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Mobilising Resource Revenues from the Mining Sector: Tackling Leakages and Building on the 
OECD/G20 Actions on Base Erosion and Profit Shifting  

Draft List of Priority Issues 
 

Challenges in Raising Revenue from Mining 

For countries with natural resource endowments, these resources bring the promise of increased 

national income, economic activity and living standards. However, many countries – particularly 

developing countries – face diverse challenges in raising revenue from extractive industries, shaped 

by numerous factors, both external and internal.  

The broader issue of domestic resource mobilisation (DRM) to finance development has taken on a 

greater focus since 2015. In particular, the 3rd International Conference on Financing for 

Development in Addis Ababa, Ethiopia provided a global focus on how the Sustainable 

Development Goals will be financed. This included a focus on DRM and providing developing 

countries access to the assistance and expertise they need to raise revenue efficiently and fairly.  

In addition, 2015 saw the delivery of the final package of actions under the G20/OECD Base Erosion 

and Profit Shifting (BEPS) project, which has sought to address significant gaps in existing 

international tax rules that allowed corporate profits to be artificially shifted to low/no tax 

environments where little or no economic activity occurs or where they are unintentionally untaxed.  

This elevated attention on DRM is timely, especially for resource-rich developing countries, since 

many countries are currently facing notable downturns in the prices for many mineral resources. 

These price falls are causing considerable fiscal and macroeconomic difficulties, with taxes, jobs, 

and exports falling. Governments need to manage this revenue shortfall. In this environment, 

governments may be tempted to raise taxes to recover their loss in revenue, but this may further 

discourage investment in a scenario where companies are already cutting production and exploration 

as a way to stabilise prices and ensure commercial viability. Governments need to find ways to 

ensure that their resource tax regime is competitive and attractive to foreign investors, whilst also 

generating an appropriate return for the country. This includes ensuring that the tax base is preserved 

by tackling leakages in an effective manner. 

The increasing complexity of the commercial arrangements, practices and financial instruments that 

businesses use makes the detection and investigation of base erosion more difficult. In addition, 

developing countries often lack resources, sector specific knowledge, drafting skills and 

administrative capability to effectively collect revenue from extractive industries and regularly 

monitor developments that may undermine their efforts. 

Informal Brainstorming Meeting on Tax Issues in Mining – Key Outcomes 

The IGF and OECD Secretariats organised an informal brainstorming meeting Mobilising Resource 

Revenues from the Mining Sector: Tackling Leakages and Building on the OECD/G20 Actions on 

Base Erosion and Profit Shifting, on 20 October 2016 at the OECD in Paris. This expert-only 

informal meeting brought together representatives of governments, international organisations and 
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think tanks to identify the most pressing needs for mobilising revenues from mining, review existing 

efforts to address those issues and identify potential areas for further action. A background paper was 

prepared by the OECD Secretariat to support the discussion.  

This paper identified ten issues for consideration by the workshop participants, and the workshop 

itself added five additional issues. These issues are: tax incentives; transfer pricing, tax treaties, 

excessive interest deductions (including thin capitalisation), indirect transfer of assets, financial 

arrangements (streaming), stability clauses, ring fencing, documentation, hedging, and mineral 

product pricing. In addition, capacity building, drafting for legal and contractual design, and access 

to information were considered to be integral to addressing each of the other issues identified.  

Considerable work is already underway in a number of the identified priority areas. In order to 

determine whether any further work is needed, it is envisaged to assess any existing or upcoming 

product against two main criteria: whether it is specifically relevant to the mining sector; and 

whether it can be easily implemented by developing countries. Where either of these criteria is not 

met, supplementary products or further analysis may be developed, building on existing efforts. 

The Way Forward 

The following table sets out the identified priority issues in two categories: high priority and second 

priority and describes possible follow-up work which may be undertaken by the IGF and the OECD. 

Potential areas for further work will be the subject of further discussion and refinement in the coming 

weeks. This will include a review of ongoing activities under each area.  
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Mobilising Resource Revenues from the Mining Sector: Tackling Leakages and Building on the 
OECD/G20 Actions on Base Erosion and Profit Shifting  

DRAFT IDENTIFIED PRIORITIES  
(expected in 2017-2018) 

Issue Outline of Priority 

High Priority  

Tax Incentives 
 

The meeting noted the use of tax incentives in the mining sector to be 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. 

