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FOREWORD

In the Northwest Territories (NWT.) the federal governnment through
t he Departnment of Indian Affairs and Northern Devel opment (DI AND), is
responsi bl e for the managenment of water, hydrocarbon and m neral
resources, as well as for the adm nistration of nost Crown | and.

The February 27, 1995 federal budget directed the Departnment of

| ndi an Affairs and Northern Devel opment (DIAND) to review its
northern natural resource managenent |egislation and proceed with a
conprehensi ve series of anmendnents to increase revenues and ensure a
fair return to the Crown. As a result, DIAND has initiated a
conprehensive review of the mning royalty reginme for the NWT. in

t he Canada M ning Regulations. In addition this review will also
address changes necessitated by the advent of dianond m ning, recent
changes to the Inconme Tax Act and the frequent disagreenments with the
i ndustry over the interpretation of certain provisions of the
regul ati ons.

An interdepartnmental commttee consisting of DI AND, Finance Canada,
Nat ural Resources Canada, and National Revenue, as well as
representatives fromthe Government of the Northwest Territories was
formed to review the mning royalty regime. This commttee devel oped
a series of conputer nodels to conpare effective tax rates in the

N. WT and other mining jurisdictions, as well as to exani ne
alternatives for, and possible changes to, the existing mning
royalty reginme. This review process has culmnated in the proposed
changes to the mning royalty reginme set-out in this discussion
paper.

Thi s di scussion paper is divided into two parts. The first part sets
out: the context for the review of the mning royalty reginme; the

obj ectives for changing the reginme; the nethodol ogy used for
conparing the effective rates of mning royalty/tax/duty and i ncone
taxes in various mning jurisdictions in Canada and abroad; the
results of these conparisons; the rationale for retaining the basic
structure of the existing royalty regime; an analysis of the proposed
changes and their inpact on the effective rate of mning royalty and
income tax in the NNWT. relative to other mning jurisdictions. The
second part (ANNEX) identifies the provisions of the Canada M ni ng
Regul ations that require anmendment and sets out in detail the
proposed changes to these provisions.

The di scussion paper sets out the proposed changes in sufficient
detail for the m ning conpani es, exploration conpanies and the
Abori gi nal groups that have settled or are negotiating conprehensive
 and claimagreements in the NWT., to actually determ ne the
econom ¢ and financial inpact of these proposals. As such, it is



ained at the legal, financial and taxation advisors to these
or gani zati ons.

Thi s di scussi on paper has been sent to mning conpanies operating in
the NNWT., mning industry associations, and Aboriginal groups which
have settled or are negotiating conprehensive | and cl ai m agreenents
in the NNWT. This docunent is also available at DIAND s offices in
Yel | owkni fe, Northwest Territories and in Hull, Quebec.

DI AND' s consultations on this discussion paper will be focussed on

i ndi vi dual nmeetings with m ning conpanies, industry associations and
Aboriginal groups in the NWT. DI AND will nmeet with other

i nterested groups on request.

The draft amendnents to the Canada M ning Regul ations wll be
published in Part | of the Canada Gazette and interested parties wll
have 60 days to submt comrents. Changes resulting fromthese
comments will again be published in Part | of the Canada Gazette and
30 or 60 days will be allowed for public review dependi ng upon
significance of the changes. The regulations will then go to the
Governor in Council for approval.



EXECUTI VE SUMVARY

In the Northwest Territories (NNWT.), the Departnment of Indian
Affairs and Northern Devel opment (DI AND) is responsible for the

managenent of mneral resources. In response to the direction in the
February 1995 federal budget, DI AND has initiated a conprehensive
review of the mning royalty regine. This review w |l also address

changes needed as a result of the advent of dianond mning in the
N. WT., recent changes to the Income Tax Act, and the frequent

di sagreenents with industry over the interpretation of certain

provi sions of the royalty legislation. The goal of this process is
to ensure that the mning royalty regime in the NNWT.: generates a
fair return to the Crowmn as well as the private sector devel opers of
m nerals; maintains a conpetitive |evel of taxation on the profits;
treats mnes of varying profitability equitably; and is clear,
straightforward and sinple to interpret and adni nister.

This review has been conducted in cooperation with the federal
departnments of Finance, Natural Resources and National Revenue, as
well as the Governnent of the Northwest Territories. The review used
a series of conputer nodels of different types of m nes of varying
profitability to analyze options for changing the royalty regine and
to conpare effective rates of royalty and i nconme taxes in the N.WT.
with those in other mining jurisdictions in Canada and abr oad.

A conparison of the effective rate of mning royalty and i ncone taxes
under the current regime in the NWT. with other m ning
jurisdictions, indicates that the effective royalty rate in the
Canada M ning Regulations is one of the | owest in Canada and anong
foreign mning jurisdictions and therefore can be increased w thout
affecting the attractiveness of the NWT. as a jurisdiction for

m ning i nvestment.

After extensive analysis, it was concluded that making nodifications
to the existing royalty reginme could neet the objectives of the
review without the uncertainties inherent in instituting a new
royalty regime. Thus the mning royalty regine will continue to
apply to all mnerals regulated by the Canada M ning Regul ati ons,

i ncl udi ng di anonds.

It is proposed that the foll owi ng changes be nmade to the royalty
regime in the Canada M ni ng Regul ati ons:

- the 3 year royalty free period be elimnated;

- the annual maxinmumrates for the depreciation of buildings,
pl ant, equi pnent and machinery and the anortization of
preproducti on expenses be increased from15% to 100%



- the assets eligible for depreciation be expanded from those
used in production to all those used in the operation of the

m ne;
- the royalty rate on profits over $10,000 but |ess than
$1 million be raised from3%to 5%

- the 12% maxi mum on the royalty rate, which increases 1% f or
each $5 mllion of additional profit, be raised to 14%

- assets eligible for the processing allowance be narrowed to

t hose used directly in processing and purchased prior to the
start of commercial production or as part of a major expansion;
- contributions to a mning reclamation trust becone deductible
for royalty purposes;

- royalty becone payable on a quarterly basis rather than 10
mont hs after the end of a mne's fiscal year and m nes be
required to nake quarterly instal ments towards the royalty due
for the year;

- conditions be added to the |easing provisions of the

regul ations to make the m ne assets security for unpaid royalty
on new | eases, to allow the Mnister to cancel a |ease for non-
payment of royalty, and to prohibit the transfer of a | ease
where there are royalties outstanding w thout the provision of
adequate security to the Mnister; and

- di anond production be valued by a federal governnent

appoi nted valuer prior to sale or export from Canada.

Based on the mne nodels used in the review, the royalty regime in

t he Canada M ni ng Regul ati ons nodified as proposed above would result
in an effective royalty rate below the average of the effective rates
of mning tax/duty in five major mning provinces; British Col unbi a,
Mani t oba, Ontario, Quebec and Newfoundland. It would also result in
a conmbined rate of royalty and incone tax which would be below the
average of the effective rates of mning tax/duty and incone taxes in
t hese five provinces. Moreover, the conbined effective rate of
royalty and income tax in the NWT. would remain conpetitive with
the effective rates of taxation on profits in major foreign mning
jurisdictions.
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1. I NTRODUCTI ON

In the Northwest Territories (NWT.) the federal governnent through
t he Departnment of Indian Affairs and Northern Devel opment (DI AND), is
responsi bl e for the managenment of water, hydrocarbon and m neral
resources, as well as for the admnistration of nost Crown [and. As
such, DIAND is responsible for the adm nistration of the Territorial
Lands Act, and its regul ations.

The Territorial Lands Act gives the Governor-in-Council the authority
to "... make regulations for the |leasing of mning rights in, under
or on territorial |ands and the paynent of royalties therefor,...".
In the NNWT., the Canada M ni ng Regul ati ons provide for the

di sposition of mneral rights for nost mnerals, other than

i ndustrial and quarry mnerals, coal, petroleumand rel ated
hydrocarbons, in return for the paynent of a royalty to the Crown.

The February 27, 1995 federal budget directed DIAND to proceed with a
conprehensi ve review and anmendnents to northern natural resource
managenent legislation in order "to increase revenues and ensure a
fair return to the Crowmn." The advent of diampbnd mning in the
N.WT., and the need of dianmond m ne devel opers to have a cl ear
picture of the mning royalty reginme prior to making production

deci sions, has nmeant that the royalty reginme in the NWT. is one of
the first aspects of northern mineral |egislation to be reviewed.

DI AND and m ni ng conpani es operating in the NNWT. have frequently

di sagreed over the interpretation of various royalty provisions in

t he Canada M ning Regul ations. These di sagreenents point to the need
for a broad review of the mning royalty regine that goes beyond the
| evel of revenue generated, to clarify, where necessary, and to
sinplify, where possible, the interpretation and adm nistration of
the legislation. DIAND s experience with the insolvency of Curragh
Inc. points to the need for additional provisions in the Canada

M ni ng Regul ations related to collection and enforcenent. The March
1995 anendnents to the I ncone Tax Act providing for the deductibility
of contributions to a mning Reclamation trust suggest the need to
revise the royalty regine to ensure that such contributions are
recogni zed for the purposes of calculating mning royalties.



2. OBJECTIVES FOR A M NING ROYALTY REG ME IN THE N. WT.

The objectives in revising the royalty provisions of the Canada
M ni ng Regul ations are to ensure that the mning royalty regine:

- generates a fair return to the Crowmn fromthe extraction
of Crown ninerals;

- allows a fair return to the private sector devel opers of
Crown m neral s;

- mai ntains a | evel of income tax/mning royalty which is
conpetitive with other Canadi an and international
jurisdictions;

- treats equitably m nes of different |evels of
profitability; and

- is clear, straightforward and sinple to interpret and
adm ni ster.

