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1. ABSTRACT

Angola is one of the most promising countries in Africa with respect to mineral

resource development. It is currently one of the major oil producers in Africa, and
has potential to become a major force in production of gem quality diamonds as well
as other mineral resources. The Angolan economy in general, and mineral
development in specific, is deeply affected by the security situation. When urging
Angola not to lose time in seizing all opportunities that the new situation of peace and
development prospects offered, it is important to remember that the country must be
assisted by the international community in dealing with the cost for the
reestablishment of the environment for mineral resources development. This of
course, depends on security in the country side and realistic legislation.

2. INTRODUCTION

One of the characteristic features of the minerals industry is the need to explore for

new mineral resources.

The situation in Angola is that, because of the insecurity in some regions, exploration

has ground to a halt, and could only be carried out in a few relatively safe, well

protected or very well focused locations.

The efficient development of Angolan mineral resources requires the government to

evaluate its priorities and options carefully. As a first step, the country must decide,
whether to develop its mineral sector on private, statal or mixed system. The
selection of one of these options, or a combination, should take into account, not only

political and social consideration, but also the exploration, operating, and marketing
characteristics of the sector in the context of the country social and economic

development.

The already explored minerals include a very attractive ornamental stone potential,
iron deposits, phosphates, quartz, semi-precious mineral, kaoline, promising indica

tions of gold and industrial minerals, etc.

There is a real and serious investment interest in developing the mineral resources in
Angola. Once the investment and other environment conditions arc improved,

systematic investment promotion of the mineral development promises success.

Aware of the enormous mineral potential of the country, the Government of Angola
formed recently a Ministry of Geology and Mines, responsible for running the

geological and mining activities.

Considering the state of underdevelopment of Angola, the country requires substantial

technical and financial assistance for mineral development.

The issue facing the Government now is how to put to use the resources which are

available, or which might by reasonable exploration efforts be made available in order

to create resource - based industrialization, government and foreign exchange

revenues, employment and regional development.



The political instability experienced by Angola from last year probably raised high

investor perceptions about the risk of investment within the period. The purpose of

this paper is to throw light on mineral resource development and discuss the

environment under which private investment can be attracted in the Angolan mining

industry, as pertinent to the situation of the country. It outlines the salient aspects of

the new mining law which is contributing to the revival of the mining sector and

enabling the environment for promotion of mining investment. The views expressed

are those of the author and not necessarily those of the Ministry of Geology and

Mines.

3. MINERAL SECTOR AND MINING INVESTMENT PROMOTION

The role of minerals sector in the development process is recognised but not fully

understood.

It is important to recognise that modern mining is a high technology industry where

the most cost effective producers for any chosen commodity maintain their

competitiveness through management designed to achieve world best-practice in

critical areas to ensure labour productivity, application of appropriate technology,

reduced operational cost and discovery of new reserves.

Because mineral resources are non-renewable, buried in the ground and costly to

discover, their availability, location, and recoverability have long been a natural

concern of the mining industry.

The question of mineral resource is no longer narrowly geological or economic, but

a matter of broadest public interest, encompassing the allocation of scarce resources,

the economics of waste, the preservation of the environment, and ethical as well as

aesthetic considerations.

Since minerals are non-renewable, each deposit is subject to technical and economic

depletion. The aggregate supply of mineral resources can generally be considered

continuous over foreseeable though ultimately limited time, as technology and capital

are allocated to finding new resources and mineral and non-mineral substitutes, as well

as to more efficient exploitation and use. But when the aggregate is broken down on

the basis of individual industries, commodities, and producing areas, the known

resource base is fixed and depletable.

Assessing the quantity and adequacy of mineral resources is a difficult task posing

some very real problems. For a mineral occurrence to be classified as a reserve, it

must be economically exploitable at current market prices and with available

technology. It should be underlined that reserves do not exist to be discovered as

such but are developed from resources at a cost and overtime, through the application

of technology, capital, and know-how, and in response to changes in prices.