Considerable work has been done on this issue generally, including through the 
Toolkit on Tax Incentives prepared by the Platform for Collaboration on Tax 
(PCT, comprising the OECD, IMF, UN and WBG), published on October 2015.  

Potential further work could include examining the Toolkit to see if there are 
particular issues in the mining sector that require supplementary, sector-
specific work for developing countries.   

Transfer Pricing Issues 
 

The meeting noted 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.  

The meeting noted that the changes to the OECD Transfer Pricing Guidelines 
delivered in October 2015 under BEPS Actions 8-10 and 13 provide tax 
authorities with new tools and guidance to ensure that taxation of profits is 
better allocated and aligned with the economic activity. It was also noted the 
relevance of the new guidance on the use of quoted prices from market 
exchanges as the basis for determining arm's length prices for commodities and 
of the use by tax administrations of objective/simplified approaches such as of 
deemed pricing date and/or quotation period for the transaction in specific 
circumstances.  

The meeting also addressed the importance of the new guidance on  the 
transfer pricing aspects of intangibles, being an increasingly important value-
drivere in the mineral sector as well as a potential tool for base erosion through 
transfer pricing..  

In addition, the meeting stressed the importance of the work carried out by the 
International Organizations under the PCT and in particular a toolkit to assist 
developing countries in addressing difficulties in accessing comparables (to be 
delivered under the PCT in early 2017), as well as the imminent release of a 
World Bank Group publication examining transfer pricing issues in the mining 
sector.  

Potential further work in this area could be developed following the delivery of 



  

 4 

these additional tools for developing countries, so to prioritise and address 
gaps, challenges and other concerns in this area.   
 

Tax Treaties The meeting noted there are ongoing challenges in the consideration of tax 
treaties for developing countries, which are broader and not only relevant to 
the mining sector. Developing countries have frequently raised the issue that 
the bilateral nature of the tax treaties, have created incentives for companies 
to obtain significant benefits from treaties, such as from reduced or nil 
withholding taxes on outbound income streams (such as dividend, interest and 
royalties). 
 
Countries with abundant mineral resources may need more assistance in this 
area, considering how treaty provisions might have a significant impact on the 
taxation of their mining sector. In particular on the issues that they should 
consider prior to entering into treaty negotiations.  
 
A toolkit on tax treaty negotiation under the PCT is scheduled for delivery in 
early 2017.  
 
Potential further work in this area could examine whether further guidance for 
developing countries could be developed on analysing the impact of treaty 
provisions on taxes imposed on the mining sector, and how this might be 
balanced against the investment-promoting nature of the treaties for the 
economy more broadly.  
 

Excess Interest 
deductions (includes 
thin capitalisation) 

 

The meeting noted the use of excess interest deductions to be a particular issue 
that exposes developing countries to increased risks that companies allocate 
higher debt levels to their jurisdiction, reducing profits and government 
revenues.  
 
Examples were also indicated, such as, structures where  interest rate 
premiums were added inappropriately, giving rise to excess interest deductions  
in developing countries.  
 
BEPS Action 4 addresses the issue of excessive interest deductions by 
recommending countries to introduce a fixed ratio rule to limit an entity's net 
deductions for interest and payments economically equivalent to interest to a 
percentage of its earnings before interest, taxes, depreciation and amortisation. 
In addition, a toolkit under the PCT on Base Eroding Payments is scheduled 
which may address these challenges.  
 
As financing is an important and inherent feature in the mining sector, a review 
to determine sector-specific issues could be developed.  
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Second Priority  

Indirect transfer of assets 
 

The meeting noted 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. In this regard, some countries expressed concerns whether the 
sales price was appropriate.  
 
A toolkit on the indirect transfer of assets under the PCT is due in early 
2017, and other organisations such as the UN have developed policy 
notes discussing these issues.  
 
Once the toolkit is delivered, it could be examined whether further 
sector-specific guidance is needed for the sale of mining assets. In 
addition, further work on valuing mines could also be considered. ‘ 
 

Financing arrangements 
("metals streaming"') 
 

The meeting noted challenges in understanding how transactions based 
on complex financial transactions 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 apply, making 
these arrangements even more complex. 
 