3. EXISTING NNWT. M N NG ROYALTY REG ME

The Canada M ning Regul ations require each mne to pay an annual
royalty to the Crown based upon the value of output of the mne. The
val ue of output for this purpose is defined as the market val ue of
the mne's production | ess all owabl e deductions for such itens as:

- transportation, snelting and refining costs;

- mne and m Il operating costs;

- expl orati on and devel opnent costs at the m ne;

- depreciation of the buildings, plant, equipnment and machi nery
used in production at the mne (an all owance of up to 15% of
the cost of depreciable assets not to exceed 100% of the
original cost of the assets);

- anortization of preproduction exploration and devel opnment costs
(an al |l owance of up to 15% of such costs incurred prior to
commerci al production not to exceed 100% of these costs);

- expl orati on expenses incurred elsewhere in the NWT. up to 10%
of market val ue of production; and

- if the production is further processed in the NWT., a
processi ng all owmance of 8% of the cost of processing assets to
a maxi nrum of 65% of the val ue of output.



Royalty is levied on this value of output on the follow ng scale

$10,000 to $1 mllion: 3%
$1 million to $5 mllion: 5%

with the rate increasing 1% for each additional $5 mllion in value
of output to a maxi mum of 12% at a val ue of output of $35 nillion and
above.

No royalties are required to be paid for the first 3 years after the
start of commercial production.

4. ROYALTY SHARI NG UNDER COVPREHENSI VE LAND CLAI M AGREEMENTS

Conmprehensive Land Claim Settlenments with the Gavch'in, the Sahtu
Dene and Metis and the Inuit of the Nunavut Settlenment Area provide
for these Aboriginal groups to receive a share of the resource
royalties, including those frommning, fromCrown Land in the N.WT.

The Gwich'in and the Sahtu Dene and Metis each receive 7.5% of the
first $2 mllion and 1.5% of any additional amounts of resource
royalties fromthe Mackenzie Valley Cl aimArea.

The I nuit of the Nunavut Settlenment Area receive 50% of the first $2
mllion and 5% of any additional anmounts of resource royalties from
t he Nunavut Settl enent Area.

Where DI AND col l ects royalty on a m neral right under the

Canada M ni ng Regul ations which is |ocated on Aborigi nal owned
subsurface, the Crown remts 100% of the royalty to the Aboriginal
group owni ng the subsurface of the |and.



5. METHODOLOGY FOR COVPARATI VE ANALYSI S

In Canada, mning projects are generally subject to three |evels of
taxation on profits: a mning royalty/tax/duty! which is |levied by
the | evel of governnment which owns the resource, the provincial
governnents in the provinces and the federal governnent in the N.WT.
and Yukon; a provincial/territorial inconme tax |evied by the
provincial and territorial governments; and federal incone tax |evied
by the federal governnment.

G ven the objectives of the review of the mning royalty reginme, the
first step was to conpare the effective rate of mning royalty, as
wel |l as the conbined effective rate of mning royalty and income
taxes, in the NWT. with other major mning jurisdictions in Canada
(British Colunmbia, Manitoba, Ontario, Quebec and Newfoundl and), as
wel |l as a number of international jurisdictions (Al aska, South
Africa, Western Australia and Chile). For Quebec the mi ning duty
rules for mnes north of 55 degrees |atitude have been used, as the
operating environment in this part of the province is simlar to that
found in the N.WT.

Conput er based spreadsheet nodels were used to conpare the inpact of
the taxation rules for each of these jurisdictions on four specific
m ne nodels. The paraneters for these four m ne nodels are:

1. Hi gher Profit Base Metal M ne (Open-pit, pre-tax Internal Rate
of Return(lRR) of 25% 3,000 tonnes per day(tpd), 15 year m ne
life, average annual revenue of $225 mlIlion, total capital
i nvestment $400 mllion)

2. Lower Profit Base Metal M ne (Open-pit, pre-tax IRR of 13%
3,000 tpd, 15 year mne |life, average annual revenue of $150
mllion, total capital investnent $400 million)

3. Hi gher Profit Gold M ne (Underground, pre-tax |IRR of 25%
2,000 tpd, 22 year mne |ife, average annual revenue of
$135 mlIlion, total capital investnment $300 mllion)

4. Lower Profit Gold Mne (Underground, pre-tax |RR of 13%
2,000 tpd, 22 year mne |ife, average annual revenue of
$100 mllion, total capital investnment $300 mllion)

In the NNWT., the federal governnent levies a "mning royalty",
in Quebec, the provincial government levies a "m ning duty" and
British Col unmbia, Manitoba, Ontario and Newfoundl and | evy a "m ning
tax". Henceforth, the term"mning royalty” will be used to refer to
this type of I|evy.



A di anond m ne nodel has not been included because there is no
informati on on dianmond m ning in Canada that is not commercially
confidential. A hypothetical dianmond m ne could resenble any of the
above four nodels dependi ng upon the size, mning nmethod and the
structure of capital and operating costs.

For each nodel, the debt/equity ratio used was 1:1, the interest rate
on debt was 10% and on m ning reclamation trust bal ances 6% and the
inflation rate applied to revenues and operating costs was 3%

Each nodel was assunmed to be a stand-al one m ning project. The base
metal m ne nodels were assunmed to produce and sell concentrate,
whereas the precious netal m ne nodels were assuned to produce and
sell dore bar. The taxation rules of each jurisdiction were applied
on this basis. As such, the results of these nodels do not take into
account the tax benefits in certain jurisdictions of being able to
consol idate a nunmber of mines for tax purposes and of further
processing incentives for snmelting and refining. |In these situations
the effective rate of mning royalty could vary significantly from

t hose generated by these npdels.

The effective rate of mning royalty has been cal cul ated by the

di scounted cash flow IRR nethod - the IRR of cash flow before m ning
royalty and inconme taxes less the IRR of cash flow after m ning
royalty but before incone taxes as a percentage of the IRR of cash
flow before mning royalty and i ncone taxes.

The conbi ned effective rate of mning royalty and incone tax has been
cal cul ated using the sane IRR nethod as was used to cal cul ate the
effective mning royalty rate - the IRR of cash flow before m ning
royalty and inconme taxes less the IRR of cash flow after m ning
royalty and inconme taxes as a percentage of the I RR of cash flow
before mning royalty and incone taxes.

6. COMPARATI VE ANALYSI S OF EFFECTI VE ROYALTY AND TAX RATES

Effective Mning Rovyalty Rates

Table 6.1 shows the effective rates of mning royalty on specific
projects for the existing mning royalty regine in the NWT. as well
as the mning royalty reginmes of five major Canadi an m ning

pr ovi nces.



TABLE 6.1

CURRENT EFFECTI VE M NI NG ROYALTY RATES BY | RR
N. WT. AND SELECTED PROVI NCES

Base Met al Base Met al &ol d Gol d

Hi gh Profit| Low Profit High Profit] Low Profit
B. C. 5.9% 5.6% 4. 6% 3.6%
Mani t oba 7.4% 6. 4% 6. 7% 7.2%
Ontario 11. 3% 13. 4% 8. 5% 7.8%
Quebec 6. 0% 7.2% 2.8% 2.4%
Nf | d. 5. 7% 9. 9% 5.8% 8. 2%
Provi nci al 7.3% 8. 5% 5.7% 5.8%
Aver age
N.WT. 3.5% 3. 5% 3. 1% 2. 7%

Based upon the results of these four m ne nodels, with the exception
of the gold m ne nodels for the Quebec m ning duty regime, the
current mning royalty regime in the NNWT. produces a | ower
effective rate than the mning royalty regimes in the other major
Canadi an m ning jurisdictions anal yzed.

Al'l of the Canadian jurisdictions analyzed have a mning royalty
which is profit based.

Mani t oba, Ontario, Quebec, Newfoundland and the NNWT. |levy a m ning
royalty against a mne-nouth value of the mnerals produced after
deducti on of production costs and an all owance for return on the
capital enployed in further processing - concentrating, snelting and
refining. In Ontario and Quebec, this processing all owance increases
with the degree of further processing. Mnitoba and Ontario both

all ow processing all owance to be clainmed for processing assets

| ocated in other Canadian jurisdictions; whereas Quebec, Newfoundl and
and the NNWT. |limt clains for processing all owance to assets within
the jurisdictions.

British Columbia has a two staged system Stage | tax is a two
percent |evy on gross revenue |ess m ne operating expenditures.

Stage Il tax is calculated on "net revenue", which is essentially the
cunmul ative profit derived fromthe mne after taking into account
bot h operating and capital costs. British Columbia is unique in



Canada in that it lunps all expenses, operating and capital into one
pool for deduction purposes. These pool ed expenses may be carried
forward for use in succeeding years. Stage | tax paid is credited
agai nst Stage Il tax payable. British Colunbia does not have a
processi ng all owmance as a deduction in calculating mning tax.

None of these jurisdictions allow interest expense as a deduction for
t he purposes of calculating mning royalty. However, British

Col unbi a does have an I nvestnent Allowance which is an interest
factor to reflect the cost of capital. The unclained bal ance of the
expense pool is escalated annually by this Investnent Allowance.

British Col unmbi a, Newfoundl and and the Canada M ni ng Regul ati ons | evy
mning royalty on a mne by m ne basis; whereas Ontario, Mnitoba and
Quebec consolidate all of a conpany's operations in the jurisdiction
into a single entity for mning royalty purposes. In jurisdictions
whi ch consolidate all of an operator's mnes for mning royalty

pur poses, the effective rate may vary significantly fromthe results
of a stand-al one project nodel due to the ability of an operator to
use losses fromone mne to shelter profits from another mne in that
jurisdiction.

