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1Tax Transparency

Executive summary
The focus on tax by the media, politicians 
and the general public is at an all time high. 

In this environment, transparent tax 
reporting can create considerable value by 
building trust and enhancing reputation.

Our study found a trend towards greater 
transparency compared to previous years:

The extractive industry continues to lead 
the way in tax reporting, due in part to the 
influence of country by country reporting, 
but companies in other industries are not 
standing still. A number of examples of tax 
reporting from leading companies in the 
field are included in this publication.

There are a number of issues to consider when 
developing your thinking around tax reporting. 
Many different groups of people are interested in tax 
reporting, but it is a complex area and can easily be 
misunderstood. Not all tax disclosure has to go in the 
annual report; the corporate responsibility report and 
website are often used, particularly when tax is 
reported as part of the company’s wider economic 
contribution. Developments in country‑by‑country 
reporting and integrated reporting will continue and 
an awareness of these issues is important when 
considering your tax disclosures.

The companies with the best tax reporting have 
again been recognised by the BPTA excellence in tax 
reporting awards. We congratulate the 
following winners:

•	In the FTSE 100 – Legal and General Group 
•	In	the	FTSE	250	–	Provident	Financial 
•	In the FTSE 350 Extractives – Kazakhmys 

All statistics in this publication are based on our review of the 50 companies that had the most extensive tax 
reporting in the FTSE 350. The 50 companies were selected by looking at the number of references to tax 
in the companies’ reports (annual reports, sustainability reports, websites etc) for periods ended between 
1 April 2011 and 31 March 2012. Each of the 50 sets of reports was then examined against 38 separate 
criteria in line with the PwC Tax Transparency Framework.

talk about tax governance and 
oversight for tax – less than 
half did so two years ago.

provide some explanation of the 
main drivers for the tax rate or 
tax charge outside the statutory/
effective rate reconciliation.

mention taxes other than 
corporation tax, compared 
to 22% a year ago.

of companies mention the 
importance of tax 
transparency or stakeholder 
interest in their tax payments.

62%

80% 34%

33%
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Tax reporting is undergoing legislative 
change. The country by country 
reporting rules introduced in August 
2012 require mining and oil and gas 
companies that are registered with 
the US Securities and Exchange 
Commission (“SEC”) to publish the 
payments they make to governments for 
each project undertaken. The European 
Parliament and EU Commission are 
currently considering similar, but 
more wide reaching rules, that could 
affect the banking, construction 
and telecommunication sectors. 
Many companies are not waiting for 
legislation; they are already developing 
their thinking in this area.

...and we have seen an increase in tax 
transparency.
2012 is the seventh year of the Building 
Public Trust Awards for tax reporting 
and we have again reviewed the tax 
reporting of companies in the FTSE 350. 
When we started the awards in 2006, 

Foreword 

most companies included very little 
in their tax reporting other than the, 
often rather formulaic and technical, 
disclosures required by accounting 
standards. Tax transparency is not about 
providing additional technical detail on 
numbers and performance, but instead 
requires a broader look at tax strategy, 
risk management and the wider impact 
of tax as well as greater focus on clarity.

Over the last seven years there has been 
a steady and welcome increase in the 
number of companies that have seen the 
value of discussing their tax affairs in 
a more engaging way. Compared to the 
first Building Public Trust tax reporting 
award, there is more explanation of 
tax risk and strategy, more focus on 
cash taxes, a greater emphasis on tax 
as part of a business’s overall economic 
contribution and a recognition that 
corporation tax is just one of the many 
taxes that companies pay.

Taxes are under scrutiny... 
Of all the topics included in corporate reporting, tax generates some 
of the most emotive headlines, yet is one of the most misunderstood, 
both by journalists and consequently by the general public. In the 
current climate of austerity, public interest in tax has never been 
greater. The media and civil society organisations are questioning 
whether companies are paying the “right amount” of tax and more 
companies are being asked questions about their tax affairs. In this 
environment, tax is increasingly becoming a reputational issue and 
so some companies are looking to explain their tax affairs more 
clearly and transparently to build and maintain trust with both 
stakeholders and the wider public.

The extractive industry still leads 
the way...
For several years the extractive 
industry has been leading the way in 
tax reporting. This is no surprise as 
the industry extracts resources that 
are ultimately owned by states and 
communities and it must therefore 
be able to demonstrate the benefits it 
brings to those countries through taxes 
and other payments. This year we have 
recognised this by making a separate 
tax reporting award to the extractive 
industry. 

...but others are catching up.
Whilst the extractive industry remains 
at the forefront of tax reporting, it has 
been very encouraging to see companies 
in other industries communicating their 
tax positions in a more helpful way. 
In particular I welcome those that put 
their tax affairs in a broader context and 
explain their position in a succinct and 
straightforward manner. 

The majority of this publication is given 
over to highlighting some of the best 
examples that we have found and I hope 
you will find these useful as you consider 
how to develop your tax reporting. 
I congratulate the winners and the 
runners up for their achievements in 
communicating their tax affairs in a 
such an accessible and transparent way.

Andrew Packman 
December 2012

‘Tax transparency is not about providing 
additional technical detail on numbers and 
performance but instead requires a broader look 
at tax strategy, risk management and the wider 
impact of tax as well as greater focus on clarity.’
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“The public’s interest in the amount of tax paid by UK 
companies has probably never been higher and the degree 
of public trust that companies always pay a fair amount of 
tax has probably never been lower. Accordingly, it has 
never been more relevant than it is today for companies to 
be more open and transparent in the reporting of tax in 
their accounts. Legal & General has been directly 
influenced by the high standards recognised by the 
Building Public Trust Awards to use everyday language and 
move tax disclosures to the front of our accounts seeking to 
engage with readers. Winning this award is a tremendous 
endorsement of this approach.”

Simon Burke 
Group Tax Director  
Legal & General Group 

“Companies involved in extracting resources have a responsibility to 
make an appropriate contribution back to the government and the 
surrounding communities which ultimately own the resource. 
However, taxation from companies involved in the resources sector 
can be complicated as tax is often raised through different methods. 
At Kazakhmys, we believe that transparent tax reporting and 
emphasising total tax contribution makes the information more 
accessible, helping readers understand the taxes paid and decide 
whether stakeholders are being fairly rewarded.”

Matthew Hird  
Chief Financial Officer 
Kazakhmys “Our approach to tax is fully aligned with our 

mission and core values. We are committed to 
being a responsible taxpayer, acting in a 
straightforward and open manner in all tax 
matters, being fair and reasonable in all our 
dealings with tax authorities and ensuring that 
tax risks are dealt with through our rigorous risk 
management framework. Our tax reporting, 
which seeks to be clear, straightforward and 
transparent, is a manifestation of this approach.

We are absolutely delighted to be the winner of 
the PwC Building Public Trust award for tax 
reporting in the FTSE 250.”

Andrew Fisher 
Finance Director 
Provident Financial 
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Issues to consider when developing 
your thinking around tax reporting

Better communication can create value 
In many cases better communication around tax can create 
significant value by building trust and enhancing reputations. 
This is particularly true for companies in sectors where tax is the 
subject of heightened stakeholder attention (e.g. extractive 
industry, financial services sector). Where a company is exposed to 
significant sector taxes, better communication can help investors 
understand the effect of those taxes on the bottom line. Companies 
operating in less developed regions and those subject to media 
scrutiny over tax payments, have seen benefits in communicating 
their tax payments more transparently. There are of course risks as 
well as benefits to increased transparency which should be 
considered carefully, but for more and more companies, the benefits 
are outweighing the risks.

of the 50 shortlisted companies 
were in the extractive or 
financial services industries.31

Different groups of people are interested in your tax
The annual report is one of the first documents that people turn to 
for information about a company. It will be read by investors and 
analysts, but also may be read by your employees, your customers, civil 
society organisations and journalists. Balancing the needs of all these 
stakeholders is not easy and there are more interested stakeholders than 
ever before. Transparency in tax reporting will help these stakeholders to 
understand your tax position and your tax contribution.

of companies mention the 
importance of tax transparency 
or stakeholder interest in their 
tax payments.

1/3

Almost half of companies include 
some discussion of important tax 
changes, other than corporation 
tax, that affect their business.

48%

6 in 10 (62%) discuss, in the 
front section of their annual 
report, the material tax risks 
faced by the business.

62%

Tax can all too easily be misunderstood
Tax is complicated and the amount paid depends on the specific 
circumstances of a business. A company operating mainly in the US 
would not be expected to have the same tax rate as one operating in the 
UK. Significant one‑off events can give rise to a tax charge that might 
seem unusual. Tax paid in the year will often not be the same as the tax 
charge. Explaining these issues in non‑technical way will lead to a better 
understanding of your tax position.

provide an adjusted tax rate as 
well as the effective tax rate.40% 

Almost a third (30%) of 
companies talk about cash 
corporation tax paid.

30%

provide some explanation of the 
main drivers for the tax rate or 
tax charge outside the statutory/
effective rate reconciliation.

80%

Not all disclosure has to go in the annual report
Disclosures in the annual report will have high visibility, but providing 
too much detail in the report may detract from the overall message. Many 
companies are including tax information in their corporate responsibility 
report and some provide a link to further detail available online.

discuss tax in a separate 
sustainability report or 
corporate responsibility report 
as well as the annual report.

42%
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A step towards integrated reporting
Integrated reporting is on the way. It is designed to produce 
reports that are more strategic and look at the wider impact of 
business beyond the current focus on financial information. 
As the trend towards integrated reporting accelerates, we expect 
tax reporting to change to focus more on risk and strategy 
and on the overall contribution that taxes paid by companies 
make to the economies where they operate. 

