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ABSTRACT
Most mining operations in developing countries are de facto public-private partnerships, as the
state typically owns the resources and partners with a company or consortium in extraction.
Revenue sharing is a critically important element of such partnerships, and it is the starting point
for any meaningful analysis of over-all costs and benefits from mining. As a contribution to the
policy discussions on this topic, this paper tries to clarify issues in properly evaluating public
sector revenues from mining, using data on the Philippines as a case. The main objective here is
to illustrate the main differences between macro-level and micro (firm-) level data. We find
evidence that macro-level revenue sharing indicators in the Philippines fail to capture a high
degree of heterogeneity in micro- (firm-) level revenue sharing outcomes. A comparison of
several Philippine versus foreign mining firms in our sample indicates that there is not much
difference in their average tax payments (expressed as a share of total company revenue).
Furthermore, these average tax payments are actually much higher than the industry-wide
average reported by the government. Clarifying and explaining these discrepancies could help
determine broader net benefits from extractive industries, and thus establish whether and to what
extent mining operations provide enough net gains to the country.
JEL: H27; Q01; Q32; Z18
Key Words: mining; revenue sharing; royalty; natural resources

*For sharing their insights on this topic and for comments on an earlier draft, we are grateful to three reviewers who
have elected to remain anonymous. We also benefited from comments of participants during a presentation at the
AIM Policy Center and at the 2012 Philippine Economic Society Annual Meeting — Session on “How Should the
Philippines Reform Its Mining Tax Law?” Any remaining errors of commission or omission in this draft is the
responsibility of the authors. The views and analysis expressed herein do not necessarily reflect the policies of the
Asian Institute of Management.
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EXECUTIVE SUMMARY
In most cases, mining operations are de facto public-private partnerships because the state
usually owns the minerals while the company does the extraction. Revenue sharing is thus a
critical component of this partnership and is the starting point of cost-benefit analysis for mining.
Like other mining countries, the Philippines levies taxes, royalties and other fees to mining firms
operating within its borders. Using macro-level and firm-level data, we did a first pass analysis
of mining revenue sharing regime in the Philippines.

Our computations and analysis show that, on the average over the last four years, roughly
10% of revenues from the entire mining industry were paid to the government. This figure,
however, should be interpreted with caution as there is much heterogeneity in the cost and
revenue structure across different types of mines. For instance, using a sample of two large-scale
metallic mines with publicly-available financial statements, we found that this group’s payment
to the government (as a share of revenue) is much higher than the industry average and is
roughly comparable to some foreign comparator firms. This implies that tax payments (as share
of revenue) is widely different across firms. Although there are miners that pay taxes (as share of
revenue) that are similar to international comparators, some firms must be pulling down the
figures to the current industry average.

There are several reasons for wide discrepancies in tax payment across firms. These firms
operate in different contexts and on different minerals. Mines are also at varying stages in their
life cycle. Mining companies also differ in their economic scope (i.e. large scale versus small
scale), with possible implications on their technology that affect costs of operations. In addition,
governance issues—and possible tax evasion—especially for the less regulated small scale
mining sector could also be rampant, with direct consequences on over-all revenue figures.
Financial conditions also affect tax payments — firms with negative profit pay smaller taxes.

All these suggest that industry-level analysis of mining revenue sharing is inadequate in
determining fairness and comparability to international standards. More complete simulation of
tax revenues across different types of mines is necessary in accurately analyzing revenue sharing

and in designing revenue-sharing policies.



Introduction

When mining involves private sector investments and participation, issues of benefit sharing
between the government and the mining company become relevant. In most cases, it is the state
that owns the natural resources to be extracted, so it is expected to try to maximize the benefits
from this activity for present and future citizens. On the other side, private sector investors need
to recoup their costs and generate returns from their investments.

One key aspect of benefit sharing focuses on public sector revenues from mining
activities. It is the starting point for any meaningful analysis of over-all costs and benefits from
mining. As a contribution to the policy discussions on this topic, this paper tries to clarify issues
in properly evaluating public sector revenues from mining with a focus on the Philippines. The
main objective here is to illustrate the main differences between macro-level and micro (firm-)
level data.

At the national level, data on government revenue from mining is an aggregation of all
mining firms and therefore cannot take into account heterogeneity at the firm level. Hence, we
turn to an analysis of firm-level data, by analyzing financial statements of selected mining
companies with publicly available financial information. This offers a potential way forward to
analyze from the bottom-up the industries’ contributions to government revenues, as this
financial information is widely available as part of documents submitted annually to the
Securities and Exchange Commission (SEC). Nevertheless, many financial statements are not
disaggregated enough for this kind of analysis, therefore limiting our sample of mining firms. In
addition, there are limitations in using financial statements as our main data source, as these
documents do not indicate all the details needed. Hence the analysis here should be considered
an initial comparison, using data sources with fairly similar information and applying the same
methodology to calculate the revenue share of government. Finally, we consider that the
financial statements are truthful and do not reflect issues such as under-reporting of output value
and over-reporting of expenses, which is a possible practice in areas with weaker corporate
governance and regulatory oversight.

We find evidence that macro-level revenue sharing indicators in the Philippines fail to
capture a high degree of heterogeneity in micro- (firm-) level revenue sharing outcomes. Among
the possible reasons for this are that mining firms differ in economic scope (small vs. large scale

mining operations) and that firms will be at different stages of the lifecycle of their mining



operations. Other reasons are differences in the financial conditions of firms and differences in
minerals mined.

In the next sections, we analyze the components of public sector revenues from mining,
followed by an analysis of the actual data on public sector revenues turning to macro-level
indicators as well as firm-level data. A final section outlines some of the main findings as well as

directions for future research.

1 Components of Government Share on Mining Revenue

Government Receipts from Mining

The Philippine public sector obtains its share of mining revenues through taxes, fees and
royalties both at the local and at the national levels. Table 1 summarizes the various payments
mining firms have to remit to the government, as well as the specific government agency

receiving it. Each of these items is briefly described here.

Table 1: Taxes, Royalties and Fees in the Philippine Mining Industry

ltem Rate Collecting Agency
5% (for sites within minin
Royalty b (for ¢ g MGB
reservation areas)
Excise Tax 2% of Sales BIR
Corporate Income Tax 30% of Taxable Income BIR

0.5*NMR - BGS

Additional Government Share (paid only if BGS is less than 50% | MGB

(for mines under FTAA)

of NMR)

Mining Fees and Charges MGB
F:ustoms Duties (for imported BOC
inputs)

VAT BIR
Withholding Taxes BIR
Business Tax Maximum 2% of Sales LGU
Real Property Tax LGU
Registration Fee LGU
Occupation Fee LGU

Sources: Nakayama et al.2011 and www.mgb.gov.ph.

e Royalty and Excise Tax. Mining firms pay a fixed share of their revenues to the

government in the form of royalty and excise tax. Royalty rate is 5% of gross revenue for



mines within mineral reservation areas (MRAS). Excise tax is 2% and paid by all firms
regardless of their mines’ location. Royalties are collected by the Mines and Geosciences
Bureau (MGB) while excise taxes are collected by the Bureau of Internal Revenue (BIR).
Mining royalties, as differentiated from taxes, comprise the payments made by mining
firms for using natural resources that, by virtue of law, are owned by the state
(Consiglieri 2004). The MGB is proposing to have all mines declared as mineral
reservation areas, and this is welcomed by interest groups. In contrast, this was met with
disapproval by mining firms citing that this will make the Philippine mining sector less
competitive.

e Corporate Income Tax. Mining firms are subject to Corporate Income Tax (CIT) at the
regular rate of 30% of total taxable income. The CIT is collected by BIR.

e Other Taxes and Fees to the National Government. These taxes include Value Added
Tax (VAT) and Customs duties paid on imported inputs, withholding taxes (WHT), the
waste and tailings fee, and other fees charged by MGB. VAT and WHT are collected by
BIR and Customs duties by the Bureau of Customs (BOC).

e Local Government Taxes and Fees. These are taxes and fees paid to the local
governments with jurisdiction over the mine. These include business tax, real property
tax, registration fee and occupation fee. The occupation fee on extraction is PhP50.00 per
hectare or fraction thereof per year and is shared by the province (30%) and
city/municipality (70%).

