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INTRODUCTION

1. Before the 1960s, mining industries in African were primarily owned and operated by
companies controlled outside the continent. In the 1960s and 1970s, most African countries

achieved political independence, and this had effect on the structure of Africa's mining industry.

2. In fact, the desire to:

i. minimize or eliminate the perceived foreign domination of the national economy in
countries like Zambia and Zaire and/or;

ii. to bring under government ownership,-"for the benefit of the people",- all means of
production in others like Tanzania,

set the stage to what came to be known as nationalization, whereby many governments of
African countries endowed with mineral resources, acquired sole or majority ownership of
mining undertakings within the borders of their countries (see table 1).

3. After nationalization, the foreign private sector(fps) continued to participate in the mining
sector of African countries, but its role was significantly reduced: most of the time, the fps
worked with governments of these countries through joint ventures in which, in many cases the
government was a majority shareholder.

4. During the 1980s, there was no significant change in the african mining structure*
governments remained sole owners of or had majority participation in many mining projects, and
the collaboration between private sector and the governments through joint ventures continued.
But since the end of the 1980s, many of these governments have introduced or initiated major
reforms in their mining sector which, if successfully implemented, will deeply alter the balance
between private and the public sector participation in mining industry: through these reforms
which in terms of scale and magnitude, parallel the 1960s -1970s nationalizations, African
governments are moving away from state ownership and/or reducing their role in mining

projects, in favour of greater private sector participation, especially the non-indigenous
private sector.

5. In this paper, we:

a. carry out an analysis of African policies and strategies in the mining sector during the
1980s. This analysis is made from the standpoints of ownership of mining
projects/ventures and of the fiscal regime applied in the mining industry.

b. review the current changes in these policies and strategies, as well as the factors which
induced these changes, and;

c. make some preliminary remarks on privatization in the African mining sector.
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I. REVIEW OF AFRICAN MINING POLICIES AND STRATEGIES DURING THE

1980s IN TERMS OF OWNERSHIPOF MINING PROJECTS/VENTURES ANDOF
FISCAL REGIME APPLIED IN THE MINING SECTOR.

6. This review is based on case studies. Five countries have been selected: Ghana, Tanzania,
Zaire, Zambia and Zimbabwe.

1.1 The African w.iffijn.g policies and strategies during the 1980s

1.1.1 Ownership

Ghana

7. During the 1980s, the main instrument for mineral prospecting, exploration and exploitation

in Ghana was the "Minerals and Mining law" of 1986, established in accordance with

Proclamation 1981 of, the Provisional National Defence Council which is still in effect today.

According to that law, all minerals rights are vested in the state. However, the Provisional

National Defence Council may, through a mining licence, transfer mineral rights to individuals

or corporate bodies established or registered in Ghana. When such a transfer is effected, the

Government of Ghana avails itself the right to acquire a 10% participation in the mining project,

this without any compensation and with the option to purchase an additional 20% on negotiable

terms.

8. Indeed, a review of the structure of Ghana's mining industry during the 1980s, shows that

the government of that country, was a major shareholder (55%) in Ghana Consolidated

Diamonds, Ghana Ashanti Goldfields and Ghana Bauxite Company(see table 1).

Tanzania

9. During the last decade, the mining sector in Tanzania was regulated by the "1979 Mining

Act". Under that Act, the entire property in and control of all minerals in, under or upon any

lands of that country were vested in the President. Howe- °r, the President could, through

licences, grant mineral rights to individual or corporate bodies established in Tanzania. But, in

line with the policy of State monopoly in all economic sectors including the mining sector,

established in Tanzania in 1972 for ideological reasons, the majority shares in each mining

project within national territory belonged to the state. In accordance with that policy, a State

Mining Corporation (STAMICO) was set up to :

i. supervise the operations of the state-owned mines and provide management and

technical assistance to them;

ii. carry out development plans in mining,including rehabilitation and expansion

programmes;

iii. establish subsidiaries which could be wholly-goverament- owned, or mixed enterprises

(joint ventures with private investors);
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iv. provide such services as drilling, surveying and mineral exploration on contractual

basis to its subsidiaries and other parties; and

v. carry out trade in minerals.

10. To perform the above mentioned duties, STAMICO:

i. took over a number of companies from the National Development corporation (NDC)

and formed others during the period between 1972 and 1991. These companies

included Buckreef Gold Mining Company Limited (BGLM), Williamson Diamonds

Limited, Tanzania Diamond Limited (TDCL), Tanzania Gemstones Industries (TGI),

Nyanza Salt Mines Limited (NSML), Coastal Salt Works Company Ltd (CSWC), Pugu

Kaolin Mines Ltd (PKML), Minjingu Phosphate Company Ltd (MIPCO), Kiwira Coal

Mines Ltd (KCLM), Tanzania Meerschaum Corporation Ltd (TMCL), and Lupa Gold

Mines Limited (LGLM);

ii. conducted a number of detailed exploration projects and feasibility studies.

