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OPEN POLICY : The rise and fall of the mining tax regime in Zambia

INTRODUCTION
Zambia is renowned for having had a very
difficult journey in the implementation of its
tax regimes, which have changed ten times
in the last 16 years. An acceptable mining
tax regime needs to encourage investment
so as to improve linkages that might result
in benefits such as job creation, improved
tax collection and contributions to social
investments. Designing such a tax regime
requires a sound understanding of the
complex mining sector. The objective of
this opinion paper is to look at the various
tax changes in Zambia since 1997, and draw
lessons from them.
Zambia is a mineral-dependant country hosting a
wealth of minerals that could drive socio-economic
development, including copper and cobalt. The
country is widely known as Africa’s secondlargest copper producer. Any amount of minerals
extracted means that the country’s capital wealth
decreases (ICMM, 2014). Zambia’s mining sector
has had a long history of disputed changes of the
mining tax regime with damaging consequences.
Revenues from extractive resources are volatile,
and so is the policy space in which they operate.
Most of the changes in the mining tax regimes
have taken mining companies by surprise, and have
usually resulted in contentious negotiations (Adam
& Simpasa, 2010).
There are many reasons why tax policy
implementation has been problematic. On

one side, mining investment is a very delicate
undertaking that takes time and a lot of
resources, from exploration to the actual mining,
and mining companies think they need to reap
the benefits. On the other side, mining is seen
as cash-cow by both politicians and citizens,
and it is expected to solve all socio-economic
development challenges. In a resource-rich
country such as Zambia, mining is always at the
top of the political agenda. A typical mining lifecycle can take between 15 and 25 years, and that
period can include many changes in government
and tax (Ley, 2010). Mining companies always
want the best political atmosphere to achieve
their objectives, and any government wants to
craft a well-balanced tax regime that will derive
as much benefit as possible and energise the
sector to deliver jobs, tax returns and the desired
social investments in communities. Mine tax
policies require a broad, long-term, consistent
and sustainable perspective. The challenge is to
manage this long-term perspective together with
short-term political expectations that meet the
immediate revenue needs of the government.
In this broader debate of mine tax management,
mining should be seen as key but not the only
tax income. A broad-based and efficient tax
system that includes the majority of enterprises
and citizens is essential for accountable statecitizen relations, and rewards any tax regime
that demands it. Therefore, the tax debate
should not be about mining only.
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Tax regimes
post-privatisation
Tax authorities in Zambia have used a mix of tax
instruments, depending on the demands and
performance of the mines at that particular time, to
ensure a smooth stream of tax revenue throughout
the life of the mine. However, these changes
have taken place too often to guarantee stability.
Zambia’s development has been characterized by
changing tax regimes with different approaches
introduced whenever there was a new political
regime (World Bank, 2015). This has given the
government of Zambia a reputation for tax regime
instability as they have struggled to structure an
effective fiscal regime for the mining sector to
ensure that Zambians benefit from the country’s
mineral wealth. The Privatisation Act was put in
place in 1992 and implementation started with state
enterprises, not touching the privatisation of mines
until much later.
It is clear that the revenues were not significant
in the post-privatization period because that
was a recovery period with a lot of tax holidays
and tax exceptions on machinery. However, that
was seen as mines not paying their fair share of
taxes to foster economic development. There
was an increase in revenue after 2005 (corporate
taxes began to increase), resulting from the
reorganization of the mineral sector, the use of
deemed prices for the royalty and for the income
tax for some producers, better mineral prices, and
improved monitoring. With several tax regimes
being tried since, the mineral royalty tax seemed to
be the most stable with minimum contention from
the mining companies (Sikamo et al , 2016).
2
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TABLE 1:
The rise and fall of Zambia’s Tax Mining Regimes 2008 – 2019
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Since the privatisation of Zambia’s mining
industry in 1997, seven significant tax
regimes have applied.

