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PricewaterhouseCoopers mine* 2006 report 
(www.pwc.com/mining)

• 3rd annual review by 
PricewaterhouseCoopers of 
global trends in mining industry

• 40 mining companies included 
in the analysis representing 
80% of total global industry by 
market capitalisation

• Report highlights:
- Exceptional financial results
- Strengthened investor 

confidence
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PricewaterhouseCoopers mine* 2006 report confirms 
spectacular results for the global mining sector in 2005

• 59% increase in aggregate net profits for 2005, up from $28bn to $45bn.  
This compares to aggregate profits of just $5bn in 2002. 

• Other financial highlights:
- Revenue increased by 25% to $222bn 
- Net profit margin improved to 20% from 16% in 2004
- Net cash inflow from operations increased by 34% to $58bn
- Capital expenditure increased by 31% to $31bn
- Exploration expenditure increased by 29% to $2bn
- Gearing down to just 16% with year-end cash balances totalling $32bn
- Return on equity up from less than 7% in 2002 to 25% in 2005

• Core driver: commodity price increases
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PricewaterhouseCoopers mine* 2006 report notes that it will be a
challenge to maintain margins should commodity prices fall

• Substantial increases in operating costs have occurred in 
2004 and 2005

• CEOs sounded a note of caution on the impact of investment 
funds that have been investing directly in commodities and 
could exacerbate price volatility



Slide 7
Mining and Taxation - Where to from here?
PricewaterhouseCoopers

August 2006

PricewaterhouseCoopers mine* 2006 report notes a need for 
attractive new developments or acquisitions

• Investors will demand higher distributions in absence of 
attractive new development or acquisition opportunities

• 40 companies surveyed have continued to increase their 
exploration expenditure

• Junior companies now spend more than 50% of global 
exploration budget and their importance looks set to grow



Background – Tanzania
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Significant investment following fiscal and legal reforms

• Prior to 1997: Sector dormant for many years
• 1997: New fiscal regime
• 1998: New Mining Act
• 1998: Mining and Engine of Growth conference
• 1998 to 2005: $2.5bn new investment
• Gold production: 1998 (2 tonnes), 2005 (50 tonnes)
• Significant non-gold prospects: nickel, platinum, uranium
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Aside from taxes, significant macroeconomic benefits

• Multiplier effect as an “Engine of 
Growth” – see TBL statement

• Significant export revenues 
- 2005: $645m (2004: $553m)

• Contribution to GDP
- 2005: 3.5% (2004: 3.2%)

• 2005: $69m in taxes including 
$23.6m in royalties

TBL: “Sales grew by 13% ….. 
Volume growth benefited during the 
first half of the year from higher 
disposable income levels, resulting 
from good cash crops and the 
multiplier effect from increased 
mining activities”
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But public perception of the sector is very negative …………..
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…….and Government is now reviewing the mining regime



Objectives, types, and best practices of mining regimes
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What is “mineral taxation”?

• Likely answer from Government official: “income taxes and 
Government royalties”

• Likely answer from Industry representative: “that portion of the 
mining project’s total revenues that ends up in the 
Government’s hands”
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Objectives of the mineral taxation regime

• Fair participation by state

• Stable over time

• Transparent and provides even playing field for all

• Easy to understand and administer

• Internationally competitive
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Need to recognise unique characteristics of mining industry

• High risk

• Price taker

• Cyclical profits

• Finite life

• Capital intensive

• Remote locations

• Restoration and reclamation

• Reliance on subcontractors
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Tax regime can recognise relatively high risk

• Permit the mining enterprise to reap a reward commensurate 
with the risk

• Mineral prices set by global market place and cyclical 
regime more attractive if minimises taxes not based on profits, 
and provides  adequate / indefinite loss carry forward

• Provide certainty of tax rules

• Avoid front-loading the tax costs
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Tax regime can recognise capital intensive nature

• Allow the enterprise to generate sufficient after tax cash flow in 
the early years of production  to service project debt, thereby 
reducing lender’s project risk