Al'l of the provinces examned levy mning royalty at a flat rate on
profits after deductions. The NWT. levies mining royalty at a
graduated rate which increases from3%to 12% by 1% for each
additional $5 million in profit. The graduate royalty rate in the
N.WT. results in an effective royalty rate that generally increases
with both profitability and size. This factor explains much of the
difference in the effective royalty rates between the smaller gold
m ne nodels and the | arger base nmetal m ne nodels of the sane
profitability.

None of the jurisdictions exam ned allow the carry-back of | osses for
m ning royalty purposes. None of the jurisdictions, with the
exception of British Colunbia, allow for the carry-forward of | osses
for mning royalty purposes. British Colunbia does allow the
effective carry-forward of |osses for mning tax purposes through its
system of pooling together of capital and operating expenses.

Al'l of the jurisdictions exam ned have incentives to encourage new

m ne investment. In British Colunbia, a new m ne or expansion of an
existing mne qualifies for an additional Investment Allowance of 33%
of preproduction devel opnent expenditures incurred between 1995 and
1999 on projects which comence production before the end of 1999.
Mani t oba has a mning tax holiday which is equal to the cost of
depreci abl e assets and devel opnent prior to commercial production.



In Ontario, income froma new m ne or major expansion of an existing
mne is exempt frommning tax for the first 3 years of commerci al
production to a maxi mum exenption of $10 mllion. Quebec has a 10
year mning duty holiday equal to 20% of the capital cost of
processi ng assets for new mnes north of the 55th parallel. In

Newf oundl and, provincial incone taxes are a credit against m ning

t axes payable for the first 10 years of commercial production. In
the NWT., anewnne is not required to pay mning royalty for the
first 3 years after comrercial production.

Conmbi ned Effective Mning Rovalty and | nconme Tax Rates

In the NNWT., the federal governnent |evies mning royalty and the
territorial governnment levies a territorial corporate incone tax,
whereas in the provinces the provincial governnment |evies both the

m ning royalty and provincial corporate inconme tax. This allows a
provi nci al governnent the flexibility to adjust the general |evel of
corporate incone tax against the |l evel of taxation applied to the

m ni ng i ndustry dependi ng upon the fiscal objectives of the province.
Federal corporate incone tax is levied at a constant rate in all
jurisdictions. As a result, to accurately conpare the |evels of
taxation on mning profits in different jurisdictions, the conbined
effective rate of federal and provincial/territorial incone tax and
m ning royalty nust be exam ned. This conbined effective rate of
taxes on mning profits nmust also be used as the basis for
conparisons with foreign jurisdictions, as sonme foreign jurisdictions
only levy a single level of tax on profits, whereas others have nore
t han one | evel of taxation.

Table 6.2 shows the conbined effective rates on the four m ne nodels
of the income tax and mning royalty regines for the NWT. and the
five major mning provinces anal yzed.

TABLE 6. 2

CURRENT
COMBI NED EFFECTI VE M NI NG ROYALTY AND | NCOVE TAX RATES BY | RR
N. WT. AND SELECTED PROVI NCES

Base Met al Base Met al ol d Gol d

Hi gh Profit| Low Profit Hi gh Profit] Low Profit
B. C. 29. 1% 34. 6% 23. 1% 25. 4%
Mani t oba 29. 4% 31.6% 24. 9% 28. 8%

Ontario 31. 3% 36. 7% 24. 4% 26. 0%




Quebec 26. 1% 30. 8% 19. 1% 21. 4%
Nfl d. 23. 9% 30. 9% 20. 6% 25. 6%
Provi nci al 28. 0% 32. 9% 22. 4% 25. 5%
Aver age

N. WT. 20. 5% 22. 1% 16. 8% 18. 1%

Mani t oba, Newfoundl and and the NNWT. |evy provincial/territorial
income tax on the federal taxable inconme allocated to that
jurisdiction. British Colunbia, Ontario and Quebec have corporate
income tax regimes which differ slightly fromthe federal rules. For
exanple, British Colunbia allows mning taxes paid as a deduction for
cal cul ating provincial income tax rather than using a resource

al l owance as is the case under federal income tax rules.
Provincial/territorial corporate income tax rates anong the
jurisdictions exam ned range from 8.9% for Quebec to 17% for

Mani toba. British Colunbia, Mnitoba, Ontario and Quebec al so have
provincial capital taxes which have been included in cal culation of
provinci al income taxes.

The | ow effective rate of mning royalty in the NWT., conbined with
a relatively lowrate of territorial corporate incone tax has neant
that the combined effective rate of the income tax and mning royalty
regime in the NNWT. is lower than those in the other Canadi an
jurisdictions anal yzed.

Tabl e 6.3 show the conbined effective rates of the income tax and
mning royalty regimes for the NNWT. and four selected international
jurisdictions which conpete with the NNWT. for mning investnent.

TABLE 6. 3

CURRENT
COMBI NED EFFECTI VE M NI NG ROYALTY AND | NCOVE TAX RATES BY I RR
N. WT. AND SELECTED FOREI GN JURI SDI CTI ONS

Base Met al Base Met al ol d Gol d

Hi gh Profit| Low Profit Hi gh Profit| Low Profit
Sout h 24. 1% 27. 2% 20. 3% 21. 0%
Africa
West ern 26. 8% 32. 7% 25. 0% 32. 9%

Australia




South Africa has different
but does not

busi nesses,

tax systemtreats al

i ndustri es,

In Western Australi a,

di fferent for

each commodity.

the Australian federal
tax and the state governnment

i ncome tax reginmes for
|l evy a mning royalty.
expenses in the same way and is applied to all
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Al aska 16. 4% 18. 7% 18. 4% 29. 1%
Chil e 22. 0% 22. 4% 19. 0% 16. 8%
Chile 27. 1% 27.6% 23. 4% 20. 8%
Fi xed@2%

N.WT. 20. 5% 22. 1% 16. 8% 18. 1%

gol d and ot her
The general

|l evies a mning royalty which is

Mning royalty is generally |evied on

| evi es

gross revenue less snelting/refining and transportation costs.

M ning royalty is a deduction for the purposes of calculating federal
income taxes. The effect of this systemis to significantly increase
effective tax rates as profitability declines.

For Al aska, the m ne nodels were assuned to be |ocated on state |and,
whi ch accounts for half of the land open to mning in the state. All
mnes in the state are subject to federal incone tax, federa
alternative mninmumtax, Alaska state incone tax, Alaska state
alternative mninumtax and mning |icence tax. Those m nes |ocated
on state land are al so subject to a production royalty, which differs
according to the commopdity. Each of these taxes is calculated on a
different base. State incone taxes, mning |icence tax and
production royalties are deductible in calculating federal incone
tax. For state incone taxes only the production royalty is allowed
as a deduction. The structure of the federal and state alternative
m nimum taxes is largely responsible for the fact that the effective
tax rates on the higher profit mne nodels is |ower than for the

| ower profit m ne nodels.

In Chile, mning operations are subject to incone tax but not m ning
tax/royalty. A foreign conpany investing in Chile has a choice of
paying i nconme tax at the regular rate or entering into a contract
with the state which fixes the incone tax rate at 42% for 10-20
years.

Table 6.3 shows that for the base metal m ne nodels, only the Al askan
incone tax and mning royalty reginme gives an effective rate | ower
than in the NNWT. |In the case of the high profit gold m ne nodel,
the effective rate of the income tax and mning royalty regime in the



N.WT. is the |lowest of the jurisdictions exam ned. 1In the case, of
the low profit gold m ne nodel, only the Chilean incone tax and
mning royalty regime results in a |lower effective rate.

Based upon the above analysis, it is clear that there is roomto
increase the effective rate of mning royalty, w thout unduly
conprom sing the attractiveness of the NWT. as a jurisdiction for
m ni ng expl orati on and devel opnent.

7. RATIONALE FOR RETAI NI NG THE STRUCTURE OF THE EXI STI NG M NI NG
ROYALTY REGQ MVE

G ven the above analysis, it is clear that the existing m ning
royalty regine in the NWT. provides the Crown with less than a fair
return in the Canadi an context. Furthernore, the number of

di sagreenents over interpretation of certain provisions of the

| egislation indicate that the existing reginme could be nade clearer,
nore straightforward and sinpler to interpret and admnister. On
this basis, the federal governnent is faced with a choice of either
changing the current royalty reginme or replacing it.

Single Mning Rovalty vs. Alternatives

A nunber of provincial mning royalty and foreign tax regi mes were
reviewed for possible alternatives to the current royalty reginme in
the NWT. 1In this review, three broad categories of mning taxation
structures were exam ned: project specific taxation through contract,
as in the case of the Argyle Dianond mne in Australia; mneral
specific mning taxation, as in Saskatchewan, Al aska and Australi a;
and a single reginme that applies to all hard rock mning, as in the
N.WT.

Project specific taxation was rejected as an option. Such a system
provides no certainty to potential m ne devel opers. The |evel of
taxati on woul d be subject to negotiation once the m ning conpany had
found a deposit, and therefore would depend upon the expected
profitability of the project and the political climte at the tine.
Mor eover, the division of taxation powers between various |evels of
governnment woul d make any such agreenent a conplex and tinme consum ng
endeavour. A project specific agreenent on royalty alone would only
deal with a relatively small portion of the total taxes levied on a
m ning project.