Measuring adequacy of resources, either globally or for a given country or area, poses

even greater problems. It requires judgments and assumptions on wants and require

ments, the pace and structure of growth, income distribution, political climate, vitality
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of institutions, tolerances with regard to a brood rouge of economic and social costs,

technology, and even human ingenuity.

Adequacy is commonly measured in terms of the number of years for which available

resources can meet exponentially rising demand. Calculating this is a useful first step,

but by no means sufficient for a meaningful or definitive assessment of adequacy.

Efforts are made in Angola to promote mining sector investment through the

strengthening of the Ministry of Geology and Mines, preparation of basic geological

and project information, investment forum, and mining investment advisory services

can be helpful in bringing opportunities to the attention of the investment community.

However, these efforts can only succeed if the new mining law now being put into

place continue to involve and contribute to an atmosphere in which entrepreneurship

and private investment can flourish.

In contrast to the past when mineral development policies were designed to promote

public sector investment, now the emphasis in the new mining law is on attracting

private investment, both foreign and domestic.

The object of the exercise for mining investors is to find and develop deposits as

quickly and as cheaply as possible. Whatever the practice, it is essential that both the

government and investor determine the rule of the game before funds are committed

to exploration or development activities.

The Angolan Government recognise that, the investor is the best judge of whether or

not a deposit is amenable to commercial exploitation and ultimately bears the financial

risk of opening a mine. He will seek guarantees as to his rights to exploit the deposit

and receive the exploitation title. We consider that in the current situation of Angola,

such policy is the only viable option, but success will not come by very easily.

Foreign investment in mining industry is very low worldwide, due to decline of metal

prices, unavailability of finance and reduced cost flow of mining companies.

Investors look at the following main factors in evaluating an investment opportunity:

Technical viability; financial attractiveness; risk (geological, technical, commercial,

financial), but in particular political risk. The greater the risk, the greater the return

required.

No reasonable investor will risk his exposure and take great efforts without a

substantiated expectation of very high profits.

For effective investment promotion, the National Directorate of Mines in change of

minerals and mining investment promotion is prepared for and responsive to the needs

of the investors. Information on legal parameters pertaining to mining investment as

well as copies of all the relevant legislation are made available to potential investors.

Government officials in change of the mining sector are available to discuss overall

mineral policy and these official are approachable through normal channels.

The Government of Angola has committed itself to opening the door to international

private investors, and at least five foreign companies are currently involved in mineral



development activities. There is no doubt that the private sector must become

involved heavily as investor, if the mineral resources are to contribute to the economy

in line with its potential.

The objective for Angola must be to accelerate the development of its large,

recognised and mostly untapped mineral potential. Development of this potential

requires a series of objectives, such as geological survey, intensive exploration, build

up of institutional capabilities and facilities, such as laboratory, training in practical

application of geo-mining scientific techniques, promotion of mineral investment and

strengthening of National Directorate of Mines and Geological Survey Department

capabilities.

A number of promising deposits have been discovered and delineated. In this regard,

the development of mining and mineral - based industries has to be encouraged. Such

action would relate to: the granite/marble and iron deposits in Southwestern Angola;

the processing and use of phosphates; the kaoline deposit for development into

processing kaoline; gypsum and quartz in South Kwanza Province; the diamond areas,

resulting eventually in mining and some local value-added, such as cutting of smaller

diamonds, including some semi-precious stones.

Considering the petroleum exploration activities in the coastal area of Angola, there

certainly is a considerable local market for barite products. Therefore, a close look

into the economic potential of the barite mineralization is justified. The carbonatite

complex of the country are interesting exploration targets, since such structures may

contain significant barite deposits. Additionally, the Angolan carbonatite complexes,

due to their unique rock composition, are potential sources for raw materials most of

ceramics and cement industry. For a variety of minerals and metals, the carbonite

complex of Angola should be considered as interesting exploration target.

A country such as Angola, progress in mineral sector and mining investment

promotion will only be achieved gradually, and by an uphill effort.