e Additional Government Share. This is applicable only to mines under the Financial or
Technical Assistance Agreement (FTAA) scheme.! After the mine’s recovery period, the
firm is required to pay an Additional Government Share (AGS). The AGS is computed as
follows: first, the Basic Government Share (BGS) — the sum of all taxes, fees and
royalties paid by the firm to the national and local governments — is calculated. Then, the

Net Mining Revenue (NMR) is computed. NMR is gross revenue from mining less

! There are two mining contract schemes for private miners. One is the Mineral Production Sharing Agreement
(MPSA) and the other is the Financial or Technical Assistance Agreement (FTAA). Local mines are usually under
MPSAs, while the FTAA is intended for large-scale mining investment of foreign firms. The following are the
primary differences between MPSA and FTAA. MPSA requires 60%-40% Filipino-foreign ownership; FTAA
allows up to 100% foreign ownership. Required capitalization of firms under MPSA is PhP2.5 million; for firms
under FTAA, USD4 million. Mining rights under MPSA is limited to extraction of minerals; mining rights under
FTAA include exploration, development and extraction.



operating expenses, interest expenses, mine development expenses, and royalty to land
owners. If BGS is less than 50% of the NMR, the difference is paid to the government as
the AGS. Therefore, for mining firms under FTAA, the total receipts of the government
are 50% of the NMR.

e Mining Funds. Aside from the taxes, royalties and fees discussed above, mining firms
are also required by law to maintain a Contingent Liability and Rehabilitation Fund
(CLRF) in a government depository bank. Although CLRF does not accrue directly to the
government, the public stands to benefit from these funds as these will be used in case of
damages brought by the mines and to rehabilitate the site after minerals have been fully
extracted. The CLRF has three components — the Mine Rehabilitation Fund (MRF), the
Mine Waste and Tailings Reserve Fund (MWTRF) and the Final Mine Rehabilitation and
Decommissioning Fund (FMRDF). The MRF is used for rehabilitation of areas affected
by mining operations. MWTREF is the fund generated by the accumulation of the mine
wastes and tailings fee, and FMRDF is used to rehabilitate the mine areas after it has
been decommissioned.

e Incentives. Some of the various taxes, fees and royalties due to the government are offset
by the incentives offered to mining firms. The incentives for mining firms are outlined in
the Mining Act of 1995. These include Income Tax Carry Forward of net operating loss,
Income Tax Accelerated Depreciation, and incentives for pollution control devices.

Mining Revenue Allocation Scheme

The different taxes and fees (as well as exemptions) are channeled through various agencies in
government with different implications on the amount of resources under the remit of each
agency or level of government. Figure 1 shows a graphic illustration of how mining revenues are
shared across the public sector. Gross mining revenue refers to the gross value of sales generated
through mining activities. From this base amount, royalties, excise tax and local government
business tax are computed. Corporate Income Tax is computed using total taxable income as
base, which is computed by deducting revenues with expenses and other deductible items. For
mines under Financial or Technical Assistance Agreement (FTAA) scheme, the government also
gets an Additional Government Share (AGS), which is the difference between 50% of the NMR

and basic government share. It has been noted by some analysts that the government would like



to pursue more FTAA arrangements, instead of MPSA arrangements which are claimed to yield
less government revenues. The supposed higher government share of mining revenues in FTAA
is due to the AGS, which is absent in MPSA. AGS is essentially used to tax resource rent, but it

IS not progressive, unlike the instruments used by other governments to tax excess profit
(Nakayama et al. 2011).



Figure 1: Philippine Mining Revenue Allocation Scheme

Less:

1.) Op. Ex
2.)Int. Exp
3.)DeV't. Exp
4. Royalty to
Land Owners

Less:
Other
Deductible
Expenses

Notes: Illustration draws on information reported in Nakayama et al. (2011) and www.mgb.gov.ph.

1. Net Mining Revenue = Gross Sales — Operating Expenses — Interest Expenses — Development Expenses — Royalty to Land Owners.
2. Basic Government Share = Sum of all taxes, royalties and fees paid to the national and local governments.

3. VAT and Customs Duties on imported goods and services.

4. Set by LGUs. 5. PhP75 or PhP100 per hectare per annum, PhP5 per hectare per annum for exploration.

Contingent Liability and
Rehabilitation Fund (Trust
Fundin a Government
Depository Bank)

1.) Mine Rehabilitation Fund
2.) Mine Waste and Tailings

Reserve Fund

3.) Final Mine Rehabilitation
and Decommissioning Fund



However, pursuing more FTAAS is easier said than done, and this is highlighted by the
disproportionately large amount of MPSAs compared to FTAAs. There are currently 339
existing MPSAs as opposed to only six FTAAS. Analysts cite various reasons why mining firms
choose MPSA over FTAA. One is amount of capitalization — firms who want to apply for an
FTAA are required USD4 million capitalization compared to PhP2.5 million for MPSA. Another
is the longer application process for FTAA. FTAA requires the approval of the President of the
Philippines while MPSA is approved only by the DENR Secretary. FTAA is generally intended
for foreign firms as this allows up to 100% foreign ownership of the investing company.

Aside from royalty, income tax, excise tax and business tax, the government also receives
other fees and taxes not based on income or revenue. These are VAT and duties on imported
inputs, withholding taxes, fees imposed by the MGB, and local government fees and taxes.
Strictly speaking, therefore, these items cannot be considered as government share in mining
revenues. Nevertheless, these are still payments made by mining firms to the government, and

these parts of the over-all payments to government are not unique to mining activities.

2 An Analysis of Data on Government Mining Revenues

In order to provide a clearer picture of the government share from mining, this section contains
an analysis using both macro- and micro- (firm-level) data. One important caveat in the analysis
of industry-level data is that it fails to take into account the heterogeneity among individual
firms. Hence, we also turn to firm-level data, by analyzing financial statements of selected
domestic mining companies with publicly available financial information. This offers a potential
way forward to analyze from the bottom-up the industries’ contributions to government
revenues, as this financial information are widely available as part of documents submitted
annually to the Securities and Exchange Commission (SEC). Most large companies also post
their financial statements in their website. However, some financial statements are not
disaggregated enough for this kind of analysis. Analyzing financial statements in order to
calculate the tax payment as a share of total mining revenue of the firm would also face some
limitations, as these documents do not indicate all the details needed. Nevertheless, the analysis
here presents a first pass estimate of the revenue share of government. We implement this
standard approach using financial statements of Philippine mining companies and selected

foreign comparators in order to arrive at some initial comparison.



Macro Level Data

Table 2 shows the amount of government revenues derived from mining against the sum of all

government revenues. The share of mining revenue in total government receipts averaged 0.87%

from 2007 to 2010, although figures for the latter two years are much higher than the previous

two. The share of mining in total government revenue is significantly less than the industry’s

share in total Philippine GDP, as highlighted in Figure 2. Sunley et al. (2012) pointed out that

this is an indication of low revenue contribution from mining, and attributed it to the large share

of small-scale mines (which pay small amount of tax) in total production, old mines nearing the

end of operations, and new mines that are still enjoying tax perks.

Table 2: Government Revenues, Total and Received from Mining,
(in Millions PhP), 2007 to 2010

Average
2007 2 2 201

00 008 009 010 0710 10)
National Government 1.136,560 | 1,202,905 | 1.123.211 | 1,207,926 | 1,167,651
Revenue (A)
Total LGU Revenue from 79,403 89,552 91,991 98,489 89,859
Local Sources (B)
Total Revenue (A+B) 1215963 | 1.292.457 | 1.215.202 | 1.306.415 | 1.257.509
Total Revenue from Mining | 1o« | 76894 | 123803 | 133734 | 10,973
(National and Local)
Share of Mining Revenue 0.86% 0.59% 1.02% 1.02% 0.87%

to Total

Source: Data from DOF and MGB; authors’ computations.
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Figure 2: Share of Mining in Total National Revenue and GDP, 2007 to 2010

2.5%
2.0%
1.5%
0.5%
00% T T T
2007 2008 2008 2010
—4#—Mining Share in Revenue == \ining Share in GDP

Source: Data from NSCB, MGB and DOF; authors’ computations.

