1980’8 f{and for decades before that). Although there
appeared to be a slight preference for the CIS region,
it was detected that sentiment was more attuned to the

vast potential ¢f these enormous regione; mining

investors bagically cannot afford to ignore them. In
other words, the expected rewards tended to outweigh
the uncertainties (or risks} attached to the political
and economic trangitione underway, even though these

will probably continue for many years still.

gtable investment environment than the CIS because

China had liberalized itg economic policies Dbut had

maintained a firm hand on the political structures. On

h=A
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the other hand, tie
at the same time which could make the trangition far
more difficult to control. There was a danger that the
CIS ecould eventually break up, heralding regional

o e v
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hazardous.

Refersnced opinions

Rath (1995), writing for the Mining Journal, certainly
shares similar views on Latin America as those given by
the executives. Exploration expenditures in the region
have soared to US$500 million, five times the level of

started meaningful reforms in the mid-1970s and,

although other Latin American countries have been
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reforming of late, the ‘risks are an order-of-magnitude
higher’ than Chile. Presumably this is because it takes
time for new policies to becom2 entrenched and the

untry to show a stable track record.

The comparative lack of interest in mining investment
in Brazil has been ascribed to the constitutional
restrictions on majority foreign ownership (Mining
Journal, 1992b: 61). It is debatable how long Erazil

can remain the *odd one out’, howesver.

Aldous (1993: 273} offers wviews on trends 1n
development activity by country or region, which

broadly concur with the opinions of the executives in

o ——— P I 2y S Y
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the survey. The Views
they were based on subjective cobservatione and initial

Group in Halifax, Canada} on exploration expenditure.
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following and, although Africa was widely perceived as

a riskv prospect, there appeared to be some renewed

L

interest emerging. It was even observed that the South
African mining houses were ‘more comfortable with
Africa’ and activity has been picking up noticeably
from this quarter. Specific mention was made about the
CIS, its vast land mass and mining expertise, but there
have been difficulties in implementing the requisite

rree market and legislative structures.
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A good example of the potential in the CIS can be found
in the Sukhoi Log gold deposit in eastern Siberia
(Mining Journal, 1995¢: 129). The resource has been

estimated to contain in-gitu reserves of more than 80

million ounces (2500 tonnes) gold, some four times the
1594 gold production of the South African gold mining
industry (COM, 1994}. Gaining the necessary rights to
develop the Sukhoi Log area was apparently a protracted

affair but, by all indications, was entirely worth the

effort.

0f relevance to the negative view of PNG (Mining

Journal, 199%4) was the recent case where landowners

were claiming from BHP, the managers of the Ok Tedi
copper/gold mine, some A$4000 millip
alleged pollution to the Ply river from mining
activities. This has been only one of several disputes

involving local landowners and the operators of PHNG

mining projects. These si

investorsg’ nervousness about PNG and the relative

gafety of longer term capital in that country.

2.3.5 Question topic 5: Rates of return {IRR) and
payback periods

Assuming a risk free internal rate of return (IRR), i.e. government bonds eic., as

the base reference point, what premium return (in percemt) and then payback

¥

following regions and countries? Also, in similar fashion to question topic 4.,
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indicate the measures you would have expected in the 1980°'s (leave blank if no

difference).

Table 2.5 overleaf displays the averagee of the

regponses and Figure 2.2 thereafter presents the same

It is pointed out that the figures reflect the opinions

of the U.S8. exacutives only, The S.A. executives made

the following comments:

* paturns on non-S.A. wmining projects ehould be at

e Rt By Tl v

least double those expected 1n the S.A4. mining

environment.

* more attention should be applied to payback periods

when investing in unfamiliar countries.

Discussion and interpretatiom

1t was surprising to gee the magnitude of expected

returns and the payback pericde that would be required

by the U.S. executives (see also the referenced

opinions below). There was, however, consistency in

nseg were of a similar order

of magnitude and that there wae an inversely

proportional relationship between the two measures,

i.e. high IRR / low FPBP.

B
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Table 2.5 gurvey responses: Rates of return (IRR}

and payback pericds

TREGION/ Country The 1990°# The 1980°%
IRR PBP IRR PBP
(%) (yr.) %) {yr.)
*sAvaragas of responsas given
AFRICA 7.0 2.3 45.4 1.9
Angola 38.3 2.1 45.8 1.8
Ghans i5.8 i.1 45.8 1.5
South Africa 35.8 2.1 45.0 1.9
zaire 37.5% 2.1 45.8 1.8
Zembia 35.8 2.1 g g 1.9
fimbabwa 3s.d 2.1 44.2 1.9
LATIN AMRRICA —23.3 1.8 7.2 e
Argantina 24.0 3.% 47.0 1.7
Brazil as.0 2.3 37.0 2.5
Chile 18.0 4.7 34.0 3.5
Hexlico 18.0 4.3 37.0 2.5
Pezu 27.0 2.9 43.0 1.5
EACIFIC RIM 24.8 2.2 46,0 2.9
Indonesis 21.3 3.8 21.3 3.5
Halaysia 22.5 3.5 23.8 3.3
Papua Mew Guines 26.3 2.5 22.5 3.8
Fhilippines 28.¢8 2.5 30.0 1.8
Vistnam 25,0 3.3 33 2.0
OTHRRS
Australis 14.3 5.9 13.3 5.7
Canada 13.8 .7 12.5 6.2
Chins 38.0 2.6 45.8 1.1
c.I.8. 40.0 3.1 44.3
UsSA 14.0 8.3 10.8 7.2
mld W" 1-'--.5'-5 ’2#» " SR 3? : .' Relnl, S3ae . 2.8
Tv The regmnal fig'ures may not exactly equal the average of the

ying countrieg’ figures becsuse some gxecutives only gave

————underly
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* rhe U.8. and Canada in the
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num range and PBP of 2 (<2} years, and

expected IRR in the 35-40 per cent (40-50 per cent)
gent) per annum range with a PBE of 5-7 {6-8) veare.

the two &xXCremes were:

Por the 19%0°s




Batween the above two regions, Latin American countries

were attractive to financiers with IRRs ranging £fro

18-36 per cent (30-50 per c¢ent) and PEP8 ranging 2-5

{1-4} vyears. A project in Chile, the “darling” of the

developing regions, would need to register an IRR of
just below 20 per cent (34 per cent) per amnnum and a
PEBP of 5 (3,5} years. The Pacific Rim was rated betwean

11 Latin America but was closer to the latter

These ratings were mostly consistent with the coded

ivan for the synlporation attractivences
iven for he explorat a ct

analygig (question tapic 4). There was an exception in
the ratings for the USA, Canada and Australia where,
for exploration, these regions’ attractivaness was not
much higher than for Africa. For the production phase,
however, they were #till considered the least risgky.