Separate royalty reginmes for different mnerals, as has been
suggested in the case of dianobnds, was also rejected on the basis of
equity. Dianmond mning is not so significantly different froma



techni cal perspective as to warrant a different structure of royalty.
Moreover, there is no justification to levy a different |evel of
royalty on two m nes of equal profitability just because they happen
to produce different m nerals.

On the basis of the above considerations, the mning royalty regine

will continue to apply to all mnerals regul ated by the Canada M ni ng
Regul ati ons, including dianonds. This will ensure that all m nes
whi ch make the same anount of profit will pay the same anmount of

royalty regardl ess of the mneral they produce.

Current Mning Rovalty Structure vs. Alternatives

Havi ng decided to retain a single mning royalty regine for all hard
rock mnerals, the next step was to deci de whether to nodify the
existing royalty regime or replace it with a new regine in order to
neet the objectives set out above.

In this context, one alternative that was exam ned was a two-tiered
systemwith a | evy on gross revenue, as in Saskatchewan (uraniumnm,
New Brunswi ck and Australia. This was rejected because our research
indicated that while a two tiered mning royalty regi me does provide
government with a nore stable stream of revenue, it inposes an
unreasonabl e royalty burden on m nes which are unprofitable during
the trough of the nmetals price cycle.

Ot her provincial mning royalty regimes were anal yzed as al ternatives
to the existing regine. In this respect, the only provincial mning
royalty regime which is significantly different fromthat in the
Canada M ning Regulations is that in British Colunbia. The other
provinces maintain a nore traditional mning royalty |evied against a
m ne- mout h val ue of the mnerals produced after deduction of
production costs and a processing allowance. |t was decided to

mai ntain the nore traditional structure of the mning royalty regine
in the NNWT. rather than replace it with a conpletely new regi ne
based on the British Colunmbia nmodel. The objectives for the m ning
royalty review can be effectively met by revising the existing regine
on the basis of ideas borrowed froma nunmber of other jurisdictions.
This not only nmaintains a certain continuity to the mning royalty
regime, but also avoids the adm nistrative conplexities of

i npl ementing a conpletely new regi ne.

In addition, the current mning royalty regime in the NNWT. also has
t he advantage of providing an incentive for profitable mnes to pay
sonme royalty each year if they plan to mnim ze the royalty paid over
the life of the project, without forcing mnes to pay royalty when
they are not profitable. Under the current system processing



al | owmance cannot be carried forward, while depreciation can be
carried forward indefinitely. This provides an incentive for
profitable mnes to claimthe maxi num avail abl e processing all owance
rat her than using depreciation. Because the processing allowance
claimed is limted to 65% of profit prior to the processing
allowance, if a mne is going to claimthe maxi num avail abl e
processing allowance, it will automatically pay sonme royalty.

On the basis of the above considerations, it has been decided to

retain the basic structure of the existing mning royalty regine with
nodi fications to neet the federal governnent's objectives.

8. PROPOSED CHANGES TO THE M NI NG ROYALTY REG ME

I n exam ning options for nodifying the existing mning royalty
regime, the mning tax/duty regi mes of nost of the provinces were
reviewed for provisions that could serve as the basis for changes to
the royalty regime in the Canada M ning Regul ati ons. A nunber of
possi bl e changes to the regine were nodel |l ed both separately and in
conbi nation: various royalty holidays as an alternative to the
current 3 year royalty free period, different depreciation rates,

di fferent processing allowance structures and maxi numroyalty rates
fromthe current level up to 24%

Elimnation of 3 Year Rovalty Free Period

The nost straight forward and equitable way of significantly
increasing the effective royalty rate would be the elimnation of the
three year royalty free period. This type of cal ender based

i ncentive provides significantly nore benefit to higher profit mnes
than |l ower profit mnes. Moreover, the revenue |loss to the federal
governnent of such an incentive is unsupportable given the current
difficult fiscal situation of the federal government. Therefore, the
3 year royalty free period would be elim nated.

Accel er at ed Depreci ati on and Preproducti on All owances

However, to recognize the high risk nature of mning, the annua

maxi mum al | owances for depreciation and preproduction costs would be
increased from 15% to 100% of the original cost of the assets. This
woul d give a mne the option to conpletely recover its capita

i nvestnent for mning royalty purposes prior to actually paying any

royalty.



Expansi on of Asset Base For Depreciation All owance

At the nmonent only the cost of buildings, plant, machinery and
equi pnment used directly in production is eligible for the
depreciation allowance. The definition of assets eligible for

depreciation allowance will also be broadened to include all
bui | di ngs, plant, machinery and equi pnent used in the operation of
the mne. This will make capital expenditures on the canps and

dedi cated town sites that are necessary for the operation of mnes in
renpte areas eligible for the depreciation all owance.

Narrowi ng of Asset Base for Processing All owance

The definition of assets for the cal cul ation of processing all owance
woul d be narrowed to those assets used directly in processing and

t hat were purchased prior to commercial production or as part of a
maj or expansi on. This would exclude repl acenent costs and those
assets used indirectly in processing fromthe processing allowance
asset base.

| ncrease in Maxi num Royalty Rate

In order to ensure that the Crown receives a fair return on its

m neral resources fromlarger and higher profit operations, the

maxi mum royalty rate would be increased from 12%to 14% At present,
the 12% rate applies to profits of $35 mIlion and above. Under this
proposal, profits from$35 mllion to $40 mllion would remain
subject to the 12% rate, profits between $40 mllion and $45 mllion
woul d be subject to a 13%rate and profits of $45 mllion and above
woul d be subject to a rate of 14%

I ncrease in Initial Royalty Rate

The royalty rate on profits between $10,000 and $1 million would al so
be increased from3%to 5% the sane rate as currently on profits
between $1 million and $5 mllion.

Deductibility of Mning Reclamation Trust Contri butions

Contributions to a mning reclamation trust that qualifies for the
pur poses of the Income Tax Act will be deductible for royalty

cal cul ati on purposes in order to recognize the cost of providing this
form of security for reclamation obligations under federa

legislation in the NN WT.



Royalty Payable in Quarterly Instal ments

Currently, mning royalty becones payable no |later than 10 nonths
after the end of the fiscal year of a mne. 1In contrast, nost
provincial mning tax, mning duty and royalty regines, as well as
federal and provincial inconme tax reginmes require the paynent of
quarterly or nonthly instalnments of the tax, royalty or mning duty

owed. It is proposed that operators be required to nake quarterly
i nstal nents based upon the | esser of an estinmate for the year and the
amount paid in the previous year. Interest would becone payabl e on

the difference between the instal nent paid and one quarter of the
royalty owing for the year

Rovalty Rel ated Lease Conditions

A nunber of specific conditions would be added to the section of the
Canada M ni ng Regul ati ons which deals with mneral |eases in order to
enable the Crown to enforce the paynent of the m ning royalties.
These conditions would i nclude nmaking the assets of the mne security
for amounts of royalty outstanding for new | eases, allow ng the

M nister to cancel a | ease for non-paynent of royalties and
prohibiting the transfer of a | ease where there were assessed
royalties outstandi ng without the provision of adequate security to
the M nister.

Di anbnd Val uati on Reqguirenent

The royalty provisions would al so be anmended to require the val uation
of di anond production by a federal governnment appointed val uer prior
to sale or export from Canada. Unlike nost mnerals where the val ue
for royalty purposes can be easily determ ned based upon quantity and
a price quoted on a recognized commpditi es exchange, the price of

di anonds varies according to both quantity and quality. Moreover, as
di anonds do not usually trade on open markets, the determ nation of
price is a specialized task. As a result, the governnents of npst

di anond- produci ng countries generally insist on val uing di anond
production prior to sale or export.



9. COWPARI SON OF EFFECTI VE TAX AND PROPOSED ROYALTY RATES

Table 9.1 shows the effective rate of the mning royalty regine in
the NNWT. as nodified by the above proposals, as well as the current
mning royalty reginmes of the five major Canadi an nm ning provinces
anal yzed on the four m ne nodels.

TABLE 9.1

EFFECTI VE M NI NG ROYALTY RATES BY | RR
PROPOSED N. WT. REG ME AND SELECTED PROVI NCES

Base Met al Base Met al Gol d Gol d

Hi gh Profit| Low Profit Hi gh Profit] Low Profit
B. C. 5.9% 5.6% 4. 6% 3.6%
Mani t oba 7.4% 6. 4% 6. 7% 7.2%
Ontario 11. 3% 13. 4% 8. 5% 7.8%
Quebec 6. 0% 7.2% 2. 8% 2. 4%
Nf | d. 5. 7% 9. 9% 5. 8% 8. 2%
Provi nci al 7.3% 8. 6% 5.7% 5.8%
Aver age
N. WT. 7.1% 7.6% 4. 7% 3. 8%

Based upon the results of these four m ne nodels, the proposed m ning
royalty regine in the NNWT. produces an effective rate which would
be still at or below the average of the effective rates of the m ning
royalty regines in the other major Canadian m ning jurisdictions

anal yzed. On this basis, the proposed changes do neet the objective
of increasing revenue and ensuring a fair return to the Crown, while
at the sane tinme maintaining an effective mining royalty rate which
is conpetitive with other major Canadian m ning jurisdictions.



Table 9.2 shows the conbined effective rates on the four mne nodels
of the incone tax and proposed mning royalty reginme in the NNWT.
and inconme tax and mning royalty regines in the five major m ning
provi nces anal yzed.