Further, Table 3 shows the amounts disbursed by mining firms to the government, both at the

national and local levels, disaggregated into the main tax instrument (or fee) categories. Table 4

presents the share of each category in the total.

Table 3: Components of Mining Firms’ Payments to the Government,

(in Millions PhP), 2007 to 2010

2007 2008 2009 2010
Fees, Charges and Royalties Collected
by DENR-MGB/LGUs 774.0 557.4 396.2 800.6
Excise Tax Collected by BIR 942.1 660.3 718.8 1,299.7
Taxes Collected by National 83717 | 59495 | 102725 | 10,2019
Government Agencies
Taxes and Fees Collected by LGUs 359.8 522.2 992.8 1,071.2
Total 10,447.6 7,689.4 12,380.3 13,373.4

Source: Data from MGB.
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Table 4: Components of Mining Firms’ Payments to the Government,

(% Shares), 2007 to 2010

2007 2008 2009 2010
Fees, Charges and Royalties Collected 0 0 0 0
by DENR-MGB/LGUS 7.41% 7.25% 3.20% 5.99%
Excise Tax Collected by BIR 9.02% 8.59% 5.81% 9.72%
Taxes Collected by National 80.13% 77.37% | 82.97% | 76.29%
Government Agencies
Taxes and Fees Collected by LGUs 3.44% 6.79% 8.02% 8.01%
Total 100.00% 100.00% 100.00% 100.00%

Source: Authors’ computations based on data from MGB.

Data shows that Taxes Collected by National Government Agencies, mostly composed of
income taxes, account for the largest share of disbursements made by mining firms to the
government. A far second in 2010 was Excise Taxes Collected by BIR, with 9.72% share,
followed closely by Taxes and Fees Collected by LGUs with 8.01%. Fees, Charges and
Royalties Collected by DENR-MGB come in last at 5.88%, although the latter three items’
rankings frequently interchange in the last four years.

A rather direct way of looking at the actual share of the government in mining revenues is
to directly compare the total revenues earned by all mining firms with the total amount of taxes,
royalties and fees they paid. As shown in Table 5, an average share of roughly around 10% of all
mining revenues goes to the government. A casual comparison might indicate that this is lower
than the 15.3%? calculated by the professional services firm PricewaterhouseCoopers (PWC) in a
study of 22 mining firms from 20 countries in 2008 (PricewaterhouseCoopers 2010, p. 15). It
must be noted, though, that the number of firms surveyed relative to the number of countries
covered is small. The study therefore is not meant to be representative of each country included.
Figure 3 shows a comparative illustration of the share of governments in mining revenue across

country groups included in the PWC survey.

% The 15.3% share includes “taxes borne” and “taxes collected” combined. “Taxes borne” are taxes borne out of the
company’s own costs, revenues and income. For example, property taxes are borne out of the company’s own
properties and income taxes are borne out of the company’s own income. “Taxes collected” are those that the
company collects on behalf of the government and then remits it to the latter. Example is employee income tax
withheld from the employees’ payroll. The 15.3% government share in revenues is comprised of 10.8% taxes borne
and 4.5% taxes collected.
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Table 5: Government Share in Mining Revenues, 2007 to 2010,
in Millions PhP and Percentage Share

Average

2007 2008 2009 2010 (07 to 10)

Mining Gross Production Value 102,200 87,100 106,100 145,300 110,175

Amount Paid to the Government | 10,447.6 7,689.4 12,380.3 13,373.4 10,973

Percent Share of Government 10.22% 8.83% 11.67% 9.20% 9.96%

Source: Data from MGB; authors’ computations.

Figure 3: Government Share in Mining Revenues, Selected Mining Firms and Regions,
2008

20%

18% 17.4%

16%
13.7%
14%

12% 11.3%

10%
8%
6%
4%
2%
0%

OECD Africa Latin America

Source: Survey Data from PricewaterhouseCoopers 2010, p. 22.

Firm Level Data
The aggregate tax indicators only paint a partial picture of the government share. These macro-
level indicators do not capture the heterogeneity in tax and fees payments across mining
companies which have varying mining lifecycle points at any one point in time. For instance, a
newer mine may be paying less in the beginning due to tax incentives in the early stages of
mining operations. An older mine could be paying the peak of its tax payments already, due to
extraction schedule.

A detailed financial statement with fully disaggregated data on revenues, taxes, fees and
royalties is necessary in order to complete the firm-level snapshot. Corporations registered with

the SEC are required to submit financial statements annually, and they often post these in their
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websites if the company has one. However, one important caveat is that there is no required
disaggregation of data on revenues and expenses. Consequently, there are firms that do not have
more detailed financial statements that allow us to distinguish between different types of taxes
and fees, as well as on where revenues were derived from.?

Nevertheless, the financial statements of two* Philippine mining firms were sufficiently
detailed for our analysis. The financial statements of these corporations have enough
disaggregation to reasonably isolate taxes, fees and royalties from other payments and expenses.
Their source of revenue is also limited mainly to mining activities, i.e. any other sources account
for a minor share of revenues.

The mining companies analyzed were Nickel Asia Corporation and Philex Mining
Corporation. These are large-scale mining firms with asset size of PhP26.4 billion and PhP32.5
billion, respectively, in 2011.

Nickel Asia is the largest miner of nickel in the country today. The corporation was
formally registered with the Securities and Exchange Commission in 2008 but its subsidiaries
have been operating mines for several decades now. Its subsidiaries with current mining
operations include (area and start of year of operation in parenthesis) Hinatuan Mining
Corporation (Surigao del Norte, 1980), Cagdianao Mining Corporation (Dinagat Island, 1999),
Taganito Mining Corporation (Surigao del Norte, 1987) and Rio Tuba Nickel Mining
Corporation (Palawan, 1975). Three of Nickel Asia’s four mines are nearing the end of their
expected lives. Rio Tuba, Cagdianao and Hinatuan have expected mine lives of 28, 6 and 9
years, respectively®. These sites are therefore operating well beyond their expected lives.
Taganito is the only one operating within its expected life of 29 years. All of these four mines are
under MPSA.

Philex Mining Corporation was incorporated in 1955 and has since operated the Padcal
Mine in Benguet. It produces copper, gold and silver. It also extracts petroleum and coal,

although these account for only a small portion of sales. Padcal Mine is under MPSA and is

® Some mining firms have sizeable revenue sources other than mining activities. Although some firms report their
revenues disaggregated by revenue source, the same is not true for taxes, fees and royalties. It would thus be
difficult to distinguish which part of the costs, fees and taxes are attributable to mining and which part are
attributable to the other revenue sources.

* We actually found three firms suitable for revenue-sharing analysis. However, the third firm — Apex Mining
Corporation — posted negative income in the years of analysis. It is thus giving outlying figures on taxes and revenue
sharing. Nevertheless, we will use this case later as an example of heterogeneity of firm-level data.

> Based on information from Nickel Asia website and 2010 and 2011 Annual Reports.
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expected to operate until 2020. From the start of operations until 2011, the mine produced 359.3
million tons of ore containing 2.1 billion pounds of copper, 5.6 million ounces of gold and 6.1
million ounces of silver.°

To begin with firm-level revenue sharing analysis, the amounts of the different types of
disbursements (i.e. taxes, royalties and fees) made by the two mining firms to the government are
presented. These are then compared to the firms’ revenues and the share of each type of
disbursement in the total is calculated.

The summary of payments made by the mining firms to the government is presented in
Table 6, and the percentage shares for each type of payment are shown in Figure 4. It can be seen
from the bar graph that income tax is the most dominant form of payment to the government for
Philex and Nickel Asia. Royalties and excise tax account for the second largest share of the pie,

followed by other taxes and licenses.

