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 Africa is rich in minerals and energy resources, yet financial sustainability remains a challenge due to
[llicit Financial Flows (IFFs), a major issue in the continent's mining industry.

* IFFs in Africa’s mining sector include tax evasion, mispricing of minerals, smuggling, and corruption.
These activities drain government revenues, hinder economic development, and perpetuate poverty.

« The African Mining Vision offers a strong framework to fight IFFs, but implementation remains a
challenge due to weak enforcement, corruption amongst others.

« Addressing IFFs requires stronger law enforcement, Improved tax transparency, harmonized geological
data and Technology-driven tracking of mining revenues.

- AMREC-PARC provides an effective mapping and reporting of Africa’s mineral and energy resources to
Improve investment, governance, revenue mobilization and sustainable economic growth.
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Second 10-Year Implementation Plan of Agenda 2063 (2024-2033).
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AMV ACTION PLAN

The Action Plan was also approved by AU
policy organs in 2011. It includes the
following clusters:

@ mineral rents and management ) The value chain in Africa DEVG'Ode countries

. geological and mining ] . Bnds hm, at bes mmplete bo
formation systems
C human and institutional capacities) /_% A

@ artisan and small-scale mining
. mineral sector governance
research and development E | “ Mm &
((vii)] environmental and social issues m mmm
| linkages and diversification
J and infrastructure investment
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Fourth Strategic Plan of Activity of the GMIS
_.r'z -11_ African Mineral Development Centre [(ANMDC) ~
2 || i ; i
% F Geological and Mineral Information System (GMIS) Strategy Plan of Activities b Abr, o8 *-_F

OBIECTIVES

AREAS OF
ACTIVITIES

PROJECTS
AMND
ACTIVITIES

EXPECTED
RESULTS

geological and mineral information

Strenghthen the African Union (AU) Members States capacity to produce, manage and disseminate

different GMIS initiatives in Africa

1- Coordinate and prowvide strategic operational support for AU Members States to improve geological and geospatial
information and its use in Mining and broad development processes in Africa
2- Set direction, create alignment, build commitment, promote collaboration; establish trust and mobilize supporters from

1.- National level
(domestication of the ChIW)

2 .- Regional and
continental levels
implementation of the AMYW)

3.- Areas of special interest

Background and feasibility
studies, recommendations
and guidelines

Capacity building of and
actiwvities from the AMGC

Capacity building of the
national GSO0s in connexion
with the domestication of
the CNIWY

strengthening of GMIS
facilities at the RECs

Strengthening of the OAGS

Standardizatiomn,
harmonization of
nomenclatures, resource

Strengthening of GMNMIS at
African Universities

PPP and South-South and
triangular cooperation

Strengthening of Africamn

Centres of Excelence

Strengthening of the African:

Blue Economy; Artisanal
Mining; Industrial minerals;
underground water, natural
hazards, infrastructure, geo-

heritage, geo-tourism,
agriculture, environment,
waste management, among
others

4.-Legal and regulatory
framework

Elaboration of GMIS
Principles

Background studies, draft
recommendations and
guidelines for financing GSOs
from mineral revenue;

production of information for

contract negotiation,
taxation and elaboration of

tenders; transfer of corporate

geodata to national GSOs;

and mechanisms for data
sharing and

distributionamong others

Improved geological and geospatial information and its use in Mmining and broad development
processes in Africa
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¢ lllicit Financial Flows: Frinancial

e Lack of harmonized geological data and loss from tax avoidance schemes and

technological constraints. smuggling.
e Weak regulatory frameworks and policy e Mining and Extractive Industries: Losses of
inconsistencies. about $40 billion annually due to IFFs
(UNECA 2020).

o . . * Oil and Gas: Losses of about $12.9 billion
e Lack of local capacity in tax administrations annually (GFI 2021).

and inter-agency coordination.

N / N /
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Out of Africa :;LLL(;SJ; ZI?FA:;C'AL N I G E R I A

Cumulative illicit financial flows

el top countries 1070-2008 Cumulative illicit financial flows from Africa by region, 1970-2008
in billions 38% 28% L0Z%,
Nigeria &%*Bm;’%;c &1.! lz;k

Egypt

870,000 standard schools
in Nigeria at NSOm each

South Africa
$217.7bn - e
Morocco 339 [} Jec VT SR e
to IFFs from 1970 to 2008.
V.
Angola 295 . Ths & s 0 0K of entre O o e et o e s