Zaire

11. During the last decade, minerals rights in Zaire, as stipulated by the "Ordonnance-Loi NO

81-013 portant Legislation Ge"n6rale sur les Mines et Hydrocarbures", were vested in the

Zairian Nation, which through "permits" could transfer mineral rights to any individual satisfying

the requirements for such transfer. In line with the policy of nationalization adopted during the

1970s and which among others, led to the acquisition by the Zairian Government of 100%

ownership in the powerful" Union Miniere du Haut Katanga"(which prior to independence,

completely dominated Zaire's mining industry), in 1976, the Government availed itself the right
to participate in mining undertakings.

12. During the 1980s the structure of Zairian mining industry was as follows:

i. state-owned and controlled mining companies such as G&amines (exploiting copper

and cobalt), Socie'te' Miniere de Kisenge (involved ir tianganese extraction), Office des
Mines d'Or de Kilo- Moto (extracting gold), etc.;

ii. joint ventures such as Socie'te* Miniere de Tenke-Fungurume', Socie'te' de

De*veloppement Industriel et Minier du Zaire(involved in copper extraction); Zairetain
(exploiting cassiterite); Socie'te" Miniere et Industrielle du Kivu (which produces

cassiterite and wolframite); la Sociefe* Miniere de Bakwanga (exploiting diamonds);

iii. private companies like Entreprises Miniferes Zairoises, involved in cassiterite and

wolframite extraction.
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Zambia

13. During the 1980s, the regulatory framework of the mining industry in Zambia was the "
1969 Mines and Minerals Act". Under that law, all rights of, searching for mining and
disposing of minerals in Zambia were vested in the President, on behalf of the People of Zambia
But according to that law, mining licences could be granted to a company incorporated under the
Companies Act of Zambia.

14. The structure of the Zambian mining industry during the last decade was as follows:

i. a state-controlled, large-scale copper/base-metal mining industry (Zambia Consolidated
Copper Mines), the fruit of a merger between Nchanga Consolidated Copper Mines
and Roan Copper Mines, two companies set up during the 1970s following the
acquisition by the Zambian Government of 51% of the shares in Zambia American
Limited (Zamanglo) and Roan Selection Trust (RST);

ii. a partially state-controlled gemstone mining industry;

iii. a wholly state controlled coal mine; and

iv. a highly promising state owned industrial and agricultural minerals sector (for the
production of cement, glass, agricultural lime and ceramics).

Zimbabwe

15. During the 1980s, Zimbabwe's mining sector was governed by "the Mines and Minerals
Act NO 165", This Act, which is still in effect today, states that all minerals rights are vested
in the State. However the President may grant such rights to individuals or corporate bodies
through a system of licences. These individuals or corporate bodies could be nationals or
foreigners.

16. The mining structure of Zimbabwe during the period under review was as follows:

i. multinational mining firms such as Anglo-American, RTZ, Lonhro, Union Carbide,
etc. present in Zimbabwe since the period before the independence, owned over 85%
of the mineral wealth of that country. But these firms being listed in the local Stock
Exchange, local residents were allowed to acquire partnership in the mining ventures
controlled by the multinational companies.

ii. the Zimbabwe Mining Development Corporation (ZMDC), which has interests in two
copper mines, three gold mines and one graphite mine was wholly owned and
controlled by the state which also had a stake in the Wankie Colliery Company the
country's only coal producer. '

iii. Hundreds of "small miners" were involved in gold mining all over the country These
were generally nationals.



ECA/NRD/RC/DUMRE/6

Page 5

1.1.2 The fiscal regime

Ghana

17. Mineral investment in Ghana during the 1980s was regulated by several pieces of legislation

including the Mining regulations of 1970, the Minerals and Mining Law of 1986 and the

Minerals Commission laws of 1986. Under these legal instruments, investors in the Ghana's

mineral sector:

i. were requested to pay:

royalties (between 3% and 12% of the income);

income tax (45% of the income);

additional profit tax; and,

fees for annual land rents.

ii. could:

carry forward to the next year losses incurred during a given fiscal year;

benefit from:

a depreciation allowance (75% of expenditures for the first year of

investment and 50% for the subsequent years);

an investment allowance(5%);

an allowance for capital costs incurred in exploration, taking effect from the

commencement of the mining operation.

exemption from customs duties;

exemption from income tax for the staff of the company, with regard to the

acquisition of household items;

exemption from the selective alien employment tax;

a partial removal of foreign exchange restrictions.

transfer of profits and dividends and other funds to service debts contracted outside

Ghana as well as capital gains arising from the sale of assets.
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Tanzania

18. During the 1980', foreign investors in Tanzania, including investors in the mining
industries, operated under the "Foreign Investment Protection Act of 1963". Taxes affecting
the mining industry consisted principally of:

i. fees for large scale mining;

ii. annual land rents;

iii. royalty;

iv. corporate income tax;

v. customs duty and sales tax;

vi. dividend withholding tax and capital allowance provisions.

Details on the rate of these taxes and items taxed are shown in Annex 1 Generally rates of these
taxes were found very high by foreigners who also complained that the Act offered few
guarantees or incentives to them.