Table 6: Disbursements to the Government by Type of Payment, in PhP,
Average Figures for 2010 and 2011

Nickel Asia Philex Mining
Income Tax 1,315,951,000 2,035,112,500
Royalties” and 629,735,000 783,382,500
Excise Tax
Taxes and Licenses 26,761,500 134,408,500
Total 1,972,447,500 2,952,903,500

Source: Authors’ computations based on firms’ financial statements.
Notes:
! Based on information shared by Nickel Asia on its 2010 taxes, the royalties it paid to the government were only
PhP233,522,000 out of the PhP361,722,000 indicated in the income statement. The rest were paid to claim holders
and indigenous people. Also, for taxes and licenses, the amount was PhP65,351,000 (instead of PhP21,125,000
indicated in the income statement). The difference was due to the wharfage fees collected by the Philippine Ports
Authority. These items cannot be extracted from the financial statements. If these will be incorporated in the
computations, total payments of the company to the government in 2010 would amount to PhP1,408,087,000
(instead of PhP1,492,061,000 if these information are not taken into account). This would not significantly change
our calculations, although we note this down here to recognize the caveats of our analysis.
2 Includes royalties paid to private enterprises.

® Based on information from Philex Mining website and 2011 Annual Report.
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Figure 4: Share of Each Payment Type in Total Disbursements to the Government

100% T pr—ttm— 5% -
90% -
2
80% - 32% 27% 30%
70% -
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50% -
40% -
67% 69% 68%
30% -
20%
10% -
0% T T 1
Nickel Asia Philex Mining Average
Income Tax Royalties and Excise Tax ~ M Taxes and Licenses

Note: 2010 and 2011 average.
Source: Authors’ computations based on firms’ financial statements.

Next, Table 7 shows the actual amounts paid by the two sample firms to the government
in comparison to their revenues. It also gives the amount of disbursements to the government
expressed as percent of total firm revenues. The firm-level revenue sharing (the percent share of
government in total revenues) is close between Nickel Asia (18.8%) and Philex (20.0%). Recall
that the taxes and fees expressed as a share of total industry revenue indicated earlier in Table 5
points to an industry-wide average figure of about 10%. These firm-specific figures drive home
the point that macro-level indicators fail to reflect a considerable amount of variation across
firms. The PWC survey found a 15.3% average government share in mining revenues in its
sample of 22 large-scale mining companies in 20 countries. For our sample of two Philippine
firms, the average share of government in mining revenues is 19.4% and thus is somewhat
comparable — even higher — to those in the PWC survey.

A variety of factors could help explain the heterogeneity in tax payments across firms.

These firms operate in different contexts, on different minerals, which suggest that the price
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dynamics for these different minerals, and thus tax payments, may also differ widely. Extracting
different types of minerals and operating different types of mines entail different cost structures.
Mining firms in the Philippines are also engaged at different stages of the mining lifecycle’. For
instance, the exploration stage typically does not yield any profit, and governments usually allow
loss carry forward at this stage. The development phase also yields high cost for the firm as this
entails construction of the necessary infrastructure and purchase of equipment. It is in the
utilization phase where mining firms are most profitable (Mitchell 2009). Mining firms that are
still in the exploration and development phases may have therefore dragged down the average
government share in mining revenues in the macro-level data

Mining companies or operators could also differ widely in their economic scope (i.e.
small scale vs. large scale mining operations), with possible implications on their technology use
and other factor inputs which also affect costs of operations and net revenue calculations. Large-
scale mines are more efficient than small-scale ones due to economies of scale and more modern
equipment. Thus, large scale mines are able to produce more at similar costs. Inadequate
technical knowledge in mining operations, as well as inadequacy of access to financial and
consultancy services, lead small-scale miners to inefficiency (UN Economic Commission for
Africa 2002, p. 8). Inefficiencies lead to lower revenue and profit, which in turn lead to lower tax
payments.

In addition, governance issues—and possible tax evasion—especially for the less
regulated small scale mining sector could also be rampant, with direct consequences on over-all
revenue figures. The Chamber of Mines of the Philippines has recently urged the government to
regulate and collect taxes from small-scale miners. The organization asserts that there are many
loopholes in the regulation of small-scale miners and that many of them do not pay taxes.®

Another source of heterogeneity in revenue-sharing across firms is the financial condition
of companies. Companies experiencing negative income do not pay as much taxes compared to

those who are profitable. Because income tax is the biggest component of payments to the

" The life cycle of a mine is composed of four stages: exploration, development, utilization/commercial operation,
and decommissioning and rehabilitation. Exploration involves the search for mineral deposits. Development is the
construction of mine and other necessary infrastructure for mining operations. Utilization/commercial operation
refers to the actual extraction of minerals. Decommissioning is the closure of the mine after the site’s mineral
supplies have been fully extracted, while rehabilitation is the restoration of the site and cleanup of mine wastes.

® Desiderio, LD, ‘Government must focus on collecting taxes from small miners - COMP’, The Philippine Star, 23
April 2012, Business, retrieved 13 May 2012,
<http://www.philstar.com/Article.aspx?articleld=7996 78 &publicationSubCategoryld=>.
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government, a negative income will significantly drive down the government share. This is best
exemplified by the example of Apex Mining. As we noted in a footnote earlier, Apex Mining’s
financial statements are viable for a reasonable revenue-sharing analysis. However, it was
dropped from our analysis due to its outlying low tax figures (as share of revenue) compared to
Nickel Asia and Philex.? Inspecting this firm’s financial statement will reveal that, in contrast to
the two other firms; it posted losses in the subject years. This sharply drove down its income
tax. And since the income tax is the largest source of government share in mining revenue (at
least for firms with positive profit), this pulled down the amount of disbursements to the

government as share of mining revenues.

Table 7: Revenue Sharing Between Mining Firms and Government
Average Figures for 2010 and 2011

Nickel Asia Philex Mining
Firm Revenue 10,515,372,.000 14,764,192,500
Amount Paid to the 1,972,447,500 2.952,903,500
Government
Qovernment Share 18.76%! 20.00%
in Revenues

Source: Authors’ computations based on firms’ financial statements.
Notes: * This will become 18.59% if adjustments in Footnote 1 of Table 6 will be taken into account.

A casual scrutiny of the macro and firm-level data will show some similarities and differences
between revenue sharing trends at the national and at the firm levels. The most glaring similarity
is the large share of income tax to the total disbursements of Philex and Nickel Asia, and the
large share of income tax to the total amount received by the government from the mining

industry as a whole. The main difference lies in the share of government to total mining

% Apex Mining’s taxes as share of revenue is 7.4%. If this will be included among the sample firms for micro-level
analysis, the average taxes as share of revenue will drop from 19.4% to 15.4% — still higher than industry-level
figure.

19" Apex reported a PhP50 million profit for the first quarter of 2012, a reversal of the PhP50 million loss for the
same period the previous year and losses for 2010. The company attributed this to higher gold prices and
“streamlining of company operations”. Further exploration and development of the Maco mine in recent years also
increased its gold potential by 90% from 588,000 troy ounces in 2009 to 1.118 million troy ounces. (Sources:
Desiderio, LD, ‘Apex upgrades Maco mine estimate’, The Philippine Star, 13 April 2012, Business, retrieved 4
September 2012, <http://www.philstar.com/Article.aspx?articleld=796318&publicationSubCategoryld=> and
Olchondra, RT, ‘Apex reports P50M in Q1 profit’, Philippine Daily Inquirer, 14 June 2012, Business, retrieved 4
September 2012, <http://business.inquirer.net/65067/apex-reports-p50m-in-g1-profit>).
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revenues. The average of the two firms is 19.4%, which is higher than the over-all average for
the entire mining industry of about 10.0% from 2007 to 2010.

Firm Level Analysis of Foreign Mining Firms

To complement the firm-level analysis of mining benefit sharing among local firms, we
undertake a similar analysis of foreign mining firms to compare their revenue sharing behavior
with those of Philippine mining companies. Five firms with headquarters in established mining
countries and operating in various continents are included to serve as comparators. These are
Barrick Gold Corporation, the Rio Tinto Group, Eurasian Natural Resources Corporation
(ENRC), Norilsk Nickel and PT Vale Indonesia Tbk (formerly PT International Nickel Indonesia
Tbk). All in all, these comparator firms have operations in at least 25 countries and produce at
least 20 mine products.

Similar to the analysis of local mining companies, we had to rely on publicly available
financial statements of foreign firms, which are available in company websites. A similar caveat
holds in that financial statements should be disaggregated enough to be used for a reasonable
analysis. Analyzing foreign financial statements can also be more difficult than analyzing local
ones because the former follows the generally accepted accounting principles (GAAP) of their
home countries. Reporting of expense and revenue items thus differs.*!