“...integrated reporting is the future 
of corporate reporting. Integrated 
reporting will become the language 
of sustainable business.”  
Peter Bakker, Deputy Chair, International 
Integrated Reporting Council

The Exchequer Secretary welcomes more transparency

“It is impossible to miss the intense scrutiny that tax affairs have come 
under in recent years by pressure groups and newspapers. And I firmly 
believe that it is in business’s long‑term interest to engage with that debate; 
to set out and explain your position; to open yourselves to greater scrutiny.
Engagement and transparency will help address the myths and confusion 
on tax, feed a more informed debate, and result in a simpler, more efficient 
and less costly tax system to the benefit of everyone.”  
David Gauke, Exchequer Secretary, on 28 February 2012

Country by country reporting is affecting more and more companies
Up to now, country by country reporting has really only affected the extractive 
industry. Companies covered by the Extractive Industries Transparency Index 
(EITI) have been reporting their payments to governments for some years now. 
More extractive companies will be affected by the new rules in the Dodd‑Frank 
Wall Street Reform Act. There are similar proposals being considered 
in the EU for the extractive and logging industries which the European 
Parliament is seeking to extend to companies in the banking, construction 
and telecommunications industries. For more information on the current 
requirements and proposals for country by country reporting refer to the PwC 
publication “Tax transparency and country‑by‑country reporting”1.

talk about country‑by‑country 
initiatives and the impact on 
their operations.

18%

Tax is part of your wider economic contribution
By paying taxes, companies make a considerable contribution to the 
economies in which they operate. This contribution includes not only 
taxes on profit, but taxes on employment, taxes paid by the employees of a 
company and indirect and transaction taxes on the goods and services sold 
by a company. Explaining this contribution can help stakeholders better 
understand the benefits provided by business. Linking this to the company’s 
wider economic contribution (capital investment, growth etc) and social 
contribution (employment, training etc) can provide a fuller picture of your 
company’s contribution.

Over a third (34%) mention taxes 
other than corporation tax and 
25% disclose tax payments by 
country.

34%

A third (32%) use a total tax 
contribution approach, showing 
the different taxes borne 
and collected. 

32%

1 Tax transparency and country‑by‑country reporting; August 2012.  
  http://www.pwc.com/gx/en/tax/publications/tax‑transparency‑reporting.jhtml
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BPTA tax awards 

Judging criteria 
The judges were looking for 
excellent reporting in line 
with the tax transparency 
framework on page 11. 
The main areas considered 
were tax strategy and risk 
management, tax numbers 
and performance, total tax 
contribution and the wider 
impact of tax. Excellent 
reporting should go beyond the 
required disclosures on tax to 
communicate tax affairs using 
non‑technical language.

Comments of the external judges of the FTSE 
100 award and of the PwC experts judging the 
FTSE 250 and FTSE 350 Extractives awards 
The judges noted that the extractive industry had 
been leading the way in tax reporting for some 
time and welcomed the new FTSE 350 Extractives 
award. The disclosure by some companies of 
their involvement with tax lobbying and policy 
development and the details of engagement with civil 
society organisations was generally applauded. The 
judges recognised that there are different audiences 
for tax reporting, ranging from investors to the 
general public and acknowledged that this presents 
a number of challenges. There was praise for both 
succinct and carefully worded reports and for those 
companies that disclosed detailed information using 
links and references to other information online.

The principal stakeholder communications of the 
FTSE 350 were screened for references to tax. The top 
50 companies were reviewed against 38 criteria to 
generate a long list that was refined by a panel of PwC 
specialists to arrive at the shortlist presented to the 
external judges who picked the winner of the FTSE 
100 award. The winners of the FTSE 250 and FTSE 
350 Extractive awards were decided by a panel of 
PwC experts using the same long list.
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“Excellence in tax reporting” in the FTSE 100

“Excellence in tax reporting” in the FTSE 250 

Winner
Legal and General Group  
Legal and General has made a leap forward in 
the standard of its tax reporting. There is a 
prominent and very succinct section on tax 
governance, tax strategy, and management of 
tax risks. While 42% of companies reviewed 
discuss their relationship with tax authorities, 
Legal and General discloses its current HMRC 
risk rating. The company also seeks to explain 
the distinction between taxes paid by the 
equity‑holders and by policyholders which is a 
complex and sector specific feature of insurance 
industry taxation. 

Winner
Provident Financial  
Provident Financial made its debut in the BPTA 
tax awards in 2012. The company publishes a 
concise but informative description of its tax 
strategy and management of tax risk. 
In particular there is a discussion of the key tax 
risk that arises due to the way the group 
operates, along with information on how this is 
mitigated. Specific examples are also provided 
explaining how the group has been interacting 
with the tax authorities.

Highly commended
(In alphabetical order)

BT Group  
BT sets out the Board’s 
involvement in tax strategy and 
the group’s approach to tax 
planning and to lobbying 
government on tax matters. The 
group’s total tax contribution to 
the UK Exchequer, broken down 
by tax for all UK taxes paid and 
collected is included. There are 
clear explanations in simple 
language of a number of tax 
matters including use of tax 
losses, future effective tax rates, 
and the differences between the 
tax charge and tax paid.

Vodafone Group  
Vodafone was the winner of the 
FTSE 100 tax reporting award in 
2007 and 2010 and continues to 
maintain its high standard in this 
area. Vodafone was commended 
by the judges for the amount of 
detailed information that it 
publishes in relation to its tax 
strategy and governance. 
The group’s involvement in 
lobbying on tax matters is also 
clearly explained. A breakdown 
of the tax revenues generated by 
type of tax and by country is 
available on the group website.

Highly commended
(In alphabetical order)

Euromoney Institutional 
Investor  
This is the second year that 
Euromoney has been in the FTSE 
250 shortlist. A notable feature of 
the company’s reporting is the 
calculation of its underlying tax 
expense. This reconciles to the 
statutory tax charge, but 
eliminates the tax effect of 
exceptional items and of deferred 
tax items that are not expected to 
affect future cash tax. The work 
of the tax and treasury board 
committee, cash tax and future 
tax cost are also discussed.

Pennon Group  
Having won the FTSE 250 tax 
award in 2010 and been a 
runner up last year, Pennon has 
again shown its commitment to 
transparent tax reporting. 
The description of the company’s 
tax strategy and objectives is 
very succinct and there is detail 
on the group’s total tax 
contribution. The impact of 
landfill tax, which is a major 
operating cost for the business, 
is clearly explained.
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“Excellence in tax reporting” in the FTSE 350 Extractives 

A special mention in 2012

Winner
Kazakhmys  
Kazakhmys was the winner in the BPTA tax 
category in 2008 and is the first winner of the 
new FTSE 350 Extractives award. The tax 
information in Kazakhmys’s annual report covers 
many areas, with explanations of significant tax 
issues and adjustments that are written in 
everyday language. The group uses an “all‑in 
effective tax rate”, which excludes exceptional 
items and includes mineral extraction taxes, to 
explain its tax rate. It also shows details of 
payments to government by category and region.

Highly commended
(In alphabetical order)

Royal Dutch Shell 
(“Shell”) 
Shell’s Revenue Transparency 
document highlights the 
importance of tax transparency 
initiatives (e.g. the EITI) and 
Shell’s commitment to them. 
The document explains Shell’s tax 
strategy, the group’s view on the 
importance of stable tax regimes, 
and summarises Shell’s 
engagement with governments on 
tax policy and changes to tax 
legislation. Amounts of taxes paid 
around the world are also shown. 

Xstrata  
Xstrata’s sustainability report 
includes an overview of tax issues, 
the company’s approach to tax 
and its tax strategy for a clear and 
stable tax framework. 
The company also discusses the 
importance of tax transparency 
initiatives and provides details of 
the economic value added by the 
company, including tax payments. 
The economic value – add chart 
discloses the direct economic tax 
contribution, alongside royalties, 
revenues, wages and salaries and 
community investment 
by country.

Rio Tinto 
Having won the FTSE 100 tax reporting 
award in 2011, Rio Tinto continues to 
demonstrate excellence in tax reporting. 
Rio Tinto has published the second 
edition of its separate report on taxes 
paid demonstrating a continuing 
commitment to transparency covering 

tax strategy, governance and 
contribution in taxes. This is a leading 
example of voluntary disclosure of tax 
payments and information is provided 
on payments made to government, both 
at a national and local level, together 
with detail on each type of tax. 



Building Public Trust Awards
This is the 10th year in which PwC has 
presented these annual awards for outstanding 
reporting, and the 7th year of the BPTA tax 
awards. These awards have never been more 
important and relevant as organisations strive 
to earn, rebuild and retain public trust.

Each award recognises the achievement of 
organisations that have excelled in the clarity 
and transparency of their reporting.

The criteria used for each of the awards reflect 
the measures that CFOs and the investment 
community tell us they need to assess the 
performance of organisations.

The principles of good quality reporting are 
common across the awards: better – not more 
– information; linkage between the 

information provided and the stated strategy; 
quantified data that supports the qualitative 
statements made; metrics that, where 
relevant, illustrate performance against peers; 
and, where appropriate, a statement of 
future ambition.

These attributes are embedded in the 
benchmarking tool used by PwC specialists 
who screen companies for the Building Public 
Trust Awards. This screening generates the 
short list that is subsequently evaluated by our 
independent judging panel.

For more details of the  
Building Public Trust Awards see:  
http://www.pwc.co.uk/
building‑public‑trust‑awards/index.jhtml
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“We believe it is important for Pennon to 
clearly set out for our stakeholders details of 
our tax strategy and the taxes we pay. As the 
current debate over tax continues we are 
delighted to be short listed for the Building 
Public Trust Tax Reporting award and to be 
recognised as a leader in tax reporting.”

Tony Hooper 
Group Treasurer  
Pennon Group 

“Tax transparency is an important pillar of 
Rio Tinto’s governance framework for tax 
management. Presenting tax information in 
a way that is easy to understand is critical for 
effective, useful communication with our 
stakeholders. It helps Rio Tinto to explain 
how our business makes a significant 
economic contribution to the countries in 
which we operate.”

Rio Tinto 



Leading examples

These extracts from the reporting of leading 
companies have been identified though our 
review of the tax reporting of companies in 
the FTSE 350.