This may appear a contradiction but it could be argued

that North América and Australia have been relatively
over-axplored. The chances of finding depogits in the

m}epmg_pegiensj_proﬁtable_enmgh to counter the

rigks involved, appeared to be far greater. An
additional explanation could be chat the prospectors’

speculative desire to achieve the enormous capital

e
[+]
[
a
%
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gains if

@Al
of a world class mineral deposit.

In retrospect, and notwithstanding the USA-Canada-

e maxr Ak
a L=

Australia anomaly, it may oo

ditferentiate between the exploration and preduction
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indicated that, in the decisicn-making process, focus

was placed on the wmining investment codes (as discussed

previously in question topic 3) and that a thorough

evaluation would be carrxried out before c¢ommitting funds
P

even to an exploration programme.

An interesting dimension that emerged from this section
of the survey was the differing perception of risk and
return between the U.S. and South African executives,

J.8 executives regarded most countries in Africa

haged

-

as relatively unattractive, while South African
executives tended to be far more positive about
involvement in the continent., This probably can be
attributed to familiarity and experience with an
operating environment, let alone the benefits derived

from accessibility, that is, the USA with Latin America

and the RSA {and Buropel with Africa, In other words, —
exacutives tended to see their own operating base as

the investment reference point for measuring risk and

return. Following on from this, some issues can be

highlighted for strategic planning purposes:
* The hanefitse of foreign firme joint wventuring with
local partners instead of tranaferring tried and

tegted (in another environment} personnel. The latter

might find it difficult acelimatizing to radically
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recognizing the full range of costg of moving
personnel out of familiar culture and *comfort”

zonag.

* The abllity of the older generation in the wmining
industry to accept the need to diversify away from
familiar and traditional environments. If cthe
apprnpriat!, and possibly uncomfortable, strategies
were not implemented timeously, sarnings growth might

guffer in the long run, relative to competitors.

In esgence, these issues allude to the management of

~  Change.

Refersncad opinionw

Meponald (1993) reviews the lgsue of rates of return
from an historical perspective of the Australian mining

ingustry. He offers a succinct explanation of Cthe

valuation of shares in the market-place where a share

price adjusts to the investors! expected return, based

on projectiona of earnings (or dividends) and the share
price at the éend of the period. Based on this premige

McDonald carried out an analysis of the returns
achieved by the Australian industry Ior different

intervals over the last 100 years.

1t appears that the real return actually achieved by —
investors was of the ordex of 3 - 5 per cent per annum.

he ired returns were




more towards the 6 - 7 per cent range, when allowing
for the c¢yclical (risk) npature of the mining
Even so, McDonald mentioned that the mining industry’s

Wswﬂmint rates of 10 - 15 per

cent in project evaluations. These levels compare
closely with those shown for Australia in the executive
survey and, by analogy, must be a fair reflection of

required on North American mining

c an
investments. McDonald does pose the question whether
the latter returng are COO Operous, thereby stifling

the amount of development that the market returne

suggest should

Attention 1s drawn to the findingse of a 8urvey
initiated by the World Bank (1932} which are distussed
later in section 2.4.2. Briefly, however, the returns
required by respondents on mining investments ranged

from 25-30 per cent for developing countries and 20 per

cent for industrialized countries. The payback periods

envisaged were 2-4 years and 5-6 years respectively.

WEMW%
The

exacutive survey and by McDonald {(op. cit.).

2.3.6 Question topics £ & 7: Incoamlete reasults
Two other topics were included in the guestionnaire

which are shown for the record in Appendix D. Although

r their commente and

several axecutives did o

opinions, there were na ¢lear, discernible trends. In
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hindsight it was apparent that the responses were

i S |
Hiahed bacauss o

question topice 1 through 5. It wae unfair in the

me constraints after completion of

[]
b |
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circumgtances to expect executives to give well-

congidered views of detailed subjects such as those in

I ]
L

topics & and

Briefly, the objective behind topic 6 was to gauge the
trade-off between low value per unit wmass, e.g. iron
ore and copper concentrates, compared with the high-
value per unit cowmodities, e.g. diamonds and gold. It

rebably legical in any event that focus should be

™
|

-
4]

on the latter commodities due tO infrastructural

problems in developing countries,

Question topic 7 was designed tc draw opinions on the

range of skills (or empbasis) needed in today’s

international mining environment. It was disappointing

that more—m,e—cmﬂd—ne%be—spem:—on—thls—lssue

Comments that were provided, however, indicated thatc

thig would be a particularly useful subject for further

regearch. It would encompass the impact of cultural

mixing, the infiux of techn

availability of skills, training requirements and the

2.3.7 Feedback on the sFurvey
This {‘.'[.‘ff'll’.‘-‘l!"'h“ the qm__'___ﬂﬂl;_ﬁ_f_r! ‘ﬁﬂm bt Pmt would Yyou add any isSues

which have not been adeguately addressed ?

i,



N¢ further comments were put forward by the executives.
They were asked, before closing each interview, to give

their honest visws on the questionnaire ({not all

executives participated in this, however):

Do you think the questionnaire has been:

A worthwhile exercise? Yes: 9

Interesting for you? Yes: 9
NO : 1

Ti ice) Yeg: 2

Too short?

About right? Yes: 8

Timely at this point in the

history of the mining industry? Yeg: 12

-_—_ o mw__ ___ il aaah . M

2.4 Findings of Other Surveys

In order to add credence to the results of the

executive pgurvey relevant sections of three other

surveys have been compared.
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investment decisions. The survey'’'s structure was quite

A EE 'S oy -l avramei d 2
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couparable. Furthermore, Otto’s survey concentrated on

countries in the Asia-Pacific¢ ragion whereas the

executive survey had a more global perspective.