Barrick is the world’s largest gold producer in terms of production, reserves and market
capitalization. The company’s headquarters is in Canada, but it operates 26 mines in Canada,
United States, Australia, Peru, Argentina, Chile, Zambia, Saudi Arabia, Dominican Republic,
Papua New Guinea, Pakistan and Tanzania. Although gold is its primary extracted mineral, it
also produces copper. The company was founded in 1983 and has an asset size of USD48.9
billion as of 2011. The company’s gold production for the same year was 7.7 million ounces, of
which 44% were from North America, 25% from Australia and the Pacific, 24% from South
America and 7% from Africa. As of 2011, it has proven and probable gold reserves of 139.9
million ounces. Barrick is also in the exploration phase of several potential mine sites across the

globe.*?

1 For instance, some foreign firms report revenues as net of sales taxes. Some also subsume sales tax in royalties in
their financial statements (because they are both indexed on revenue). Nevertheless, we chose firms that we can
reasonably isolate the tax items in their financial statements.

12 Based on information from the Barrick Gold Website and 2011 Annual Report.
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Rio Tinto is another large mining firm with operations all over the world. Although its
headquarters is located in the United Kingdom, bulk of its operations is located abroad. It
operates mines in Australia, Brazil, Guinea, Chile, Indonesia, United States, South Africa,
Canada, Zimbabwe and Namibia. It mines five major product groups — aluminum, copper and
gold, diamonds, iron ore, and coal and uranium. Iron ore contributes the largest revenue among
these product groups with 49.6% share followed by aluminum with 20.2%, copper and gold with
12.7%, coal and uranium with 12.2% and diamond with 5.3%. Rio Tinto was founded in 1873
and has an asset size of USD119.5 billion. Rio Tinto is also exploring and developing several
other mine sites in its countries of operation.™

ENRC has its head office in London but the corporation traces its roots in Kazakhstan,
where the first investors bought mining assets from the Kazakh government during its
privatization program in the 1990s. Since then, the company expanded its operations to several
countries to include Russia, China, Brazil, Mali, Democratic Republic of Congo, Zambia,
Zimbabwe, Mozambique and South Africa. Its mine products are iron ore, chromium,
manganese, silicon and aluminum. As of 2011, it has an asset size of USD15.5 billion and
employs 70,000 people.**

On the other hand, Norilsk Nickel is the world’s largest producer of its two major
products — nickel and palladium. Its secondary products are platinum and copper and it also
produces cobalt, rhodium, silver, gold, iridium, ruthenium, selenium, tellurium and sulfur. The
company’s headquarters are located in Moscow, Russia but operations are also located in
Australia, Botswana, Finland and South Africa. The company started operating in 1939 and has
grown to an asset size of USD18.9 billion in 2011. In the same year, its production of nickel
stood at 295,000 tons for 18% share of world total. Palladium production was 2.8 million ounces
or 41% of world total. ™

Established in 1968 and a 58% owned subsidiary of Vale Canada, Vale Indonesia
operates 190,510 hectares of nickel mine in the island of Sulawesi. In 2011, it produced 66,900

metric tons of nickel in matte and has 72.1 million metric tons of proven reserves and 37.3

13 Based on information from the Rio Tinto Website and 2011 Annual Report.
4 Based on information from the ENRC Website and 2011 Annual Report.
> Based on information from Norilsk Nickel’s Website and 2011 Annual Report.
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million metric tons of probable reserves of nickel ore. As of 2011, it has an asset size of USD2.2
billion. Mining operations are projected to cease in 2035.°

Unlike the four other comparator companies, Vale Indonesia operates solely in one
country.' It is also the most similar with Philippine mining companies in terms of its operational
scheme. The company is limited to extracting nickel ore and processing these into nickel matte.
This product is then exported abroad for refining and further processing. This is unlike most
large multinational mining firms that sometimes do refining and smelting of some of their ore
extracts.

Aside from having publicly available financial statements that are disaggregated enough
for a reasonable revenue sharing analysis, these five firms have particular attributes that make
them good comparators. Barrick Gold, Rio Tinto, ENRC and Norilsk Nickel are multinational
corporations that operate mines in different countries at different stages of the mining life cycle.
They also extract different types of minerals. Their tax figures thus level out differences in
revenue sharing arising from differences in minerals extracted, stages in mine life cycle, and
revenue sharing policies in the host countries. On the other hand, Vale Indonesia is a good
comparator because it operates in a country with a similar economic and socio-political condition
as the Philippines. Its structure is also similar to many mines in the Philippines — partly or
majority owned by foreigners and production process is limited to extraction and initial
processing of ores before being exported for refining, smelting and further processing.

Taxes paid by Rio Tinto are 128 times higher than the taxes paid by Philex Mining, and
about 288 times that of Nickel Asia. Taxes paid by Barrick Gold, ENRC and Norilsk Nickel are
also much larger than those of the two Philippine firms being studied. Indeed, Barrick Gold, Rio
Tinto, ENRC and Norilsk Nickel are all included in the world’s 100 largest mining firms based
on market value (Sergeant 2010). The taxes paid by Vale Indonesia — the only South East Asian
firm in the comparator group — are also larger than the taxes paid by the Philippine firms being
studied, but only by a relatively smaller degree.

Scaling tax payments by company revenues provides a more meaningful comparison.
Table 8 presents the amount of taxes paid by the foreign firms scaled by their revenues. Taxes as

share of company revenue for Barrick Gold, Rio Tinto, ENRC, Norilsk Nickel and Vale

16 Based on information from Vale Indonesia 2011 Annual Report.
17 Although its parent company, Vale, operates all over the world.
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Indonesia of 17.9%, 13.6%, 16.8%, 17.1% and 13.3%, respectively — for an average of 15.7% —
do not seem far from the 19.4% average of Nickel Asia and Philex Mining. Moreover, these
figures are also very close to the 15.3% average government share found by the PWC survey

mentioned above.

Table 8: Revenue Sharing Between Mining Firms and Government, 2010 and 2011
Average, in Thousands USD

Barrick Gold | Rio Tinto ENRC Norilsk Vale
Nickel Indonesia

Firm Revenue 12,696,500 65,233,500 7,155,000 13,448,500 1,259,439
Amount Paid to the 2,269,500 8,844,000 1,201,500 2,298,500 167,000
Government
Government Share
. 17.88% 13.56% 16.79% 17.09% 13.26%
in Revenues

Source: Authors’ computations based on firms’ financial statements.

The next point of comparison is on the share of each payment type to total disbursements to the
government. The summary of payments made by the firms to the governments where they
operate are shown in Table 9, and the percent share of each payment type for each firm is shown

in Figure 5.

Table 9: Disbursements to Governments by Type of Payment, 2010 and 2011 Average,
in Thousands USD

Barrick Gold Rio Tinto ENRC Norilsk Nickel vale .
Indonesia
Income Tax 1,641,500 5,522,500 774,500 1,504,000 131,269.50
Royalties
and Sales 345,500 2,005,500 379,500 170,5007 8,525.50
Tax!
Other Taxes 282,500 1,316,000 47,500 624,000 27,205
Total 2,269,500 8,844,000 1,201,500 2,298,500 167,000
Source: Authors’ computations based on firms’ financial statements.
Notes:

! Royalties may include royalties paid to private enterprises. This item may include other taxes subsumed under or
reported with sales tax and royalties.
2 «“Tax Directly Attributable to Cost of Goods Sold” in Norilsk Nickel’s financial statement.
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Figure 5: Share of Each Payment Type in Total Disbursements to Governments,

2010 and 2011 Average
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Source: Authors’ computations based on firms’ financial statements.

Similar to local firms, income tax is the largest component of payments to government of the
five foreign companies. Income tax accounts for an average 68.7% of all disbursements to
governments. This is comparable to the share of income tax in total tax payments of the two
Philippine firms in the sample at 67.8%. The share of revenue-based taxes (royalties and excise
tax) is, however, larger for the Philippine firms at 29.2% against 16.4% for the foreign
comparators.