10 PwC 

“As a multinational company operating in the extractives 
industry I firmly believe it is important that we are transparent 
regarding the revenues we pay to governments. Engaging 
countries, civil society and companies together remains the most 
effective way of providing meaningful transparency and 
long‑term good governance over the use of revenues from 
resources – a benefit to us as a company, and wider society.

Of equal importance however is how we engage with 
governments in matters of tax policy and tax disputes – I believe 
we are at the forefront of best practice in this area by ensuring 
tax authorities have access to the relevant information to 
determine whether the right amount of tax has been paid. Such 
an approach builds trust and allows any issues to be discussed in 
an open and constructive manner which offers the best chance of 
achieving early certainty which benefits our business.”

Alan McLean 
Executive Vice President, Tax and Corporate Structure 
Royal Dutch Shell 

“Vodafone has long provided clear and relevant 
information to shareholders and to the wider 
public about its tax contribution. In doing so we 
recognise the value of transparency and have 
provided key insights into our results and into 
our approach to tax as a responsible global 
business through both our financial statements 
and our sustainability reports.”

John Connors 
Group Tax Director 
Vodafone Group 
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0%    10%    20%    30%    40%    50%    60%    70%    80%   90%  100%

Tax strategy and risk management

Strong communication

Potential to develop reporting

Clear opportunities to develop reporting

Tax numbers and performance

Total tax contribution and the wider impact of tax

       28%             52%          20%

       28%                  62%              10%

       30%                     28%                  42%

The Tax Transparency Framework
In screening the companies in the FTSE 350 to produce 
the shortlist that is evaluated by the judges, we use our 
Tax Transparency Framework as shown below. 

The framework was originally developed following discussions with FTSE 350 
companies and different stakeholder groups including governments, investors, 
analysts and civil society organisations. It highlights the elements that we think should 
be included in good reporting and helps companies consider the risks and benefits of 
greater transparency in tax reporting.

Tax Transparency Framework
What we look for in our review of the tax reporting of the FTSE 350

1.
Tax strategy and risk management

• Discussion of tax objectives 
and strategy.

• Disclosure of policies in key 
areas for the business, for 
example, tax planning and 
transfer pricing.

• How the tax strategy and 
function are managed and who 
has responsibility for 
governance and oversight.

• Discussion of material tax risks.

2.
Tax numbers and performance

• Clear reconciliation of the tax 
charge to the statutory rate.

• Discussion of cash tax 
payments and how they relate 
to the tax charge.

• Forward‑looking measures for 
tax, such as an indication of 
the future direction of the 
company tax rate.

3.
Total tax contribution and the 
wider	impact	of tax

• Show how tax impacts wider 
business strategy and 
company results.

• Discussion of advocacy and 
lobbying activities on tax. 

• The impact of tax on 
shareholder value.

• Communication of the 
economic contribution of all 
taxes paid. 

The quality of tax reporting 
of the top 50 companies as 
identified by our screening 
process is shown opposite, using 
the three main areas of the 
tax transparency framework. 
Whilst many companies exhibit 
strong tax reporting, there is 
still room for many companies 
to consider whether their tax 
reporting is as helpful as it 
could be.

Summary of the quality of tax reporting in the top 50 companies
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Anglo American 
FTSE 100
Anglo American is one of the world’s largest mining companies with 
operations in Africa, Europe, South and North America, Australia and Asia.

Example:
Anglo American  
Sustainable Development Report 2011 
Pages 38, 43 & 44 

Economic value distribution 
$ million

Suppliers  13,809
Employees  4,500
Reinvested in the Group (capex)  4,257
Company taxes  3,601
Dividends  2,222
Providers of capital (interest)  677

SOCIO-ECONOMIC DEVELOPMENT 
Most of our operations are located in emerging economies,  
often near communities that have low levels of socio-economic 
development. As a major global company, this raises particular 
expectations and responsibilities towards contributing to their  
socio-economic development. Investing in the long term development 
and stability of our host communities enhances our own growth 
opportunities, and contributes significantly to our social licence  
to operate.

THE ECONOMIC VALUE WE ADD

It is through Anglo American’s core  
business activities – employing people, 
paying taxes to governments and making 
payments to our suppliers – that we make  
our most significant positive contribution  
to national and local economies. 

The value distributed directly by 
Anglo American in 2011 amounted to 
$24,809 million. This figure includes 
$13,809 million paid to suppliers, 
$4,500 million to our employees through 
wages and related expenditure, 
$3,601 million in taxes and royalties to 
governments, $2,222 million paid to 
Anglo American and outside shareholders, 
and $677 million to providers of capital.  
A further $4,257 million was reinvested in  
the Group. Approximately 84% of our total 
supplier, employee and tax spend was in 
developing countries.

Through the multiplier effect, the positive 
economic contribution of our operations 
extend significantly further than these direct 
forms of value distribution. 

Further details on the nature of our  
economic value added are provided in  
our annual report.

OUR STRATEGY AND SEAT PROCESS

Our primary means for enhancing the 
development outcomes and capacities  
of our host communities is through our 
Socio-Economic Assessment Toolbox 
(SEAT) process. Launched in 2003, and 
revised in 2007 and again in 2011, SEAT  
is intended to improve our operations’ 
understanding of their socio-economic 
impacts (both positive and negative), 
enhance our capacity for stakeholder 
dialogue and the management of social 
issues, build our ability to support local 
socio-economic development and foster 
greater transparency and accountability. 

The comprehensive seven-step process 
enables us to better understand the 
concerns, needs and priorities of the 
communities associated with our operations 
by outlining specific steps that can be taken to 
improve dialogue, establish partnerships and 
promote wider development. Engagement 
with local stakeholders – such as 
communities, interest groups, NGOs and 
local government – is central to the SEAT 
process and influences the design of our 
community development plans. Operations 
are required to undertake a SEAT 
assessment every three years to ensure that 
any changes in the operation and community 
are reflected, and to allow time for the 
management measures set out in the 
previous SEAT report to be implemented  
and evaluated.

Engagement with local stakeholders 
– such as communities, interest 
groups, NGOs and local government 
– is central to the SEAT process and 
influences the design of our 
community development plans.

While the socio-economic development 
activities of our operations are informed by 
local needs and opportunities, these activities 
typically involve enterprise and skills 
development, local procurement and social 
investment initiatives.

ADDED VALUE

$4,500m
Value of wages paid in 2011

DEVELOPING COUNTRIES

84%
Percentage of wages, supplier 
spend and taxes that were paid in 
developing countries in 2011

ENTERPRISE DEVELOPMENT

38,681
Number of businesses supported 
by various Anglo American 
enterprise development initiatives 
during 2011

CREATING VALUE FOR SOCIETY SOCIO-ECONOMIC DEVELOPMENT

38 Anglo American plc Sustainable Development Report 2011

TAX IN THE MINING INDUSTRY 

The focus on tax in the mining industry has 
increased significantly over the past few 
years. Governments seek to ensure that they 
receive adequate compensation from mining 
companies for extracting a non-renewable 
resource. Many recognise that this desire has 
to be balanced with the need to encourage a 
sustainable mining industry that will deliver 
long term job generation and wealth for  
the country. 

To encourage long term investment, it is 
essential that adequate recognition is given  
in the design of a country’s overall tax system 
to the capital-intensive, highly risky and 
complex business that mining represents. 
There are significant costs associated  
with the successful exploration for and 
extraction of minerals, and eventual 
rehabilitation of the affected land in a safe 
and responsible manner.

Our contribution goes significantly 
beyond the corporate income tax 
paid on our profits.

A stable, fair and transparent fiscal regime  
is a fundamental aspect of the legislative 
framework of a country, facilitating the 
encouragement of a strong, successful and 
sustainable mining industry which, in turn, 
brings with it a vital and broader economic 
contribution to the growth of the wealth of  
a country and its citizens.

On the issue of taxation, our contribution 
goes significantly beyond the corporate 
income tax paid by a company on its profits.  
It is essential to understand a company’s total 
tax footprint (which will include many taxes, 
inter alia, corporate income tax, royalties, 
withholding taxes, payroll taxes, VAT, import 
and export duties) when trying to assess 
whether a company is paying an appropriate 
amount of tax based upon its activities in a 
country. For example, in some countries in 
which we operate, mining companies are 
potentially subject to more than 50 specific 
individual taxes, of which corporate income 
tax is just one. The payments we make to 
governments form a major part of our 
socio-economic impact, particularly in 
regions of the developing world where  
our absence would mean fewer sources  
of employment, income and, therefore,  
tax revenues.

Anglo American has a Board-approved tax 
strategy, which is discharged by a team of 
professionals acting in accordance with our 
Guiding Values and Good Citizenship 
Business Principles. 

TAXES BORNE AND COLLECTED 

The taxes borne by the Group amounted  
to $3.6 billion in 2011. Taxes collected by 
Anglo American and remitted to government, 
including payroll taxes and VAT, amounted to 
$1.4 billion, giving a total tax footprint for the 
year of $5.0 billion, 77% of which was in 
developing countries. 

The distinction made here between the  
taxes which are borne by the Group and 
those which are collected and remitted to 
government is an important one, as although 
only those taxes which are borne are a cost to 
the Group, and therefore directly impact on 
the earnings, those which we collect form an 
important part of the revenues generated by 
our operations, and are often higher than the 
taxes borne. This is particularly the case in 
the early and late stages of the lifecycle of  
a mine.

When reporting the financial results of  
any particular year, businesses report tax 
numbers in the profit and loss account and 
separately report their cash flows. These 
results will differ, as tax is rarely paid at  
the same time as the income arises. 
Governments set the rules as to when tax 
becomes payable and those rules vary 
greatly from one country to another. 