Zaire

l?n JPJS,??1 reg!me ofZake governing mining operations is contained in the "Ordonnance-Loi
NO 79-027. It applies to all economic sectors.

20. The ordonnance-Loi provides for some incentives which vary with the magnitude of the
project and its impact on the socio-economic development of the country. Certain aspects of this
law could offer incentives to investors, particularly:

i. the general fiscal regime;

ii. a special regime providing partial exemption from taxes;

iii. special agreements.

21. Incentives under the ordinary fiscal regime include:

exemption from corporate tax: full exemption for new projects but for a period not
exceeding five years; partial exemption for expansion and rehabilitation projects;

exemption from fees for annual rent for all types of mining ventures;

exemption from tax on income for a five year period for expansion and rehabilitation
projects;
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exemption from custom duties for new, expansion and rehabilitation projects.

21. The incentives under the special regime are:

i. corporate tax remitability of 50% for re-investment;

ii. exemption from customs duties

22. The special agreements provide for:

i. security of tenure;

ii. funds transfer;

iii. compensation (in the case of nationalization).

Zambia

23. During the period under review, Zambia's tax regime had three major components:

i. import duties and sales tax levied on most items procured for mining;

ii. corporate income tax; and,

iii. mineral tax on copper exports.

24. According to investors, this tax regime resulted in:

i. curtailment of capital expenditures;

ii. decreased effort in the development of reserves; and

iii. erosion of the financial and capital resources of the company.

Zimbabwe

25. The fiscal regime in force in Zimbabwe during the 1980s and governing investments in
Zimbabwe's mining sector provided inter-alia for:

i. the levying of corporate tax at 50% of the cost of the project; and,

ii. exemption from sales and export tax;

iii. transfer out of:
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capital for a period not exceeding 7 years;

dividends and profits

iv. net income remitability of 50% in new investments;

iv. capitalization of profits.

1-2 The mining policies and strategies during the 1990s

1.2.1 Ownership

Ghana

26. The legal framework governing Ghana's mining sector during the 1980s is still in force:
the Government of Ghana still requires a gratuitous 10% equity share with the option to negotiate
an additional 20%. But in the recent past, an important event with regard to ownership has taken
place at the Obuasi Ashanti Goldfields: the government sold off , some of its shares in that
venture to private sector. Up to 1992, as mentioned earlier, the Government of Ghana owned
55 % of the share capital of Ashanti Goldfields, while Lonrho, its partner had 45 %. In 1992, the
Government decided to sell approximately 22.4% of the issued share capital of the company to
the private. In addition, it floated new shares representing approximately 4.4% of the issued
share capital.

Tanzania

27. In 1988, the "1979 Mining Act" was amended. The previous government's policy of
having majority shares in the mining sector was abandoned as was STAMICO's monopoly.
Shareholding in joint ventures between STAMICO and private companies became negotiable.

Zaire

28. Since the mid 1980s Zaire has been going through a turbulent period marked by political
and financial instability. This has resulted in virtual destruction of the mining industry: the
production of Gecamines- to cite just one example- has declined drastically.

29. Currently the Government of Zaire is trying to restore peace and stability in the country and
no plans for change in the mining legislation and investment codes have been announced. It is
likely that in the future, all government efforts will be focused on the rehabilitation of the
physical infrastructure and the revitalization of that sector which is vital to the Zairian economy.

Zambia

30. At the beginning of the 1990s, the Government of Zambia introduced major reforms in its
mining sector. These reforms were necessitated by the adoption of a multi-party system of
government in 1991. Private-sector participation is encouraged or promoted in mining.
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31. In line with this new policy guideline,

ZCCM is to be privatized: the Zambian State intends to sell part of its 60.3% stake

in the company to private interests. The most likely company to acquire at least part

of the privatized shares is Anglo American Corporation (AAC) because, for

historical reasons, AAC has pre-emptive rights over half of the shares, in case of

disposal of the public holding of ZCMM. Rio Tinto (RTZ) of United Kingdom and

Gencor of South Africa which have expressed their interest in the transaction, may

also acquire some shares.

Non-Zambian companies, including Anglo-American Corporation of South Africa,

RTZ and Southern Copper of Canada, might join ZCCM in the development of

Konkola copper deposit, located in the northern end of the copperbelt, the production

of which will replace the output from Nchanga open pit which is expected to close by

the turn of the century due to reserves depletion.

Zimbabwe

32. The pattern of ownership in Zimbabwe's mining sector has not seen many significant

changes in recent years. Over the last three years, the Government has made efforts to encourage

joint ventures. This is quite important for a country were the private sector is dominant.

1.2.2 The fiscal regime

Ghana

33. The fiscal regime which governed investment in Ghana's mining sector during the 1980s

is still in force, including the additional profit tax which has proved to be a discentive to

investors.