• Minimise imposition of customs duties, VAT and similar 
upfront costs that are a function of capital investment

• Avoid the imposition of taxes on capital
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Royalties – a double edged sword

• Historically the most important instrument for taxing mineral 
extraction

• Attractive to Government as ensures up-front revenue stream

• If too high
Can deter investment by increasing marginal cost
Risk making it unprofitable to develop marginal reserves
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Other considerations

• Remote location need generous tax depreciation for 
infrastructure costs

• Restoration & reclamation tax relief for funds put aside for 
purposes of mine reclamation and closure



Overview of key features of tax regime in Tanzania
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Key features of Tanzania mining fiscal regime:

Mining development agreements include guaranteeFiscal stability

• Standard income tax rate 30%

• Standard withholding tax on dividends 10%

• US$ accounting 

• 100% capital deduction for exploration / development

• Indefinite carry forward of of tax losses

• Ability to provide for future environmental costs

Income Tax

Relief from VAT for supplies to mining companiesVAT

Exemption on supplies for mine up to 1st anniversary of 
commencement of production; thereafter a cap of 5%.

Customs duty

3% standard; 5% diamonds; 0% polished & cut stonesRoyalties
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A number of reliefs have been withdrawn since 1997

• 2001: removal of ability to defer payment of royalty when cash 
operating margin negative

• 2001: removal of 15% additional capital deduction on 
unrecovered development expenditure

• 2004: removal of withholding tax reliefs (eg for interest)

• Depending on terms of mining development agreements, 
existing investors protected from these changes



Comparison with other African mining countries and East Africa



Slide 25
Mining and Taxation - Where to from here?
PricewaterhouseCoopers

August 2006

Royalties

0.5% - 4%DRC
3% (precious stones: 10%, precious metals: 5%)Botswana

0.6% (base metals), 2% (other large scale miners), 

5% (small scale miners, gemstones)

Zambia
3% - 6% (in practice has always been paid at 3% rate)Ghana

Established mining countries:

East Africa:
Higher of (a) 2.5% on gross sales (FOB), and (b) sliding scale of 
0% to 20% of “profit” (as defined) – can be subject to negotiation

Kenya*

Mining Act provides for royalties, but does not stipulate rate.Uganda**

3% (diamonds: 5%, polished & cut stones: 0%)Tanzania

* Kenya – new Mining code proposes standard royalty of 3%, but precious minerals 4% & diamonds 5%; there 
have also been suggestions that part of the chargeable royalty be passed to local authorities.

**Uganda - royalty split: central government (80%), local government (17%) land owners/lawful occupiers (3%)
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Income Tax Rate & Non-resident Dividend Withholding Tax

25% (base metals), 35% (other metals)
25% (= standard corporate tax rate)
30% (lower than standard rate of 40%)
25%** (formula* higher if profitability > 33.3%)
Income Tax Rate - Mining

0% base metals,

15% other

10%
10%
5% (net of ACT)
Dividend  (NR)

Botswana
DRC

Zambia
Ghana

Established mining countries:

East Africa:

25% (formula* higher if profitability > 33.3%)
30%
30%, but agreement may provide lower rate 10%Kenya

15%Uganda
10%Tanzania

*formula in Botswana and Uganda is 70 - 1,500/X (where X = profitability ratio); maximum possible rate in 
Botswana is 55% (including 10% ACT) and in Uganda is 45%;

**in Botswana, tax rate of 25% made comprises company tax at standard rate 15% and additional company 
tax (ACT) 10%. The ACT (10%) is creditable against withholding tax on dividends (15%).
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Capital deductions, $ accounting, loss carry forward

UnlimitedNo100%Botswana

Loss c/fUS$ tax 
filing

Capital 
deductions

Yes

Yes

Yes

100% (P&E)

80%, then 50% 
reducing balance

As per accounts Unlimited for “R&D”, 
otherwise 5 years

DRC

Base metals – 10 yrs, Some 
mining companies – 20 yrs

Zambia

5 yrs, but in practice no limit 
on capital deductions

Ghana

Established mining countries:

East Africa:

100% (P&E), 
otherwise normal

100% (E&D)

40%, balance 
10% straight line

No

Yes

No UnlimitedKenya

UnlimitedUganda

UnlimitedTanzania
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Customs duty

2% during exploration, 5% thereafter; 3% petroleumDRC
0% on mining equipmentBotswana*

Holder of mining right can apply for rebate, refund or remission
of whole or part of duty

Zambia
0% for assets on the mining listGhana

Established mining countries:

East Africa:
No automatic exemption, however mining agreement may grantKenya**

No automatic exemption, however mining agreement may grantUganda**

0% up to 1st anniversary of production, thereafter 5% capTanzania

* Note that imports from South Africa to Botswana are free of customs duty as part of common customs union

** EAC CET automatically provides for 0% duty on capital goods and raw materials
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VAT / Sales Tax - Purchases

VAT
VAT
Sales Tax
VAT

No sales tax on mining importsDRC
No relief – but VAT rate is low at 10%Botswana

Deferment of VAT on imported mining equipmentZambia
No VAT on assets on mining listGhana

Established mining countries:

East Africa:

VAT

VAT

VAT No special provision, but mining agreement likely to 
provide for VAT relief for certain mining equipment

Kenya

No special provision but VAT deferment on imports 
should apply to most plant and machinery imported.   
The VAT deferred on import can later be waived.

Uganda

No VAT on supplies to mining companyTanzania
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Conclusion on comparisons

• Tanzania: 
- tax regime not dissimilar to other mining jurisdictions

• East Africa: 
- Fiscal regimes in the 3 countries quite different
- In Kenya and Uganda a number of fiscal terms are subject 

to negotiation (in contrast to Tanzania where a standard 
framework applies)



Overview of recent Tanzania Government proposals for change
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Government Stakeholders Consultative Meeting – 1 July 2006 –
summary of some of the recommendations relevant to taxation

• Windfall tax based on price of gold

• Royalty on “gross value” instead of “netback value”

• EAC Common External Tariff to apply to mining

• Ring-fencing of mining losses (to specific projects?)



International perceptions of mining taxation in Tanzania
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Fraser Institute – Annual Survey of Mining Companies 2004/05

Survey coverage:
• Sent to 1,121 exploration, development, 

and mining consulting companies
• Responses from 259 companies (23% 

response rate) representing 
- $575 million in exploration spending 

in 2004 or 15% of total global 
spending according to Metals 
Economics Group, 

- $798 million of expected spending in 
2005

Survey asks questions about: 
• geological endowment
• policy endowment including the laws 

and the process of their implementation 
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Policy Endowment Indicators – Fraser Institute asked mining 
companies,  “are you deterred from investing because of ….”

• Uncertainty on existing regulations

• Environmental regulations

• Taxation regime

• Uncertainty on native land claims

• Uncertainty on protected areas 

• Regulatory duplication and 
inconsistencies

• Infrastructure

• Socioeconomic agreements 

• Political stability

• Labour regulation

• Geological database

• Security
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Tanzania comes out reasonably well on political stability …. but

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

D .R .C . ( C ong o)Z imbab weV enezuelaIndonesiaPhil ipp inesR ussia
B o liviaKazakhst anPapua N ew GuineaZamb iaW isconsinC alif o rnia

PeruSout h A f r icaB urkina FasoM ont anaM ali
M ongo liaB o t swanaT anzaniaA rgent inaW ashing t onEcuad or

GhanaB rit ish C o lumb iaM inneso t aN unavutW yomingB raz il
Sout h D ako t aC o lorad oC hinaInd iaN f ld ./ Labrad orN W T

TurkeyN ova Sco t iaC hileF inlandN ort hern T err it o ryV ict o ria
Swed enN ew Sout h W alesSo ut h A ust raliaN ew M exicoQueenslandW est ern A ust ralia
M exicoA rizo naQueb ecN ew B runswickA laska

Saskat chewanA lbert aY ukonOnt ar ioIdahoN evada
U t ahM anit o baT asmaniaN ew ZealandIrelandSpain