The corporate tax charge in the Income 
Statement for the year was $3.1 billion 
(including an equity share of associates’  
tax). In 2011, the effective rate of corporate 
taxation paid was 28.3% (2010: 32.1%) and 
reflects our geographical mix of statutory tax 
rates. The cash corporation tax paid by the 
Group was $2.5 billion. Further analysis and 
reconciliation of tax data can be found in the 
Anglo American Annual Report 2011 and at 
www.angloamerican.com

PAYMENTS TO GOVERNMENTS 
We believe that the overall economic contribution generated as a 
result of our operations should fairly reflect the balance of the risks and 
rewards of responsible investment and development. The taxes and 
other payments collected by governments form an important part  
of this equation. 

SOCIAL INVESTMENT

$128.6 m
Amount spent on corporate social 
investment in 2011

TAXATION

$5 bn
Amount of taxes borne and 
collected in 2011
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Taxes borne (outer)

Taxes collected (inner)

Payments to governments  
$ million

South Africa  1,716
Chile  810
Australia  597
Brazil  257
UK  162
Venezuela  34
Zimbabwe  7
Peru  2
Canada  2
Other  14

South Africa  780
Chile  132
Australia  151
Brazil  133
UK  212
Venezuela  0
Zimbabwe  1
Peru  6
Canada  4
Other  3

Developed  774
Developing  2,827

Taxes borne (outer)

Developed  370
Developing  1,053

Taxes collected (inner)

Collected and borne  
$ million

Taxes borne and collected, by country  
$ million

Borne Collected Total

South Africa 1,716 780 2,496

Chile 810 132 942

Australia 597 151 748

Brazil 257 133 390

UK 162 212 374

Venezuela 34 0 34

Zimbabwe 7 1 8

Peru 2 6 8

Canada 2 4 6

Other 14 3 17

Total 3,601 1,422 5,023

WEIGHTED AVERAGE  
STATUTORY TAX RATE 

Our profits (after certain tax adjustments 
prescribed by local tax legislation) are  
subject to local corporate income tax rates, 
and our Group tax charge (as shown in  
our Consolidated Income Statement)  
and effective tax rate are a function of  
the resulting tax charges and the relative 
amounts of profits generated in each  
of the countries in which we operate. 

The weighted average statutory tax rate 
represents the profits of the Group, multiplied 
by these statutory tax rates, ignoring the 
impact of any tax adjustments, and gives an 
indication of the effective tax rate (ETR) to  
be expected, given the countries in which  
we operate. 

For 2011, this weighted average statutory 
ETR was 32.4%. As in most periods, the 
headline ETR is impacted by a number of 
non-recurring adjustments. The principal 
impact in 2011 relates to the recognition of 
previously unrecognised tax losses and the 
release of various withholding tax provisions 
across the Group, including those held in 
South Africa. Without these, the Group ETR 
would have been 31.7%, which is broadly in 
line with the weighted average rate above.

TAX TRANSPARENCY

We support the principle of transparency. 
Anglo American was in the first small group  
of mining companies to announce its backing 
for the Extractive Industries Transparency 
Initiative (EITI), and we have been prominent 
in our support ever since. The EITI engages 
government, business and civil society in a 
tripartite process that involves companies 
publishing what they pay by way of resource 
revenues to their host governments, and the 
governments, in turn, publishing what they 
receive. Most importantly, the results are 
reconciled and validated. 

We have been actively and constructively 
engaging with the European Commission  
on the proposed amendments to the 
Transparency and Accounting Directives.  
We support transparency of payments to 
government as part of the solution to tackling 

corruption, and have been seeking to assist 
the Commission to develop a new reporting 
mechanism which effectively achieves those 
aims while remaining proportionate. Such a 
requirement will never achieve all that the  
EITI methodology sets out to achieve, but  
we believe that it can form an important 
complementary measure to the EITI, 
providing civil society with information about 
the amounts being received by governments. 

As we have done for several years, we 
voluntarily disclose in this report major tax 
payments we make to government in the 
countries in which we have significant mining 
operations. Although we believe that this  
is valuable in giving all stakeholders the 
opportunity to see the payments to 
government we make in these countries,  
it is important to reiterate that tax payments 
are only part of the total economic 
contribution that we bring through our  
mining operations to both local communities 
and to the national economy.

We support the principle of 
transparency and the Extractive 
Industries Transparency Initiative 
(EITI) and would encourage more 
countries to implement this.
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Taxes generated over the life of a mine

 Profitability Taxes

Exploration Operating and capital expenditure Employee taxes, indirect taxes 
and taxes paid by suppliers

Development Operating and significant capital 
expenditure

Employee taxes, indirect taxes 
and taxes paid by suppliers

Early production Recovery of investment Plus royalties

Full production Net profit Plus taxes on profit

Closedown Closure and rehabilitation costs As per Exploration and 
Development above
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We support the principle of 
transparency and the Extractive 
Industries Transparency Initiative 
(EITI) and would encourage more 
countries to implement this.
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TAX TRANSPARENCY

We support the principle of transparency. 
Anglo American was in the first small group  
of mining companies to announce its backing 
for the Extractive Industries Transparency 
Initiative (EITI), and we have been prominent 
in our support ever since. The EITI engages 
government, business and civil society in a 
tripartite process that involves companies 
publishing what they pay by way of resource 
revenues to their host governments, and the 
governments, in turn, publishing what they 
receive. Most importantly, the results are 
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on the proposed amendments to the 
Transparency and Accounting Directives.  
We support transparency of payments to 
government as part of the solution to tackling 

corruption, and have been seeking to assist 
the Commission to develop a new reporting 
mechanism which effectively achieves those 
aims while remaining proportionate. Such a 
requirement will never achieve all that the  
EITI methodology sets out to achieve, but  
we believe that it can form an important 
complementary measure to the EITI, 
providing civil society with information about 
the amounts being received by governments. 

As we have done for several years, we 
voluntarily disclose in this report major tax 
payments we make to government in the 
countries in which we have significant mining 
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government we make in these countries,  
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contribution that we bring through our  
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Comparison of the effective tax rate with the 
weighted average statutory rate for the Group

Distribution of taxes borne and taxes collected 
by developed and developing countries
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2 Overview

Our pension fund
One of our biggest responsibilities is to our 
pension fund and I am pleased that we have 
agreed the 2011 triennial funding valuation 
and recovery plan with the Trustee. Because of 
our improved financial performance we were 
able to make a lump sum payment of £2bn 
into the fund, giving greater certainty to our 
pensioners and helping to reduce the size of 
future deficit payments we would otherwise 
have to make.

Our people and the Board
As a result of our progress over the last 
three years, around 20,000 of our people 
stand to benefit from their employee share 
plans in 2013. We are also recognising the 
achievements in our UK business by paying 
each of our UK team members a £250 bonus in 
addition to their normal pay increase.

Since I joined BT I have worked to streamline 
and refresh the Board, to make sure we have 
the right team to deliver our objectives. You 
can read about the changes in the Governance 
section of this report. 

Our future
While our aim remains to drive profitable 
revenue growth, the challenging environment 
we are facing makes this more difficult, but we 
believe our strategy will continue to deliver 
long-term value for our shareholders.

Sir Michael Rake
Chairman
9 May 2012

We have made 
significant progress  
for all our stakeholders 
this year.

 
Our shareholders
We have delivered a very strong performance 
over the last three years. This means we have 
been able to pay sustainable and progressive 
dividends. For 2012 the Board is proposing a 
final dividend of 5.7p, up 14%, giving a full 
year dividend of 8.3p, up 12% over last year. 
We continue to pursue a prudent financial 
strategy, to make sure we can invest in the 
business, support our pension scheme, reduce 
net debt and reward you, our shareholders. By 
following this approach we expect to be able 
to grow dividends by 10% – 15% per year for 
the next three years.

Our contribution to the UK
We contribute to the UK directly and indirectly 
in many ways. We look after the critical copper 
access network, employ over 73,000 people, 
contribute around £3bn a year in taxes, and are 
major investors in research and development.

The roll-out of our fibre network is one of the 
fastest privately funded programmes in the 
world. We are bringing fibre broadband to 
cities, towns and rural areas across the UK and 
aim to pass around two-thirds of UK premises 
by the end of 2014. This will dramatically 
change consumers’ online experience and 
enhance the way businesses can operate, 
bringing significant economic benefits to 
our country.

As official communications services partner 
of the London 2012 Olympic and Paralympic 
Games we are contributing vital infrastructure, 
delivering a single communications network 
across 94 locations to make this the most 
connected Games ever. And we are delivering 
the project on schedule.

Our global presence
We serve some of the largest companies in 
the world, but the regulatory backdrop often 
means we can’t serve customers as efficiently 
as we want to. So internationally we continue 
to press for policy and regulatory change, 
with the aim of achieving a competitive 
level playing field – in particular, open and 
fair wholesale access to communications 
networks. We only seek across the world 
similar conditions to those in the UK. There has 
been progress, but we want to see this move 
faster as it is vital to innovation, growth and 
jobs worldwide.

Our communities
We believe we have a responsibility to give 
something back to the communities in which 
we operate – through contributions of over 
£30m in time, cash and in-kind support, 
through some 50,000 days of employee 
volunteering, through our environmental and 
energy savings programmes, and through 
support for charities such as Sport Relief and 
digital inclusion initiatives, we contribute to 
making a better future for our communities.

Chairman’s introduction

Watch my video online at
www.bt.com/annualreport
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Earnings per share
Improved profitability and lower net finance expense have contributed 
to a 13% increase in adjusted earnings per share from 21.0p to 23.7p.

Adjusted earnings per share is one of our key performance indicators, as 
detailed in Key performance indicators on page 4 as it is an important 
measure of the overall profitability of our business.

In 2012 adjusted earnings per share increased by 13% (2011: 21%). 
The graph below shows the drivers of adjusted earnings per share 
growth over the last two years.
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Impact of future share option exercises
At 31 March 2012 there were around 120m outstanding options over 
BT Group plc shares granted under all-employee share option plans 
which are expected to become exercisable in 2013. In addition around 
48m shares will be allocated in 2013 under the 2009 executive share 
plans. This will lead to an increase in the number of shares used to 
calculate basic earnings per share. To counteract the dilutive effect of 
the all-employee share option plans maturing in 2013 we intend to 
spend around £300m on a share buyback programme in 2013.