<
E Nigeria at N1IOm each
Nigeria also accounts for 79X of the
Algeria 26'1 entire share of IFFs for West Africa
If Nigeria stops IFF at current rate and Regulatory agencies and institutions have
been established with responsibilities

uses funds efficiently for MDG 4, numbers
Ivory Coast 21.6 I 1 of years needed to reduce infant mortality

can be cut from 23 years to 10 years

that cut across various dimensions of IFFs,

OIL AS A PROBLEM
Sudan 16.6 |

92.9 per cent of the total IFFs
= in Nigeria are related to odl
©F 1n 2008, 76.4 per cent of the IFFs
& O in oil from Nigeria benefited only the
’ United States, Spain, France. Japan
- and Germany

Source: AU/ECA Conference of Ministers

of Finance, Planning and Economic «QW
Development -
The Wall Street Journal e e 9 — eeomensmme ey

Raport of the Mgh Levet Paret of tict Ninancial Plows froos Africa, =2,
Comerissioned by the AU/ECA Conterence of Ministers of France. e
Flacwsrg and Ecoscmic Dewveloponest in 2045 p T:L/STAFR|CA
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ILLICITFINANCIAL
FLOWS(IFFs) A F R I CA

lllicit Financial Flows (IFFs)
originates mostly from commercial JENOS wenth
activities as follows: Oll:;;::ivc Dodging  havens
customs

Avoidance

Net Loss
$50bn

each year
levies.
Currently, Africa is estimated B
to be losing more than $50 billion
annually in IFFs. Transfer
Mispricing

éoo 65% *‘. 30% “. 5%

Corremeecisd Oegarined Comuption

Yranaaction Criminal Activites.

$1 trillion

Over the last 50 years, Africais
estimated to have lost in excess of
$1 trillion in Hlicit financial flows (IFFs).

This sum is roughly equivalent

to all of the officlal development "nnEﬂ Accnunts-a
R B The true story of Africa’s hillion dollar lesses

during the same timeframe.

_— R e WOESE
414 million @ e
World

4‘(" 4a

The number of people living on less The resource needs of African countries fax ,mtice
than $1.25 a day in Africa is estimated for social services, infrastructure and Rp— pee network
to have Increased from 290 million in \ investment also underscore the importance e P s ] w_‘}'g, ReariS R Moveman)

1990 to 414 million in 2010 of stemming IFFs from the continent. -

HEALTH RODAD -,
POVERTY., Medact o
ACTION = * S Wt

Socrce: Track 1 Stop 1 Get it IRt Fimancisd Flows (FF), Peet by Tandiog ac. Sy a0 jacen Dy

Regort of the Hgh Level Paned of Bict Pimancal Flows fom Afrca,
Corveressioned by the AUSECA Confierence of Minditers of Firasce. = 2 T e e o e = bt o s ik Pk b d 4 e i e 50
Plarsing and Econcenic Develcprment s 2015 TRUSTAFRICA o e gt prrmars e i . s i— e ~agurtd = g $u povnen o o b —
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IFFs in the African Mining Sector

International Profit Shifting in the African Mining Sector

Investment hubs

About 45 percent of FDI
inflows to SSA mining
come via investment hubs

Related Party Transactions

- Abusive transfer pricing
- Related Party Loans

Tax Competition Fiscal Loss

- Tax Rate Differentials Average of $600

- Project-by-project million per yearin
agreements lost mining
corporate tax
revenue.

Source: IMF, 2021

Treaty Shopping

Withholding tax
reductions due to tax
treaty with conduit
countries

Mispricing Risks

Minerals Under-Pricing
and Over-Remuneration
of Marketing Hubs
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International Profit Shifting in the African Mining Sector

Pressures of Tax Competition

Statutory CIT Rates on Mining and Implicit Tax Rates (EITI Countries) 2014 -2016

Bt M Effective mining CIT rate

40 statutory mining CIT rate

Jat -
30t -
25t -
20¢
15}

10+

Burkina Faso  Cameroon Chad Cote d'Ivoire Guinea  Madagascar Mal Miger Nigeria Tanzania fambia

Sources: Extractive Industnes Transparency Initiative (EITI): IMF Fiscal Affairs Tax Rate Database: and IMF staff estimates.
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International Profit Shifting in the African Mining Sector

