1 9 Minerals Taxation

Mineral Royalties - Onshore

Royalties on mineral production (as opposed to taxation
of company income) are collected by the States and the
Northern Territory (see Leaflet 21 for contact details).
Royalty payments are a deduction for company income
tax purposes.

The total value of mineral (non-petroleum) royalties and
licence fees paid by companies to State and Territory
governments in aggregate equated to around 3.5% of the
gross value of Australian mineral production in 2004-05 with
the mining industry contributing 5% to Australia’s GDP.

Royalty systems and rates vary between States and
commodities. The systems can be any one of the following:

> a specific rate royalty (a fixed dollar amount per unit of
mass, e.g. per tonne);

> an ad valorem royalty, a fixed percentage of the value of
production;

> a profit-related royalty (also referred to as a resource rent
tax); or

> a hybrid royalty with a flat ad valorem combined with a
profit component.

The attached table (Attachment A) sets out a comparison
of royalty systems on minerals across Australia’s State and
Territory jurisdictions.

Typical royalty rates (but which vary across the respective
State and Territory jurisdictions) encompass a range:

> for minerals - 1.5 to 7.5% ad valorem or up to 22.5% of
profits, subject to certain concessions;

> for coal - 2.5 to 7.5% ad valorem, up to 18% of profits, or
fixed royalty varying widely from $0.04 to $2.34 a tonne;
and

> for industrial minerals - 10 cents to $1 per tonne, or 2.75%
of value.

Royalties are generally levied at the “mine mouth”or on a “free
on board” basis. A range of allowable deductions applies in
each case in calculating the value for royalty purposes.

Profit-related royalty regimes also vary across the respective
State and Territory jurisdictions and the minerals extracted.

Australia

The Argyle Diamond Mine in the Kimberley region of Western Australia is one of the
world's largest producer of diamonds.

Where profit-based royalties do apply, they tend to
incorporate elements of both ad valorem and profits-based
regimes.

This system is project-based and profit is calculated by
deducting allowable project costs from all project revenues.
Project costs may include:

operating costs;

depreciation on project capital assets;

>

>

> inventory adjustments;

> interest on borrowings; and
>

pre-development and exploration costs.

Consideration is being given to introducing nationally
consistent hybrid ad valorem net income royalty systems
which use a low first tier ad valorem royalty accompanied
by a second tier profit-based royalty. The first tier provides a
regular royalty cashflow which begins when mineral sales
start, and the second tier royalty is paid in addition to the
first tier, if and when the project becomes profitable.
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Mineral Royalties - Offshore

The Australian and State Governments have adopted a
common mining code for all offshore minerals and agreed
arrangements for sharing offshore minerals royalties 60:40
in favour of the States.

The Offshore Minerals Act 1994 (the OM Act) governs explo-
ration for and the mining of offshore minerals, other than
petroleum, within the Australian Government’s jurisdiction
which is beyond the outer limits of the first three nauti-

cal miles as measured from the territorial sea baseline. The
offshore area within the first three nautical miles of the
territorial sea is under the jurisdiction of the relevant State/
Northern Territory.

The OM Act provides that 60% of royalties revenue is to be
paid to the relevant adjacent State/Northern Territory. The
States/Northern Territory will include in their legislation a
provision to share with the Commonwealth 40% of their
respective offshore minerals royalties.

Since commencement of the OM Act, a number of minerals
exploration licences have been granted. Most of the licences
are for the exploration of alluvial diamonds in the Joseph
Bonaparte Gulf, straddling the Western Australia/Northern
Territory offshore border. Other areas of interest are, south
of Kangaroo Island (alluvial diamonds) and in the Gulf of
Carpentaria and offshore south-east Queensland (alluvial
gold, tin and heavy mineral sands). No mining licences have
been granted as yet.

Agreement with States on Common Regime

At present, there is no common offshore minerals royalty sys-
tem operating. The Offshore Minerals (Royalty) Act 1981 (the
OM Royalty Act) provides the Joint Authority, consisting of
the Commonwealth Minister and the relevant State Minister,
with the power to determine the type and rate of royalties
on minerals, other than petroleum, recovered beyond the
outer limits of the States/Northern Territory coastal waters.
Pending the introduction by the States/Northern Territory

of complementary royalties legislation, the various State/NT
onshore minerals royalty systems apply to the offshore area
within the first three nautical miles of the territorial sea.

Australian Government

Y,

Department of Industry,
Tourism and Resources

Ministerial Council on Mineral and Petroleum Resources

Invest Australia

Australia

Geoscience Australia

For more Information visit: WWw.industry.gov.au/investorsguide
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