Dividends
The Board is proposing a final dividend of 5.7p, up 14%, giving a full 
year dividend of 8.3p, up 12%. This compares with an increase in the 
full year dividend of 7% in 2011.

This will be paid, subject to shareholder approval, on 3 September 2012 
to shareholders on the register on 10 August 2012.
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As described in our Outlook on page 40, as a result of our confidence in 
our ability to grow free cash flow, we intend to increase the dividend per 
share by 10%–15% per year for the next three years.

Cash flow and net debt
Adjusted free cash flow was £2.5bn in 2012, well above our target 
of £2.2bn. This reflects our improved profitability and is also after 
investing £2.6bn in capital expenditure. Our strong financial 
performance allowed us to make a £2.0bn lump sum deficit payment 
into the pension scheme, with net debt only increasing by £0.3bn 
to £9.1bn.

Free cash flow
We monitor performance using adjusted free cash flow which is one of 
our three key performance indicators as detailed in Key performance 
indicators on page 4. Adjusted free cash flow is an important measure 
by which our financial performance is measured as it represents the cash 
we generate from operations after capital expenditure and financing 
costs. It also excludes the cash impact of specific items and pension 
deficit payments. This is consistent with the way financial performance 
is measured by management and assists in providing a meaningful 
analysis of the free cash flow generated by the group.

We are now providing our financial outlook on a normalised basis which 
removes the impact of the cash tax benefit relating to pension deficit 
payments and therefore gives a better view of the underlying cash 
generation and trends within the business.

A reconciliation from net cash inflow from operating activities, the 
most directly comparable IFRS measure, to adjusted free cash flow and 
normalised free cash flow is provided on page 169.

The major sources of our cash inflow for 2012, 2011 and 2010 were the 
cash generated from our operations and borrowings through short-term 
commercial paper issuance and long-term debt raised in the capital 
markets. These, as well as committed bank facilities of £1.5bn, are 
expected to remain the key sources of liquidity for the foreseeable future.

Group financial performance
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2 Overview

Our pension fund
One of our biggest responsibilities is to our 
pension fund and I am pleased that we have 
agreed the 2011 triennial funding valuation 
and recovery plan with the Trustee. Because of 
our improved financial performance we were 
able to make a lump sum payment of £2bn 
into the fund, giving greater certainty to our 
pensioners and helping to reduce the size of 
future deficit payments we would otherwise 
have to make.

Our people and the Board
As a result of our progress over the last 
three years, around 20,000 of our people 
stand to benefit from their employee share 
plans in 2013. We are also recognising the 
achievements in our UK business by paying 
each of our UK team members a £250 bonus in 
addition to their normal pay increase.

Since I joined BT I have worked to streamline 
and refresh the Board, to make sure we have 
the right team to deliver our objectives. You 
can read about the changes in the Governance 
section of this report. 

Our future
While our aim remains to drive profitable 
revenue growth, the challenging environment 
we are facing makes this more difficult, but we 
believe our strategy will continue to deliver 
long-term value for our shareholders.

Sir Michael Rake
Chairman
9 May 2012
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significant progress  
for all our stakeholders 
this year.

 
Our shareholders
We have delivered a very strong performance 
over the last three years. This means we have 
been able to pay sustainable and progressive 
dividends. For 2012 the Board is proposing a 
final dividend of 5.7p, up 14%, giving a full 
year dividend of 8.3p, up 12% over last year. 
We continue to pursue a prudent financial 
strategy, to make sure we can invest in the 
business, support our pension scheme, reduce 
net debt and reward you, our shareholders. By 
following this approach we expect to be able 
to grow dividends by 10% – 15% per year for 
the next three years.

Our contribution to the UK
We contribute to the UK directly and indirectly 
in many ways. We look after the critical copper 
access network, employ over 73,000 people, 
contribute around £3bn a year in taxes, and are 
major investors in research and development.

The roll-out of our fibre network is one of the 
fastest privately funded programmes in the 
world. We are bringing fibre broadband to 
cities, towns and rural areas across the UK and 
aim to pass around two-thirds of UK premises 
by the end of 2014. This will dramatically 
change consumers’ online experience and 
enhance the way businesses can operate, 
bringing significant economic benefits to 
our country.

As official communications services partner 
of the London 2012 Olympic and Paralympic 
Games we are contributing vital infrastructure, 
delivering a single communications network 
across 94 locations to make this the most 
connected Games ever. And we are delivering 
the project on schedule.

Our global presence
We serve some of the largest companies in 
the world, but the regulatory backdrop often 
means we can’t serve customers as efficiently 
as we want to. So internationally we continue 
to press for policy and regulatory change, 
with the aim of achieving a competitive 
level playing field – in particular, open and 
fair wholesale access to communications 
networks. We only seek across the world 
similar conditions to those in the UK. There has 
been progress, but we want to see this move 
faster as it is vital to innovation, growth and 
jobs worldwide.

Our communities
We believe we have a responsibility to give 
something back to the communities in which 
we operate – through contributions of over 
£30m in time, cash and in-kind support, 
through some 50,000 days of employee 
volunteering, through our environmental and 
energy savings programmes, and through 
support for charities such as Sport Relief and 
digital inclusion initiatives, we contribute to 
making a better future for our communities.

Chairman’s introduction

Watch my video online at
www.bt.com/annualreport
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Earnings per share
Improved profitability and lower net finance expense have contributed 
to a 13% increase in adjusted earnings per share from 21.0p to 23.7p.

Adjusted earnings per share is one of our key performance indicators, as 
detailed in Key performance indicators on page 4 as it is an important 
measure of the overall profitability of our business.

In 2012 adjusted earnings per share increased by 13% (2011: 21%). 
The graph below shows the drivers of adjusted earnings per share 
growth over the last two years.
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Impact of future share option exercises
At 31 March 2012 there were around 120m outstanding options over 
BT Group plc shares granted under all-employee share option plans 
which are expected to become exercisable in 2013. In addition around 
48m shares will be allocated in 2013 under the 2009 executive share 
plans. This will lead to an increase in the number of shares used to 
calculate basic earnings per share. To counteract the dilutive effect of 
the all-employee share option plans maturing in 2013 we intend to 
spend around £300m on a share buyback programme in 2013.

Dividends
The Board is proposing a final dividend of 5.7p, up 14%, giving a full 
year dividend of 8.3p, up 12%. This compares with an increase in the 
full year dividend of 7% in 2011.

This will be paid, subject to shareholder approval, on 3 September 2012 
to shareholders on the register on 10 August 2012.
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As described in our Outlook on page 40, as a result of our confidence in 
our ability to grow free cash flow, we intend to increase the dividend per 
share by 10%–15% per year for the next three years.

Cash flow and net debt
Adjusted free cash flow was £2.5bn in 2012, well above our target 
of £2.2bn. This reflects our improved profitability and is also after 
investing £2.6bn in capital expenditure. Our strong financial 
performance allowed us to make a £2.0bn lump sum deficit payment 
into the pension scheme, with net debt only increasing by £0.3bn 
to £9.1bn.

Free cash flow
We monitor performance using adjusted free cash flow which is one of 
our three key performance indicators as detailed in Key performance 
indicators on page 4. Adjusted free cash flow is an important measure 
by which our financial performance is measured as it represents the cash 
we generate from operations after capital expenditure and financing 
costs. It also excludes the cash impact of specific items and pension 
deficit payments. This is consistent with the way financial performance 
is measured by management and assists in providing a meaningful 
analysis of the free cash flow generated by the group.

We are now providing our financial outlook on a normalised basis which 
removes the impact of the cash tax benefit relating to pension deficit 
payments and therefore gives a better view of the underlying cash 
generation and trends within the business.

A reconciliation from net cash inflow from operating activities, the 
most directly comparable IFRS measure, to adjusted free cash flow and 
normalised free cash flow is provided on page 169.

The major sources of our cash inflow for 2012, 2011 and 2010 were the 
cash generated from our operations and borrowings through short-term 
commercial paper issuance and long-term debt raised in the capital 
markets. These, as well as committed bank facilities of £1.5bn, are 
expected to remain the key sources of liquidity for the foreseeable future.

Group financial performance
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15Tax Transparency

Total Tax Contribution is highlighted in the Chairman’s statement

The impact of tax on earnings per share is clearly shown in a graphical form

Disclosure of total tax contribution in the UK and ranking in the Hundred Group survey

Discussion of tax strategy including engagement with tax authorities

Explanation of the difference between the tax charge and the tax paid
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56 Performance

Cash flow and funding outlook 
As described on page 40, as the tax credit in relation to the £2.0bn 
lump sum pension deficit payment will distort our cash flow in 2013, 
we are now giving our free cash flow outlook excluding the tax benefit 
of pension deficit payments. On this normalised basis, free cash flow 
amounted to £2.3bn in 2012 and is expected to be broadly flat in 2013 
and above £2.4bn in 2014.

We intend to continue our policy of reducing net debt and are 
targeting a BBB+ credit rating over the medium term. As a result of our 
confidence in our ability to grow free cash flow, we intend to increase 
our dividend by 10%–15% for the next three years. We also intend to 
spend around £300m in 2013 on a share buyback programme which 
will counteract the dilutive effect of all-employee share option plans 
maturing in 2013 and add to shareholder returns. 

Taxation
The effective tax rate was 24.1% in 2012 compared with 21.7% in 
2011. This is slightly lower than the UK statutory rate of 26% (2011: 
28%) reflecting the utilisation of tax losses.

We are a significant contributor to the UK Exchequer, collecting and 
paying taxes of around £3bn in a typical year.

Total tax contribution
In 2012 our total tax contribution to the UK Exchequer was £3.3bn 
(2011: £2.9bn). This ranked us the fifth highest contributor as 
measured in the Hundred Group Total Tax Contribution Survey for 2011. 
Our total UK tax contribution by type of tax in 2012 is analysed below. 