TABLE 9. 2

COMBI NED EFFECTI VE M NI NG ROYALTY AND | NCOVE TAX RATES BY | RR
PROPOSED N. WT. REG ME AND SELECTED PROVI NCES

Base Met al Base Met al Gol d Gol d

Hi gh Profit| Low Profit High Profit] Low Profit
B. C. 29. 1% 34. 6% 23. 1% 25. 4%
Mani t oba 29. 4% 31.6% 24. 9% 28. 8%
Ontario 31. 3% 36. 7% 24. 4% 26. 0%
Quebec 26. 1% 30. 8% 19. 1% 21. 4%
Nf | d. 23. 9% 30. 9% 20. 6% 25.6%
Provi nci al 28. 0% 33. 0% 22. 4% 25.5%
Aver age
N. WT. 25. 3% 27. 7% 18. 9% 19. 4%

The effective rate of mning royalty proposed under the Canada M ning
Regul ations, combined with a relatively lowrate of territoria
corporate inconme tax would nmean that the conmbined effective rate of
the inconme tax and mning royalty regime in the NNWT. would be | ower
t han those in the other Canadi an jurisdictions analyzed, except for
the higher profit base nmetal m ne nodel under the Newfoundl and
regime. However, the Newfoundl and provincial government has though
indicated that it intends to increase the effective rates of tax on
hi gher profit projects.



Table 9.3 shows the conbined effective rates of the inconme tax and
proposed mning royalty regime in the NNWT. and four selected
international jurisdictions which conpete with the NNWT. for mning
i nvest nent .

TABLE 9.3

COMBI NED EFFECTI VE M NI NG ROYALTY AND | NCOVE TAX RATES BY I RR
PROPOSED N. WT. REG ME AND SELECTED FOREI GN JURI SDI CTI ONS

Base Met al Base Met al Gol d Gol d

Hi gh Profit| Low Profit High Profit] Low Profit
Sout h 24. 1% 27. 2% 20. 3% 21. 0%
Africa
West ern 26. 8% 32. 7% 25. 0% 32. 9%
Australia
Al aska 16. 4% 18. 7% 18. 4% 29. 1%
Chile 22. 0% 22. 4% 19. 0% 16. 8%
Chile 27. 1% 27. 6% 23. 4% 20. 8%
Fi xed@2%
N.WT. 25. 3% 27. 7% 18. 9% 19. 4%

The higher profit base netal m ne nodel produces a conbined effective
rate of incone tax and mning royalty in the NNWT which would be
hi gher than that for the Al askan and regul ar Chilean regines, but
| omwer than that for Western Australia or Chile at the fixed 42% rate.

For the lower profit base nmetal nm ne nodel, the conbined effective
rate of income tax and mning royalty in the NNWT would be
conparable to that in South Africa and to the Chilean Fixed 42% rate
regi me, but higher than the Al askan and regular Chilean regines. 1In
this case, the combined rate for Western Australia would be
significantly higher than that for the NNWT,

For the higher profit gold m ne nodel, the conbined effective rate of
income tax and mning royalty in the NWT would be conparable to
that for the Al askan and regular Chil ean regimes, but |ower than all
of the other regimes anal yzed.

For the lower profit gold nmine nodel, the conbined effective rate of
income tax and mning royalty in the NWT would be |lower than all of



the regi nes analyzed with the exception of the regular Chilean
regi ne.

10. CONCLUSI ONS

The above analysis indicates that the proposed changes to the m ning
royalty reginme in the Canada M ning Regul ati ons do satisfy the
obj ectives of:

- generating a fair return to the Crown fromthe
extraction of Crown m nerals;

- allowing a fair return to the private sector
devel opers of Crown m nerals;

- mai ntaining a |level of income tax/mning royalty
which is conpetitive with other Canadi an and
international jurisdictions; and

- treating equitably m nes of different |evels of
profitability.

The proposed changes al so neets the objective of making the m ning
royalty regine clearer, nore straight forward and sinpler to
adm ni ster.



ANNEX

PROPOSED CHANGES TO THE PROVI SI ONS OF THE
CANADA M NI NG REGULATI ONS

The follow ng part of this docunent deals with the proposed changes
to specific provisions of the Canada M ning Regul ations. The text
dealing with specific changes generally starts with a description of
the provision in existing |egislation, followed by DI AND s
interpretation where necessary, and then the proposed changes are
outlined in bold. Were conpletely new provisions are being added to
the regulations the text only deals with the proposed anmendnent.
Certain sections though do not deal with a change to the regul ati ons
but set out DIAND s interpretation of certain provisions and have
been included in order to provide a conplete picture of the royalty
regime. The various sections in this part have been | oosely grouped
t oget her according to topic, such as calculation of the royalty,

adm ni strative procedures, penalties, |ease conditions, etc., rather
than in the order in which they appear in the regul ations.

G aduated Rovalty Rate

Subsection 65(1) of the Canada M ning Regul ati ons specifies that

annual royalties shall be paid to Her Majesty
in right of Canada on every m ne acquired under
t hese regul ations on that part of the val ue of
the output of the mne for a fiscal year

t hereof that exceeds $10, 000, in accordance
with the follow ng percentages:

(a) that part of the value of the output
of the m ne exceeding ten thousand dollars
but not exceeding one mllion dollars,
three per cent;

(b) that part of the value of the output
of the m ne exceeding one mllion dollars
but not exceeding five mllion dollars,
five per cent;

(c) that part of the value of the output

of the m ne exceeding five mllion dollars
but not exceeding ten mllion dollars, six
per cent;

(d) where the value of the output of the
m ne exceeds ten mllion dollars, a

proportional increase of one per cent for
each additional five mllion dollars in



excess of the ten mllion dollars but not
exceeding, in any case, twelve per cent.

The royalty rate on that part of the value of output exceeding

$10, 000 but not exceeding $1 mlIlion would be increased from3%to
5% so that val ue of output between $10,000 and $5 mllion would be
subject to a royalty rate of 5% The current maxi num of 12% on the
graduated royalty rates in subsection 65(1)(d) would be raised to
14%

Repeal of the Three Year Rovalty Free Peri od

Subsection 65(3) states that

any mne that comrences production after the
com ng into force of these Regul ati ons, shal
not be required to pay royalties on the
operation of the mne for a period of thirty-
si X mont hs conmmencing with the date on which
the m ne comrences production.

Subsection 65(3) would be repealed. For any m ne which has not
conpleted its 36 nonth royalty free period, the royalty free period
woul d end on the date the proposed anendnents to this regulation cane
into force.

Definition of Commercial Production

Subsection 65(4) indicates that “for the purposes of subsection (3),
the date on which the m ne commences production shall be the date
determ ned by the Mnister.” The Mnister, for the purpose of the
Canada M ning Regul ations, is the Mnister of Indian Affairs and
Nort hern Devel opnent.

Normal ly, the M nister considers the date of comrercial production to
be the first day of the first ninety-day period throughout which the
mll operates consistently at 60% of capacity. Where a m ne does not
have its owmn mll, the date of commercial production is considered to
be when the m ne begins to produce ore in reasonabl e comerci al
guantities.



As subsection 65(3) would be repeal ed, and a determ nati on of
commerci al production is necessary for other parts of section 65,
subsection 65(4) would be changed to have the date on which a m ne
commences production for the purposes of section 65 be a date

determ ned by the Chief. The definition of the Chief in section 2

wi |l be updated to be the Director, M neral Resources, Natura
Resources and Environnent Branch, to reflect the current organization
of the departnent.

Depreci ati on All owance

Subsection 65(9) specifies that

no all owance or deduction shall be made in
respect of (a) the capital cost of plant,
machi nery, equi pment or buil di ng except as
provi ded in paragraph (8)(9q);...

Subsection 65(8)(g) provides for

a depreciation allowance determ ned by the
operator, not exceeding 15 percent per year and
100 percent in the aggregate of the cost to the
operator of the depreciable assets used in the
producti on of the output of the m ne;

Readi ng subsections 65(8)(g) and 65(9) together, it is clear that the
capital cost of plant, machinery, equipnment and buil di ngs not
directly used in the production of the output of the mne is not
eligible for the depreciation allowance. Such assets would include
canpsite and town site buildings, and recreational facilities, even

t hough these assets nmay be part of the mne as defined in section 2.

Original cost for the depreciation allowance excludes any interest

t hat may have been capitalized for accounting or incone tax purposes.
Simlarly, the original cost of a depreciable asset is not reduced by
income tax credits directly related to the purchase of the asset,
such as investnment tax credits.

VWhere an asset is tenporarily not being used in production, the
operator is not able to claimdepreciation all owance with respect to
this asset. \Where an asset is no |longer being used in production,

t he undepreci ated cost of the asset nust be renmoved fromthe



remai ni ng asset base avail able for depreciation. Moreover, a |oss on
t he di sposal of a depreciable asset is not allowed as a deduction for
royalty purposes. Simlarly, gains on the disposal of depreciable
assets are not taken into income for royalty purposes.

The annual maxi num al |l owance for depreciation would be increased from
15% to 100% in order to allow the deduction of up to the full amount
of the original cost of depreciable assets in calculating the val ue
of output in a fiscal year. The total anmpunt of depreciation
claimble would remain [imted to 100% of the original cost of the
assets.

Subsection 65(8)(g) would be changed to broaden the assets eligible
for the depreciation allowance to include all buildings, plant,

machi nery and equi pnment used in the operation of the mne. This
woul d include residential and recreational facilities |ocated at the
m ne, but would continue to exclude the capital costs of buil dings
that are part of a town site not solely dedicated to the m ne

On the date the changes to the regulations conme into force, the
undepreci ated cost of existing plant, machinery, equi pnent and
bui | dings used directly in production would becone eligible for the
new 100% depreciation rate. The cost of existing plant, machinery,
equi pment and buildings not directly used in production would
continue to be excluded fromthe assets eligible for depreciation.
Expenditures on all assets used in the operation of the mne incurred
after the comng into force of changes woul d now be included in the
assets eligible for depreciation.

