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e Lifecycle of typical global
resources project
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Life Cycle of a Global Resources Project

Project Project
Funding Development

Production

Efficient use Cross-border Tax breaks Recoupment Multi-

of financing for capital of jurisdiction
exploration expenditure exploration supply chain
deductions losses

Taxation issues need to be considered every step of the way
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e International Holding Structures
for Resource Project
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International Holding Structure

Issues to Be Considered

Direct investment structure vs. holding company structure
Tax residency of SPV

Tax and dividend distribution

Funding structure

Capital gain on exit

Set up procedures and costs

Maintenance cost and ongoing compliance procedures

© 2008 KPMG International. KPMG International provides no client services and is a Swiss cooperative with which the
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International Holding Structure
Example — China into Australia

ABC Co. ABC Co.
FRE e
D L
Overseas Overseas
Holding Co.

(e.g. Hong Kong)

Holding Co. 2
(e.g. Singapore)

Payment for
exploration

. ight
ABC Australia ___”g__> Local
Subsidiary Government

Payment for
exploration

ABC Australia __ri_gﬂt__> Local
Subsidiary Government
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International Holding Structure
Example — Foreign enterprises into China

Mining | Oil & Gas
ABC Co. | ABC Co.
Holding Co. 2 I Holding Co. 2
(e.g. Barbados) | (e.g. Hong Kong)
Overseas I Overseas
2 | Chinese Z
Payment for I Partner
exploration I
- right
ABC Chinese == Local |
Subsidiary Government |
I
© 2008 KPMG International. KPMG International provides no client services and is a Swiss cooperative with which the 6
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International Holding Structure

Example - Australia as a Holding Company Location

Non-Australian | $ 3 Party

Conduit rules— Parent
withholding tax

Purchaser

Australian CGT

Share Sale exemption on share
100 percent sales to 3rd parties
I S N ¥ O where the underlying
value is not wholly or
principally related to

Australian Australian real
rd
Holding < 5* Party property

Company Purchaser

exemption for

dividends sourced .

from foreign exempt Dividend
dividends, capital
gains and other

income

4

- Dividend Share Sale ~

>10 percent

Non-portfolio dividend

exempt from Australian .
income tax Non-Australian exemption on sales of
Subsidiary shares if active foreign
business

CGT Participation

Foreign Petroleum Project
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independent member firms of the KPMG network are affiliated. Image courtesy of the Singapore Tourism Board.



Singapore as an Intermediate Holding Jurisdiction

Parent Co .
Repatriation of ®
Overseas profits

........................................................................... )

Singapore Co

Singapore

Indonesia .
J Repatriation of e
Branch branch profits

Farm-in

0il and gas field

Benefits of this structure;

Profits from Indonesian branch is
exempt from Singapore tax subject to
certain conditions

Under the one-tier corporate tax
regime, Singapore Co can pay tax
exempt dividends to Parent Co

Dividends repatriated to Parent Co is
not subject to Singapore withholding
tax

Able to make use of the extensive
treaty network of Singapore

Gain on sale of Singapore Co is not
subject to tax provided the gain is
capital in nature

independent member firms of the KPMG network are affiliated. Image courtesy of the Singapore Tourism Board.
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Singapore as an Intermediate Holding Jurisdiction

Overseas

Parent Co

Repatriation of

' dividends

Singapore Co

Singapore

Indonesia

0il and gas field
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Farm-in

Repatriation of

J dividends

Benefits of this structure:

Dividends from Indo Sub is exempt from
Singapore tax subject to certain
conditions

Interest expenses incurred by Singapore
Co to finance its investment in Indo Sub
have no Singapore tax deduction benefit

Under the one-tier corporate tax regime,
Singapore Co can pay tax exempt
dividends to Parent Co

Dividends repatriated to Parent Co is not
subject to Singapore withholding tax

Able to make use of the extensive treaty
network of Singapore

Gain on sale of Singapore Co is not
subject to tax provided the gain is capital
in nature
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e Structuring Exploration
Activities into a New Country
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Exploration Structures

Key Tax Objectives
e Obtaining an exploration deduction in the country of exploration
e Utilizing exploration losses against taxable income from other sources

e Utilizing exploration losses in a second country, recognizing that
exploration often fails, resulting in the trapping of losses in isolated
jurisdictions

e Obtaining a capital gains tax loss for discontinued exploration activities

© 2008 KPMG International. KPMG International provides no client services and is a Swiss cooperative with which the 11
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Examples of Exploration Structures

Exploration No exp]oration .
Deduction deduction as fore|gn
tax-exempt
Australia _ - , _ Expl ,
Australian Branch xploration Sk Canadian Branch PTG
Deduction Deduction
Australian Exploration License Canadian Exploration License
Wind_-u_p of Loss claimed in Capital loss
subsidiary on the U.S. on wind-up
unsuccessful of subsidiary
exploration
USA Japan
Australian Australia Australia Australian
subsidiar . idi
Y Exploration SUbSIdlary Exploration
l Deduction Deduction
Australian Exploration License Australian Exploration License
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e Funding the Development of
Resource Projects
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Project Funding Structures