1.
These
agreements
allowed
companies to
carry forward
losses for 15-20
years to allow a
stability period.

2.
Mineral Royalty
Tax taxes are
typically low –
between 1 and
6 per cent – and
are levied on
production.

Development Agreements negotiated with individual mines
Following the privatization of the state-owned mining company, Zambia
Consolidated Copper Mines (ZCCM), in the late 1990s, the introduction
of the 1995 Privatization Act permitted the government to enter into
Development Agreements (DAs) with specific companies. The DAs
differed from company to company as per negotiated rates. The
agreements were meant to take care of legacy issues, environmental
obligations, and the general status of each particular mine. These
agreements allowed companies to carry forward losses for 15-20 years
to allow a stability period. Although government agreed with particular
mines not to amend any of the individual tax agreements negotiated
for a period up to 20 years, they soon faced pressure from civil society
organizations and opposition parties to renegotiate the agreements.

The Mineral Royalty Tax of 2008
Under President Mwanawasa, Minister of Finance Mr Ngandu Magande
presented fundamental changes to the fiscal and regulatory regime for the
mining sector in his budget presentation in 2008. The government started the
process by adjusting the mining tax regime both in 1998 and in 2000. This was
followed by lowering the royalty rate to 0.6 per cent, reducing the corporate
tax rate to 25 per cent, and extending customs and excise exemptions.
The fiscal changes were aimed at increasing the effective tax estimates
for a model large-scale copper mine from 31 to 47 per cent. A charge was
introduced in addition to (or perhaps as a substitute for) a royalty and all
generally applicable taxes. Corporate income tax was increased from 25 to
30 per cent, mining royalty increased from 0.6 to 3 per cent of gross sales
value, and a windfall tax was to be triggered at different price levels for
different base metals.
Mineral royalties are (in principle) payments made to the government to
compensate for the right to extract a non-renewable natural resource
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such as copper. Mineral royalty was considered to have key administrative
advantages relative to other taxes. It is assumed that the tax base is easier
to implement and administer with very little avoidance pressures as it is
simply based on a percentage of the value of the output (ad valorem). It
was expected that mineral royalty would mean more revenue stability and
less volatility compared to taxes on profit.
Mineral Royalty Tax (MRT) taxes are typically low – between 1 and 6 per
cent – and are levied on production. Tax is paid immediately through
capture tax revenue at production, even though the mine may still be
several years from profitability – or may even be making a loss. Royalties are
acknowledged non-negotiable tax, which does not respond to conditions on
the ground be it market conditions, the cost profile, profitability, or distinct
circumstances of different mines. This is an aggressive tax system as it can
affect the most vulnerable companies struggling to survive.

3.
Profit tax is seen
as progressive as it
targets profits.
The problem in the
implementation
of CIT was that
most of the mining
companies declared
losses or marginal
profits, so very little
was recovered.

Corporate Income Tax (between April 2009 and March 2012)
Corporate Income Tax (CIT), sometimes called tax on profits, is typically
set at a higher rate than MRT: around 25 to 35 per cent. It captures tax
revenue when the mine is in its production phase and bringing in income.
This type of tax targets the mine when the tax revenues are highest,
especially given that MRT is also being paid at the same time. Profit tax
is seen as progressive as it targets profits, and is hence a win-win for
the government that reaps from the good commodity prices and gets
companies doing well to pay more tax on their profits.
However, the government of Zambia abolished CIT in the 2014/15 Budget,
deciding to increase the royalty rates substantially. A few months later the
new tax regime was reversed, the CIT was reintroduced, and royalty rates
reduced. There were a lot of complaints about the instability of the mining
tax regime. The problem in the implementation of CIT was that most of the
mining companies (apart from Kansanshi and Chibuluma) declared losses or
marginal profits, so very little was recovered. That was the main reason that
led government to abolish the CIT and substantially increase the royalty.
It is expected that profit-related taxes such as CIT will deliver a significant
income for government from resource production and export. However,
5

government did not manage to reap the rewards of implementing the CIT;
royalties contributed 21 per cent of the total revenues from the mining
sector in 2013, compared to only 16 per cent for corporate income tax,
which is even less than the personal income taxes paid by the employees
of the mining companies in the form of PAYE (17 per cent).