4. LEGAL FRAMEWORK AND ENVIRONMENT FOR MINING

4.1 New Mining Law and Attitude to Private Investment

The history of mineral resources development and environment for mining in

Angola can be broken roughly into the following main phases. First came the

colonial era with ownership and control by Portuguese colonial powers of

mining ventures in the country. During this time, mining was carried out by

private enterprises, based on leases and concessions. The next development

which began after independence of Angola in 1975, saw the emergence of

locally owned mineral industries. By the early 1979, mineral investment was

governed by mining law of 1979, which reflected a tendency characteristics

for developing countries oriented at state - ownership. This phase also saw the

creation of state raining enterprises which operated firmly under state

ownership.



The next phase followed decolonization and is a continuing and important

influence in the country. This saw the nationalisation of many foreign -

owned or controlled mining interests and the emerge of a greater role for state

or national equity in new projects not necessarily by direct investment.

The State being the owner of all mineral resources, foreign companies

involvement was primarily through state enterprises and was restricted to

service contracts, paid for and under control of the respective state enterprise.

In Joint Venture companies, the ownership must be at least 51%. This

mechanism during the last fifteen years was current viewed as a failure. The

reasons are:

a) State enterprises in many cases have not proven capable of managing

effectively mining operations;

b) foreign service contract with no risk and no performance incentive,

have as a rule been oriented at generating high - cost projects with no

regard for financial return of the project.

Presently the main legislation regulating geological and mining activities in

Angola is law no. 2/92 of 1992. The latest phase, is beginning to develop

similar characteristics to the structure and range of mineral investment in the

country.

The new mining law of 1992 must be regarded in conjunction with the law on

foreign investment, which contains the following main aspects:

a) The participation of the private sector, namely foreign companies, in

mineral development programmes is encouraged by the Angola

Government.

b) Private companies - foreign and domestic are able to cooperate with the

state mining enterprises under profitable economic conditions of mutual

benefit, based on the term of country's mining law.

c) More attractive and consistent fiscal regime, including access to

convertible currencies and profit remittance.

d) Modernisation of mineral sector policies and legislation.

e) In general, concession should be awarded on the basis of "first past

the post", but with the provisio that applicant must have demonstrated

to the Government that they have the financial and technical expertise

to carry out the mining work needed.

f) Two basic documents are required for mineral development: Prospect

ing Licence which gives the right to explore for and prove mineral

deposits, and Exploitation Title which gives the exclusive right to

extract minerals.



The implementation of the new mining law and development of institutional

capabilities will take time, but needed not interfere with the realisation of

current opportunities.

The privatization process in Angola's mineral development might be initiated

by a change in political strategies. In some instances, privatization can be

regarded as an essential step to procuring the expertise and technology which
is deemed to be necessary to improve the efficiency and effectiveness of the

state-owned enterprise.

In the Angolan mining sector, preparation of the mining enterprise for

privatization can be a challenging task.

In view ofrelatively smooth cooperation between foreign companies involved,

for instance, in diamond mining, ornamental stones and state-owned

enterprises, the country made already certain advances in reactivating its

mineral resources industries.

Concepts based on the idea that an investor should put up capital, assume the

risk and be rewarded by earning a reasonable rate of return are unlikely to

work, currently, in Angola. Such concepts have been tried ovi in some

developing countries. Few, if any of contracts based on such principles have

fulfilled the prime objective of any investment arrangement, that is to generate

investment and run an effective industrial operation.

During the industrialization oftoday's developed countries, raw materials were

obtained mainly from indigenous sources. But with the accelerating increase

in demand, over the past forty years more minerals have been produced than

for many time before. Local resources became short, and the search for raw

materials extended to the developing countries. This was a logical extension

of the process by which the industry become integrated on a national scale.

As a consequence, most of the large mining operations in developing countries

today originated as foreign investment by the large multi-nationals.

Attitude in Angola with respect to private foreign or domestic investment in

mineral resources have changed substantially in recent years. The Government

of Angola is prepared to help the investor by ensuring that policies pertaining

to state participation, financing, marketing, and taxation of mining ventures

provide the investor with returns that are commensurate with the risk taken,

that are in line with international mining industry standards. Thus, in many

cases the role of Government has become more active.

4.2 Environment for Mining Development

The Angolan environment has changed significantly over the last years and has

been built now on free-market economy.