Otto’s @urvey was carried ocut by mailing questionnaires
to 100 companies world wide. Initially there was a poor
responge rate and companies had to he contacted again
by telephone or fax transmission., Eventually the

following responge rates were recorded:

Coapanies caontacted - A00
Cozpleted questionnaire t 39
Declined to participate 3 15
Companies not responding t 45
Companies responding too late : 1

of questions, similar to the axperiences in the

. axecutive survey.

—_-="

A set of results in Otto
section 2.3.3 (country risk factors) in the executive

survey, has been presented in Table 2.6. The table is

AL VWL

a reproduction of Table 2.2 in abbreviated format with

Otto’s results ‘translated’ and inserted {(in italics)

as shown. Appendix E displays OCtto’s table for

referance and, to clarify the comparisons, letters have

a
St g

been inserted in Appendix E to show which ¢riteria were
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matched with those 1n Table 2.6. Otbeo included more
Aa

hirh warese mora onacdific than thoesae nes
na1 ware mora o E hoes ge

B s i et ET T -7 T U YL

the axecutive survey.

Table 2.6 Comparison with Otto‘s survey Iindings
COUNTRY FACTOR Explozration Producticn
Exacs. Otto Oftto Execs.
a. Infrastructurs 1.4 1.8 2,1 2.5%
b. Climatae 0.9 1.2 1.3 1.1
a. Local skilla 0.6 1.7 2.0 1.4
4. Local data 1. 1.9 H/a 0.6
-, Management control 1.8 -7 237 1.3
£f. Countzy expsrisnce 1.6 1.4 1.7 1.9
g Folitical stabilit; 2.8 2.6 2.6 2,8
h. Lagal system 2.8 2.5 2.6 2.7
i. Foreign owmexehip 2.9 2.5 2. 2.7
i. Barnings repatriation 2.8 2.7 2.9 2.9
k. FPrice contzrols {(inputs) 2.5 H/A B/A 2.4
1. Control of marksting 2.7 2.4 2.6 2.7
n. Tax ragime 2.9 2.6 2.8 2.9
a. Security of tenure 3.0 2.8 2.9 2.8
0.  Governsant afficleacy = 2.7 NW/A 2020 NW/A 2.5
- Environmental regulations 1.8 1.3 2.4 1.9
g HOAL awarsnass 1. N/A B/A 2.0
r. World Pank/IPC etc. 1.6 H/A H/A 2.0
B. Insurance cCOvVer 1.7 1.8 1.7 2.3
0.5 H/ A H/A 1.9

t. Bquity partnars
NOTE: N/A = definition match not close enough.

The codes used 1in generating Table 2.2 for the
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3 = very important major

2 important moderate

1 not very important minor

Weighted average calculations werae then applied to the

digtribution of responses in Otto’s table.

Allowing for gome degree of variance, there were some

o correlationg. The criteria relating to country

1
H= =,

political and lagiglative structures were conSidered
very important in both surveys, far more so than the
technical factors such as climate, infragtructure and.
previgus country experience. There was one particular
anomaly, however, whera Otto's respondenta viewed
managemept control far more importantly. The exact
——— yeason for this has not been established with amy

certainty; it may be due to differing approaches to

_ project management in North America versus the methodg

applied in developing countries.

otto’s (1992: 339) respondents were alsc asked to listc

threa most important criteria when making mining

- SrE
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investment decisions. The five criteria mentioned most

fraquently were asg fallowd:




Exploration declaion Mining dscision

Geological potential Profit potential
Political stability Political stability
Security of tenure Profit repatriation
Mining law Tax level/stability
Mining law etability Market

It was clear from both surveys that minin

pay considerable attention to the stahility of

i
i

targeted for investment. These structures ultimately

2.4.2 The World Bank

Staff of the World Bank (1992) have produced an

extramely wuseful document, ‘Strategy for African

Mining’, which —covers a wide range of factors
contributing to an enabling environment for mineral

investment. Included as part of the assessment were the

regults of a mailed survey (World Bank, 19%2: 16) to 20
international mining <¢ompanies and, of those, 46
companies responded. Because some Iresponses were

incomplete, 40 were eventually analyzed.

Of the criteria listed, which in brocad termg were

similar to those discussed in the executive gurvey {(see

ion  2.31.2) the overriding feature was the

importance of polifical astabilify. Underlying this
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baglic requirement, the administrative procedures
vwalatrinag 0 security of tenure, fiscal terms and
e o e R B e A N [=A—4 ;3 ;

foreign exchange were major considerations. The

greatest fear toc investors was unpredictable change to

‘the rules of the game’.

Of particular relevance also were the companies’
opinions regarding rates of return and payback pericds.
The figures cited in the World Bank report for
developing countrieg were 25-30 per cent and 2-4 years
respectively, compared with 20 per cent and 5-6 years
for the industrialized countries. These figures compare
4444444444aﬁIEE44EI6iéI?4‘?ifh“thﬁ3§“given“for“thE“HxECutiVE“‘444444444*
gurvey, as shown in Table 2.5, thereby adding some

support to their applicability.

2.4.3 The Mining Journal

The—Hining—JDurnal4i1355alggarriadgautganganalgsis of

trends in mining investment and activity world-wide.

The main findings are noted below:

World Bank, the level

of private capital flowing into developing countries
in 1994 was estimated at US$ 173 billion, some four
times the figure five years previously. Much of this

investment flow has targeted Bast Asia and Latin

America, with Africa and Eastern Europe being

relatively low on imnvestors’ priority lists.

un
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* Approximately US$2500 million per annum was spent on

1 £

exploration world-wide, of which some 50 per cent

put

focused on gold and 20 per cent on <opper.

%

g

The main reason put forward for these trends wag that
the risk and reward equation has tipped in favour of
the developing natione. All these countries have

investment, with wmining development benefiting
particularly from these changes.

- _ . - i
he subject of

the Mining Journal <c¢ited the results of a
questionnalre survey five years ago by the EBast-West
Center in Hawaii. These were then compared with the
regults of a survey of 60 mining analysts attending a
confaerence arranged by Miami-based International

Investment Conferences (I.I.C.} in mid-1994. Table

2.7 summarizeg the findings, with countries cited in

both reviews being underlined.