POLITICAL STABILITY

Factor is a strong deterrent for investment
Would not invest due to this factor
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..when looking at taxation, Tanzania comes within bottom 5 
together with countries such as Indonesia, Russia, Zimbabwe

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Z imb ab weR ussiaC alif o rniaD .R .C . ( C o ngo )Ind o nesiaT anzania
So ut h A f r icaM aliZ amb iaB o liviaB o t swanaV enezuela

GhanaW isco nsinPap ua N ewB urkina F asoKazakhst an
W ashing t o nW yo mingN unavutC olo rad oSo ut h D ako t aM o ngo lia

M inneso t aB rit ish C o lumb iaM o nt anaEcuado rN W TA rg ent ina
PeruN ew M exicoN ew B runswickN o va Sco t iaN ew Z ealandN f ld ./ Lab rado r

QuebecF inlandV ict o r iaB raz i lM exicoSweden
N o rt hernA lb ert aN ew So ut hSo ut h A ust ral iaQueenslandA laska
W est ernSaskat chewanY uko nC hinaM anit o b a
A rizonaC hileOnt ar ioN evad aId ahoU t ah

T asmaniaPhilip p inesInd iaIrelandSp ainT urkey

Factor is a strong deterrent for investment
Would not invest due to this factor

TAXATION



Tax incentives, changes in tax regime and mining investment
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PricewaterhouseCoopers mine* 2006 report (www.pwc.com/mining) considers 
impact of taxation on the level of investment

• Key issues in relation to tax 
incentives: 

- Role in attracting 
investments

- Impact of uncertainty

- Who reaps the benefits?
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Attracting investments

• In times of record profitability, seemingly no need for countries 
to provide tax incentives to draw investors

• However, evidence indicates that countries like Mali and 
Ghana that provided preferential investment environments in 
leaner mining years are reaping the benefits now

• Canada has also shown a positive impact on mining 
exploration of specific and targetted tax incentives
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Impact of uncertainty – the Indonesia example

• Negative publicity around changes in tax regime (coupled with 
other political factors) have led to a reduction in investment 
levels over the past decade (despite the country’s exceptional 
mineral potential)

• Total exploration expenditure declined from an annual 
average of $134m in the mid 1990s to an annual average of 
only $33m in the first part of this decade

• Compounding this decline has been a 68% reduction in 
development and fixed asset expenditure
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Reaping the benefits

• Despite tax incentives, mines are generally a great source of 
tax revenues for countries

• Need for infrastructural development = hidden “tax”

• Local community normally derives a number of indirect 
benefits.  However, direct financial benefits do not necessarily
benefit local community: challenge is to strike right balance 
between utilising benefits for the whole country and for the 
specific affected community.



Conclusion
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Fiscal regimes for mining in East Africa currently quite disparate, 
why not have greater harmonisation?

• Current position
- Mining tax regimes in the 3 countries quite different
- Lack of standardised policy means that in Kenya and Uganda a number 

of fiscal terms are subject to negotiation (in contrast to Tanzania where 
a standard framework applies)

• Benefits of greater harmonization:
- Sends a stronger message as to likely future stability / consistency of 

fiscal treatment in the region
- Deals with any inconsistencies with Common External Tariff
- Revenue Authorities might be able to have economies of scale in terms 

of knowledge sharing if dealing with similar legislation
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Any change in Tanzania needs to be very carefully considered

• Mining regime introduced in 1997
- Has been subject to significant modification since 1997
- As currently constituted, appears to be in line with international practice

• For existing investors with the original 1997 fiscal regime
- What message will re-opening of contracts send?
- Let us not forget these were the pioneers who got the industry going

• A key challenge: to strike the right balance between utilising benefits for the 
whole country and for the specific affected local community.

• Need to ensure that any changes made do not deter future investment
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Tanzania is in principle well placed to 
benefit from the global mining boom.

However, the ongoing debate in 
relation to mining needs balance.  

Any perception of significant 
uncertainty, especially as to the tax 

regime, could discourage investment.


