deferred tax,

a measure that most directly corresponds to profits in
the year.

Over the last five years,

ICMM members have paid over
$100bn to tax authorities around
the world.

To put the CIT and royalty charge into context, we compare
it to profit. Removing impairments and other non-tax
exceptional items of $152.6bn, total PBTI between 2013 and
2017 was $214.8bn.

We add royalties charged above the profit line back to profit
to avoid comparing royalties to a base from which they have
already been deducted. This gives a measure of profit we
define as PBTIR - profit before tax, impairments, non-tax
deductible exceptional items and royalties.

The CIT and royalty charge as a percentage of PBTIR was
43.4% over this period (figure 4). For every $100 of profit
before impairments, $43.40 was charged in corporate income
tax and royalties. The rate did not fall below 39% between
2013 and 2017,

Figure 4 - study totals 2013 to 2017

PBTIR after CIT CIT Charge

and royalty
charge

$73bn
(29%)

$141bn

(57%)
$36bn
(14%)

Royalty charge

Source: study participants

For every $100 of profit before
impairments, $43.40 was charged in
corporate income tax and royalties.
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Contribution in tax and royalties in 2017

The mining sector saw a continuing recovery in commodity
prices in 2017, which, together with general economic
growth led to an increase in tax and royalties. In 2017, study
participants reported total CIT and royalties of $17.3bn, up
from $12.3bn in 2016.

CIT and royalty charge compared to profit

For the 20 companies providing data in 2017, the CIT ratio was
30.1% (figure 5). A similar calculation can be carried out for
royalties. The royalty ratio was 14.9%.

Mining companies are subject to both CIT and royalty charges.
Taking both the CIT charge and royalty charge together, the
ratio was 40.9%.

Figure 5 - CIT charge and royalty charge in 2017
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Royalties are often paid on
production of minerals and will be
paid irrespective of whether the
company makes a profit or not.

There is a crucial difference between the CIT ratio and the
royalty ratio. The CIT calculation is based on profit, so as
profit falls, the CIT charge will generally fall. By contrast,
royalties can be calculated in a number of ways, often not
linked to profits. They are frequently paid on production

of minerals and metals and will be paid irrespective of
whether the company makes a profit or not. The calculation
is based on the total value of mineral sales, not just on the
profit margin.

To understand the impact of this difference, it is important
to review the mining cycle, not just in years when there is
an upswing.

CIT and royalty charge

/ PBTIR

Source: study participants
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Trend from 2013 to 2017

Trends in commodity prices Figure 6 - Price indices, selected commaodities

...... S R s (e cambar 2012 = 100)
Profit before tax for the mining sector was on a downward

trend between 2013 and 2016, in line with falling commodity
prices and associated impairments and exceptional items.

Figure 6 shows the falling price for selected minerals from 100
2013. With recovering commodity prices from the latter half f-—
of 2016, profitability for the sector recovered in 2017. 80
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Trends in CIT and royalty charge

Figure 7 shows the trend in CIT and royalty charge between 40

2013 and 2017. The CIT charge over the period follows the 20

trend in profitability, while the royalty charge was more

stable over these five years 0 ~ o - - - o o - - -
The CIT charge fell from $22.3bn in 2013 to $6.6bn in 2016, g § g § g § g § g §

a decrease of 70%. Royalties decreased from $8.4bn in 2013
to $5.7bn in 2016, a fall of 32%. Royalties have fallen less — Coal — lIronOre — Copper Gold

than the CIT charge since they are not linked to profits.
Source: Thomson Reuters Datastream

PBT fell over the same period, from $38.4bn in 2013 to a
loss of $41.6bn in 2016. Removing impairments and non-
tax deductible exceptional items, PBTI fell by 80%, from
$65.3bn in 2013 to $13.3bn in 2016.

In 2017, the CIT charge increased by 66%, in line with the
recovery in profitability, reaching $11.0bn. Royalties charged in
2017 increased by 11%, to $6.3bn. PBT reached $32.2bn in 2017,
from the loss position in 2016, and PBTI increased to $36.6bn.

