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AS ~SA Industry Practice Note
Appli ation of the Royalty Act to
the Aggregate and Sand Industries
This Practice Note is based on the Royalty Act including the amendments
Amendment

Acts. The aggregate

and sand industries

this Practice Note in respect

of the

will generally

adopt the principles

of

the royalty legislation.

application

he practice note issued by the
ASPASA addresses the imposition
and determination of the royalty,
the determination
of gross sales, the
calculation of EBIT and administrative
compliance, the principles of which
should apply consistently to aggregate
and sand producers.
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the

set out within

In terms of transfer of a mineral
resource outside of the conditions
specified, the gross sales amount is
the amount that would have been
received or accrued during the
year of assessment in respect of
the transfer
of that mineral
resource, had that mineral resource
been transferred in the conditions
specified in Schedule 2, and had the
transaction been entered into at
arm's length.

The note begins by delivering a succinct
and comprehensive description of the
process of extracting both aggregate and
sand, noting the difference between both
quarry and tailings stockpile as sources
for aggregate.
Since the expressed view of Government
is that the royalty legislation is not
seeking to tax beneficiation, ASPASA
consulted with the aggregate and sand
industries to establish a point at which
the royalty could be calculated within
the context of the condition specified of
aggregate and sand in Schedule 2 of the
Royalty Act." The ASPASA uses Richard
D Barksdale's clear definition of a "muck
pile," as "the place where the first
saleable point of aggregate and/or sand
could be established."

in terms

Furthermore, section 6A( I)(b) of
the Royalty Act provides that,
where
the unrefined
material
resource is transferred beyond the
minimum condition specified (in
Schedule 2) for that mineral
resource, the mineral resource
must be treated as having been
transferred at the higher of the
minimum condition specified for
that mineral resource, or the
condition in which that mineral
resource was extracted.

Nico Pienaar, Director

of Aspasa

and Sarma

The royalty is imposed once a person has transferred a mineral
resource which is extracted, Once this is done, the royalty is
determined by multiplying the gross sales of an extractor with the
royalty percentage, which is determined in accordance with the
following formula:

Accordingly, an extractor disposing of aggregate and/or sand
(which has been subject to beneficiation or processing) subsequent
to the "muck pile," must determine its gross sales amount as if the
extractor had disposed of the aggregate "and/or sand at the "muck
pile" in terms of an arm's length transaction.

0.5 + [earnings before interest and taxes ("EBIT") / (gross sales in
respect of unrefined mineral resources x 9)] x 100

To the extent that an extractor transfers aggregate and/or sand
from the "muck pile" without further beneficiation or processing
of the mineral resource, gross sales in such instance will be the
amount received for such aggregate and/or sand, and an arm's
length price will not need to be determined.

The percentage determined in respect of unrefined mineral
resources must not exceed 7%.Accordingly, the royalty payable on
the transfer of unrefined mineral resources will be between 0.5%
and 7% of gross sales.
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AGGREGATE
DETERMINATION OF ARM'S LENGTH PRICE:
Practice Note 7 distinguishes between traditional transaction
methods and transactional profit methods to determine an arm's
length price for transfer pricing purposes.
There are three traditional transaction methods for the application
of the arm's length principle. These methods are the comparable
uncontrolled price ("CUP") method, the resale price ("RP")
method, and the cost plus ("CP") method. In addition, Practice
Note 7 addresses two other non-traditional
methods, also
referred to as the transaction
profit methods, namely the
transactional net margin method ("TNMM") and the profits split
method.
Practice Note 7 states that the most appropriate of these methods
will depend on the particular situation and the extent of reliable
data to enable its proper application.The most reliable method will
therefore be the one that requires fewer and more reliable
adjustments.

IN TERMS OF SECTION 5(2) OF THE ROYALTY ACT, EBIT IN
RESPECT OF UNREFINED MINERAL RESOURCES IS CALCULATED
AS FOLLOWS:
Gross sales in respect of unrefined mineral resources PLUS
recoupment in terms of any provision of the Income Tax Act LESS
expenditure which is deductible from the income of an extractor
in respect of assets used or expenditure incurred to win, recover
and develop the mineral resource to the condition specified in
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Schedule 2 OR expenditure which would have been deductible
from the income of an extractor in respect of assets used or
expenditure incurred to win recover and develop the mineral
resource to the condition specified in Schedule 2.
Furthermore, 5(5) of the Royalty Act states, that if EBIT is a
negative amount, the EBIT amount will be deemed zero.
Based on the above, aggregate and sand producers will determine
gross sales utilising actual amounts received to the extent that
aggregate and/or sand is disposed of from the "muck pile" or an
arm's length price for aggregate at the "muck pile" to the extent
that aggregate and/or sand is transferred from the "muck pile" for
beneficiation by crushing and screening, and disposed of thereafter.
Both Annexure A: MPR I Mineral and Petroleum Resources
Royalty Application form

AND
Annexure
B: MPR 2 Payment Advice for Mineral and Petroleum
Resources Payment(s) need to be submitted to SARS Large
Business Centre upon registration and/or payment of the royalty.
In addition, SARS will shortly release an MPR 3 form, which will set
out the form of the annual return to be submitted to SARS within
6 months after the last day of an extractors years of assessment
(in terms of section 6 of the Administration Act).
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