VAT

PAYE & NI

UK corporation tax

UK business &
network rates

£353m

£189m

£1,579m

£1,133m

2012 Total UK tax contribution

Tax strategy
Our strategy is to comply with relevant regulations whilst managing 
our tax burden and seeking to maintain a stable effective tax rate. 
We seek to achieve this through engagement with our stakeholders 
including HM Revenue & Customs (HMRC) and other tax authorities, 
partners and customers. We endeavour to structure our affairs in a 
tax efficient manner where there is strong commercial merit, with the 
aim of supporting our capital or operational expenditure programmes, 
supporting customer initiatives and reducing our overall cost of capital. 
The parameters which govern our approach are set by the Board, which 
regularly reviews the group’s tax strategy.

We operate in over 170 countries and this comes with additional 
complexities in the taxation arena. The majority of our tax liabilities 

arise in the UK. In terms of our UK corporation tax position, all years 
up to 2008 are agreed. We have an open, honest and positive working 
relationship with HMRC and are committed to prompt disclosure and 
transparency in all tax matters. We recognise that there will be areas of 
differing legal interpretations between ourselves and tax authorities 
and where this occurs we will engage in proactive discussion to bring 
matters to as rapid a conclusion as possible. 

Tax expense
Our effective tax rate on profit before taxation and specific items is 
lower than the UK statutory rate as the utilisation of overseas losses 
and the impact of prior period adjustments is in excess of normal 
disallowable costs and other tax adjustments as shown below.

Year ended 31 March
2012 

£m
2011 

£m
2010 

£m

Profit before taxation and 
specific items 2,421 2,083 1,735

Tax at UK statutory rate of 26% 
(2011 and 2010: 28%) 629 583 486

Overseas losses utilised (75) (53) (35)

Prior period adjustments (74) (36) (37)

Non-deductible items 37 28 44

Other tax adjustments 67 (70) (60)

Effective tax charge before 
specific items 584 452 398

Effective tax rate 24.1% 21.7% 22.9%

A reconciliation of reported profit before taxation to effective tax rate is 
disclosed in note 10 to the consolidated financial statements.

The UK corporation tax rate changed from 28% to 26% on 1 April 2011 
and from 26% to 24% on 1 April 2012. The Government has indicated 
that it intends to enact future reductions in the UK corporation tax rate 
to 22% by 1 April 2014. For 2013 we expect the effective tax rate to be 
around 23% reflecting the lower UK statutory rate and the utilisation of 
tax losses.

Tax cash payments
The total income tax paid of £400m in 2012 comprised £353m of UK 
taxes (2011: £175m, 2010: £34m) and £47m of overseas taxes (2011: 
£34m, 2010: £42m). The total tax expense in 2012 was £442m (2011: 
£213m expense, 2010: £22m credit).

The tax expense and the cash tax paid in each financial year are 
different, principally because UK cash tax payments are paid in 
quarterly instalments which straddle two consecutive financial years. 
For example, the UK cash tax paid in 2012 of £353m comprised the 
final two quarterly instalments in respect of 2011 amounting to £44m 
and the first two quarterly instalments in respect of 2012 amounting 
to £309m. The quarterly instalments are based on estimates of the 
expected tax liability for the full year and are therefore subject to 
estimation and may vary from the actual liability.  

In addition there are differences in the basis of some items, such as 
pension deficit payments, which are deductible for the purpose of cash 
tax payments but are not a taxable deduction in the income statement 
and therefore do not impact the tax expense. The current tax benefit 
associated with pension deficit payments is recognised in retained 
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57Performance

earnings, within other comprehensive income. Following the £2.0bn 
pension deficit payment in March 2012, the tax liability relating to 2012 
was recalculated. Tax instalments previously paid of around £250m are 
expected to be recovered in 2013. 

Tax losses
We have unrecognised tax losses of £21.8bn (2011: £23.5bn) of which 
£17.2bn are capital losses arising in the UK, as set out in note 10 to the 
consolidated financial statements. The majority of the remaining losses 
of £4.0bn arose in our overseas entities in prior periods. Our ability, and 
the timeframe in which we can use these losses to offset against future 
taxable profits, is determined by the locations of the subsidiaries in 
which the losses arise.

Capital expenditure
Our capital expenditure totalled £2.6bn in 2012, in line with our target, 
and after the accelerated investment in our fibre roll-out that we 
announced during the year.

In 2012 our capital expenditure was £2,594m (2011: £2,590m, 2010: 
£2,533m). The movement in our capital expenditure in 2012 by major 
area is shown below.

2,610

2,590

2,570

2,530

2,550

2,490

2,510

2,450

2,470

Su
pp

or
t

fu
nc

tio
ns

Cu
st

om
er

re
la

te
d

Pl
at

fo
rm

s &
ne

tw
or

ks

Re
gu

la
to

ry
 &

co
m

pl
ia

nc
e

A
cc

es
s

20
12

20
11

Capital expenditure

£m

2,
59

0

2,
59

4

45

34

6

12
2

45

Our capital expenditure in 2012 reflects our continuing strategy to 
improve customer service delivery and invest for the future of the 
business. In 2012 our capital expenditure comprised investment in:

increasing the footprint of our fibre broadband network

extending our WBC coverage

providing additional Ethernet ports to support our fixed and mobile 
Ethernet portfolio

our UK and overseas network infrastructure, including Asia Pacific, 
Latin America and MEA expansion

new and existing customer contracts in BT Global Services and BT 
Wholesale

volume driven capital to support Openreach products and services.

Of the capital expenditure, £235m (2011: £227m) arose outside of the 
UK. Capital expenditure contracted but not yet incurred totalled £433m 
(2011: £467m) at 31 March 2012.

We expect capital expenditure to remain at around £2.6bn in 2013.

Balance sheet
Summarised balance sheet

At 31 March
2012 

£m
2011 

£m
Movement 

£m

Property, plant & equipment  
and software 16,023 16,446 (423)

Goodwill & other acquisition 
related intangible assets 1,492 1,566 (74)

Other non-current & current 
assets 1,538 1,080 458

Trade & other receivables 3,476 3,618 (142)

Investments, cash & cash 
equivalents 844 370 474

Loans & other borrowings (10,486) (9,856) (630)

Trade & other payables (5,962) (6,114) 152

Other current & non-current 
liabilities (1,787) (1,621) (166)

Provisions (857) (956) 99

Deferred tax liability (1,100) (1,212) 112

Pensions, net of deferred tax (1,873) (1,370) (503)

Total equity 1,308 1,951 (643)

Property, plant and equipment and software reduced by £423m in 
2012 reflecting the higher depreciation expense of £2,972m compared 
with capital expenditure of £2,594m. Goodwill and other acquisition 
related intangibles reduced by £74m, due to amortisation, exchange 
differences and disposals. There were no acquisitions in 2012.

Other non-current and current assets increased by £458m, principally 
reflecting an increase in current and deferred tax assets. Current and 
deferred tax movements are shown on pages 100 and 118. Trade and 
other receivables and trade and other payables reduced by £142m and 
£152m, respectively, principally reflecting lower revenue and costs. 

Investments, cash and cash equivalents and loans and other borrowings 
which totalled £9,642m increased by £156m, as shown on page 55. 
Other non-current and current liabilities increased by £166m principally 
due to an increase in derivative financial instrument liabilities as detailed 
on page 152. Provisions reduced by £99m principally due to utilisation 
of provisions in the year. Pensions, net of deferred tax increased by 
£503m as explained in Pensions below.
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56 Performance

Cash flow and funding outlook 
As described on page 40, as the tax credit in relation to the £2.0bn 
lump sum pension deficit payment will distort our cash flow in 2013, 
we are now giving our free cash flow outlook excluding the tax benefit 
of pension deficit payments. On this normalised basis, free cash flow 
amounted to £2.3bn in 2012 and is expected to be broadly flat in 2013 
and above £2.4bn in 2014.

We intend to continue our policy of reducing net debt and are 
targeting a BBB+ credit rating over the medium term. As a result of our 
confidence in our ability to grow free cash flow, we intend to increase 
our dividend by 10%–15% for the next three years. We also intend to 
spend around £300m in 2013 on a share buyback programme which 
will counteract the dilutive effect of all-employee share option plans 
maturing in 2013 and add to shareholder returns. 

Taxation
The effective tax rate was 24.1% in 2012 compared with 21.7% in 
2011. This is slightly lower than the UK statutory rate of 26% (2011: 
28%) reflecting the utilisation of tax losses.

We are a significant contributor to the UK Exchequer, collecting and 
paying taxes of around £3bn in a typical year.

Total tax contribution
In 2012 our total tax contribution to the UK Exchequer was £3.3bn 
(2011: £2.9bn). This ranked us the fifth highest contributor as 
measured in the Hundred Group Total Tax Contribution Survey for 2011. 
Our total UK tax contribution by type of tax in 2012 is analysed below. 

VAT

PAYE & NI

UK corporation tax

UK business &
network rates

£353m

£189m

£1,579m

£1,133m

2012 Total UK tax contribution

Tax strategy
Our strategy is to comply with relevant regulations whilst managing 
our tax burden and seeking to maintain a stable effective tax rate. 
We seek to achieve this through engagement with our stakeholders 
including HM Revenue & Customs (HMRC) and other tax authorities, 
partners and customers. We endeavour to structure our affairs in a 
tax efficient manner where there is strong commercial merit, with the 
aim of supporting our capital or operational expenditure programmes, 
supporting customer initiatives and reducing our overall cost of capital. 
The parameters which govern our approach are set by the Board, which 
regularly reviews the group’s tax strategy.

We operate in over 170 countries and this comes with additional 
complexities in the taxation arena. The majority of our tax liabilities 

arise in the UK. In terms of our UK corporation tax position, all years 
up to 2008 are agreed. We have an open, honest and positive working 
relationship with HMRC and are committed to prompt disclosure and 
transparency in all tax matters. We recognise that there will be areas of 
differing legal interpretations between ourselves and tax authorities 
and where this occurs we will engage in proactive discussion to bring 
matters to as rapid a conclusion as possible. 