Two things may be observed from the revenue sharing analysis of the domestic mining
firms and the comparator foreign companies. First, the share of taxes in total revenue is
comparable between the foreign and the Philippine firms analyzed in this study. As shown in
Figure 6, the share for the Philippine firms in the sample is even higher by 3.7 percentage points.
However, this must be interpreted with caution. As discussed earlier, the industry-wide average
in the Philippines is lower than this, and the share of the mining industry in total government
revenues is less than its share in total GDP. From 2007 to 2010, the average annual share of
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mining in total government revenue is less than half its share in total GDP (0.87% against
1.93%). This is a possible sign that the government is not getting enough from the mining
industry as a whole (Sunley et al. 2012). Second, taxes indexed to income make up the bulk of
payments to the government for both Philippine and foreign mining firms — and the share of
income tax to total tax payments is comparable between the two groups. The difference lies in
the share of revenue-based taxes (royalties and sales tax). The share of this tax component for the
sample Philippine firms is 29%, and 16% for the foreign comparators. This is illustrated in
Figure 7.

The data on income-based and revenue-based taxes is emphasized here because of the
differences in implications of charging income-based and revenue-based taxes. Presumably, a tax
arrangement that is tied to company income also ensures that the government gains during
natural resource booms*®. One question is whether the Philippines would like to explore slightly
higher taxes on mining that would be indexed on income, yet be applied over and above the
corporate income tax, when there are supernormal profits. The present corporate income tax rate
in the country is 30% — near the levels of other Asian economies such as Thailand (30%"?),
Malaysia (25%), Indonesia (25%), Viet Nam (25%), China (25%) and India (30%).%

The literature suggests that there are several advantages of using taxes tied to income
over taxes tied to revenue. Royalties imposed on revenue introduce inefficiencies and affect the
firm’s production decision because these increase the marginal cost of production. In contrast, a
tax on profit is more efficient because it does not affect the optimal level of output. Indexing of
taxes also affect the sharing of risk between firm and government. Tax on income tends to
distribute risk between the mining firms and the government while tax on revenue shifts risk to
the former (Otto et al. 2006; Mitchell 2009).

A tax on profit also better captures mining rent compared to royalties, notably when there
are price booms. And while many countries use royalty to get hold of early revenue flows, it is
often offset by lower income tax rates. Some countries also use variable income tax rates on

mining firms. Tax rates could be higher in years when profitability is high and lower in years

18 If tax is tied to revenue, collections will also increase during natural resource price booms, but only if the miner’s
selling price follows the world price. Some mining firms and the buyers of their mineral products engage in hedging
— the price of future transactions is already specified in the contract. Thus, even if market price increases by a large
amount, revenue and therefore taxes do not.

9 Temporarily reduced to 23% for 2012 and 20% for 2013 and 2014.

®  Based on data from  PricewaterhouseCoopers ~ Worldwide Tax  Summaries  database
(http://taxsummaries.pwc.com/uk/taxsummaries/wwts.nsf/ID/PPAA-85RDKF).
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when profitability is low (Nakayama et al. 2011). This is, however, an administrative challenge.
Another disadvantage of a revenue-based tax is its regressive effect on the tax regime. With high
royalties, the average effective tax rate is higher for less profitable firms and lower for more
profitable mines (Sunley et al. 2012).

On the other hand, the advantage of a revenue-based tax is it assures the government of
some share in mining revenue even during years when mines post losses, aside from guaranteed

government share in early revenue flows as mentioned earlier.

Figure 6: Revenue Sharing Between Mining Firms and Government

25%
0,

20% 19.4%

] - [ ]

15% 15.7%
10%
5%

0% T T T T T T
Nickel Asia  PhilexMining Barrick Gold Rio Tinto ENRC Norilsk Nickel Vale Indonesia
e hilippine Firms Average Foreign Firms Average

Note: Average for 2010 and 2011.
Source: Authors’ computations based on firms’ financial statements.
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Figure 7: Share of Each Payment Type in Total Disbursements to Government
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Note: Average for 2010 and 2011.
Source: Authors’ computations based on firms’ financial statements.

From the preceding analysis of available data, it is clear that macro-level revenue indicators
should be interpreted with care. Much heterogeneity in firm-level information is averaged-away
by merely looking at the industry-level indicators. Indeed, our preliminary calculations suggest
that some firms’ tax revenues are much higher than these industry averages indicate. It must be
emphasized that data on Figure 2 (share of mining in government revenue and GDP) and Table 5
(government share in mining revenue) are for the entire mining industry, while the two
Philippine firms and five foreign firms in the sample are large-scale metallic mines. Presumably,

some types of mining — small scale and/or non-metallic — are pulling the figures down?".

An Analysis of Net Revenue Sharing
Another way of analyzing mining benefit sharing is by looking at net revenue rather than gross

revenue. Using this method controls for differences in cost structures arising from differences in

2! This is confirmed by our discussions with industry officials.
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type of mine, age of mine and type of mineral extracted, among other factors. Net revenues —
gross revenues less costs — measure the actual returns that the firm and the economy receive from
mining. For the purpose of this study, the terms net revenue and net benefit will be used
interchangeably and will refer to the mining firms’ profit before income tax.

Figure 8 shows taxes and other payments to the government as share of both gross and
net benefits for the two Philippine mining firms and the five foreign mining firms in the sample.
The Philippine mining firms’ average taxes as a share of net benefits stood at 40.22% — almost
equal to that of the foreign firms’ average of 40.37%. Hence, expressing the indicator in terms of

net revenues does not really change the gist of our earlier analysis.

Figure 8: Taxes as Share of Gross and Net Revenue
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3 Summary, Recommendations and Directions for Future Policy Research
Drawing on the analysis herein, there are at least three main messages for policymakers here.

First, we find signs that the mining industry as a whole may not be contributing enough to
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government revenue. Possible reasons for this include the large share of small-scale mining to
total production and the presence of mines that only recently commenced and may still be
enjoying tax perks. This highlights the need to examine whether these tax incentives are still
needed and to what extent small scale mines can contribute their fair share in tax payments. A
word of caution, though, for policy makers is that increasing taxes, particularly for those who are
already at par with international standards, may bring in some tradeoffs. The usual argument of
unattractiveness to investors is one, but there can be other less obvious consequences. Because
taxes are higher, the mining firms may be incentivized to drive down their cost as low as
possible. This might result in disincentives to invest in technologies that are cleaner but are often
more expensive. Policymakers need to consider that an increase in taxes collected may just be
offset by additional cleanup or mitigation expenses. This does not necessarily mean that taxes
should not be increased — it just implies that any planned increase in taxes should be studied
carefully, with costs and benefits being weighed. Analysis should also be mineral-specific and
mine-type-specific as these groups have heterogeneous technologies and cost structures.

Second, analysts and researchers should be careful in interpreting macro-level data on
revenue sharing due to heterogeneity of firm-level data. The scale of the mine, its stage in the
mining cycle, and even governance and implementation of laws can affect the sharing of revenue
between mining firms and the government. Nevertheless, based on the preliminary evidence we
have here, at least two of the Philippine mines actually stack-up well on tax payments, when
juxtaposed against the available international comparators. More disaggregated, yet still
comprehensive, information is necessary to provide a fuller and fair picture of the revenue
sharing across the public and the private sectors. A complete simulation of tax payments for the
entire mine life across different minerals and different mine types is essential in determining if
we really are at par with other established mining countries in terms of taxing mining firms.
Simulation will also guide policy-makers in gauging the fairness of revenue-sharing regime.

Future research on revenue sharing could be usefully expanded in at least two more
directions. First, this paper has examined benefits using government revenues as a possible
metric. Yet benefits derived by the public are not just reflected in tax revenues or mining
royalties. These are also included in aspects such as job creation, and community-related
investments and the corporate social responsibility (CSR) projects supported by the firms. The

public sector is expected to try to represent the views of various stakeholders with potentially
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widely varying interests and objectives—spanning both national and local government, civil
society, and other groups in society with a stake in natural resource wealth management
(including present and future generations). This difficult aggregation of preferences often
involves very rough and often difficult bargains across different interest groups. It would be
useful to shed light on these different aspects in a more empirical way.