Tanzania

34. A new national investment promotion policy was inwted in 1990. Compared to the

Foreign Investment Protection Act of 1963, it contains many investment incentives such as:

i. tax reduction (tax on profit, withholding tax on dividend);

ii. tax exemption (import duties, sales tax);

iii. protection of investments;

iv. arbitration; and

v. transfer of foreign currency.
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Zaire

35. The Government of Zaire has not yet announced any reforms in its mining sector (the
political turmoil in that country over the last five years have made it difficult for the appropriate
authorities to tackle the problems affecting that all-important sector). At present the fiscal
regime governing investment in Zaire's mining sector is still the 1980s which is embedded in the

above-mentioned laws (Ordonnance-loi NO 66/33 of 1966; Ordonnance-loi NO 67-231 of 19967*
Ordonnance-loi NO 67 of 1967 and Ordonnance-Loi NO 79-027). Therefore, the taxes required
from the investor and the incentives which he could benefit are the same like in the 1980s.

Zambia

36. In line with its new policy guidelines, the Government of Zambia has established a draft of
a new mining investment law, the Mines and Minerals Investment Act, with a view to
simplifying the tax regime.

Zimbabwe

37. In 1991, in line with the Structural Adjustment Programme, Zimbabwe has introduced some
changes in its fiscal regime. These include :

i. the abolition of import licences and the placing on the Open General Import Licence
of a progressive list of imports;

ii. the conversion of the Zimbabwe dollar to a freely convertible currency and the
abolition of most exchange control regulations;

iii. the introduction of new investment incentives such as .

a net income remitability of 100% for all new investments;

a progressive reduction in the individual and corporate taxation rates.

38. In sum, mining policies and strategies of many African countries, as illustrated by the cases
of Tanzania and Zambia, are being reformed. Reforms introduced in the mining sector of these
countries mostly apply to equity and the fiscal regime. In the past, the general trend among
African Governments was:

i. to acquire ownership of mining ventures within the borders of their countries and;

ii. to enact fiscal legislation designed to maximize revenue generation and which tended
to place restrictions on repatriation of profits and dividends and gains from sales of
company assets, etc...

The last seven years, have seen the introduction in the African mining sectors of less restrictive
policies inviting the private sector-especially the foreign-based private sector entities- to enhance
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their role in the African mining sector. It seems that three decades after the independence period,

in a trend which appears as a reversal of the 1960s-1970s nationalizations, African governments

are steering back to the pre-independence situation with regard to the ownership, operation and

control of their mining sectors. What could have motivated African countries to adopt that course

of action?

II FACTORS INDUCING REFORMS IN THE AFRICAN MINING SECTOR IN THE

1990s.

39. Factors which induced the above-mentioned reforms are mainly financial, but also political,

technical and economic.

2.1 financial factors

40. In Ghana, according to official records, the Ashanti transaction was motivated by the desire

of the government to raise funds which could be used for working capital and to finance future

capital expenditure and an intensified exploration programme.

41. As mentioned earlier, STAMICO had a monopoly in Tanzania's mining industry until 1988.

Being a state-owned corporation, its main source of funds was the government, which during the

last decade, experienced very serious budgetary pressures. The Corporation , including some of

its manufacturing plants, was short of funds. Buckreef and Willamson are a case in point.

Buckreef

42. From 1982 to 1991, Buckreef operated an underground gold mining in the southwestern part

of Mwanza. Initial proved and probable ore reserves were estimated at one million tons graded

6.5 g/t. The installed capacity of the mine was about 300 kg/year of gold. Throughout the

1980s, the mine performed poorly: for example, it produced only 68 kg in 1988, 54 kg in 1989

and 34 kg in 1990. This low level of production was due to inadequate funding of the company,

which led to its inability to replace defective equipment: sfnce the inception of the project,

Buckreef have had to do with defective equipment acquired i m some mines which had closed

between 1967 and 1970.

43. The productivity of the mine was inadequate, such that Buckreef could not generate

enough money to meet its operating costs, or to maintain and replace the equipment. The

alternative source for funds was STAMICO, which itself did not receive enough money from the

Government. Toovercome these problems, STAMICO, initiated negotiations with International

Mineral Investment Inc and Portman Mining of Australia in 1991, to form a joint-venture, thus

opening Buckreef to private sector. It is not clear wether this objective has been achieved or not.

Williamson Diamonds limited

44. The Mwadui kimberlite, which is the largest in the world, is mined by Williamson

Diamonds Limited mines in the Shinyaga region. A joint venture between STAMICO and
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WILCROFT of Britain (a subsidiary of De Beers), Williamson Diamonds Limited has been
operating since 1940 and used to produce more than 1000 carats per day, with a very high
proportion of gem quality stones. In 1991, the production fell drastically, because of lack of
funds to replace old and detective mining machinery and high operating costs. This situation led
STAMICO to sell, in March 1995, 25% of its share capital to De Beers, which through that
transaction, had increased the share of its subsidiary from 50% to 75 %. This, of course, reduced
the participation of the Tanzanian Government (through STAMICO) in the'joint venture.

45. In Zambia the difficulties faced by ZCCM, the state-owned, controlled and operated mining
company with regard to high production costs due to increasing depth of operation and the
difficulties for the Government to raise funds in the international market for its mining sector
are some of the factors which contributed to an increased role for the private sector in the
Zambia's mining industry.