Tax expense
Our effective tax rate on profit before taxation and specific items is 
lower than the UK statutory rate as the utilisation of overseas losses 
and the impact of prior period adjustments is in excess of normal 
disallowable costs and other tax adjustments as shown below.

Year ended 31 March
2012 

£m
2011 

£m
2010 

£m

Profit before taxation and 
specific items 2,421 2,083 1,735

Tax at UK statutory rate of 26% 
(2011 and 2010: 28%) 629 583 486

Overseas losses utilised (75) (53) (35)

Prior period adjustments (74) (36) (37)

Non-deductible items 37 28 44

Other tax adjustments 67 (70) (60)

Effective tax charge before 
specific items 584 452 398

Effective tax rate 24.1% 21.7% 22.9%

A reconciliation of reported profit before taxation to effective tax rate is 
disclosed in note 10 to the consolidated financial statements.

The UK corporation tax rate changed from 28% to 26% on 1 April 2011 
and from 26% to 24% on 1 April 2012. The Government has indicated 
that it intends to enact future reductions in the UK corporation tax rate 
to 22% by 1 April 2014. For 2013 we expect the effective tax rate to be 
around 23% reflecting the lower UK statutory rate and the utilisation of 
tax losses.

Tax cash payments
The total income tax paid of £400m in 2012 comprised £353m of UK 
taxes (2011: £175m, 2010: £34m) and £47m of overseas taxes (2011: 
£34m, 2010: £42m). The total tax expense in 2012 was £442m (2011: 
£213m expense, 2010: £22m credit).

The tax expense and the cash tax paid in each financial year are 
different, principally because UK cash tax payments are paid in 
quarterly instalments which straddle two consecutive financial years. 
For example, the UK cash tax paid in 2012 of £353m comprised the 
final two quarterly instalments in respect of 2011 amounting to £44m 
and the first two quarterly instalments in respect of 2012 amounting 
to £309m. The quarterly instalments are based on estimates of the 
expected tax liability for the full year and are therefore subject to 
estimation and may vary from the actual liability.  

In addition there are differences in the basis of some items, such as 
pension deficit payments, which are deductible for the purpose of cash 
tax payments but are not a taxable deduction in the income statement 
and therefore do not impact the tax expense. The current tax benefit 
associated with pension deficit payments is recognised in retained 
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57Performance

earnings, within other comprehensive income. Following the £2.0bn 
pension deficit payment in March 2012, the tax liability relating to 2012 
was recalculated. Tax instalments previously paid of around £250m are 
expected to be recovered in 2013. 

Tax losses
We have unrecognised tax losses of £21.8bn (2011: £23.5bn) of which 
£17.2bn are capital losses arising in the UK, as set out in note 10 to the 
consolidated financial statements. The majority of the remaining losses 
of £4.0bn arose in our overseas entities in prior periods. Our ability, and 
the timeframe in which we can use these losses to offset against future 
taxable profits, is determined by the locations of the subsidiaries in 
which the losses arise.

Capital expenditure
Our capital expenditure totalled £2.6bn in 2012, in line with our target, 
and after the accelerated investment in our fibre roll-out that we 
announced during the year.

In 2012 our capital expenditure was £2,594m (2011: £2,590m, 2010: 
£2,533m). The movement in our capital expenditure in 2012 by major 
area is shown below.
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Our capital expenditure in 2012 reflects our continuing strategy to 
improve customer service delivery and invest for the future of the 
business. In 2012 our capital expenditure comprised investment in:

increasing the footprint of our fibre broadband network

extending our WBC coverage

providing additional Ethernet ports to support our fixed and mobile 
Ethernet portfolio

our UK and overseas network infrastructure, including Asia Pacific, 
Latin America and MEA expansion

new and existing customer contracts in BT Global Services and BT 
Wholesale

volume driven capital to support Openreach products and services.

Of the capital expenditure, £235m (2011: £227m) arose outside of the 
UK. Capital expenditure contracted but not yet incurred totalled £433m 
(2011: £467m) at 31 March 2012.

We expect capital expenditure to remain at around £2.6bn in 2013.

Balance sheet
Summarised balance sheet

At 31 March
2012 

£m
2011 

£m
Movement 

£m

Property, plant & equipment  
and software 16,023 16,446 (423)

Goodwill & other acquisition 
related intangible assets 1,492 1,566 (74)

Other non-current & current 
assets 1,538 1,080 458

Trade & other receivables 3,476 3,618 (142)

Investments, cash & cash 
equivalents 844 370 474

Loans & other borrowings (10,486) (9,856) (630)

Trade & other payables (5,962) (6,114) 152

Other current & non-current 
liabilities (1,787) (1,621) (166)

Provisions (857) (956) 99

Deferred tax liability (1,100) (1,212) 112

Pensions, net of deferred tax (1,873) (1,370) (503)

Total equity 1,308 1,951 (643)

Property, plant and equipment and software reduced by £423m in 
2012 reflecting the higher depreciation expense of £2,972m compared 
with capital expenditure of £2,594m. Goodwill and other acquisition 
related intangibles reduced by £74m, due to amortisation, exchange 
differences and disposals. There were no acquisitions in 2012.

Other non-current and current assets increased by £458m, principally 
reflecting an increase in current and deferred tax assets. Current and 
deferred tax movements are shown on pages 100 and 118. Trade and 
other receivables and trade and other payables reduced by £142m and 
£152m, respectively, principally reflecting lower revenue and costs. 

Investments, cash and cash equivalents and loans and other borrowings 
which totalled £9,642m increased by £156m, as shown on page 55. 
Other non-current and current liabilities increased by £166m principally 
due to an increase in derivative financial instrument liabilities as detailed 
on page 152. Provisions reduced by £99m principally due to utilisation 
of provisions in the year. Pensions, net of deferred tax increased by 
£503m as explained in Pensions below.
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56 Performance

Cash flow and funding outlook 
As described on page 40, as the tax credit in relation to the £2.0bn 
lump sum pension deficit payment will distort our cash flow in 2013, 
we are now giving our free cash flow outlook excluding the tax benefit 
of pension deficit payments. On this normalised basis, free cash flow 
amounted to £2.3bn in 2012 and is expected to be broadly flat in 2013 
and above £2.4bn in 2014.

We intend to continue our policy of reducing net debt and are 
targeting a BBB+ credit rating over the medium term. As a result of our 
confidence in our ability to grow free cash flow, we intend to increase 
our dividend by 10%–15% for the next three years. We also intend to 
spend around £300m in 2013 on a share buyback programme which 
will counteract the dilutive effect of all-employee share option plans 
maturing in 2013 and add to shareholder returns. 

Taxation
The effective tax rate was 24.1% in 2012 compared with 21.7% in 
2011. This is slightly lower than the UK statutory rate of 26% (2011: 
28%) reflecting the utilisation of tax losses.

We are a significant contributor to the UK Exchequer, collecting and 
paying taxes of around £3bn in a typical year.

Total tax contribution
In 2012 our total tax contribution to the UK Exchequer was £3.3bn 
(2011: £2.9bn). This ranked us the fifth highest contributor as 
measured in the Hundred Group Total Tax Contribution Survey for 2011. 
Our total UK tax contribution by type of tax in 2012 is analysed below. 

VAT

PAYE & NI

UK corporation tax

UK business &
network rates

£353m

£189m

£1,579m

£1,133m

2012 Total UK tax contribution

Tax strategy
Our strategy is to comply with relevant regulations whilst managing 
our tax burden and seeking to maintain a stable effective tax rate. 
We seek to achieve this through engagement with our stakeholders 
including HM Revenue & Customs (HMRC) and other tax authorities, 
partners and customers. We endeavour to structure our affairs in a 
tax efficient manner where there is strong commercial merit, with the 
aim of supporting our capital or operational expenditure programmes, 
supporting customer initiatives and reducing our overall cost of capital. 
The parameters which govern our approach are set by the Board, which 
regularly reviews the group’s tax strategy.

We operate in over 170 countries and this comes with additional 
complexities in the taxation arena. The majority of our tax liabilities 

arise in the UK. In terms of our UK corporation tax position, all years 
up to 2008 are agreed. We have an open, honest and positive working 
relationship with HMRC and are committed to prompt disclosure and 
transparency in all tax matters. We recognise that there will be areas of 
differing legal interpretations between ourselves and tax authorities 
and where this occurs we will engage in proactive discussion to bring 
matters to as rapid a conclusion as possible. 

Tax expense
Our effective tax rate on profit before taxation and specific items is 
lower than the UK statutory rate as the utilisation of overseas losses 
and the impact of prior period adjustments is in excess of normal 
disallowable costs and other tax adjustments as shown below.

Year ended 31 March
2012 

£m
2011 

£m
2010 

£m

Profit before taxation and 
specific items 2,421 2,083 1,735

Tax at UK statutory rate of 26% 
(2011 and 2010: 28%) 629 583 486

Overseas losses utilised (75) (53) (35)

Prior period adjustments (74) (36) (37)

Non-deductible items 37 28 44

Other tax adjustments 67 (70) (60)

Effective tax charge before 
specific items 584 452 398

Effective tax rate 24.1% 21.7% 22.9%

A reconciliation of reported profit before taxation to effective tax rate is 
disclosed in note 10 to the consolidated financial statements.

The UK corporation tax rate changed from 28% to 26% on 1 April 2011 
and from 26% to 24% on 1 April 2012. The Government has indicated 
that it intends to enact future reductions in the UK corporation tax rate 
to 22% by 1 April 2014. For 2013 we expect the effective tax rate to be 
around 23% reflecting the lower UK statutory rate and the utilisation of 
tax losses.

Tax cash payments
The total income tax paid of £400m in 2012 comprised £353m of UK 
taxes (2011: £175m, 2010: £34m) and £47m of overseas taxes (2011: 
£34m, 2010: £42m). The total tax expense in 2012 was £442m (2011: 
£213m expense, 2010: £22m credit).