The preferences broadly concur with those indicated in

the exeacutive purvey, of neote being:

»

the movement of investment away from the

industrialized to the developing nations, that is,

investorsa’ lists; and




* the rigsk and reward equation moving in favour of the

developing world.

Tahle 2.7  Mining Journal survey:

Country preferences

East-Nest I.I.C.

Australia Argentina  Kazakstan
Bxazil Bolivia Mexico
Botswana Brazil Peru
Canada Chile Philippines
Chile ¢hina Surinam
China Cuba Tanzania
Indonesia Ecuador Venezuela
Mexico Ghana Z2imbabwe
Papua New Gulinea Guyana

Uusa Indonesia

One difference was Brazil which was a preferred target
together with Argentina, Chile and Peru whereas, in the
executive survey, only the latter countries were

- JR—— b o

attractive. The reason for this cannol be eéstablished,

gave to say that the I.I.C. survey reflects sentiment

some nine months later than the executive survey. The

aexecutives in the survey way not have anticipated any

favourable changes to Brazil‘s investment prospecis at

the time.

un
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2.5 Stock Market Valuation of Gold Producers:
A Global Comparison

One respondent in the executive survey commented that
the value of gold reserves differs considerably between
countries or regions {(see Appendix C}. It was decided
to extend thig theme by comparing information gathered
by the Mining Journal (1995d) on major ptock exchange
listed gold producers based in North America, Australia

nd South Africa, including Ashanti in Ghana. A

-
Cilila nA e ALLild,; nci

graphical preaentation hae been provided in Figure 2.3
of market capitalization per ounce produced (MCO: Y-

axis) wversus production coste per ounce {X-axis}, all

in 17.8. dollars.

In terms of analyzing the importance of cperating

environments
the South African producers on the one hand and the

North American and Australian producers (‘the Rest’-

which include Ashanti) on the other hand., A best fit
1ine has been generatad for the LwWo Sroups of scattexr
points. It was impractical to attach the name of

Aucer to sach data point. Appendix F provides the

relevant source data should particular points need to

be identified.
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Figura 2.3 Gold company market capitalizaticn in
U.5. dollars per ounce produced:

South Africa vs. the ‘Rast’

'mmmmmsmmi o SOUNAMCAN
PER OUNCE PRODSCED | ' x BACAN/ALS.

| e Bipom, (UB A/ ANLJATEY
_ e Expon . (FOUTH ARRIC AN)
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Source of data: MHining Journal (1595d4)

The differences in MCO between the South African

producers (approximately 50 per cent lower) and the
North American and Australian producers are just too

great to be Jjust a colncidence. The reasons for the

differences can be explained in part as company

gpecific but there are the broader igsues:

* The South African producers are ‘ring-fenced’, which
means that any prospects for growth are confined to a

well defined mining lease boundary. Most of the
international producers do not have the same

restrictions placed on their activities. The stock

market would tend to discount the so-called ‘blue
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sky’ {or growth prospects) for the npon-S.A.

e e el ] k4
PIroOULCilo, wiis

price and MCO.

* The fact that S.A. Wits basin gold mining is far
deeper than elsawhere wust algo play a part in the
evaluating the risk profiles, as would tax rates and

labour productivity.

* pags has been clearly highlighted in the surveys,
political and economic stability plays a major role

in investorsg’ decisions. In terms of the rigk and

return equation a lower price must be paid for assets
with perceived wvolatility in earnings. Although a
more sugtainable diraction for South Africa’'s
political situation has been defined since the
democratic elections in April 1994, the country
cannot be clagsified as stable as the industrialized

coun .

It appears that international mining finance firms
should take cognizance of comparative MCO valuations as
shown in Figure 2.3. The information would assist i
valuing prospective mining targets and guiding the
allocation of axploration and development funds.
Clinically, the trend lines show that the production

cost of gold purchased at a MCO of US$1000 per ounce

would be US$225/oz in South Africa and US$360/0z in

Narth America and Australia.

i
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A congiderable bage of opinicn has been developed from

the executive survey which was mostly supported by the
ferenced. Clearly, political events,
economic policies, legislative and investment
structures markedly affect the flow of mining capital

towards particular countries and regions.

Technical c¢riteria, such as geological setting, extent

and concentration of wineralization, metallurgical

complexity, <¢limate and infrastructure development must
algo have an impact on a project’s value. However,
these elements do not pregent as great a sense of

wariness in investor’s minds as do the more ‘political’

igsues.

~ The critical elements that seem to differentiate the
socio-political from the technical criteria are the

degrae of stability, the transparency and

predictability. The socio-political environment is
primarily a legis
whereags the taechnical factore are a product of ‘mother
nature’ . History has showm that political structures
can change radically and, ag a consequence, the

economic and 1nvestment environment. The technical

eriteria, although extremely challenging at times,

present a degree of permanency and predictability

according to the laws of science and nature.
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thae cases of Chile, Indonasia and Ghana which are

highly rated countrieg for mining investment, whereas

Zaire and Angola have been ignored for decades. The

Tenke Fungurume copper depogit in Zaire which
apparently grades over 5 per cent (Brower, 1987: 23)
and then angola’s diamond and other mineral occurrences
{(Mining  Jouxrnal, 1992a: 63-65). The political
gituvations in thega two countries could be described as

extremely difficult, with the dictatorship in Zaire and

the continued impasse Detween Angola’s  warring

factions.

The traditional areas of the USA, Canada and Australia

are still attractive but not to the same degree as they

were 10 - 20 years ago. The developing regions have
| §

have tipped the risk and return equation in their

favour. The results from the executive survey rate, in

order of attractiveness, DLatin America, then the

countries within each region can vary quite widely,
however, e.g. Ghana {and West Africa) versus Angola and
zaire, The former USSR and China are somswhat enigmatic

to investors. There is wariness about their political

histories and transitional structures but the regions

L= 28 L

extent and potential.
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gly, many of these underlying issues were
digcussed in a paper presgented at the Joint Meeting of
the MMIJ* and AIME in Tokyo as far back as 1980.