Withholding Taxes in SSA — Reductions Relative to Domestic Law

Dividends Interest Royalties
Lowest Treaty Lowest Treaty Lowest Treaty
Rate Rate Rate
Once withholding tax rates are reduced Botswana 5 75 5
in one treaty, it creates pressures in Cameroon AL B .
. . Cote d'lvoire 10 10 5
subsequent negotiations for other Equatorial Guinea n/a n/a n/a
countries to be afforded the same Gabon 15 10 0
Ghana 10 0 8
treatment, and for MNEs to use that Cuinea 0 0 0
revised treaty to divert profits to a Guinea-Bissau 10 10 10
) ) Kenya 5 10 10
location where they will not be taxed. Liberia 15 20 20
Mali b 5 0
Mauritania 10 10 0
Mozambique 0 0 5
Namibia 10 10 0
Niger 10 15 0
Nigeria 7.5 75 7.5
Republic of Congo 0 0 0
Key: Senegal 0 0 0
= reduced Sierra Leone 0 0 0
tax rate relative to that country’s South Africa 0 0 0
legislated withholding tax rate. Tanzania 0 0 0
Togo 10 15 0
»  Light pink - shaded rates = the country Uganda 0 10 10
has afforded a zero-tax rate to a treaty Zambia 0 5 5
partner. Zimbabwe 7.5 5 7.5
_ Source: IMF based on IBFD.
*  White-shaded r.ates = treaty rates are Note: This table shows the lowest withholding tax rate afforded by each country in the region to
equal to the legislated rate. at least one of its treaty partners




Source: IBFD tax treaty database; and IMF, Coordinated Direct Investment Survey (2019 or latest available).

Source: IMF, 2021
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International Profit Shifting in the African Mining Sector
Tax Treaty Shopping
Foreign Direct Investment Sources and Tax Treaty Coverage
Domestic Law Major Inbound Investment Sources and Tax Treaty Dividend Withholding Rates
Rate (percent) #1 Source Rate #2 Source Rate #3 Source Rate #4 Source Rate
(percent) (percent) (percent) (percent)
Botswana 0 United Kingdom 5 South Africa 10 Mauritius 5 Australia —
Burkina Faso 12.5 Barbados — Canada — Russian Fed. — Australia —
Central African Republic 0 Canada — Mauritius — Morocco — Korea S
Democratic Republic of 0 Mauritius — South Africa 5 Zambia — France —
the Congo
Ghana 0-8 United KII’IngI’I’I 7.5 Belg”_]m 5 France 7.5 Cayman Island I
Guinea 15 United Kingdom — United Arab 0 France 15 Senegal —
Emirates
Liberia 15 China PR - HK — United States — Norway — Spain —
Mali 7-10 Canada — American — United Kingdom _ British Virgin —
- | Samoa o Island
Namibia 10 South Africa 5 Mauritius 5 United Kingdom 5 Canada o
Niger 10 France 10 China PR — Turkey L India L
Sierra Leone 10 France — Mauritius — Luxembourg L ltaly L
South Africa 20 United Kingdom 5 Netherlands 0 Belgium 5 Japan 5
Tanzania 10 United Kingdom — South Africa 20 Canada
. . : 20 Norway 20
Zambia 0 Canada 15 Switzerland 5 China PR 5 United Kinadom 5
Zimbabwe 0-15 South Africa 5 Mauritius 10 Luxembourg L Francg 10
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International Profit Shifting in the African Mining Sector

Related Party Loans

Authorities in Mali had imposed a
limitation on the interest rate
that could be used to calculate
allowable interest deductions—
effectively closing off the
arrangement outlined in panel 1.

However, with no associated
limitations on the size of the
intra-group loans, the MNE
restructured its financing to
reduce the interest rate, but
increase the quantity borrowed,
maintaining the amount of tax
deduction (Panel 2).

amrec @)

1. Profit Shifting Via High Interest Rate
A

Borrows from capital markets—small
margin above LIBOR

Group Treasury

Lends to Mine Co-LIBOR + 16%

Source: IMF.
Note: The Group Treasury is the MNE's arm that borrows from international financial markets. LIBOR =

Overnight London Interbank Offered Rate.

2. Profit Shifting Via High Loan Amounts

Interest rate Interest rate

Interest rate

Quantity of debt

Limit

Quantity of debt

Limit

Quantity of debt

Source: IMF, 2021
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International Profit Shifting in the African Mining Sector
Mineral Underpricing

Profit Shifting using mineral prices
* In Africa, there is a lack of open market

Reference transactions for many mineral products.
price per Firms need not process the minerals into
tonne grades that would be widely traded in

Price adjusted for tr'a|-15parent .markets, making it more
difficult to price.

grade of ore

¥

Marketing fee, * In Liberia, a mining MNE sold all
“other” fees production via a related party in a low tax
country. In its sales contract, the company
made quality adjustments (as is standard
practice) but then also applied additional
discounts on the price for marketing and

other costs that were not explained or
«. Price used to justified.

calculate CIT

* These adjustments and fees reduced the
value of shipments by more than 10
percent, transferring about $500 million in
Source: IMF, 2021 profits offshore over several years.
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International Profit Shifting in the African Mining Sector

Unintended Effects of Tax Incentives

Export Processing Zones and Domestic Profit Shifting

- : In Mozambique, one MNE was able to
e adopt simple internal company

A transactions to shift profits from its
mining business (which paid tax) to
Dividends another entity in the same country that
was tax-exempt, operating in an export

Offshore )
processing zone (EPZ).