2.2 Political and economic factors

46. With the fall of the former USSR and subsequent changes in that part of the world and in
Eastern Europe, the ideological imperative to concentrate all the means of production in the
hands of the Government for the benefit of the people carries less weight than it did before
Several countries such as Tanzania have therefore had to revise their policies accordingly.

47. In the late 1980s, a worldwide trend toward the liberalization of economic sectors emerged
Many African countries could not stay immune from that trend. They had to institute reforms
in the direction of reducing the role of the state in the economy, including the mining sector For
example,

in Zambia the reforms introduced during the 1990s in the mining sector were also
induced by changes in the political direction which favoured economic liberalization
policies.

in Ghana, the Ashanti Goldfields transaction could also be interpreted as being
consistent with the economic liberalization, because according to the official records
the performance of the mine was good. In fact, during the period 1990-1994, the
production at the Ashanti Goldfields more than doubled, and gold reserves increased
(in each year of that period) as a result of improvement in operating efficiencies as
well as an intensified exploration programme. This seems to indicate that the need to
raise funds for mining operations which according to the Ghanaian Government was
the reason for privatization, was not the only factor.

2.3 Technical factors

48. Mismanagement and inefficiency of state-owned enterprises, like STAMICO and its
subsidiaries in Tanzania, are among the reasons given to explain the poor performance of these
bodies m the 1980s. In many African countries with significant state control of economic
activity, bureaucracy, overstuffing, lack of expertise, and inadequacy of decision making
capacity on the part of the management (which most of the time was composed of political
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appointees), were among the factors leading to the failure of state-owned, controlled and
operated companies.

2.4 Other factors

49. The following factors adversely affected the operations of ZCCM and Gecamines during
the 1970s:

i. in the case of ZCMM, the closing in 1973 of the border with the then Southern
Rhodesia(now Zimbabwe);

ii. In the case of both ZCMM and Gecamines, the inability to use the Benguela railway;

iii. the difficulties associated with the Tanzania-Zambia Railway Authority (TAZARA).

These factors, among others, affected the import of essential equipment and spare parts.

III. SOME PRELIMINARY REMARKS ABOUT PRIVATIZATION IN THE AFRICAN
MINING SECTOR.

50. From the case studies reviewed above, it appears that many African governments are now
laying emphasis on foreign investment in their mining sector. The relaxation of regulation
in that sector which started during the late 1980s is continuing apace (see table II) and has
already brought back many overseas mining companies in some African countries.

51. For the time being, these companies are particularly involved in mineral exploration
activities: in Tanzania for example,

i. BHP Minerals International, in a joint venture with Sutton Resources and Romanex
International, are carrying out exploration activities in the Kagera region, for nickel,
cobalt, zinc, lead and platinum;

ii. Tanex, a subsidiary of Anglo-American and De B^rs has been granted a concession
in the Mwadui diamond-mining area;

iii. Outokumpu, in a joint venture with STAMICO, is currently engaged in a major

exploration programme for gold which has already led to the discovery of some
deposits of that metal.

52. On the other hand, the pace of privatization with regard to the infusion of foreign funds into
existing mines, the development of new mines and the management of mining ventures, is at a
low ebb.

Up to the time of writing this report,
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1. only few cases of mines privatization have been reported to ECA. They include- the
Obuasi Ashanti Goldfields in Ghana and the Mwadui kimberlite in Tanzania, in which
the government either was a majority shareholder (Obuasi) or held equity on an equal
basis with its partner (Mwadui). No case of privatization of a wholly state- owned
mine had been brought to the Commission's attention.

ii. Known cases of private-sector involvement in the development of new mines include
Lero, a gold deposit in northeastern region of Guinea, which has been recently
developed by Kenor; Sanyati, the recently created copper-zinc mine in Zimbabwe,
jointly owned by the Zimbabwe Mining Development Corporation and Reunion Mining
PLC; and an underground mine to produce platinum (Hartley Platinum Project) which
will be developed by BHP Minerals and Delta in Zimbabwe.

iii. a number of management contracts are known, such as that between the Gedamines
and the Belgian Society Gene'rale des Minerais (SGM) which is of long standing.

53. In view of the foregoing, a number of questions spring to mind:

i. will Africa attract enough foreign investment in its mining sector in the 1990s?

ii. if Africa succeeds in its efforts to attract foreign investment, will privatization be a
remedy to the crisis its mining sector has experienced since the mid-1980s?

iii. what role will the state have in , and what will it stand to gain from a privatized
mining sector?

3-1 Will Africa attract enough foreign investment in its mining sector in the 1990s?