Sakural (1980: 91) actually addresses the trend

time where most, if not all, mining

i

prevailing at tha
activity was concentrated in Australia, North America
and South Africa. The developing countries were largely
ignored and the reason given by executives at the time
was, pure and simply, ‘political risk’. Apart from
discussing in more detail the composition of political
rigk, i.e. unstable administration and structures, two

important observations were presented:

* Highly prospective geclogical areas, and even known
deposits, have been left entirely alone in the

developing countries {Sakurai, 1%80: 93).

* governments o©of developing countries should be

educated about the investment nature of the mining
—————4ndustry, —particularly in respect —of —creating —

anvironments to account for the risks attached to the

mining buginess (Sakurai, 2980: 100).
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mean that the trends being experienced currently must

o s ]
ot

T e
A b b LA

reflect a different political landscape because of the

Y The Mining and Metallurgical Institute of Japan [MMIJ}and
american Institute of Mining, Metallurgical and Petroleum

Engineers (AIME).
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renewed activity in the ‘emerging’ or developing

It was not practical during the executivee’ interviews

to delve any deeper into the reagsoning behind the
regponses and opinions. Although the
broader issues have been covered there were still
questions as to the actual components of mining
investment c¢odes prevailing in various countries. It
was decided to collate and compare the range of factors
in mining investment codes of selected countries. The

data would also provide the bagis for a simalation

framework g0 that the impact of various criteria on a

mining project could be svaluated.
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3.0 EREVIEW OF SELECTED COUNTRIERS’ MINING

IMVESTMENT CODES

By inference, the surveys’ show that the performance of

a mining project depends to a considerable extent on
-operation batween the host country {government),
on the one hand, and the providers of capital
{investors) on the other hand. The wotivation to
initiate the daevelopment of a mining project varies
congiderably betwaen each participant and some of the
more important considerations have been suggested by

Brower (1987: 25-28):

Eost country’s (government) pexspective
Popitiveg:

Creation of foreign exchange
Developing national infrastructure
Development of skilled labour

Di £ : £ .

Prestige through economic strength

Threat by powerful multi-nationals

Reliance on hostile foreign based corporations
Reliance on unstable commodity markets
Creation of mining enclaves

pistortion of dowmestic wage scales

pisruption to soc¢ial patterns

Creation of c¢rime and corruption

th
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Replacement of ore reserves

Rarn higher profits on lower Cost operations
Acquire propé k competition

Diversify into new markets

Diversify geographic, aconomic and political risk

Negatives:
Threat of nationalization

Non-convertibility of profits

Mineral export controls and interference

Interference in mining operations
Labour problems

Tmpogition of new Laxes

Although — most of the c¢consgiderations are self-

axplanatory, it becomes apparent that participants need

.

agsuranceg that their individual interests will be

respected over the longer term. With that basic premise
in mind all countries enact various laws and procedures
for foreign investment, and those directed towards
mineral development would be no axception. The
important element, however, is the extent to which

those gtructures are competitive and attract

international investment. This 1s precigely the

underlying theme of this research project.

o
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Notwithstanding the above, Radetzkl {1552} sess a new
era of co-aperation between the host governments and
the foreign investor (or multi-national company). The

reasoning stems from several factors; the damage caused

by the nationalization era of tha 19608 and 1970s, the

in invastmant cndat and a2 nrAacoamo
N wvesiment Codeg and a proceag
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of privatization (reversal of the nationalization era).
The demize of the former USSR was also mentioned as
playing a role but the long term effects are difficult
to assessg with certainty. With these factors in mind

the following peinte were raised by Radetzki:

* Tha reagon® (AS listed above) for conflict will
always be presant but the mutual willingneas to

incrsass the so-called ‘rents’ should prevail.

* The invegtmant ‘playing field’ gshould level outr

batwaen indugtrialized and developing nations and,

utilized resources in the latter, they are likely to
attract a greater shara of investmaent funds,
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The former USSR wmight becowm

#

developing nations if the transition (to the CIS)

proceeds swiftly and the multi-nationals’ capital

LI s

resources becowme stretched.

* Amguming the above scenario continues on course, and

new minaral sources are devejoped, the threat of

over-supply of some commodities becomes a concern,

£
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Theoretically, however, a market that allows economic
stment principles to operate freely should
provide the mechanisms to close down inefficient

capacity and re-allocate resources.

eptors 1B wnether host

The big imponderable for i
governments will revert to nationalistic pracdtices of
the past once the profits are being generated and the

long term foreign investment has been mada.

These more philosophical issues provide an appropriate

introduction to demonstrate the range of laws and

procedures currently c¢ontained in selected mining

investmant codes.

3.1 Countries Selactad

of their developing status, geographic distribution and

active mining industries:

* Latin America 2 Chile
* SE Asia : Indonesia

Papua New Cuinea (PNG)
* Africa : South Africa

Zimbabwe

The intention has not been to regurgitate the ‘finer

print’ but gummarize the criteria that participants in

1



the mineral developwent buginess have to face in their
invegtment deliberations. The summary &ahould also
assigt in 7reconciling the reasoning behind the

responses given in the surveys and the importance of

various Criteria
v O

The majority of the information on the salected
countries has been sourced from Price Waterhouse (PW,
al auditing and

management firm, who produce the geries, *Doing

business in .. (name of country)..* . These publications

are updated evary faw years and, depending on the date

ast T vé Lo provide accurate

_ - P - A e 2 A - R
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current data.

Coopers and Lybrand (1981), another management and
accounting firm, also produce a similar publication,
‘Mining Taxation: A Global Survey’. As the lagt adition
wag produced in 1591 only back-up reference has been

made due to the time that has elapsed. According to the
S.A. representative office an updated edition will be

available towards the end of 1995
- T -_

Other documentation has been used and reference iz made

where appropriate., Specific mention ix made of a series
g ——elnl  mmd=d AT -
wL PLI..I\J-L-L G ke A WAL | il

Working Group on the Mineral Industry (IWGMI)}, Canada
during the period 1991-1993. The work carried out by

the IWGMI was of a support naturs to a government and

Minigster's
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Conference in Halifax, Nova Scotia in 19%91. The task
AE . . ey m ) - A B P g, B [P o, Ml — e, o o -
P A WOy anD.lWlioul wilg LD UJIAD L)L L J.\.}‘ UL LEViIEWL g
Canada‘’s international competitiveness in attracting

mining investment capital.