Pr epr oducti on Al |l owance

Subsection 65(8)(h) provides for

a preproduction allowance on consi deration
of the costs to the operator of all expenses
incurred for prospecting and for exploration
and devel opnent of the m ne, not exceeding 15
per cent and 100 per cent in the aggregate of
all such expenses incurred by the operator of
the mne prior to the date on which the m ne
commenced producti on;

Subsection 65(9) excludes all capital expenditures on building,

pl ant, machi nery and equi pnmrent fromthe asset base for the

cal cul ati on of preproduction allowance. Thus the cost of assets such
as canpsite and town site buildings, and recreational facilities,



woul d not be eligible for preproduction allowance even though these
costs may be have been incurred prior to the start of commerci al
pr oducti on.

Preproducti on costs exclude any interest which may have been
capitalized for accounting or incone tax purposes. Preproduction
costs al so exclude any exploration expenses previously clainmd as an
expl orati on deduction agai nst the val ue of output of another m ne.
Preproduction costs are reduced by the market val ue of any out put
during the period prior to commercial production.

The annual preproduction all owance would be raised to allow the
deduction of up to 100% of preproduction costs in calculating the
value of output in a fiscal year. The total anmount of preproduction
al l owance claimble would remain limted to 100% of the preproduction
costs incurred.

On the date the changes to the regulations cone into force, the
unanorti zed bal ance of costs eligible for the preproduction all owance
woul d becone eligible for anortization at the new 100% rate.

Cl ai M ng Depreciati on and Preproduction All owances

It has been DIAND s practice to allow an operator to adjust the
claims for depreciation, preproduction allowance and processing

al l owance if the audit of the return has resulted in an increase in

t he val ue of output subject to royalty. Provisions would be added to
section 65 to prevent an operator fromincreasing the amunts of
depreci ati on and/ or preproduction allowance cl ai med, w thout the
approval of the Chief, where a proposed assessnent would result in an
increase in the value of output subject to royalty over the anpunt
filed. Where a proposed assessnent has reduced the val ue of output
subject to royalty, the operator would still be able to reduce the
ampount s of depreciation and preproduction all owance cl ai med.

Asset Base for the Calculation of Processing Allowance

Subsection 65(8)(j) provides for a deduction in calculating the val ue
of output of a mne for a fiscal year

if the ore, mneral or mneral bearing
substance or any part thereof is not sold in
the year but is treated by the operator of the
mne within the Territories, [of] an annual
processi ng all owance equal to the | esser of



(i) eight per cent of the original cost to
t he operator of the mne of the assets
used in such processing, including

machi nery, equi pnment and plant, and

(i) sixty-five per cent of the val ue of

t he output of the m ne as determ ned under
this section before deducting this

al I owance.

Where an asset is either tenporarily or permanently not being used in
further processing, the original cost of this asset nust be excluded
fromthe asset base for cal culating the processing all owance for the
year. Where the period of production in any fiscal year is |less than
12 nonths, the 8% processing allowance is prorated based upon the
nunmber of nonths of production.

Subsection 65(8)(j) would be anended to |limt the asset base used for
t he cal cul ati on of the processing allowance to the original cost of
assets used directly and exclusively in the further processing of the
ore. The value of this asset base would be fixed at the cost of
processi ng assets at the start of commercial production. This asset
base woul d be increased by the cost of processing assets added as
part of a major expansion of the processing facilities and decreased
by the cost of processing assets either tenporarily or permanently
not being used in processing. A nmgpjor increase in production would
be defined as a change in capacity, as neasured by m Il feed, of 25%
or nore. The processing allowance asset base could also be nodified
because of a significant change to the process used in the processing
facilities. In this case, the cost of those assets no |onger used in
the process would be deleted fromthe asset base and the cost of the
new assets woul d be added to the asset base. Wat would constitute a
significant change in process would be determ ned by the Chief.

On the date the changes to the regulations conme into force, the
processi ng all owance asset bases of existing m nes would be adjusted
to exclude those assets not used directly and exclusively in the
further processing of the ore.

Definition of Value of Qutput

Subsection 65(7) specifies that

the value of the output of a mne for a
fiscal year is

(a) the actual market val ue of the output,

or



(b) where there is no neans of
ascertaining the actual market val ue or
where there is no established market
price, the anmount determ ned by the Chief
as representing the value of the output of
the mne for the fiscal year

m nus
(c) the deductions pernmtted by subsection
65(8).

For the purposes of subsection 65(7) the actual market value of the
output is the value of a mne's production when it has been processed
to the point where it is in a saleable form Due to a number of
factors, nanely the differences in the ore grades of various m nes,
how vari ous m nerals are processed and the structures of the markets
into which different mnerals are sold, this point varies fromm ne
to mne and fromone mneral to another. However, it is usually the
poi nt at which there is an established market for the output or the
poi nt at which the mne normally sells its production. For base
metal mines, this point is normally the production of concentrate.

For a precious netal mne, this point is normally the production of
concentrate or dore bar depending upon the m ne. For dianponds, this
point will be when the rough di anonds have been cl eaned, but prior to
any cutting and polishing.

The price used to establish the value of output is the price at the
stage where the mne actually sells the output. For exanple, if a
base or precious netals mne refines its production, and then sells
the refined netal, the price used to calculate the val ue of output
woul d be the sale price of the refined nmetal. At the sanme tinme, all
costs incurred up to this point would be deductible in calculating
t he val ue of output subject to royalty. However, the price used in
calculating the value of output will never be at a point in
processi ng beyond refined metal, in the case of base and precious
metal s, or cleaned rough stones, in the case of dianonds.

Where there is any question as to either the point at which the
mar ket value of the output is determ ned or the price used for

cal cul ating the value of output, these are determ ned by the Chief
under subsection 65(7).

Subsections 65(1), 65(7) and 65(8) use the words "value of output” to
descri be both the gross value of production before deductions, as
well as the net value after deductions that is subject to the royalty
rates. The wording of section 65 would be revised using different
ternms for these two concepts.



Est abli shi ng the Val ue of Qutput

Subsection 68(1) provides that

every person |liable to pay the royalties
requi red by subsection 65(1) shall keep at or
near the m ne proper books of account of the
ore, mneral or mneral-bearing substances
taken fromthe m ne, show ng
(a) the quantity, weight, value and other
particul ars;
(b) the returns fromthe snelter, mll or
refinery; and
(c) any other returns of the anmounts
derived fromthe sale of the ore, mnerals
or m neral bearing substances.

Subsection 68(2) states that

no ore, mneral or mneral bearing substance
taken froma mne shall be renoved fromthe

m ne property or treated at any snelter, mll
or refinery until the weight thereof has been
correctly ascertained and entered in the books
of account referred to in subsection (1).

Subsection 68(2) would be revised to require that the quantity,

wei ght, and any other particulars necessary to establish the val ue of
t he out put be ascertained and recorded in the books of account prior
to removal fromthe mne. |In addition, to ensure that the output
fromdi anond m nes is valued by the governnent prior to sale or
export, a provision would be added to authorize the Chief to appoint
a person to establish the value of the output of a dianmobnd m ne prior
to the sale or removal of the dianonds from Canada.

Toll M1ling

Subsections 65(7) through 65(9) do not specifically deal with the
situation where an operator toll mlls his production, that is pays
anot her operator to process his output while retaining ownership of
t he out put.

Provi si ons woul d be added to subsections 65(7) through 65(9) to
specifically deal with how revenues and costs associated with "toll"
mlling would be treated for royalty purposes. Where an operator has



used the processing assets at the nmne to process ore from anot her

m ne, the revenue earned fromthis activity would not be included in
t he operator's value of output. However, as the operator's
processi ng assets were not being exclusively used to process
production fromthe mne, the operator's deductions for mll
operating costs, the asset bases for depreciation allowance on m ||l
assets and the processing all owance woul d be reduced by the
percentage of total m Il feed accounted for by the tolled production.

Tai li ngs Reprocessing

Subsections 65(7) through 65(9) do not specifically deal with the
revenue from and costs associated with the reprocessing of tailings.

Provi si ons woul d be added to subsections 65(7) through 65(9) to

specifically include revenue fromand costs associated with tailings
reprocessing in the calculation of the value of output of a m ne.

Fi nanci al Transacti ons and Accounting Provisions

Subsection 65(9) specifies that
no al |l owance or deduction shall be made in
respect of: (h) interest on overdrafts,
| oans, debentures or bonds;. ..

(n) bond discounts or discounts on shares
sol d or issued;
(o) increase in reserves or provision for
conti ngenci es

DI AND has interpreted these provisions of subsection 65(9) to exclude
all incone and expenses related to financial transactions fromthe
cal cul ation of a mne's value of output subject to royalty. As such,
gains or |losses fromthe sale and purchase of metals futures
contracts and options and associ ated costs, interest incone and
expense, gains or losses fromsales of shares, currency exchange
gai ns or |osses, discounts and prem uns realized on inventory and
recei vables financing are all excluded fromthe cal culation of the
val ue of output subject to royalty.

Gains or losses fromthe sale of assets and |osses arising fromthe
write-down of assets are sinply accounting provisions, and are

t herefore not recogni zed as revenue or expenses in calculating the
val ue of output subject to royalty under subsection 65(9)(0). As
such, any wite-down of parts inventories due to obsol escence is not
deducti bl e as an operating expense for royalty purposes.



Subsection 65(9) would be expanded to specifically exclude these
types of revenue and expenses fromthe val ue of output subject to
royal ty.

