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• IGF countries increasingly concerned about revenue 
mobilisation 
– Approached OECD on possible collaboration 

• 20 October working meeting in Paris hosted by OECD 
and IGF on pressing tax base erosion issues in mining 
sector 

• Identified key issues requiring international attention 

• IISD presented to IGF AGM (26 October) 

• Next:  
– a coordinated work plan  

– fundraising 

– Scan for existing efforts/solutions 

 

IGF-OECD Collaboration 



IGF Membership – overlap with PD 



• Tax Incentives: use of tax incentives in the mining sector is a 
particular area with significant risks of base erosion. While tax 
incentives could encourage the expansion of the sector, they may 
lead to excess transfers of the gains from countries than intended. 

• Transfer Pricing Issues: ongoing challenges in the ability of 
developing countries to apply transfer pricing approaches to mineral 
product transactions. In addition, the use of marketing/trading hubs 
or intermediaries was identified as a common feature for possible 
base erosion and profit shifting through transfer pricing.  

Key issues – highest priority 



• Tax Treaties: Ongoing challenges in the consideration of tax 
treaties for developing countries (broader and not only relevant to 
the mining sector). The bilateral nature of the tax treaties has 
created incentives for companies to obtain significant benefits from 
treaties, such as from reduced/nil withholding taxes on outbound 
income streams (such as dividend, interest and royalties). 

• Excessive interest deductions/thin capitalisation: use of 
excess interest deductions exposes developing countries to increased 
risks that companies allocate higher debt levels to their jurisdiction, 
reducing profits. Examples also indicated, such as, structures where  
local interest rate premiums added inappropriately, giving rise to 
excess interest deductions  in developing countries.  

Key issues – highest priority 



• Indirect transfer of assets: ongoing challenges for many 
countries in tackling base erosion structures through indirect 
transfer of mine assets to avoid taxation of possible capital gains. 
Access to information to detect these structures was reported as a 
challenge, as well as domestic transfers of mines between related 
parties subject to different tax regimes (concerns whether the sales 
price is appropriate).  

• Financing: challenges in understanding whether transactions 
based on complex financial arrangements to fund mine 
development were legitimate or not for tax purposes. Financing and 
streaming arrangements can pose concerns and challenges for tax 
authorities, due to their complexity and to the possibility to give 
raise to double non-taxation (e.g. deduction/no inclusion). In 
addition transfer pricing issues could also arise, making these 
arrangements even more complex. 

 

 

Key issues – second priority 



• Stability Clauses: challenges in the use of stability clauses, in 
particular with respect to the applicability of evolving tax 
international standards (such as BEPS), with taxpayers seeking to 
avoid them or asking for compensation for increased tax burden. 

• Ring Fencing: complex design issues in setting the boundaries 
around resource projects for tax purposes. Poor design can greatly 
increase profit shifting opportunities.  

• Access to Information: some countries face challenges in 
ensuring their legislative and regulatory practices are adequate to 
ensure taxpayers keep appropriate records to track related-party 
transactions and explain how transfer prices were arrived at in those 
transactions.  

 

Key issues – second priority 



• Hedging arrangements: The use of financial arrangements to 
hedge against risk (such as price fluctuations) is an area of 
complexity for many developing countries, and the meeting 
considered there can be pressing tax base erosion where hedging 
contracts are used between parties within the same MNE group. 

• Establishing the market price of mineral products: The 
valuation of mineral products is an ongoing challenge for many 
countries. It builds on the need for detailed sector-specific 
knowledge of the mining operations that are underway within a 
country. Moreover, some countries are struggling to verify the 
physical composition of mineral product shipments. 

Key issues – second priority 



Key Dates (tentative) 
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BAUXITE/ALUMINA 



• 1. Review each mine for how minerals are 
extracted and transformed to saleable 
products. 

• 2. Identify in detail the actual products 
each mine produces and sells  

– and whether the processing facilities are also 
used by third parties under tolling 
arrangements. 

 

Process Steps 



• 3. understand what those products are 
used for, what drives their prices and how 
they are traded internationally.  

• 4. identify related party sales and 
understand the economic context to those 
transactions  

– (including their functions, assets and risks of 
the related parties).  

Process Steps 



• 5. identify available information, analysis 
and data that could be used to review 
product sales transactions between related 
parties.  

• 6. devise approaches or methodologies 
that can address as many of those 
information gaps as possible.  

Process Steps 



• Bauxite ore (rocks, not a mineral itself) 
– Primary ore for aluminium production  

• most used this way (approx 85%) 

– also used in hydraulic fracturing (oil and gas) 
• Hold open reservoir rock after it has been cracked open, 

allowing continued flow of oil/gas 

• No specific composition for bauxite, has 
various forms  
– essentially an impure aluminium oxide with 

various impurities (iron oxide, silicon dioxide, 
titanium dioxide) 

 

Starting the process - Bauxite 

Source: Geology .com 

Source: Chemguide UK 



• 4-6 tonnes of bauxite 

 

 

• 2 tonnes alumina 

 

 

• 1 tonne aluminium 

Transformation quantities (metallurgical) 

Source: Cairns Post 

Source: Dadco Alumina 

Source: Guangdong Trade Fair 



• Bauxite sold in its own right after very 
little transformation/value add 

– Crushing and washing only 

– Transported to port for bulk shipping 

• Approximately 250 million tonnes 
produced per year globally 

• Most sold under long-term contracts, but 
spot prices also exist  

Bauxite 



• The next link in the value chain 

• Bauxite crushed and purified using “Bayer 
Process” 
– Leaching process in which slurry of bauxite and 

sodium hydroxide is heated under pressure to 
dissolve aluminium compounds  

– Impurities remain as solids, and are separated 
out by filtration  

– Solution cooled and aluminium hydroxide added 
for the liquid aluminium hydroxide to attach onto 

– Alumina formed by heating aluminium hydroxide 
to very high temperature   

Alumina 



• As with all studies, contract terms are only 
seen by governments, traders and the 
companies themselves  

• From here  

– we will form a small expert group to discuss 
contract terms, common price adjustments 
and reference prices 

– Intention is to deliver to PD in June 

Next Step – Pricing and Contracts 



THANK YOU 
Please keep in touch! 
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