The motivation for the IWGMI project appeared to be
gimilar to that behind this research project. Concern
wag shown by government and industry in Canada that the
domagtic regulatory coanditions were forcing mining
firmg to transfer more of their exploration and
development efforts into the developing regions,

particularly Latin America. This issue was well covered

in the exacutive survey.

In any event the IWGMI evaluation sourced nuch of the
mining investment code data from the accounting firms’
publications mentioned above. The main achievament of

the IWGMI project, however, wag that an element of

The following provides a gummary review of tha main

components of the five countries’ mining investment

- BE N e A L | | - - | o F oy oy PR ey —_——
coaes. more & 1 Nnad peell rSCOoryed 111 LI cavleis a

ai
notes in Appendix G, if required.

3.2 TForeign Investment Adminiatration

1.2.1 Procedural cguidelines




Chlle

Poreign investment into Chile is effected through the

Foreign Investmant Statute: Decres Law (DL 600} and is

subject to approval by the Central Bank and the Foreign ——
Investment Committee (FIC). A separate contract must be

gsigned with the foreign investor and certain aspects,

guch as the time over which the investment is made,

would be stipulated. Por mining investments the maccimum

period allowed is 8 years, which may be extended to a

maximum of 12 years to account for the exploration

phase (PN, 19%4a: 27, 29).

Foreign investors are allowed to own 100 per cent of a

— e e = A

project, imcludiy he land and property components

TTE T T T4 R T T T T

(PW, 1994a: 32). There are, howevaer, regtrictions on
foreign participation in certain indugtries such as

oil, gas and uranium. There is a choice of three

[ e e

.
business entiviss Lh ugn W

close corporation {not stock exchange listed), a branch
office or a limited liability partnership. There are no
tax advantages but the latter is the —easiest to
constitute (PW, op. cit.: 54).

Indonesia

Poreign mining investment into Indonesia 18 coordinated

4444———————by—the—BKPHi—{EHf41931;433+4531+4ghich iz a “one-stop’

* The Investnent Co ordinating soard; Badan Koordinasi Pemamaman
Madal.
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regulatory agency designed to streamline the permitting

process,

Most foreign investment is effected through a limited

liability company, the Penanaman Modal Asing (PMA).

These entities may be privately owned or ownership

gpread through a stock exchange listing (PW, 1953: 88).

Therae are restrictions on foreign ownership in

venturs in Indonesia (PW, 1983: 50). Usually local
- interests {joint wventure partners) own 20 per cent

jnitially which must be increased to 51 per cent within

X = PR— :

20 years. 100 per <ent ownership is allowed if ¢h

amount invested axceads certain limits.

Most forelgn investors in the wineral sector make use
of the (oW procedure (PW, 1$93: 101} which hae the
following attributes (INGMI, 1993b: 5):

* 1t is msupported fully by legislation and usually is
pot subject to modification by later amendments as

applied to other contracts.

* gcome terms are naegotiable but other aspects, such ag
the fiscal regime, are set by government for the

hroadexr economy.

ﬁwwmmimjwmm—
CoW which was issued in 1967. Table 3.1 liste the
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number of CoW that have been ratified and the periods

mmrrnwacsAd Tar

covered by ch
Table 3.1 A reacord of Contract of Work {CoW)
agreenents in Indonesia
CoW Pericd Total No. of | Contracts
Ganeration Contracts Terminated
I 1967 1 Nil
II 1567 - 1975 15 11
III 1976 - 1984 14 8
IV 1985 - 1987 94 24
v 1987 - 1989 Nil Nil
Frontiex 1990 - 1593 17 N/A
Scurce: IWGMI {1993b: 5)

The period of the CoW No. V generation did not attract

not

any new investment because the terms were
considered attractive envugh becauses of the:
* removal of an investment allowance,
* less attractive depreciation rules,
[ e —— O ALl daaend hmeer b
TLIICLEANEM UL vVas il LaAA LaLe,
. * changed debt:equity ratic for tax purposes, and

* dead-rent was doubled.




To improve the investment conditions once again the
government introduced the ‘Frontier’ (oW. Thie (oW

genexation not only addressed these negative factors,

but provided incentives to companies investing in

ramote locations, namely; Irian Jaya, Sunmba Island and

Timonr Island.

and alleviated the cost of development in adverse

conditions.

Papua New Guinaa (PNG)

All foreign investment {for mining projects} must be

registered with NIDA - the National Investment and
Development Authoricy (PW, 1990a: 31}. Applications
will be accepted only if the invegstment is directed at

an activity considered to be socio-economically

beneficial to the pe

There is a choice of business entity through which to

oparate (PHW, 1990a: 47-50); branchea are taxed at a

higher rate than subsidiaries but the cost of getting

up the latter ig higher, Investors can purchase ‘shelf’

companies through legal or accounting firms.

There are various gtages (IWGMI, 1993c: 5) which the
investor hag to negotiate before proceeding with a

mining project. A Proposal for Development has to be

approved by the authoritieg and provides the basis for
a Mining Development Contract (MDC) between the State

~J
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and the investcor or developer. There is A series of

L]

the funding arrangements must be approved;

PP, L ppeap— | T - | — e S |
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developar;

* the State has the right to acquire up to a 30 per
cent equity stake in the project; and

| ]
I

ha ovincial gove st and tha landownara (B wavr
— - ——— — = | . - rwr———— T - - — — - RREL A1 = ~ ] ‘-J’ -

i =]
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£ company or association) have the right to

acquire up to 5 per cent of the project fram the
government’s equity gtake. A pertion of this may be

on a financial carry basig, that is, no investment

D

required or is non-contributory.