54. This question should be addressed from the perspective of the international competition for
mineral investment.

55. The global economic scenario is today characterized by intense competition among regional
economic blocs including South America and Asia:

i. In South America, reforms aimed at removing the restrictions on foreign investment
in the mining industry are taking place in many countries. Chile for instance is said
to have a sound regulatory framework in that area: government participation in mining
undertakings is not a prerequisite; companies can choose between a fixed income tax
rate of 49.5% for a ten year period or to be taxed at prevailing rates; investors are
required to pay taxes on their imports but there is no withholding tax and no royalty.

ii. Some Asian countries seem very interesting for foreign investors: the aftermath of the
war and the political consequences of the fall of the Berlin wall combined with the
dynamism of the Vietnamese economy are some of the factors which have led to the
revival of foreign investment in Vietnam. China, with its vast market is today more
accessible to foreigners especially westerners (China is currently working on detailed
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regulations allowing foreign investment in mining). India another country with an

extensive market, lias introduced a new mineral resources policy and instituted

legislation aimed at attracting foreign investment in its mining sector.

56. The Eastern Europe countries have since the late 1980s been inviting private foreign investor
to inject money in their economies including mining sector.

57. All this makes it difficult to rate Africa in terms of its relative competitiveness to attract

investment in the mining sector. But it could be said that the continent, in the early 1990s, did

not attract a significant percentage of exploration and capital investment in this area, certainly

not to the level of Asia and Latin America: according to the World Bank, Africa attracted less

than 5% of the global mineral exploration and capital investment. A study by the Metals
Economic Group put Africa's share (excluding South Africa) to less than 4%.

58. Of course each country had its own particularities. In some of them, historical factors may

play an important role with regard to foreign investment. For example, in Zambia, it is likely

that Anglo-American Corporation (AAC), will acquire part of the privatized shares in ZCCM

(the government of Zambia intends to sell part of its 60.3% stake in the company to private

interests):for historical reasons, AAC has pre-emptive rights over half of the shares of ZCMM,

in the event of privatization.

59. Suppose that Africa will succeed in its efforts to attract foreign investment in its mining

industry and to secure foreign expertise and management for its mining ventures, will this

improve the situation of that sector in the continent?

3.2 Privatization, a remedy to the crisis in Africa's mining industry?

60. This question is examined from the standpoint of the contribution of some forms of

privatization to Africa's mining industry.

3.2.1 Infusion of private funds into new »TOirong ventures

61. As already mentioned, foreign mining companies have, over the past seven years, shown

renewed interest in exploration of various mineral commodities in the continent. Even if, as

indicated in paragraph 58, the funds spent in the exploration activities in Africa represent only

4% to 5% of the global exploration expenditures, it is worthwhile to note the involvement of

foreign-based private enterprise in a domain which in the 1970s and 1980s was the preserve of
governments and multilateral agencies such as the UNDP. Private sector efforts had already led

to the discovery of gold deposits in Tanzania, Guinea and Mali. These efforts may also lead to

the discovery of more new mineral deposits. Private involvement in exploration activities in the
continent, will therefore help to minimize and/or offset the negative effects on the African

mining industry of the exhaustion of the reserves of several deposits, most of which began to be

worked in the 1970s. From that point of view, privatization should contribute to the
improvement of the African mining situation.
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62. The investor's course of action after mineral deposits are found is mainly determined by the
profitability of the enterprise: in mining, as in other sectors, what matters for an investor
especially a foreign investor, is a good return on his investment. Therefore investors will tend
to invest in projects with high potential in terms of profitability. Projects aimed at developing
mineral resources which could be used to improve the living conditions of the African people
might be of no interest to them. It will be more appropriate for the government of the host
country to deal with such projects. From this point of view, privatization might not help the
government to achieve one of its principal objectives, which is to use its mineral
resources for the improvement of the social conditions of its people.

3.2.2 Injection of private funds into existing mining ventures

63. This concerns:

state-owned, controlled and operated companies and:

joint ventures.

By injecting funds into and/or bringing appropriate technology to the venture, the private sector
enables it to alleviate the constraints which led to its privatization.

3.2.3 Management contracts

64. In many African countries, it has been established over the past seven years that the
performance of the state-owned, controlled and operated companies has not been satisfactory
One of the reasons for this poor performance was that most of the time" political considerations
outweighed pragmatic requirements of operations and that their efficiency was prejudiced as a
result of political interference in their management". Through a management contract with
foreign-based entrepreneurs, this political factor is likely to be avoided and the company
could be turned into a business-oriented venture.

3-3 The role of the State in the mining industry in Africa in the lQQQs and what profit the host
government stands to gain from a privatized mining sector

3.3.1 The role of the State,

65. The prevailing view in private sector quarter on this issue is that the government role is:

first, to attract the investment;

second, to act as a regulator;

third, to redistribute the revenue from taxes appropriately and ensure that
surplus profits benefit the nation.
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66.It is generally accepted that one of the main tasks of government is to establish rules and
regulations in order to attract investment and to ensure that these regulations and rules are

applied. However, as regards taxation and profits, in so far they relate to:

a mining venture in respect of which the government has no alternative but to
privatize, and which after the privatization, becomes wholly owned by the private

sector, the State cannot legitimately lay claim to rights to a share in profits, since it

is not a participant in the undertaking. The only benefit the government should derive
from the project would be income tax and "additional benefits, such as employment
and technology acquisition, which it has to "redistribute as appropriate".

a joint venture, the government is both regulator and investor. As an investor, it

enjoys some rights such as the right to participate in the decision-making
process. But most important, in addition to income tax, it shares profits from
the venture .

projects of national interest with no "commercial value for the private investor". As
mentioned earlier, it is up to the government to develop such kind of projects,
especially if the local private sector is weak. Development of projects of
national interest is indeed one of the reasons for the State not to totally
disengage from the mining sector.