The main elements of an enabling environment for mining relate to foreign

exchange regime, taxation, regulatory and institutional framework.



The mandatory exchange of foreign exchange into local currency at an

artificially low and fully unrealistic rate constitutes a heavy burden, basically

an unpredictable and volable quasi-tax, on mineral investment.

It is understood that ad-hoc arrangements to make it possible to manage a

commercially viable operations at times on highly attractive mining projects.

The country is trying to set conditions which reduce the needs for ad-hoc

arrangements and which provide a favourable, realistic, predictable and

manageable framework of investment conditions.

The fiscal regime applicable to the mining sector in Angola is currently under

discussions. It includes direct and indirect taxes. Direct taxes consists of

surface use tax, royalties, corporate income tax, depreciation, equity, with

holding tax on dividend and import duties. Indirect taxes are concession pre

miums and contribution to a Mining Development Fund.

A solution of priority would hence be the publication of a mineral tax

regulation, including procedures for mineral contract negotiation, royalties,

mineral tax proper, special depreciation, amortization, accounting, loss carry

forward and cost control rules. The mineral tax regulation already prepared

also will deal with import duties, with foreign exchange rules for Oie mining

sector and related questions. The objective is to present to prospective

investors a true and reliable set of conditions which encourage mineral

investment, to enable legal; political and economic environment under which

mineral resources should be developed.

A mineral tax regulation in Angola would also reduce the scope for negoti

ations, and hence minimize time, efforts and commitment of scarce personnel

resources in sometimes quite wasteful detailed negotiations.

Infrastructure is another issue to be considered for mining development. The

relative importance of low cost access for the evacuation of ores and concen

trates as well as the supply of equipment and consumable; availability at

reasonable cost of water, electricity power; telecommunications infrastructures

can be significant in the calculation of capital and operating costs.

Environmental protection in Angola is a topic of increasing concern among

mining companies as well as Government. There is no doubt that mining

activities, especially those conducted by small artisinal miners, are disruptive

to the environment. Due to the fact that mining and mineral processing have

done more than their share in degradation of the environment, in the new

mining law there are provisions on preservation and restoration of the

environment during and after mining, and the capturing of destructive smelter

fumes which can bring pollutions down to acceptable levels. In the case of

new projects, environmental cost should be written in the feasibility study for

the operation. If ore is rich enough to bear this cost, it can be developed, if

not, it cannot.

Considering the importance of environmental protection, it was recently

created the Environmental State Secretariat. The country is working on



environmental legislation, to the extent that it does not exist at all, it will

address industry specific problems, such as restoration of mined areas, disposal

of tailings and waste, protection of flora and fauna, in quality, and others.

5. CONCLUSIONS

1. The original conception of mineral development policy in Angola in the late

1970 ies was based on the idea of state mining enterprises being the main

vehicles for mineral resources development. This concept was the dominant

theme of this period throughout the world.

2. State - owned and managed mining projects have led to a serious review of

that policy. State mining components were supposed to generate revenues,

they become in most of cases a broaden on the Ministry of Finance, requiring

a continuous flow of subsidies to keep then a float.

3. The new mining law aims at reducing the dominance of the state owned

enterprises in the sector by eliminating the monopoly mineral rights and by

providing opportunities for private sector.

4. The implementation of a new mining code should also aim at encouraging

local small and medium sized enterprises. It is sensibly that diamond, gold

and industrial minerals could play a significant role in this.

5. The efficient development of mineral resources in Angola will require the

strengthening of the public sector institutions and an enabling environment for

mining.

6. Having considered environmental problems inherent in mineral resources

development and environmental protection in the country, in any mining

project, environmental cost should be written in the feasibility study for the

operation.

7. Only if the current policy level changes continue will the country be able to

attract private investors and will mining companies be able to participate in

development of the Angolan mineral resources.

8. One of rapidly developing Angola's economy would be to do its mineral

resources with the same vigor and pragmatism with which it has developed its

oil industry.

9. Considering the state of underdevelopment of Angola, the country requires

substantial technical and financial assistance for mineral resources develop

ment.
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