Second, it is also clearly relevant to go beyond the concept of benefits, and better reflect
net benefits—or benefits net of costs related to mining—which creates a much more nuanced
understanding of the net impact on the different stakeholders of this economic activity. Although
this paper presented a brief overview of government share in mining firms’ profit, net benefit
may be defined in other ways other than profit, and this is worth studying further in future
research in this area. For instance, if neither the mining company nor the government agencies
(both local and national) provide resources for mine clean-up and environmental rehabilitation,
the brunt of the environmental damage and its costs to human development will likely be borne
by the community hosting the mine. Facing such costs, it is unlikely that they will get a net
positive gain from mining. This is part of the reason why it is now considered international best
practice for mining companies to contribute to a fund that would be dedicated for the future cost
of clean-up and mine site rehabilitation once the mining operations cease (Mendoza et al 2012).
The Philippines does not fall behind in this respect, as mining companies are required to
maintain funds for future cost of rehabilitation and clean-up. However, what the country lacks is
a concrete scheme on how to use and distribute wealth derived from the mining industry. Table
10 shows a summary description of selected sovereign wealth funds derived from extractive
industries in selected countries. These funds enable the government to better manage wealth
derived from mining in promoting human development.

Future research on the broader net gains from extractive industries should therefore
involve a full accounting of all the benefits and gains—including the cost incidence for aspects
like environmental clean-up and protection—in order to clarify the true net benefits of these

industries for the present and future generations.
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Table 10: Selected Sovereign Wealth Funds from the Extractives Industry

Country Fund Name Date Assets Fund Type Modes of Distribution Impact on Social Trans- Source of
Est. ($billions) Development & Children parency Revenue
Score
Botswana Pula Fund 1994 6.9 Savings The fund is part of the foreign exchange Investment rule recognizes 6 diamonds &
reserves. Its goal is to preserve a portion investments in human capital minerals
of the income for future generations. as part of “sustainable
investment/spending”
Brunei Brunei 1983 30 Savings Earnings produced from the oil industry The fund helps to finance free | 1 oil
Investment are utilized to build up foreign reserves. education and health care
Agency provided by the government
Chile Social & 1985 21.8 Stabilization | The aim of the Pension Reserve Fund is In 2009, 14.5% growth in 10 copper
Economic Savings to address an expected future government | public spending despite fiscal
Stabilization pension liability shortfall. As a Savings revenues falling by 23%;
Fund Fund, it enables a transfer of wealth from Direct transfer to low income
one generation to the next for the purpose | families of around $80 each
of future sustainability. during the crisis.
Kiribati Revenue 1956 0.4 Stabilization | The fund is part of the government's 1 phosphates
Equalization assets and contained more than U.S.
Reserve Fund $500 million in 2009.
Mauritania National Fund 2006 0.3 Stabilization | The fund plays the role of a 1 oil & gas
for Savings macroeconomic stabilization for country.
Hydrocarbon It has goal of accumulating savings for
Reserves future generations.
Mongolia Mongolia 2013 30 Stabilization | SW Fund will come on line in 2013; Direct | Special monthly direct cash n/a Copper and
Human Health transfer cash /non-cash securities to 2.7 transfers to all citizens EITI gold
Fund million citizens plus central budget
allocations for health and education
Papua New | PNG Mineral 1974- Stabilization | The MRSF was designed as a fiscal tool Special youth and children n/a Minerals ,
Guinea Resources 1999 to support macro-economic management | support grants to local oil/natural
Stabilization of the national economy. The current governments & communities gas
Fund government plans to create a new SWF
Qatar Qatar 2005 85 The fund devoted to diversification using 5 oil
Investment money from its energy sector to invest in
Authority non-energy related sectors. The QIA

controls around $75 billion in assets.
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Table 10. Continued...

Timor-Leste | Timor-Leste 2005 8.3 Stabilization | The Fund is integrated into the State Currently funding overseas 1 Oil and
Petroleum Savings Budget. By law, annual draw downs graduate education for 160 EITI natural gas
Fund cannot exceed the Estimated Sustainable | students; Central budget
Income. The fund has built-in support for health and
requirements for transparency and education
accountability.
Texas Permanent 1895 The fund is used exclusively for the Supports primary and N/A Oil/gas and
School Fund benefit of Texas public schools secondary schools mineral
royalty
payments
Nigeria Sovereign 2011 1 Savings Funding mechanism for 3 funds: Supports human N/A Oil revenues
Investment stabilization | Future Generation Fund development and
Fund Infrastructure Fund infrastructure investments
Stabilization Fund
Kuwait Investment 1953 296 Savings Provides a source of reserve funding for 6 State
Authority Future Generation Fund transfers
10% of oll
revenues
annually to
this fund
Bahrain Taskeen 2007 Savings Funding mechanism to support Targets creation of 20,000 N/A Oil revenues
Investment investments in job creation jobs
Board

Notes: * Linaburg-Maduell Transparency Index.

Source: Mendoza et al (2012).

31




References

Journals, Books and Research Papers

Consiglieri, F, ‘Mining Royalty as Compensation Not Tax’, in Mining and Sustainable
Development Series: Mining Royalties, International Development Research Centre -
Mining Policy Research Initiative, Montevideo, 2004, pp. 4-6.Economic Commission for
Africa, Compendium on Best Practices in Small-Scale Mining in Africa, United Nations
Economic Commission for Africa, Addis Ababa, 2002.

Israel, DC, ‘Value Addition: The Way of the Future for Philippine Mining’, PIDS Policy Note
2011-18, 2011.

McMahon, F & M Cervantes, Fraser Institute Annual Survey of Mining Companies 2011/2012,
Fraser Institute, Vancouver, 2012.

Mendoza, RU, HJ McArthur and AO Lopez, ‘Devil’s Excrement or Manna from Heaven? A
Survey of Strategies in Natural Resource Wealth Management’, Asian Institute of
Management Working Paper, no. 12-004, 2012.

Mitchell, P, ‘Taxation and Investment Issues in Mining’, in C Eads, P Mitchell and F Paris (eds),
Advancing the EITI in the Mining Sector: A Consultation with Stakeholders, Extractive
Industries Transparency Initiative, Oslo, 2009.

Nakayama, K, S Caner & P Mullins, Philippines: Technical Assistance Report on Road Map for
a Pro-Growth and Equitable Tax System, International Monetary Fund, Washington,
D.C., 2011.

Otto, J, C Andrews, F Cawood, M Doggett, P Guj, F Stermole, J Stermole & J Tilton, Mining
Royalties: A Global Study of Their Impact on Investors, Government and Civil Society,
The World Bank, Washington, D.C., 2006.

PricewaterhouseCoopers, Total Tax Contribution: A Study of the Economic Contribution Mining
Companies Make to Public Finances, PricewaterhouseCoopers, London, 2010.

Sunley, EM, S Caner, R Krever & O Luca, Philippines: Reform of the Fiscal Regimes for Mining
and Petroleum, International Monetary Fund, Washington, D.C., 2012.

Legal Documents

Department of Environment and Natural Resources, Administrative Order 2005-07: Amendments
to Chapter XVIII of DENR Administrative Order No. 96-40, as Amended, Providing for

32



the Establishment of a Final Mine Rehabilitation and Decommissioning Fund,
Department of Environment and Natural Resources, Manila, 2005.

Department of Environment and Natural Resources, Administrative Order 2007-12: Revised
Guidelines Establishing the Fiscal Regime of Financial or Technical Assistance
Agreements (FTAA), Department of Environment and Natural Resources, Manila, 2007.

Department of Environment and Natural Resources, Pro Forma Contract for Financial or
Technical Assistance Agreement.

Department of Environment and Natural Resources, Pro Forma Contract for Mineral Production
Sharing Agreement.

Republic Act 7942: An Act Instituting a New System of Mineral Resources Exploration,
Development, Utilization and Conservation, 1995.

Others

Apex Mining Company, Incorporated, Apex Mining Company, Inc. Annual Report for the Year
Ended December 31, 2010, Apex Mining Company, Inc, retrieved 15 May 2012,
<http://www.apexmines.com/docs/annual_report_2010.pdf>.

Barrick Gold, Barrick Gold Corporation Annual Report 2011, Barrick Gold Corporation,

retrieved 18 June 2012
<http://www.barrick.com/Theme/Barrick/files/docs_annual/2012/Barrick-Annual-Report-
2011.pdf>.

Desiderio, LD, ‘Government must focus on collecting taxes from small miners - COMP’, The
Philippine  Star, 23 April 2012, Business, retrieved 13 May 2012,
<http://www.philstar.com/Article.aspx?articleld=799678&publicationSubCategoryld=>.