In sum, in the 1990s, African governments will still have a significant role to play besides that
of a tax regulator.

3.3.2 The benefit to the host government.

67. Whatever its role in the mining sector, the State expects some benefits from it. These
benefits will depend upon the equity position in the mining undertaking:

(a) Where the government has no participation in the mining project, the only way for
it to benefit from the project is, as already r -ntioned, through taxes. Taxes
include royalties, income tax, fees for land rents, withholding tax, import tax, etc..
The combination of these elements vary from one country to another and makes a
country attractive or otherwise, to foreign investment. Examples of Chile and
Botswana may be cited by way of illustration:

(i) Chile has a corpus of regulatory mechanisms which fits in with the kind of fiscal
regime agreeable to the foreign investor. Under the Chile's fiscal regime:

government's participation in the mining is not a prerequisite;

there is no discrimination between local and foreign investor other than that
the foreign investor is protected by a specific foreign investment law;
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the investor either opt for a fixed taxation rate (of 49.5%) for a period of
ten years (renewable) or choose to be taxed at a variable rate;

import tax is levied on investors, but there is no royalty and no withholding
tax;

attractive depreciation rates are offered.

An analysis of this fiscal regime shows the following trends: lightened taxation (no
royalty, no withholding tax) and fiscal stability.

(ii) Botswana's fiscal regime, on the other hands is not particularly attractive to the foreign
investor;

the government requires a free 15% to 25% equity share;

mining companies are required to pay income tax (40%); import tax; withholding
tax(15%) and royalties(between 3% and 10%).

None the less, major foreign investors are involved in four major projects in Botswana,
one of them being Selebi Phikwe copper/nickel mine. Owing to a number of
technical, trade and financial factors, this undertaking had created a situation which,
in terms of the fiscal regime, was agreeable to foreign investors: the financial return
of the investment being nil for both public and private-sector shareholders, the question
of income tax, a share in the profits, or royalties for the government did not arise. The
mine is still in production, and provides employment to many. It has also created a
well-established infrastructure in an area where the population previously lived "at or
below subsistence levels". In other words, the benefit to Botswana in Selebi-Phikwe
is essentially non-financial.

(b) Where the government is participant in the undertaking, it has, as mentioned earlier,
a right to a share in the profits in addition to revenue from taxes.

IV. CONCLUSION

68. In more than half of the countries of the Continent, reform of mineral legislation and fiscal
regime is taking place to increase the role of private sector in the mining industry. Just three
years ago, this policy was not widely accepted: for example, in 1992, Zambia's decision to
privatize three major parastatals, including ZCCM, caused widespread concern among the
population. Reactions such as" The government is auctioning the country to foreigners" were
heard. Today, Africans are increasingly realizing that lack of adequate local funds to invest in
the mining sector, difficulties for their governments to raise money on the international market
as well as macroeconomic trend towards the liberalization of economic sectors make it difficult
for them to sidestep privatization." Those companies should not be sold until proper
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assessments and consultations are made". This cautionary statement, commonly heard, reflects
this situation.

69. During the remaining part of the century, African mining policies and strategies will
undoubtedly bear the imprint of privatization. It is difficult at this moment to predict that the
continent will attract enough private investment in its mining industry. But it may be noted that:

i. Over the past two years, there has been in many countries, a revival of foreign interest

in mineral exploration, as a result of the adoption of a less restrictive legislative
framework and with more incentives introduced in the fiscal regime. Even though as
compared to private investment in exploration activities in other parts of the world, the
amount invested in Africa is by no means considerable, the participation ofthe foreign-
based private sector, in mineral exploration in the continent should be regarded as a
positive step, given the fact that by the 1980s, many mineral reserves of exploited
deposits had been depleted and that African governments did not have adequate funds
to invest in continued exploration.

ii. The pace of privatization is very slow regarding:

Injection of private funds in the development of new deposits: among the few
cases of this form of privatization is the injection of US$ 8.5 million by Kenor
a Norwegian firm from, in the development of a gold deposit located at Lero^
in the north-eastern part of Guinea. Lero reserves are estimated at about 6 tons!

Divesture: Already mentioned above in this context are the cases of the Ghanaian
Ashanti Goldfields which had successfully sold some of its shares to the private
sector and of the Mwadui diamond venture in Tanzania, in which the private
sector's shares had been increased recently(March 1995).

Efforts are being made to improve this situation: investment centres are
being established in many countries; pamphlets on investment opportunities
in mining sector published. But it shoul' also be noted that there is fierce
competition between Africa and the other regions of the world as well as
among African countries for foreign investment. In view of that competition,
it is advisable to improve mining legislation and investment codes; however
other factors, such as ties with some political spheres of influence, will also
play a role.