4.
Mineral royalty
increases from 3%
to 6%.
Hedging and
operating income
treated separately
for income tax
purposes.

5.
MRT:
Open-cast mining
increased from 6%
to 20%.
Underground
mining to 8%.
Reinstatement
of corporate tax
to 30%.
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The 2012 regime (that came into effect in April 2012)
Following the change of government in 2011, the first budget of the
new government introduced further tax reforms in 2012, increasing
the mineral royalty tax from 3 to 6 per cent, effective April 2012, and
hedging and operating income were again to be treated separately for
income tax purposes.
In 2012, the royalty rate was further increased to 6 per cent. In 2013, the
government decreased the rate of capital allowances from 100 per cent
per annum to 25 per cent per annum, reduced the export duty on copper
from 15 per cent to 10 per cent, and set the tax on hedging income at 35
per cent (KPMG 2013).

The 2014 – 2015 tax regime
In the October 2014 Budget Speech, the Patriotic Front minister of
finance announced that mineral royalties on the norm value of base
metals produced would increase from 6 to 20 per cent for open-cast
mining, and to 8 per cent for underground mining. Ad valorem royalty
rates for copper vary between countries, generally ranging between 0
and 8 per cent. From 1 January 2015, the corporate tax rate in Zambia was
reduced to 0 per cent and the revenue-based mineral royalty rate was
increased from 6 to 20 per cent for open-pit mines. On August 14, 2015,
the Zambian government passed into law further changes to the taxation
and royalty regime that became effective from 1 July 2015. These changes
included the reinstatement of corporate tax to 30 per cent with variable
profits tax of up to 15 per cent.
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6.
Variable profits
tax of up to
15% applicable
to profits
from mining.
Mining royalty
rates reduced
from 9% to a
sliding scale of
4% to 6%.

7.
The sales tax
proposals for
2019 are intended
to deal with the
challenge of
value-added tax
(VAT) refunds.
The input sales
tax incurred at
the purchase
of inputs will
no longer be
refunded.

2016 tax regime
In 2016, the government implemented additional changes to the
corporate tax and mining royalty regime which became effective on
1 June 2016, and included the repeal of the variable profits tax of up to
15 per cent applicable to profits from mining. Corporate tax on profits
from mining was retained at 30 per cent. Mining royalty rates were
reduced from 9 per cent to a sliding scale of 4 to 6 per cent (depending on
the monthly average copper price) and the 10 per cent export duty was
suspended on ores and concentrates for which there are no processing
facilities in Zambia (e.g. nickel). The government of Zambia introduced this
tax in July 2016 by introducing an MRT based on a sliding scale that varies
between 4 and 6 per cent depending on the commodity prices on the
London Metal Exchange (LME).

2019 sales tax on the mining sector
The sales tax proposals for 2019 are intended to deal with the challenge
of value-added tax (VAT) refunds accrued mostly to mining and
exporting firms. VAT refunds have been contentious and government
has been failing to meet the obligation of payments, which have reached
approximately K1.4 billion per month. Refunds have been a drain on public
coffers and the most daunting public treasury management challenge
of our time. The government said it was difficult to maintain the VAT
refunds because the system was prone to too many fraud cases as mining
companies inflated the cost of goods and services and made double
claims on one receipt. It was therefore, essential to find a solution through
the proposed changes.
Refunds would mostly accrue to the mines and exporting firms because
the neutrality principal in tax dictates that taxes should be charged where
they are consumed. The new changes will effect a new system where
VAT refund will be eliminated and production will now be taxed along the
value chain rather than only at consumption. The input sales tax incurred
at the purchase of inputs will no longer be refunded, which increases the
costs of production of the extractive industry and reduces their export
competitive edge. The new sales tax proposed to start in July 2019 is set
at 9 per cent, which mining companies feel is too high.
7