Desiderio, LD, ‘Apex upgrades Maco mine estimate’, The Philippine Star, 13 April 2012,
Business, retrieved 4 September 2012,
<http://www.philstar.com/Article.aspx?articleld=796318&publicationSubCategoryld=>.

Eurasian Natural Resources Corporation, Eurasian Natural Resources Corporation PLC Annual
Report and Accounts 2011, Eurasian Natural Resources Corporation, retrieved 1 October
2012 <www.enrc.com/system/files/financialdocs/ENRC_AR2011.pdf>.

Mines and Geosciences Bureau, Investor’s Corner, Department of Environment and Natural
Resources - Mines and Geosciences Bureau, retrieved 11 May 2012,

<http://www.mgb.gov.ph/pgs.aspx?pgsid=13>.

33


http://www.apexmines.com/docs/annual_report_2010.pdf
http://www.barrick.com/Theme/Barrick/files/docs_annual/2012/Barrick-Annual-Report-2011.pdf
http://www.barrick.com/Theme/Barrick/files/docs_annual/2012/Barrick-Annual-Report-2011.pdf
http://www.philstar.com/Article.aspx?articleId=799678&publicationSubCategoryId=
http://www.philstar.com/Article.aspx?articleId=796318&publicationSubCategoryId=
http://www.enrc.com/system/files/financialdocs/ENRC_AR2011.pdf
http://www.mgb.gov.ph/pgs.aspx?pgsid=13

Mines and Geosciences Bureau, Types of Mining Rights, Department of Environment and
Natural Resources - Mines and Geosciences Bureau, retrieved 23 May 2012,
<http://www.mgb.gov.ph/pgs.aspx?pgsid=32>.

Nickel Asia Corporation, Nickel Asia Corporation and Subsidiaries Consolidated Financial
Statements December 31, 2011 and 2010 and Years Ended December 31, 2011, 2010 and
2009 and Independent Auditor’s Report, Nickel Asia Corporation, retrieved 4 October
2012
<http://www.nickelasia.com/NACS_CFS1211 Nickel%20Asia_Corporation_and_Subsid
iaries.pdf>.

Nickel Asia Corporation, Nickel Asia Corporation Annual Report 2010, Nickel Asia
Corporation, retrieved 15 May 2012
<http://www.nickelasia.com/NAC_17A 2010 _v.1.4.pdf>.

Nickel Asia Corporation, Nickel Asia Corporation Annual Report 2011, Nickel Asia
Corporation, retrieved 4 October 2012
<http://www.nickelasia.com/NAC_17A 2011 Final_Odisy.pdf>.

Norilsk Nickel, Mining and Metallurgical Company Norilsk Nickel Consolidated Financial
Statements for the Year Ended 31 December 2011, Norilsk Nickel, retrieved 2 October
2012 <http://www.nornik.ru/_upload/editor_files/file1862.pdf>.

Olchondra, RT, ‘Apex reports PSOM in Q1 profit’, Philippine Daily Inquirer, 14 June 2012,
Business, retrieved 4 September 2012, <http://business.inquirer.net/65067/apex-reports-
p50m-in-g1-profit>.

Philex Mining Corporation, Philex Mining Corporation Annual Report for the Year Ended
December 31, 2011, Philex Mining Corporation, retrieved 14 May 2012
<http://philexmining.com.ph/images/stories/Philex/documents/px_17a_dec2011.pdf>.

PricewaterhouseCoopers, Corporate Income Tax Headline Rates for WWTS Countries,
PricewaterhouseCoopers, retrieved 6 September 2012
<http://taxsummaries.pwc.com/uk/taxsummaries/wwtsattachments.nsf/vwLUQuickChart
Attachments/CIWY -8PCQAN/$File/WWTS%20Quick%20Chart%20-
%20CIT%20Rates%2003-August-2012.pdf>.

PT Vale Indonesia Thk, 2011 Annual Report, PT Vale Indonesia Thk, retrieved 28 August 2012
<http://www.valeindonesia.co.id/doc/PTV1%202011%20Annual%20Report.pdf>.

34


http://www.mgb.gov.ph/pgs.aspx?pgsid=32
http://www.nickelasia.com/NACS_CFS1211_Nickel%20Asia_Corporation_and_Subsidiaries.pdf
http://www.nickelasia.com/NACS_CFS1211_Nickel%20Asia_Corporation_and_Subsidiaries.pdf
http://www.nickelasia.com/NAC_17A_2010_v.1.4.pdf
http://www.nickelasia.com/NAC_17A_2011_Final_Odisy.pdf
http://www.nornik.ru/_upload/editor_files/file1862.pdf
http://business.inquirer.net/65067/apex-reports-p50m-in-q1-profit
http://business.inquirer.net/65067/apex-reports-p50m-in-q1-profit
http://philexmining.com.ph/images/stories/Philex/documents/px_17a_dec2011.pdf
http://taxsummaries.pwc.com/uk/taxsummaries/wwtsattachments.nsf/vwLUQuickChartAttachments/CJWY-8PCQAN/$File/WWTS%20Quick%20Chart%20-%20CIT%20Rates%2003-August-2012.pdf
http://taxsummaries.pwc.com/uk/taxsummaries/wwtsattachments.nsf/vwLUQuickChartAttachments/CJWY-8PCQAN/$File/WWTS%20Quick%20Chart%20-%20CIT%20Rates%2003-August-2012.pdf
http://taxsummaries.pwc.com/uk/taxsummaries/wwtsattachments.nsf/vwLUQuickChartAttachments/CJWY-8PCQAN/$File/WWTS%20Quick%20Chart%20-%20CIT%20Rates%2003-August-2012.pdf
http://www.valeindonesia.co.id/doc/PTVI%202011%20Annual%20Report.pdf

Rio Tinto Group, Taxes Paid in 2010: A Report on the Economic Contribution Made by Rio
Tinto to Public Finances, Rio Tinto Group, retrieved 4 October 2012
<http://www.riotinto.com/documents/ReportsPublications/RT_Taxes_paid_in_2010.pdf>

Rio Tinto Group, Taxes Paid in 2011: A Report on the Economic Contribution Made by Rio
Tinto to Public Finances, Rio Tinto Group, retrieved 31 August 2012
<http://www.riotinto.com/documents/RioTinto_taxespaidin2011.PDF>,

Rio Tinto Group, 2011 Financial Statements, Rio Tinto Group, retrieved 31 August 2012
<http://www.riotinto.com/annualreport2011/pdf/financial_statements.pdf>.

Seargeant, B, ‘Top 100 mining companies: What a difference a year makes’, Mineweb, 12
January 2010, Mining Finance/Investment, retrieved 3 October 2012, <

http://www.mineweb.com/mineweb/view/mineweb/en/page67?0id=95737&sn=Detail>.

35


http://www.riotinto.com/documents/ReportsPublications/RT_Taxes_paid_in_2010.pdf
http://www.riotinto.com/documents/RioTinto_taxespaidin2011.PDF
http://www.riotinto.com/annualreport2011/pdf/financial_statements.pdf
http://www.mineweb.com/mineweb/view/mineweb/en/page67?oid=95737&sn=Detail

‘@ ASIAN INSTITUTE OF MANAGEMENT

The Asian Institute of Management (AIM) is a pioneer in international management education
in Asia. It is committed towards making a difference in the sustainable growth of Asian societies
by developing professional, entrepreneurial, and socially responsible leaders and managers. Its
programs and research focus on the nexus between business and development in Asia.

PROGRAMS

® Master in Business Administration

® Master in Development Management
® Master in Management

® Executive MBA

® Executive Education

® Development Executive Programs

RESEARCH CENTERS

® AIM Policy Center

® Gov. Jose B. Fernandez Jr. Center for Banking and Finance

® Amb. Ramon V. del Rosario Sr. Center for Corporate Social Responsibility
® Ramon V. del Rosario Sr. - CV. Starr Center for Corporate Governance
® TeaM Energy Center for Bridging Societal Divides

® Dr. Stephen Zuellig Center for Asian Business Transformation

® Dr. Andrew L. Tan Center for Tourism

www.aim.edu