Transportati on Rel ated Expenses

Subsection 65(8)(a) allows the deduction of “transportation charges
to the snelter, treatnment plant or refinery incurred in the year;” in
calculating the value of output subject to royalty. This subsection
woul d be expanded to specifically include the related actual costs
incurred for the selling of the output of the m ne, such as storage,
handl i ng, transportation insurance, marketing expenses, and duties.

General and | ndirect Expenses

Subsection 65(8)(f) allows the deduction of “general and indirect
expenses incurred in the year, ... where such expenses are incurred
for property, enployees or operations at the mne;” in calculating

t he val ue of output subject to royalty. The list of expenses which
are not eligible for an all owance or deduction for royalty purposes
in subsection 65(9) would be revised to clarify those general and

i ndi rect expenses which are not deducti bl e under subsection 65(8)(f).

Di scretion of the Chief

A provision woul d be added to subsection 65(8) to give the Chief the
authority to limt the anount of the deduction received by the
operator for any expense, which is incurred as a result of a non-arns
l ength transaction or a transaction that in the judgenment of the
Chief is entered into for the sole purpose of reducing the anount of
royalty payable, to that amount deened reasonable by the Chief.
Simlarly, where a mne earns revenue as a result of a non-arns

l ength transaction, the value of the output of the mne is determ ned
by the Chief as provided for in subsection 65(7).

Expl orati on Expenses Not |ncurred at the M ne

Subsection 65(8) (i) provides for a deduction in calculating the val ue
of output of a mne subject to royalty

if the costs incurred by the operator of the
m ne during the year in conducting exploratory



work on land to which these Regul ati ons apply
are not clainmed by the operator of the mne, or
t he operator of any other m ne under any other
provi sion of these Regul ations, the |esser of

(i) the said costs, or

(ii) ten per cent of the total val ue

bef ore deductions of the output of the

m ne for the year;

Subsection 65(8) (i) was originally intended to allow as a deduction
in calculating the value of output, subject to the restrictions
indicated in the subsection, costs incurred by the operator of the
m ne in conducting exploratory work on all lands to which the Canada
M ni ng Regul ations apply. Subsequently, section 2 of the Canada

M ni ng Regul ati ons was changed to include a definition of
"exploratory work™ which limts it to "work done for the purpose of
determ ning the econom c potential of a permt area". Subsection
65(8) (i) would be changed to reinstate the original intent of this
provi sion, nanely that all mneral exploration expenditures on | ands
under the Canada M ning Regul ati ons would be allowed as a deduction
in calculating the value of output subject to royalty.

Expl orati on expenses nmay only be claimed by the operator of the mne
who has incurred those expenses. For exanple, exploration expenses
incurred by an operator of a mne to earn an interest in another
property, are deductible. However, where the operator of a m ne has
purchased fl ow-through shares in order to fund exploration on another
property, these expenditures are not deductible by the operator of
the mne. The cost of acquiring an exploration property is not
deducti bl e as an explorati on expense.

To ensure against the possibility of an operator, or two operators,
receiving two deductions for the sane exploration expense, a

provi sion woul d be added to subsection 65(8) to require a declaration
t hat any anounts being claimed as an exploration deduction or
preproduction all owance had not previously been claimed as either an
expl orati on deduction or as part of the preproduction allowance base
of another mne, and are net of any revenue received fromthe sal e of
bul k sanpl es.

Contributions to a Mning Reclamation Trust




Section 65(8) does not allow a deduction for the purposes of
cal cul ating the val ue of output subject to royalty of anmounts
contributed to a M ning Reclamation Trust.

Section 65(8) would be anmended to provide for a deduction for amounts
contributed to a Mning Reclamation Trust in that year. Any anounts
contributed to a Mning Reclamation Trust prior to the comencenent
of commerci al production would be included in preproduction

expl orati on and devel opnent costs eligible for the preproduction

al | owance.

A M ning Reclamation Trust would be defined as a trust which:

1. qualifies as a "mning reclamation trust" under
subsection 248(1) of the Income Tax Act;

2. is created by a trust indenture that has been
approved by the Mnister; and,

3. satisfies the requirenents of a water licence issued

in respect of the m ne under the Northwest
Territories Waters Act or a surface |ease issued for
the m ne under the Territorial Lands Regul ati ons.

Any ampunts wi thdrawn froma M ning Reclamati on Trust woul d be
included in the value of output of the mne in the year of
wi t hdr awal .

Subsection 65(9)(0), which specifies that no deduction is allowed for
any "increase in reserves or provision for contingencies", will be
anmended to renove any conflict with the provisions in subsection
65(8) allowing the deductibility of contributions to a M ning

Recl amati on Trust.

Actual reclamation expenditures would continue to be treated as

ei ther operating expenses in the year incurred or as depreciable
assets in the same manner as ot her expenses under subsection 65(8).

Change in M ne Omership

The Canada M ning Regul ations levies royalty on a m ne-by-m ne basis.
Therefore, any change in ownership of a m ne does not affect asset
bases for the calculation of royalty. The unclaimed bal ance of the
asset bases for the depreciation and preproduction all owances, as
well as the asset base for the calculation of the processing

al l owmance are transferred to the new owner of the m ne.



Any anounts paid to purchase a nine or property nmay not be included
in the asset bases for calculating the depreciation allowance,
preproducti on all owance or processing allowance. Were exploration
and devel opnment expenses have been incurred to earn an interest in a
property or mne which has not attained comrercial production, these
amounts nmay be included in the asset base for the preproduction

al I owance.

The new owner woul d beconme the beneficiary of any existing m ning
reclamation trust. The uncl ai ned bal ance of the deductions avail able
fromcontributions to the mning reclamtion trust as well as the
liability for royalty on ampunts withdrawn in the future would be
transferred to the new owner of the nine.

New M ne Status For an O d Producing Property

Where an operator is producing mnerals froma property which had
been a mne in the past, whether it is treated as a new nine or a
continuation of the old mine is determned by the Chief. This
determ nation is based upon whether the old m ne ever ceased to be a
mne within the meaning of section 2 of the Canada M ning
Regul ati ons.

In section 2 of the Canada M ning Regulations a mne is defined as

any work or undertaking in which m nerals or
ore containing mnerals are renoved fromthe
earth or fromtalus by any nethod, and includes
works, mlls, concentrators, machinery, plant
and buil dings bel ow or above ground bel ongi ng
to or used in connection with the m ne.

For exanple, if a mne has been put on care and nmai ntenance, and all
of the plant and equi pnmrent remains at the site, then when the m ne
recomrences production, the mne would not be treated as a new m ne

for royalty purposes. |If on the other hand, a mne is closed and the
equi pnent is renmoved fromthe site and the workings allowed to fl ood,
then when it is reopened it will probably be treated as a new m ne

for royalty purposes.

Requirenent to File a Rovalty Return

Section 66 requires "the owner, |essee, tenant, occupier, manager or
operator of every mne fromwhich ore, mnerals or mneral bearing
substance are being taken..." to notify the M ning Recorder of the



start of operations, the name of the mne, the name and address of
t he operator or other person to whom service under this section may
be sent.

Subsection 66 would be nodified to include a requirenment to file a
royalty return with the Chief in addition to the required
notification to the M ning Recorder.

Subsection 67(1) requires that

On or before the first day of the fourth nonth
follow ng the end of the fiscal year of a m ne
in respect of which royalties are payabl e,
every person liable to pay the royalties

requi red by subsection 65(1) shall deliver to
the M ning Recorder a detailed statenent in
triplicate in Form 18 of Schedule I11...

Subsection 67(1) would be nodified to require any person required to
file a royalty return by section 66 to deliver to the Chief a
detailed statenment in triplicate in Form 18 of Schedule IIl on the
15th day of the third nonth after the end of the fiscal year of the
m ne, rather than on the first day of the fourth nonth as is
currently the case.

Liability to Pay Royalty

Subsecti on 65(2) specifies that

t he annual royalties assessed on a m ne
pursuant to subsection (1) shall be paid to Her
Maj esty in right of Canada by the owner
manager, tenant, | essee, occupier of operator
of the m ne and such persons are jointly and
severally liable for those royalties.

The list of those liable for the paynent of royalty under subsection

65(2) will be expanded to include the hol der of any private royalty
interest in a property.

Esti mate of Rovalty Payable in the Next Year

A new section would be added to the royalty return, which is Form 18
of Schedule Il of the Canada M ning Regul ati ons, that would require
t he operator to provide an estimate of the royalty to be payable in
the next fiscal year of the m ne.



Paynent Schedul e

Subsection 65(6) indicates that

During any fiscal year of a mne, the royalty
payabl e under subsection (1) shall accunul ate
during the year up to the end of the year and
paynment shall be nade to the Receiver Ceneral
and submtted to the Chief not |ater than 10
mont hs next follow ng the end of the year.