Implications of
tax regime changes
The imposition of new tax regimes to replace the
Development Agreements was opposed by the
mining companies, who deemed the act illegal.
Many mining companies sought legal redress
locally and through the International Centre for
Settlement of Investment Disputes. Although the
2008 MRT system introduced major changes that
impacted on the sector, there were problems in
its implementation causing delays in realizing its
objectives. The 2008 tax reforms and those that
followed damaged investor confidence. (Conrad,
2012). Among the consequences were:
1. Frequent changes in the mining tax regime
have done little to improve the country’s
credibility in tax management since 2008,
and have negatively affected the relationship
between the mines and the government.
2. Zambian tax regimes have not been
sustainable as they were not formulated

through consensus and consultation among
key stakeholders. The absence of real and
substantive consultation on major tax reforms
has made implementation difficult.
3. Zambia should revamp its mineral revenue
model and move towards a national modelling
team anchoring transfer pricing, costs and
pricing monitoring, and audits. This may help
to develop better mechanisms for information
and data sharing between key public finance
management agencies, and contribute to the
development of more reliable data for tax
policy design.
While it is assumed that the sales tax will be easier
to administer, there may still be need for complex
audit and enforcement requirements. Expensive
fiscal devices will be required, especially because
there is no self-enforcing mechanism like that
which is characteristic of the VAT system.
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CONCLUSION
Fiscal restraint is necessary, but it need not
have an adverse effect on economic growth
and development if the right climate can be
created for increased levels of the mining
value chain. Tax systems should be simple
to implement and not contentious for either
tax administrators or taxpayers. Whilst
there have been significant improvements,
Zambia still remains an outlier — it still
has one of the highest effective tax rates
compared to other copper-producing
countries and a terrible recent history of tax
policy instability. The Zambian government
has been perceived as lacking capacity in
the form of human, financial and technical
resources needed to secure tax compliance
and the financial intelligence needed to
assess company tax liabilities. Although over
the last few years mineral revenue has been
increasing, making a positive contribution

to the GDP, there are still complaints that
revenue from the mines is not adequate
or reasonable.
It is important for Zambia to secure stability,
predictability and transparency in the mining
tax regime. Experiences with the rise and
fall of mining tax regimes provide some
lessons for policymakers. Major tax reforms
can benefit from transparent and thorough
consultations between the government
and taxpayers.
We may therefore conclude that, whereas
the mining tax reforms (especially of 2008
and 2015) did bring about a clear change
in benefit-sharing between government
and companies, the relative gain for the
government was not optimal due to the
implementation process chosen.
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The mission of the Southern Africa
Resource Watch (SARW) is to ensure
that extraction of natural resources
in southern Africa contributes to
sustainable development, which meets
the needs of the present without
compromising the ability of future
generations to meet their needs.

social justice activists to help oversee
and strengthen corporate and state
accountability in natural resources
extraction; and, highlight the relationship
between resource extraction activities
and human rights and advocate for
improved environmental and social
responsibility practices.

SARW aims to monitor corporate and
state conduct in the extraction and
beneficiation of natural resources in the
region; consolidate research and advocacy
on natural resources extraction issues;
shine a spotlight on the specific dynamics
of natural resources in the region and
building a distinctive understanding of
the regional geo-political dynamics of
resource economics; provide a platform
of action, coordination and organization
for researchers, policy makers and

SARW focuses on 10 southern Africa
countries but is also working to build a
strong research and advocacy network
with research institutions, think tanks,
universities, civil society organizations,
lawyers and communities in southern
Africa, the African continent and
beyond that are interested in the
extractive industries as it relates to
revenue transparency, corporate social
responsibility, human rights and
poverty eradication.