Key Tax Issues

e Debt/equity definitions and entity classifications differ between
jurisdictions, sometimes resulting in arbitrage opportunities

Thin capitalization rules will determine maximum gearing levels
Transfer pricing principles will determine an arm’s-length interest rate

Interest withholding tax (subject to tax treaty limits)

Parent guarantee fees may not be subject to withholding tax (subject to
tax treaties)

e Foreign currency exchange rate movements

© 2008 KPMG International. KPMG International provides no client services and is a Swiss cooperative with which the 14
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Examples of Project Funding Structures

Used in the Past

RPS dividend
A tax-exempt

Cash . Redeemable
funding $ i Preference
' Shares (RPS)

Canada

Australia —

RPS dividend
tax deductible
as interest

Resources
Project

Canada

S~ T~

Interest income
taxed at nominal

rate
Barbados
$ -~ Debtfunding
\/\/W
. e
Australia

Interest tax
deductible

Resources
Project

CAUTION: The above structures need to be reviewed for
changes in the tax laws of the relevant countries.
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Examples of Project Funding Structures

U.S. Hybrid Entity Structures

Third-party
lender

Debt funding

Australian

Branch

Resources Project

No U.S. Dual Consolidated Loss
Issues

) Equity funding
J ) Debt funding

Resources Project

© 2008 KPMG International. KPMG International provides no client services and is a Swiss cooperative with which the 16
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Examples of Project Funding Structures

PRC Funding Structure

Mining IOiI & Gas
ABC Co. | ABC Co.
Debt |
funding Debt
| funding
Debt | Debt
fundlng funding
HOIding Co. 2 | HOIding Co. 2 Interest expenses
(e.g. Barbados) | (e_g_ Hong Kong) deductible in China?
Overseas I
Equity oo PRC | S == Oversess
fundlng funding I PRC
) | Chinese
ABC C_h '_n ese » Debt-equity ratio Partner
Subsidiary > Foreign exchange | |
registration
> Thin-capitalization |
: | PSC
Resource project
© 2008 KPMG International. KPMG International provides no client services and is a Swiss cooperative with which the 17
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e Holding and Developing a New
Mine or Oil Well

© 2008 KPMG International. KPMG International provides no client services and is a Swiss cooperative with which the
independent member firms of the KPMG network are affiliated. Image courtesy of the Singapore Tourism Board.
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Development and Project Holding Structures

Key Tax Issues

e Determine tax depreciation and capital allowance including depreciation
rate, method, and any concessions (e.g., R&D)

e Holding in a company or branch?

— If company, need to consider the tax consequences of converting branch into
subsidiary (Is there any immediate gain to the branch?)

— Exploration tax benefits of a branch may reverse during production phase
e Traditional unincorporated resources joint venture structure
e Hybrid joint venture structures — to introduce new JV partners

e Consider availability of treaty benefits as well as various other taxes that
could apply in addition to income taxes

© 2008 KPMG International. KPMG International provides no client services and is a Swiss cooperative with which the 19
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Example of Development Project Holding and
Operating Structure

35% tax rate Y

0,
USA 5% of revenues

Australia

30% tax rate
Australian

subsidiary

Australian Branch

Farm-in for
ownership interest
by funding
development and
construction costs

5%

Australian Resources Project

Joint Venture
95% of the project’s taxable profits will be
taxed at 30% in Australia

Mining/production licenses

Mine/oil well

Infrastructure

Project plant and equipment

© 2008 KPMG International. KPMG International provides no client services and is a Swiss cooperative with which the 20
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e Marketing the Output from the
Resource Project
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Marketing Structures for Resource Projects

Key tax issues

e Centralized or regional marketing companies in favorable tax
jurisdictions:

—  Off-take agreement to be supported by arm’s-length transfer pricing principles
(consider obtaining an advanced pricing agreement (APA))

e Offshoring and outsourcing of minerals processing:
— Sell unprocessed ore to offshore refinery company

— Use tolling arrangements to process ore on behalf of the marketing company,
which maintains risk and ownership of the product

e Use of representative offices to identify customers in other countries
while minimizing any taxable presence, with sales contracts concluded
separately

© 2008 KPMG International. KPMG International provides no client services and is a Swiss cooperative with which the 22
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Example of Global Resources Marketing
Structure

Tax rate lowering to

approx 30% Foreign Co
Exempt
(SEZ) Sale of
Toll
rocessing DEggessed
P metal Tax rate
arrangement
Long-term off-take 1-25%
Tax rate 0 — agreement |
10% subject Minimal staffing
Delivery of to approval ‘ and service
processed agreement with Sales of metal to
metal Sale of Fully staffed Principal Co. long-term
alelo Tax rate customers at a
processed 30% mark-up
metal
Customers
Identification of CAUTION: The above structures need to be
stomers reviewed for changes in the tax laws of the

Chinese customers relevant countries.
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Questions
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Thank you for participating.

Please complete your feedback form.
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Presenter’'s contact details

Rod Henderson, Moderator
KPMG in Australia
+61 (2) 9335 8787

rbhenderson@kpmg.com.au
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