Significant work on this area has been developed (for example under 
Action 2 "Hybrids" of the BEPS project) and this issue needs to be 
analysed and further work considered at a future point.  
 

Stability clauses 
 

The meeting noted challenges for 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 any increased tax burden. 
 
The OECD Policy Dialogue on Natural Resource-based Development 
(PD-NR) is currently undertaking work into how to construct long-
standing extractive contracts, including guidance on drafting stability 
clauses. The International Bar Association Model Mining Development 
Agreement also covers stability clauses.  
 
Based on the results of PD-NR work, further work on the drafting of 
stability clauses may be considered to ensure the applicability of 
evolving international tax standards without risk of taxpayer challenge.  
  

Ring fencing 
 

Meeting participants noted there are design issues in setting the 
boundaries around resource projects for tax purposes. In terms of work 
done to date, NRGI has undertaken a case study on the use of ring-
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fencing in Ghana in hydrocarbons and mining.  
 
This may be an area where further technical work to consider the 
design issues around ring fencing could be developed.  
 

Acces to information 
 

Meeting participants considered 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.  
 
Initial planning has begun under the PCT to deliver a toolkit on 
documentation, particularly on transfer pricing. Additional work may be 
possible to provide mining-specific guidance on key documentation.  
  

Hedging 
 

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.  
 
Some work has been done on these issues however, including the 
OECD’s Financial Transactions Project, the Norwegian Tax Authority 
Study (although this is now dated), and the Publish What You Pay 
Norwegian Group ‘Abusing Derivatives’. 
 
There may be further productive work to review and bring together 
existing efforts to explain the tax issues around hedging.  
 

Mineral Valuation (including 
options for testing/assay) 
 

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.  
 
To help address this issue, the OECD will soon deliver a Toolkit on 
Mineral Product Pricing, in connection with the Toolkit on 
Comparability Analysis, prepared under the PCT which provides a 
methodology for countries to use to establish the pricing formula for 
mineral products they are exporting.  
 
This work could be extended productively into new minerals in 
partnership with developing countries that are willing to ‘road test’ the 
methodology. In addition, further work could be considered on how 
countries could strengthen their minerals testing facilities, or share 
those facilities with neighbouring countries.  
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Note: The three cross cutting issues will be considered in developing further work in these areas. Thus, to be seen as comprehensively addressed, each 

priority issue could include an assessment of capacity building needs and resources, suggested model legal language for legislation or contracts, and an 

assessment of information requirements that may be held offshore. A key concern that arose at the informal workshop is the need for ongoing 

monitoring in this field. One reason is to ensure effective implementation of the resulting products and supports. A second reason was described as the 

“wacamole” challenge: when one issue gets resolved another issue gets raised. Thus, it is important for resource rich developing countries, in particular 

those who do not have the individual resources for ongoing monitoring of new developments, to have access to an ongoing review process. 

Consideration for implementing this recommendation will be needed as the project progresses. 
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Mobilising Resource Revenues from the Mining Sector: Tackling Leakages and Building on the 
OECD/G20 Actions on Base Erosion and Profit Shifting  

INDICATIVE PROCESS 
 

October 20, 2016  Informal workshop, OECD, Paris 

October 27, 2016  List of priority issues to IGF AGM 

November 2017 Complete identification of other ongoing work and further refinement 

November 2017  Discussions with OECD on joint working arrangements 

December 1, 2016  List of priority issues to OECD PD-NR 

January-March 2017  Fundraising for potential IGF-OECD collaboration 

February 2017 Multi-stakeholder advisory group(s) established 

February-June 2017  Research and collation of existing materials 

March-June 2017  Preparation of initial draft of advice on prioritised work items 

June 2017   Full consultation at time of OECD PD-NR meeting 

July-September 2017  Revisions and review of first priority issues 

October 2017   Presentation of prioritised work items at IGF Annual Meeting 

Sept.-Nov. 2017  Refinement of prioritised work items 

Nov-Dec 2017  Presentation of prioritised work items at PD-NR meeting  

January 2018-June 2018 Preparation of draft of advice on second set of work items 

June 2018  Full consultation at OECD PD-NR meeting 

July-September  Revisions and review of second set of work items 

October 2018 Presentation of second set of work items at IGF Annual Meeting 

December 2018  Presentation of second set of work items at PD-NR meeting 

 

 