Mining country
Using a loan arrangement, the two
companies were able to generate tax

Loan deductions for the mining company and
interest income for the zero-taxed EPZ
< entity. The tax cost of the arrangement
Interest was estimated at EUR 20 million per
Zero tax payments Pays CIT year.

Source: IMF, 2021
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International Profit Shifting in the African Mining Sector

Unintended Effects of Tax Incentives

2. Design Flaws in Incentive Policy
Y(0) Y(5) Y(10) Y(15)
[ I I

* In Guinea, CIT holidays were afforded
to mining investments but not tied to a

> particular project or project license.
: o

Entity 1 Taxable

Mining license transfer

* This meant companies could
restructure their affairs as the holiday
> was set to expire, transferring the
Further license transfer mining license to another local entity
with the same owners, restarting the

Taxable tax holiday for another 5 years.

Entity 2 Taxable

Entity 3

| | | Ay * In effect, projects could be shielded

0 0 0 from CIT indefinitely.
CIT rate

Source: IMF, 2021
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Mining Contribution to Africa’s Economy

1. Mining Contribution of GDP and Exports in Sub-Saharan Africa, 2. Mining Contribution to GDP, Domestic Revenues, Exports, and Foreign
Average 2014-19 Direct Investment, Average SSA Resource-Rich Countries 200919
(Percent) (Percent)

- ! ! ' ' ' ' ! ! GDP Revenues

COD i @ @ (Percent of total GDP) (Percent of domestic revenues)

GIN | (15) (86)

BWA| (19 83

ZMB | (15) @

SLE | @ (60)

BFA | @ (58]

WE| © (55

MLI o @

BR | @ 45, Exports FDI

GHA @ @ (Percent of total exports) (Percent of total FDI)

NER| @ 36

NAM| @ (36,

CAF 0 @ . Resource exports/total exports

ZZNK - BEE @ Resource GDP/total GDP

IAF (€5

[ ] ] 1 1 ] ] 1 1 ] ]
0 10 20 30 40 50 60 /70 80 90 100

Sources: Country authorities; FAD Resource Revenue Tax Database; FDI markets; and IMF staff estimates.
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AMREC-PARC and IFFs (1) )

What is AMREC-PARC?

Sold or e Viable projects
used production [

) - .
!Eiiaii Potentially viable projects
ifemt

_m

Non-viable projects

Nk . .
Prospective projects

Remaining products not developed

ENVIRONMENTAL-SOCIO-ECONOMIC
VIABILITY
z

AMREC odionsbidle
 AMREC is the African Mineral and

Energy Resources Classification and
Management System.

Produced quantities

123 Codification (E1;F2,G3)

PARC

PARC is the Pan African Resource Reporting
Code that provides the rules and guidelines
for public disclosure.

* A principles-based classification system
which uses numerical codes to classify
the products of a resource project on the
basis of the three fundamental criteria:

« Environmental-socio-economic viability (E)
» Technical feasibility (F)
» Degree of confidence in the estimate (G)

PARC is the AMREC based code for public
reporting for resources under relevant
financial and security regulations in Africa.
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Transparency and standardization Digital and Al technologies
_ . . * Harmonized  Geological and
* Public Beneficial Ownership Mineral  Information  System
Registers: Companies disclose their (GMIS) for a Digital & Al-Based

ultimate owners, preventing shell

resource inventory and Tax
company abuse.

Audits.

Implementation of OECD BEPS Action

Plan
Bilateral & Multilateral

Agreements * Country-by-Country Reporting: MNE

report profits, revenues, and taxes paid in
each country.

* Automatic Exchange of Information with
mining jurisdictions to detect hidden

revenues.
* Transfer Pricing Rules: Prevents
« Double Tax Treaties (DTTs) Revision to artificial profit shifting to low-tax
prevent companies from exploiting jurisdictions.
loopholes.
* Limiting Interest Deductions:
* African Tax Administration Forum (ATAF): Restrictions on  excessive interest

collaboration on Cross border tax issues. payments to related entities.
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Tax Audit Process
Document )
4 ) Collection 4 ) Analysis & - ~
. The.c_iovernmenfc .Compare Compliance Check e Report may result
notifies companies physical assets in

on the scope,
timeframe, and
required
documentation for
tax audit.