Development Porum, to facilitate wider consultation
betwean the national and provincial governments, the

landownerg and the investors or developers. The issues
revolve around the guaranteed distribution to the
locals of the benefits accruing from the project’s

* Joan guaranteeg for ‘spin-off’ buginesses in respect

of the landowner;

~]
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* a special support grant for the provincial government
n

cr

at one per cent of the product salee value less

a

approved expenditures;

* reviged royalty digtributions of a minimum 20 per

provincial government;

* financial assistance for infrastructure and gocial

improvements; and

- 5 = 1 mumer = e
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development, with landowners first, followed by the
province’s residents, then other PNG regidents.

The impression gained from reviewing PNG's mining
investment regulationg was that the procedures were far

more involved because of the various iIinterest groups.

Relative to many other countries these complications

were likely to encourage delays and litigation, thereby

adding significant costs to the investment process
South Africa

i e ] oo tEman
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exchange control authorities {PW, 1954hL: 52). There is

a preference for invegtment by way of equity (shares)

rather than loans (see loan restrictions later). The

o o e e
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limited liability company {(PW, 1994b: B3).



further choice would be a branch of the foreign

-

company {PW, 1994b: 99)}. The main benefit of the branch

office is that any losses incurred may be offset for

tax purposes against the income from other sources

There are no major restrictions on foreign ownership in

§$.A. entities.

Zimbabwa

Foreign investment i@ regulated by the Reserve Bank via
the Investment Centre (PW, 1990b: 34). The overall

authority, however, rests with the Ministry of Finance,

Economic Planning and Development.

The Zimbabwe investment code does not atipulate that

foreign inveators have to devalop mining projects with

1ocal entities {PW, 1590b: 39). Although this may be

P Ty

the stated intent, th authoritiss woul

zimbabwean shareholder participation over tima. The

of the regulations is that there ies a degree of

r —— = T

negotiation attached, depending on the circumstances.

A buginess can be 8Set up aither through a local

subsidiary or a branch office. Most foreign investors

operate through a locally incorporated gubsidiary,

mostly because of taxation benefits and it indicates a




nore ‘permanent’ presence (authorities’

et Fha Prsnerh AFEiom 'DT)'!_:‘QQC&,L
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3.2.2 Curreacy exchange ¢ontroll

preference)

documentation were very clear about wae

published

invegtorse’

access to foreigmn exchange, specifically in respect of:

*+ repatriation of capital,

* remittances of profits or dividends on the original

investmant,

* payment of goods and services to operata the nining

project and last, but cartainly not least,

* redemption of any lcan principal and interest, if

applicable.

The—impextant—is:uegilginxnntors' freedom to decide the

movemant of curren¢y so that resources are allocated

R, P —

efficiently, timeously and without encumbrances. Thie

situation prevailing in the five countries is

nos transactions are carried out

through the Central Bank {PW, 1994a: 29-30) which

]
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iggues a non-transferable registration certificate.
The certificate authorizes the entry and export of
capital, including the transfer of interest and
protits. Other elements relating to foreign investment
{IWGMI, 1593a: 5):

* Currency for the payment of imports is allowed
through the foreign exchange market as adninistered

by tha Central Bank.

!—ExperE—pzeceedsgmustghggxn;patriated within 120 days

and liquidated in the formal maxket by a commercial

bank within 11 days.

i

may be rapatriated after one vea
{(prior to 31 March 1993 thisg period was three years),
put only with the proceeds from the sale of the
investment, net of any tax liabilities, before being

.
the FIC {Fore

approved by the

* Generally, foreign investment is subject to the =zame

legislatiop ax local investwment and no discriwmination

is permitted.

Indoneslia

The foreign exchange rules allow investors to move

""""""fﬁndr‘free1y—ta—and—£reu—the4country+4sameggxamplgsgggggggggggggi
the transactions would be (PN, 1993: 49):
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* net operating profits in proportion to the

~ —

snar

e

% om o ~ | 5
holding of the forelgm inves

* galeg of ghares owned by the foreign entity provided

they are sold to Indopesian entities or naticnals;

* lpan principal, interest payments and royalties

« payment for costs of foreign personnel and the

training of Indonesians overseas; and

* #ull compensation should the company be nationalized
at a later stage.

papua New Guinea

All foreign exchange transactions are administered by

the Raserve Bank of PNG (PW, 1990a: 25-29) and most are

normally approved, Some exXamp W ige:

* repatriation of capital te non-residents;

* foreign capital inflows;

* proceeds from exports, which must be returned to PNG,

net of amounts required to cover the next three

months”’ EfPEnditurEE‘fﬁrgthe—ﬁfaﬁer—£unetianing—iﬁigggggggggf
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the project; the calculation being carried out on a

continuocus basis {INGMI, 1993c: 6); and

* the registering of &hares in the hands of non-

residents.

Tax clearance certificates are required by the Central

pank before proceeds related to the following can be

transferred from PNG:

* debt funding,

*‘capitai—trtnaaﬁtiansf—4ﬁﬂﬂr—ae—sale—4yagpurchase of

shares, equipment and land or property,
= % yoyalties, management and licence fees,

* non-resident trust funds, and

* dividend or interest payments to non-residents.

tntil March 1995, the significant featurs of tha South

aAfrican currency exchange system was the dual currency
(PW, 1994b: 50}; the fi ancial rand and the commerclal
rand. The financial rand was the mechanism through
which capital investmaents were made (and repatriated),
set by the prevailing U.§. dollar rate and according to
supply and demand conditions at the time. All other
transactions such as proceeds from axports, payment for
the importation of gooads and services and the purchase

of forelgm éxchange for travel were subject to the

commarcial rand rate.
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The financial rand always traded at a discount to the
commercial rand and was extremely volatile at times,
varying between 10 and 40 per cent according to

invas
two-tier eystem was scrapped early in 1535 and all
currency transactions now take place through the so-

callad ‘unitary’ rand,

There are very few restrictions imposed on foreign

_ 4nvestor= on the flow of their investment funds (FW,

1994b;: 55). The important issue for South Africa

P R E—

currently is to attract <
permanant investmant and development. As has been

sgtablished in the executive surveys there is fiaerce
compaetition in the global market place for scarce
investment capital; and it will flow to wherever the

risk and return balance is favourable.

rimbabwe

%Wmmurkemwuighl#msﬂlﬂm—
and the movement of forsign axchange severely
restricted (Edwards and Co, 19%4) . At that time the
wWorld Bank and Zimbabwe agreed to work together on an
economic structural adju

five ysar period.

one of the benefits of the ESAP was that, since mid-

Ty

1993, there had DbDesn & & alaxation of




exchange controls., Administration of the process,

however, ig still sted in the Reserve (Central} Bank.

gme of tha mravrdmie
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For purposas of illugtration

restrictions included the following (PW, 1990b: 35-39):

* Foreign investors were allowed to repatriate only 50

per cent of after-tax profits; the remainder had to
be pald into a Blocked Account with a registered bank
and oversean by the Regerve Bank.