Figure 7 - CIT and royalty charge, PBT and PBTI - 2013 to 2017
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Trends in CIT and royalty charge compared to profit ~ Where profits arise in one

Figure 8 shows that ratios of CIT charge to PBTI, royalty country and losses in another,
charge to PBTIR and CIT and royalty charge to PBTIR were thereis no relief available

broadly constant from 2013 to 2015. for the loss apart from being
In 2016, the CIT rate increased. Challenging market conditions carried forward.

gave rise to losses in some mining operations in that year.

While tax losses may be offset against profits in future years,

there is no current year offset. PBTI will be depressed by loss

making operations but the CIT charge is based only on the

profitable mines and as a result, the tax charge is a larger

percentage of PBTI. The royalty rate also increased because

royalties are not related to profit.

As a result, while the total tax and royalty charge fell in 2016,
the ratio of tax and royalty charge to PBTIR increased, at the
point in the mining cycle when the viability of a mine can be in
question.

In 2017, profitability recovered in the mining sector and the CIT
and royalty rate returned to 40%.

Figure 8 - Trends in CIT charge and royalty charge ratio - 2013 to 2017
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Source: Study participants. Losses removed for 1 company in 2016 where there was no current tax benefit in the year
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Looking forward

From a tax perspective, the mining sector is unique in a number

of ways. The sector makes a significant contribution to the public
finances, often in less developed countries, and local communities
are frequently dependent on the activities of a local mine. Royalties
and mining taxes which are not dependent on profit can be a
burden on companies at challenging times in the mining cycle.

Other taxes can also be added into the mix, such as employment
taxes and property taxes. Governments under additional pressures
to increase the tax take as a way of addressing fiscal constraints
may additionally focus on these other taxes.

Governments are dependent on the mining sector in the long
term, and robust data is essential to inform the debate around the
contribution of the sector and the burden of tax.



Appendices

ICMM members provided data on their profit before tax, impairments and
exceptional items. Data was also requested for corporate income taxes (CIT) and
royalties, both charged to the profit and loss (P&L) account and paid.

Our findings from the study are based on:

1.

Profit before tax, impairments and non-tax deductible exceptional items (PBTI).
Itis not possible to calculate a tax rate using PBT in 2016 since the data showed
an overall loss before tax in that year.

Profit before tax, impairments, non-tax deductible exceptional items and
royalties charged above the PBT line (PBTIR]. Royalties charged above the profit
line are added back to profit to avoid comparing royalties to a base from which
they have already been deducted.

CIT charge and royalties charged to the P&L. Our analysis was based on:

- Amounts charged to the P&L rather than amounts paid to enable a fair
comparison to PBT. Under a payment on account regime, CIT paid in a year
will relate partly to current year profits and partly to prior year profits. The CIT
charged to the P&L is more aligned to profits for that year.

- CIT charge excluding deferred tax rather than total CIT charge (comprising
current and deferred tax). In our view, the CIT charge excluding deferred tax is
a closer reflection of tax payments and more easily understood than the total
CIT charge, which includes deferred tax.

The data from each participant have been totalled and overall rates calculated from
those totals. Based on these totals, we have calculated:

a CIT ratio: CIT charge (excluding deferred tax) as a percentage of PBTI
a royalty ratio: royalty charge as a percentage of PBTIR

a CIT charge and royalty charge ratio: CIT charge and royalty charge as a
percentage of PBTIR

ICMM members’ tax contribution
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Corporate income tax (CIT): that element of the tax charge that is not deferred. It
will relate largely to the profits of the year, although some of the charge may arise
from adjustments to previous years.

Deferred tax: an accounting adjustment that recognises the future tax
consequences of tax laws expected to apply when assets and liabilities in the
balance sheet are realised. It is not included in this report.

Tax paid: corporate income tax paid to the public finances.

Royalty charge: an amount due to the public finances, often calculated on
production of minerals and metals rather than profit.

Royalty paid: royalties paid to the public finances.
PBT: profit before tax.
PBTI: profit before tax, impairments and non-tax deductible exceptional items.

PBTIR: profit before tax, impairments, non-tax deductible exceptional items and
royalties which are charged within administrative expenses.

Payment on account: payment on account regimes exist around the world where
CIT paid in a year will relate partly to current year profits and partly to prior year
profits.
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mining with principles to sustainably
manage the natural resources of our
planet, and enhance the wellbeing of
local communities.
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