Subsection 65(6) would be revised so the royalty payable for the year
woul d continue to accunul ate during the year, but that one quarter of
royalty payable for the year would be owed to the Crown at the end of
each quarter of the mne's fiscal year. All mnes would be required
make quarterly instalments on account of the royalty payable for the
year equal to one quarter of the |lesser of the royalty paid for the
previ ous year and the operator's estimate of the royalty for the
current year. Instalnments would be due on the |ast day of each
quarter of a mne's fiscal year for which royalty is payable. The
bal ance of the royalty for the year would be due and payabl e upon the
filing of the royalty return for the year on the 15th day of the
third nonth followi ng the end of the fiscal year of the m ne.

| nterest would be charged on the difference between any instal ment
pai d and one quarter of the royalty owed for the year.

| nt erest Penalties

Section 155.1 of the Financial Adm nistration Act states that "...
except as otherw se provided by or pursuant to any other Act of
Parlianment... interest is payable to Her Majesty in accordance with
t he regul ati ons on any ampunt owed to ... " the Crown. On April 1
1996, the Interest and Adm ni strative Charges Regul ati ons cane into
effect, making this section of the Financial Adm nistration Act
operative. Section 27 of the Territorial Lands Act stipul ates that
"whenever interest is payable under or by virtue of this Act or for
or on account of any claim matter or thing arising under any
provision of this Act, the rate of interest shall be five per cent



per annum ..". The net effect of section 155.1 of the Financi al
Adm nistration Act, the Interest and Adm ni strative Charges
Regul ati ons and section 27 of the Territorial Lands Act is that the
rate of interest charged on anounts of royalty owed to the Crown
under the Canada M ning Regulations is five per cent per annum

Penal ti es

Subsection 30(1) of the Territorial Lands Act specifies that anyone

" who contravenes any provision of this Act or any regul ation for
whi ch no ot her punishnent is provided is guilty of an offence

puni shabl e on sumary conviction.”™ As no other punishment is
specified in the Territorial Lands Act for contravention of the

provi sions of the Canada M ning Regul ations, the punishnment for a
breach of any provision of the Canada M ning Regul ations is specified
in subsection 787(1) of the Crimnal Code of Canada to be a fine of
up to $2000 and/or 6 nmonths in prison on sunmary convicti on.

Ri ght of Deducti on and Set-off

Subsection 155(1) of the Financial Adm nistration Act allows that

where any person is indebted to (a) Her Majesty
in right of Canada,... the appropriate M nister
responsi ble for the recovery or collection of

t he amount of the indebtedness nay authorize
the retention of the amount of indebtedness by
way of deduction fromor set-off against any
sum of noney that may be due or payabl e by Her
Maj esty in right of Canada to the person or the
estate of that person.

Subsection 155(4) of the Financial Adm nistration Act provides that

no amount may be retained under subsection (1)
wi t hout the consent of the appropriate Mnister
under whose responsibility the paynent of the
sum of noney due or payable referred to in that
subsection would but for that subsection be
made.



Thus once the period for requesting a review of an assessnment under
section 84 of the Canada M ning Regul ati ons has expired and a royalty
assessnment remmi ned unpaid, the Mnister could nmake a request to the
M ni ster of any other federal departnment which owed noney to the
operator to have the amobunt of the unpaid royalty assessnent deducted
from any paynent made to the operator

by that departnment.

Appeal s

Section 84 provides that

any person who is dissatisfied with any order,
deci sion or direction or with any other action
taken or omtted to be taken under these

Regul ations by the Supervising M ning Recorder,
a Mning Recorder, the Chief, or by an engi neer
of mnes may, within 30 days after the order,
decision or direction or the taking of or
omtting to take the action, apply to the
Mnister in witing for a review of the matter
and the Mnister shall review the matter

provi de the applicant with any information
considered during his review that is not

al ready of public record that may be lawfully
provi ded and, after allow ng 30 days for the
applicant to rebut any information so provided,
the Mnister shall advise the applicant in
witing of his final decision with reasons.

A provision would be added to section 84 stipulating that where the
operator of a mne was requesting a review by the Mnister of a
royalty assessnent, the operator would be required to submt paynent
of the anpunt of the assessnment with any request to the Mnister to
review the assessnent in question.

Conditions on the Leasing of Mneral C ains




A nunber of specific conditions would be added to the provisions of
t he Canada M ning Regul ations dealing with the | easing of mnera
claims to enable the Crown to enforce the paynent of the m ning
royal ti es assessed under section 65.

Subsection 60(4) requires that

the Chief shall, thirty days after the date on
which the rent is due, send to each | essee who
has not paid his rent for the year a notice in
Form 16 of Schedule 11l stating the amount of
rent due for the year.

Subsection 60(5) provides that

where the rent due under a | ease of a recorded
claimis not paid within sixty days fromthe
date indicated on the notice sent pursuant to
subsection (4), the Mnister may cancel the

| ease.

Subsection 60(4) would be anended to require the Chief to send to
each | essee, who has not paid royalty due, a notice to that effect.
This notice would be sent 30 days after the date the royalty was due,
or, where a royalty assessnment was subject to court challenge, 30
days after the expiry of the appeal period for the court decision.
Subsection 60(5) would be anended to allow the Mnister to cancel a

| ease if the royalty due was not paid within 60 days of such notice
bei ng gi ven by the Chief.

Subsection 61(1) states that

a |l ease of a recorded claimshall be in such
formas the Mnister may determ ne and contain
such terns and conditions as may be prescri bed
by these Regul ati ons and ot her applicable

| egi sl ation.

Subsection 61(1) would be anended to add that, as a condition of each
| ease, the | essee would be required to grant the Crown a security
interest giving the Crown a first charge over the mnerals extracted
fromthe | ease, the mning assets |located on the | ease and the | ease
itself as security for the paynment of any outstandi ng anounts of
royalty assessed on the mnerals extracted fromthe | ease.



Subsection 61(3) specifies that

where a | ease | apses or is cancelled,..
(b) the lessee, if he is not under an
obligation to pay any noneys to Her
Maj esty in respect of the |ease, may
renmove fromthe area covered by the |ease
all his personal property including any
m nerals or ore extracted fromthe claim
at any tine within
(1) 180 days fromthe date that the
| ease | apsed or was cancell ed, or
(ii1) such additional period, not
exceedi ng one year, as the Mnister
may fix.

Subsection 61(3) would be expanded to nmake it explicit that where a

| ease was cancelled or allowed to | apse, and the | essee owed the
Crown nmoneys in respect of either rent or royalty, the Crown woul d be
able to sell the assets of the | essee |ocated on the | ease in order
to pay any outstandi ng debts due to the Crown for rent or royalty
with respect to the | ease.

Subsection 62(1) provides that “a recorded claimor any interest
therein may be transferred at any tine to any licensee.”

Section 62(1) would be anended to prohibit the transfer or assignnment
of a |l ease where the | essee owed the Crown rent or royalty unless
adequate security was provided to the Mnister for the ambunts

out st andi ng.

Subsection 62(5) states that

a transfer of a recorded claimor |ease or any
interest in the claimor |ease shall be subject
to all liens or encunbrances that are

regi stered, pursuant to subsection 63(1),
against the claimor |lease at the tinme of the
registration of the transfer.

Subsection 63(1) provides that

subj ect to... subsection 62(5), a M ning
Recor der shal



(a) register every judgenent or order that
relates to a claimfiled with himand is
made by a judge of a court of conpetent
jurisdiction, the Mnister, the

Supervi sing M ning Recorder or a M ning
Recor der;

Subsection 62(5) would be anmended to al so make the transfer of a
recorded claimor | ease subject to any royalty assessnment, or any
security interest for an anount of outstanding royalty created by a
| ease under subsection 61(1), that is registered pursuant to
subsection 63(1). Subsection 63(1) would be anended to require the
m ning recorder to register any royalty assessnent or security
interest for an ampbunt of outstanding royalty created by a | ease
under subsection 61(1) at the request of the Chief.

Foreign Audits

Subsection 68(4) gives the Chief the power to "... determ ne the
nunber and type of books to be kept and the place or places at which
they shall be kept." A provision will be added to this subsection

establishing that as |long as the books of account are |located in
Canada, the cost of audit for royalty assessnent woul d be borne by
the Crown. However, should an operator choose to mmintain any books
of account for a m ne outside of Canada, the operator shall bear the
cost of any audit work conducted outside the country by the Crown for
royalty assessnent purposes.

Confidentiality of Royalty Returns

Subsection 69(1) authorises that

the M ning Recorder or any person designated by
hi m may enter any mning property at any tinme
for the purpose of making an inspection or



obtaining information as to the amount and

val ue of the output of the mne,... but any
information of a private or confidential nature
acquired by the M ning Recorder or any person
entering the mne for the purposes of this
section shall not be disclosed to anyone,

except as may be necessary for the purpose of
this section.

Subsection 69(1) would be nodified so that the Chief or any person
desi gnated by him could enter any property connected with the m ne at
any time for the purpose of making an inspection or obtaining
information as to the anount and val ue of the output, but that any
commercially confidential information acquired by the Chief or any
person entering the mne for the purposes of this section could not
be di scl osed to anyone, except as nay be necessary for the purpose of
the adm nistration of the mning royalty provisions of the Canada

M ni ng Regul ati ons.

Anot her subsection woul d be added to section 69 to confirmthat any
i nformation, including Form 18 of Schedule 111, provided under the
royalty provisions of the Canada M ning Regul ati ons woul d be
considered to be private and confidential and would not be discl osed
wi t hout the prior consent of the providing party.

Subsection 69 would al so authorize the Chief to provide a sunmary of
information contained in royalty returns to the Aboriginal

organi zations which receive a share of Crown resource royalties
pursuant to conprehensive |and claimsettlenent agreenents. This

i nformati on woul d be provided subject to the consent of the party
filing the royalty return and on the condition that it was kept
confidential by the officers of the Aboriginal organization
designated to receive the Aboriginal share of Crown resource

royal ties coll ected.

Exchange of I nfornation Adgreenents

In order to ensure that, where nmi ning conpani es have nmnes in both
the NN.WT. and anot her Canadi an jurisdiction, income and expenditures
are properly allocated anong the jurisdictions in question, a
provision will be added to the Canada M ning Regul ations allow ng the
M nister to enter into agreenents with Revenue Canada and provincia
and territorial governments to exchange infornmation related to the
coll ection of mning royalty.
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