* Mining invastors were subject to the game 50 per cent

ruling but thig could be negotiated on merit {(IWGMI,

1993a: B).

* Strict control was maintained on importation of goods

arnd asyvlnas and thia aavaralyv rock»d~Fad -
= T3 P W r‘l.lu-‘.r-.r; T . St S et ¥ Nl e Ve wle I e s L UL*HU:H E
maintenance of production facilities and the ability

to perform competitively.

Od snvman d=las wma - ey 1w [ ey | - — O .
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Zimbabwe has been experiencing a marked increase in
business activity, including mining exploration and
development. Zimbabwe provides a good example of the
benefits resulting from the lifting of such

restrictions.

3.2.3 Rastrictions on use of loans
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There can be restrictions on the usage of loans by

including the lewvel of debt relative

to equity (the debt:equity ratio}.

Chile

lLoang have to be approved and registered with the
Central Bank. Applications are usually successful
provided the xrepayment tarms {and interest rates) are

market related.

In order to reduce the inflow of foreign loanas, a

ruling naTm!n—m—foree—whefebHs—per—eem:—of—the—
principal must be deposited in a non-interest bearing
account for one Yyear (PW, 1994a: 30, 41). The
alternative is to pay the Central Bank the interest
equivalent to the one year LIBOR {(London Inter-bank

offered Rate) plus a 4 per cent premium.

There appear to be no other regtrictiong on loan usage

by foreign investors, save to say that it is apparently

more expensive to raise loan capital in Chile than

Indcnasia

There are no restrictions on loan financing {PW, 1993:

38, 143} except that the Central PBank maintains a

discretionary stance - which probably amounts to

)
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control. Reportedly there have Dbeen some limits

attached to pravicus CoW {Contracts of Work) .

Fapua Naw Guinea

""""‘“‘Tﬁe**ﬂentrai——ﬂank——impesasggafgmaximumkglimit of 3:1

debt:equity for a foreigm inveptment (PW, 1990a: 27,
42) . There ig also a period of one year imposed befora
instalments on the principal can be repaid. For foreign

ting a local company a debt:equity

investors Oper
restriction of 2:1 iz enforced. These rulee are imposed

go that the foreign investor commits a majority

proportion of equity capital. No restrictions on

overgeas borrowing are imposed on companies engaged in

wineral exploration.

South Africa

The Reserve Bank prefers foreign investment to be
effected through equity rather than loans {(PW, 1994bh:

52-54). Bxceptions O the tTule would he considered if

there i3 enough permanent capital to cover all

liabilities.

As far as local borrowings to foreign investors are
concerned stringent rules have bLeen laid down. The
ita intricate but, in general, the Reserve
pank limits a 100 per cent foreign owned c¢ompany to

lean funding amounting toe 50 per cent o

capital invested.

B3



Zisbabwe

The terne of foreign loans are negotliated when the

restrictions on the amount a foreign investor may °
borrow, specifically if foreign ownership of the
company exceeds 25 per cent. A formula is applied in

am s — ™Y

determining the borrowing limit (PW, 15%0b: 51i-52).

3.3 Security of Tenure for Mining

A8 has been indicated in the surveys (sactiocn 2.0}.
invegtors are extremely sensitive about long term
gecurity of tenure. The scopa of the subject is immense
and a full discussion would be impossible in the
context of tha theme of the research project.

Navertheless, to the extent that secure title supports

the stability and value of a mining investment, an

overview of the five countries’ codes would bLe

- E I!11II "FE'

The World Bank (1992: 69) provides a useful summary of

the relevant tenure codes and procedures applicable to

Chile, Indonesia and Papua New Guinea. Various other

sourceg have been used for the situation prevailing in

South Africa and Zimbabwe.

Chile
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All mineral rights are vested in the State and the

adminigtration of mining and related activities is

divided into three phases:

Prospecting Licencs: Exploration rights are open to
any person or entity on any land not already covered by
other mining related licences. Compensation to

jandowners is expacted, however.

Exploration Concession: Thig restricts activity to a

demarcated area not exceeding SC0C0 hectares. The

Concesgion is ewable only onces a

ren
years and for an area half the original siza.

Production Concassion: Only a holder of an Exploration
Concession wmay apply for a Production Concession. The
maximum area permitted is 10 hectares. There are no

ite to the number of concessions held, provided all

the relevant annual fees and liabilities have been

settled.

Indonesia

All minerals’ ownership is vested in the State, with

ail adminis
stipulated in detail within the Contract of Work (CoW -
ag degscribed above). Although the CoN is a detailed

document, investors have been secure in the knowleadge

that historically the government has respected the
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conditions therein. A further positive factor to the
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stop’ administration, thereby reducing inter-

departmental bureaucratic inefficiencies and time

delaya. Security of title for mining activities is
divided into five phases:

@enaral Survey Concession: This encompassges prospecting
activities and ig valid for one year, and can be
renewed for ¢ne more year. The usual area under reserve
ig 25 000 hectares but can be enlarged under CoW

agreement. Expenditure of the order of US545 per

hectare is stipulated. Pricority is given to the holder
to apply for an Exploration Licence.

Exploration Licencs: This provides the right to explore

for mipnerals in a reduced area for a period of three

years, and includes the r'ight to mine if an economic

expenditure of US8450 per hectare and detailed
reporting procedures.

W o Bmme e . Th o

Feagibility &tagea: The P owed i
be extended for one more year if required, and follows
on from the exploration phase automatically.

The project moves into the Construction Stage as a

natural consequence and the period (usually Chree

=22

years) that was negotiated and agreed upon has to be

met. The Production Stage is normally granted an

O
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