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Miners
Ayesha de Kretser

The warning signs were flashing before this week, but investors were struck by the brutal reality of a 40 per cent
resource rent tax, prompting a massive sell-off among resources stocks.

Some fund managers said the brave investor could seize on this rare moment of weakness for the companies that

have generated billions in income for both Australia and shareholders since the commaodity super cycle began
almost a decade ago.
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Soaring demand for minerals from China would keep prices, and therefore earnings, at high levels, despite the
additional impost.

The chairman of listed fund Global Mining Investments, John Robinson, says the tax is worrying, but the fund’s
view of the commodity super cycle is still optimistic.

“We haven’t adjusted the portfolio to take account of this, we’re long-term holders and take a three-to-five-year
view of the sector,” he says. “There’s obviously still a lot of upside in that bulk commaodity sector and that’s why
we’re staying put.”

But others caution that the so-called resource super profits tax (RSPT) would be every bit as bad for earnings as
the headlines this week have suggested.

“Uncertainties and lack of clarity have probably been the key takeaways from the past trading days,” Merrill
Lynch’s head of metals and mining, Peter O’Connor, says.

“And with material changes to earnings and valuation hanging over the mining sector, the share-price
performance backdrop looks particularly challenging for the Australian miners.”

The Rudd government’s proposed tax changes mean companies such as BHP Billiton and Rio Tinto, which
generate more profit than their smaller counterparts because of the type of minerals they mine, as well as
benefiting from economies of scale, will be hit harder.

The federal RSPT is different to the state-based royalty regime, whereby all miners pay the same amount of tax
based upon on a standardised percentage of the cost per tonne sold.

The new system, which will apply from 2012, would see miners slugged harder for being more profitable than
their competitors.

In periods of weak commodity pricing, however, miners could pay less than they do under the existing royalty
arrangements.

“While the RSPT targets profit only, and the proposed impost will be offset by rebates and a cut to the corporate
tax rate — we still regard this change as a large new burden that slashes miners’ profits and dividends beyond
2012,” UBS analyst Glyn Lawcock says.

But while uncertainty lingers, brokers are recommending mining stocks with exposure to overseas operations and
minimal Australian exposure, as well as those that already pay a 40 per cent petroleum resource rent tax (PRRT),
such as Woodside Petroleum.

Companies with plans to spend up big may pause to collect their thoughts before committing funds, although the
new tax scheme makes allowances for these billions of dollars in investments to be deducted.

“The RSPT also threatens the viability of already-approved projects, and may even deter longer-term investment
in Australian mining equities and projects,” Lawcock says.

UBS identifies Equinox Minerals, Paladin Energy, Riversdale Mining and PanAust as likely winners, because all
of these have mining operations overseas.

At the big end of town, O’Connor reckons BHP looks more attractive than Rio because it derives a greater
proportion of revenue from overseas assets, and is already exposed to the PRRT.

Deutsche Bank analyst Paul Young adds Kingsgate Consolidated, Aquarius Platinum, Extract Resources and
Mirabela Nickel to the list of stocks that won’t feel the pain of the RSPT because they operate overseas.

While many analysts speculate that merger and acquisitions activity could dry up in Australia while the full
impact of the changes is being digested, Young thinks there could be a positive impact for overseas miners.

“We believe that sector M&A may reduce due to the valuation uncertainty surrounding companies with
Australian mining assets until the new tax is implemented,” Young says.
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“On the contrary, companies with foreign assets may become takeover targets.”
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