70. The above mentioned competition makes it unlikely that at the national level, a privatization
programme set up by a government will be entirely successfiil. Then there is the national interest
in undertakings which from the standpoint of the international market, are of no significance. All
this goes to show that, in addition to attracting investment in its mining sector, the State will
still have a major task ahead of it in the development of mineral resources.



Annex I

Table 1. Major African Governments interests in mining companies in the
1970s-1980s

Mining Company

Tamhao manganese

consortium(manganese)

Kilembe mines(Copper -Cobalt)

Gecamines(Copper -Cobalt)

RCM (Copper-Cobalt)

Sierra Leone Dominico

(Diamond)

Ghana Consolidated Diamonds
■—~

Ghana Ashanti Goldfields

Corp.Liraited (Gold)

Ghana Bauxite Company

(Bauxite)

MIFERMA (Iron)

SOMIFERUron)

Kilo-Moto (Gold)

MIBA(Diamonds)

Country

Upper volta(now

Burkina)

Uganda

Zaire

Zambia

Sierra Leone

Ghana

Ghana

Ghana

Mauritania

Gabon

Zaire

Zaire

Government interests

51%

100% (taken over by

Uganda in 1975)

100%(taken over by

Zaire in 1976)

51%

51%

55%

55%

55%

51%

56%

100%

100%

Source: Compilation of EGA studies on mining activities in Africa in the 1970s-1980s.



Annex II.

Table 2: Tanzania's fiscal regime

Taxes affecting the mining industry consisted principally of fees
and annual rents, royalty, corporate income tax, customs duty and
sales tax, dividend withholding tax and capital allowance

provisions:

Fees for large scale mining

Local company

Fees for reconnaissance

licence(per km2)

Fees for prospecting

licencefper km2)

Fees for mining

licence(per km2)

Fees for preparation

of reconnaissance

licence(per km2)

Fees for preparation

of prospecting

licence(per km2)

Shs.500/=

Shs.2,000/=

Shs. 150,000/=

Shs. 20,000/=

Shs.30,000/=

Fees for preparation
of mining licence(perkm2)Shs.50,000/=

Fees for renewal of

mineral rights(per km2) Shs. 10,000/=

Fees for the approval

of the Minister Section

of the Mining Act,1979

(per km2)

Fees for certificate of

surrender

B. Royalty

Diamonds

Gemstones

Gold

Coal and salt

All other minerals

Shs. 10,000/=

Shs. 10,000/-

10% of net value

5% of net value

3% of net value

2% of net value

3% of net value

Foreign company

US 5$

US$20

US$1,000

US$200

US$300

US$500

US$100

US$100

US$100



Tanzania's fiscal regime -2-

C. Corporate tax

Residents companies

For the first four years of positive taxable income the rate is

shs.3.50 in every shs.20/=(or 17.5%)

From the fifth year onwards the rate is shs.7 in every shs.20/=

(or 35%)

Non resident companies

income tax is 40% throughout from the first year of taxable

income

Income tax on individual miners(personal tax) are charged at net

income(i.e pay as you earn). The rates are as follows:

Net income 0 to net income shs.3,250/=-Nil tax

From shs.3,251/= to shs.5,000/= the tax is 5% above shs 3,250

From shs. 5,000/= to shs. 10,000/= the tax is shs. 87.50 plus 12.5%

of and above shs.15,000/=

From shs. 10,000/= to shs. 15,000/- the tax is shs.712.50 plus 15%

of and above shs.10,000/=

From shs.15,000/= to shs.20,000/= the tax shs.1,462.50 plus 15%

of and above shs.10,000/=

From shs.20,000/= to shs.25,000/= the tax is shs.2,462.50 plus

25% of and above shs.20,000/=

Above shs. 25,000/= the tax is shs. 3,712.50 plus 30% of and above

25,000/=

D. Customs duty and sales tax

When applicable, such as on mining equipment:5%

Capital Expenditure Deductions(or allowances)

Deductions in respect of capital expenditure are applicable under

the income tax Act No.3 3 of 197 3

All pre-operational expenditure for exploration and mine are

deductible at a rate of 40% in the first year of mining
operations and 10% in each of the next six years of operation.

Losses in any particular year may be carried forward and offset
against taxable income of the following year , provided such

losses do not exceed the capital allowance for the year in
question. All allowances are aimed at giving a mining project a

short pay-back period



Tanzania's fiscal regime -3-

E. Withholding tax

Payments of dividends , interest on loans , management fees
etc..are subject to withholding tax. The rates are as follows:

Management and professional fees 30%

Royalty for using imported scientific

technology or patent 30%

Rent of premium for use

of occupation or property 40%

Dividend withholding

tax(before paying dividends)

resident companies, l0%
non resident companies 20%

Interest on loans 20%

Any pension

Declaration of dividends by specified
companies" is restricted to 25% of the net worth
as per "The companies Regulations of dividends
and surpluses and miscellaneous

provisions(Act No.22 of 1972)"

Source: Ministry of Minerals, Energy and Water, Tanzania.