Notification

® Tax returns and
financial statements

® Royalty payments and
agreements.

* Mining permits and
contracts.

e Export and production

reports.

\_

and operations
against reported
data.

Field Inspection

e Cross-referencing the
data provided by the
mining company with
the actual output
reported by geological

\_ surveys or customs.

recommendations,
penalties, or
further
investigations if
discrepancies are

J

found.
Audit Report
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Table 1. Sub-Saharan Africa: Estimated Cumulated Real Revenues from Production of Selected
Critical Minerals and Fossil Fuels, 2024-50

Historical, 1999-2022 Under Net Zero Scenario, 2024-50
(2023 Billion US3) (SSA Percent of World Total) (2023 Billion US$) (SSA Percent of World Total)
Selected Minerals 297 8 1,934 12
Copper 200 8 662 10
Nickel 38 5 293 5
Cobalt 56 54 880 66
Lithium 3 3 99 5
Fossil fuels 3,923 9 625 3
Qil 2.805 6 508 4
Natural gas 279 2 52 2
Coal 438 4 65 3

Sources: International Energy Agency; and IMF staff calculations.

Note: Price projections (in real terms, deflated by US CPl) are based on analysis from the October 2021, World Economic Outlook,
Special Feature on Commodities Markets, which assume $30 per barrel of cil, $1.50 per million British thermal units for natural
gas, and $40 per metric ton of coal. The selected critical minerals are: copper, nickel, cobalt, and lithium. Mineral price projec-
tions based on Boer, Pescatori and Stuermer (2023). Quantity projections are based on |[EA (2023) net zero energy transition
scenario. The Sub-5Saharan Africa share is inferred from data on mineral and fossil fuel reserves.

Economic disparity in a simple market value comparison:
Raw bauxite = S65 per ton,
Aluminum = $2,335 per ton as of end 2023.

The Need for

Value Addition
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Figure 1. Increase in Global Demand of Energy
Transition Minerals

(Ratio of 2050 to 2022 demand under a net zero
emissions scenario)

Lithium
Vanadium
Graphite
Cobalt
REEs
Mickel
Bauxite
Chromium
Copper
Silicon
Manganese
PGMs
Molybdenum
Zinc

Lead
Silver

Bl Energy transition
Bl Other use

0 2 4 6 8 10 12

Sources: International Energy Agency (IEA) World Energy Outlook
(2023); and IMF staff calculations.
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Copper, Nickel, Cobalt, and Lithium
» Global revenue = $16 trillion over the next 25
years.

* Africa: over 10% of $16 trillion = nearly $2
trillion

Figure 2. Sub-Saharan Africa: Share in World
Production and Reserves, 2022
(Percent of global)

Production Froven Reserves
Platinum . N |
Cobalt
Manganese
Palladium I
Chromium
Bauxite
Graphite
Copper
Vanadium
Nickel I
REE . 1 1 1
100 50 0 50 100
Congo, Dem. Rep. Madagascar mm South Africa
mm Gabon Mozambique Zimbabwe
Guinea mm Other

Sources: United States Geological Survey (USGS); and IMFEF staff
calculations.

e Cobalt: The DR Congo has over 70% of global output and
about 50% of the world’s proven reserves (Figure 2).

* Manganese: South Africa, Gabon, and Ghana, collectively
accounting for over 60 percent of global production.

 Lithium: Zimbabwe, alongside the DR Congo and Mali,
holds substantial yet-to-be-explored lithium deposits.
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« Harmonize fiscal regimes and other policies and laws that promote transparency in the
Extractive sector in Africa. E.g; Contract disclosures and beneficial ownership disclosure.

« Mineral audit capacities should always match consistent and evolving illicit financial
flows strategies.

* Promote collaboration with the AMDC iIn the negotiation of mineral concessions and
double taxation agreements.

* Promote cross sector collaboration to strengthened linkages between the mining industry
and other sectors of the economy.

« Governments must continue to carry out period assessment on the level of
Implementation of the AMV and take corrective actions.
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Conclusion

* Resource classification and reporting is crucial for financial sustainability in Africa so
AMREC-PARC as a harmonized framework will improve investment and governance
for long-term financial prosperity.

* Leveraging technology can enhance a centralized database on mining transactions
across African countries ensuring classification accuracy and the tracking of mining
revenues for financial sustainability.

* Financial Sustainability in the mining sector in Africa requires political will, as well as
real investments in capacity building, data gathering, and information exchange.
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