The tax expense and the cash tax paid in each financial year are 
different, principally because UK cash tax payments are paid in 
quarterly instalments which straddle two consecutive financial years. 
For example, the UK cash tax paid in 2012 of £353m comprised the 
final two quarterly instalments in respect of 2011 amounting to £44m 
and the first two quarterly instalments in respect of 2012 amounting 
to £309m. The quarterly instalments are based on estimates of the 
expected tax liability for the full year and are therefore subject to 
estimation and may vary from the actual liability.  

In addition there are differences in the basis of some items, such as 
pension deficit payments, which are deductible for the purpose of cash 
tax payments but are not a taxable deduction in the income statement 
and therefore do not impact the tax expense. The current tax benefit 
associated with pension deficit payments is recognised in retained 
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56 Performance

Cash flow and funding outlook 
As described on page 40, as the tax credit in relation to the £2.0bn 
lump sum pension deficit payment will distort our cash flow in 2013, 
we are now giving our free cash flow outlook excluding the tax benefit 
of pension deficit payments. On this normalised basis, free cash flow 
amounted to £2.3bn in 2012 and is expected to be broadly flat in 2013 
and above £2.4bn in 2014.

We intend to continue our policy of reducing net debt and are 
targeting a BBB+ credit rating over the medium term. As a result of our 
confidence in our ability to grow free cash flow, we intend to increase 
our dividend by 10%–15% for the next three years. We also intend to 
spend around £300m in 2013 on a share buyback programme which 
will counteract the dilutive effect of all-employee share option plans 
maturing in 2013 and add to shareholder returns. 

Taxation
The effective tax rate was 24.1% in 2012 compared with 21.7% in 
2011. This is slightly lower than the UK statutory rate of 26% (2011: 
28%) reflecting the utilisation of tax losses.

We are a significant contributor to the UK Exchequer, collecting and 
paying taxes of around £3bn in a typical year.

Total tax contribution
In 2012 our total tax contribution to the UK Exchequer was £3.3bn 
(2011: £2.9bn). This ranked us the fifth highest contributor as 
measured in the Hundred Group Total Tax Contribution Survey for 2011. 
Our total UK tax contribution by type of tax in 2012 is analysed below. 

VAT

PAYE & NI

UK corporation tax

UK business &
network rates

£353m

£189m

£1,579m

£1,133m

2012 Total UK tax contribution

Tax strategy
Our strategy is to comply with relevant regulations whilst managing 
our tax burden and seeking to maintain a stable effective tax rate. 
We seek to achieve this through engagement with our stakeholders 
including HM Revenue & Customs (HMRC) and other tax authorities, 
partners and customers. We endeavour to structure our affairs in a 
tax efficient manner where there is strong commercial merit, with the 
aim of supporting our capital or operational expenditure programmes, 
supporting customer initiatives and reducing our overall cost of capital. 
The parameters which govern our approach are set by the Board, which 
regularly reviews the group’s tax strategy.

We operate in over 170 countries and this comes with additional 
complexities in the taxation arena. The majority of our tax liabilities 

arise in the UK. In terms of our UK corporation tax position, all years 
up to 2008 are agreed. We have an open, honest and positive working 
relationship with HMRC and are committed to prompt disclosure and 
transparency in all tax matters. We recognise that there will be areas of 
differing legal interpretations between ourselves and tax authorities 
and where this occurs we will engage in proactive discussion to bring 
matters to as rapid a conclusion as possible. 

Tax expense
Our effective tax rate on profit before taxation and specific items is 
lower than the UK statutory rate as the utilisation of overseas losses 
and the impact of prior period adjustments is in excess of normal 
disallowable costs and other tax adjustments as shown below.

Year ended 31 March
2012 

£m
2011 

£m
2010 

£m

Profit before taxation and 
specific items 2,421 2,083 1,735

Tax at UK statutory rate of 26% 
(2011 and 2010: 28%) 629 583 486

Overseas losses utilised (75) (53) (35)

Prior period adjustments (74) (36) (37)

Non-deductible items 37 28 44

Other tax adjustments 67 (70) (60)

Effective tax charge before 
specific items 584 452 398

Effective tax rate 24.1% 21.7% 22.9%

A reconciliation of reported profit before taxation to effective tax rate is 
disclosed in note 10 to the consolidated financial statements.

The UK corporation tax rate changed from 28% to 26% on 1 April 2011 
and from 26% to 24% on 1 April 2012. The Government has indicated 
that it intends to enact future reductions in the UK corporation tax rate 
to 22% by 1 April 2014. For 2013 we expect the effective tax rate to be 
around 23% reflecting the lower UK statutory rate and the utilisation of 
tax losses.

Tax cash payments
The total income tax paid of £400m in 2012 comprised £353m of UK 
taxes (2011: £175m, 2010: £34m) and £47m of overseas taxes (2011: 
£34m, 2010: £42m). The total tax expense in 2012 was £442m (2011: 
£213m expense, 2010: £22m credit).

The tax expense and the cash tax paid in each financial year are 
different, principally because UK cash tax payments are paid in 
quarterly instalments which straddle two consecutive financial years. 
For example, the UK cash tax paid in 2012 of £353m comprised the 
final two quarterly instalments in respect of 2011 amounting to £44m 
and the first two quarterly instalments in respect of 2012 amounting 
to £309m. The quarterly instalments are based on estimates of the 
expected tax liability for the full year and are therefore subject to 
estimation and may vary from the actual liability.  

In addition there are differences in the basis of some items, such as 
pension deficit payments, which are deductible for the purpose of cash 
tax payments but are not a taxable deduction in the income statement 
and therefore do not impact the tax expense. The current tax benefit 
associated with pension deficit payments is recognised in retained 

Group financial performance
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16 PwC  

Euromoney Institutional Investor 
FTSE 250 highly commended runner up
Euromoney Institutional Investor is an international business‑to‑business media group 
focused primarily on the international finance, metals and commodities sectors. 

Example:
Euromoney Institutional Investor  
Annual Report & Accounts 2011  
Pages 11, 15 & 77

Euromoney Institutional Investor PLC Annual Report and Accounts 2011
www.euromoneyplc.com
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3.4.3 Financial review 
The adjusted profit before tax of £92.7 million compares to a statutory 

profit before tax of £68.2 million. A detailed reconciliation of the group’s 

adjusted and statutory results is set out in the appendix to the Chairman’s 

Statement. The statutory profit is generally lower than the adjusted profit 

before tax because of the impact of acquired intangible amortisation. In 

addition, the earlier than expected achievement of the CAP profit target has 

triggered an additional accelerated CAP expense of £6.6 million which has 

further reduced the group’s statutory profit.

 

Adjusted net finance costs for the group’s committed borrowing facility 

fell by £2.1 million to £7.2 million, reflecting the rapid reduction in net 

debt prior to the acquisition of NDR. The average cost of funds for the 

year increased to 5.7% (2010: 5.2%) as the group’s cheaper floating rate 

debt comprised a smaller portion of the total debt for most of the year. 

Following the acquisition of NDR, this position is expected to reverse in 

2012 when the average cost of debt should be less than 5%. Statutory net 

finance costs of £9.6 million (2010: £10.7 million) include a £1.8 million 

charge for the increase in deferred consideration paid on the acquisition 

of Arete in 2010. 

 

The adjusted effective tax rate for the year was 26% against 27% in 2010. 

The tax rate depends on the geographic mix of profits and the group has 

benefited this year from reductions in UK and Canadian corporate tax 

rates, which are expected to lower the adjusted effective tax rate again in 

2012. After utilising tax losses to reduce cash taxes paid in 2010, the group 

returned to a tax paying position in 2011 and cash taxes paid in the year 

were £27.0 million against an adjusted tax expense of £24.2 million.

The group continues to generate nearly two thirds of its revenues in 

US dollars, including approximately 30% of the revenues in its UK-

based businesses, and more than half its operating profits are US dollar-

denominated. The group hedges its exposure to the US dollar revenues in 

its UK businesses by using forward contracts to sell surplus US dollars. This 

delays the impact of movements in exchange rates for at least a year. As 

a result of this hedging policy, the group benefited from a £0.4 million 

reduction in currency hedging losses compared to last year.

The group does not hedge the foreign exchange risk, primarily from 

the US dollar, on the translation of overseas profits. It does, however, 

endeavour to match foreign currency borrowings with investments and 

the related foreign currency finance costs provide a partial hedge against 

the translation of overseas profits. The translation impact of a one cent 

movement in the average sterling-US dollar exchange rate on overseas 

profits is approximately £0.4 million on an annualised basis. The average 

sterling-US dollar rate for the year was $1.61 (2010: $1.55) which reduced 

profits by approximately £2.5 million, most of it in the second half when 

the rate was $1.63 against $1.51 for the same period in 2010.

3.4.4 Net debt, cash flow and dividend
Net debt at September 30 was £119.2 million compared with £102.7 

million at March 31, following the acquisition of NDR in August for a net 

cash consideration of £64.8 million. Excluding acquisitions, net debt has 

fallen by approximately £50 million since March 31, reflecting the group’s 

strong cash flows which are traditionally weighted to the second half. Cash 

generated from operations increased by £17.2 million to £118.0 million and 

the operating cash conversion rate  (the percentage by which cash generated 

from operations covers adjusted operating profit) was 108% (2010: 101%). 

The acquisition of an 85% interest in NDR was funded from the group’s 

existing borrowing facility. The remaining 15% will be acquired under an 

earn-out agreement, in two equal instalments, based on the profits of NDR 

for the years to December 31 2012 and 2013. At September 30, the expected 

discounted consideration payable under the earn-out was £10.1 million. 

 

The group’s debt is provided through a $400 million (£258 million) multi-

currency committed facility from its parent company, Daily Mail and 

General Trust plc (DMGT). The three year facility (£65 million) is due to 

expire in December 2011 and will not be renewed. The five year facility 

(£193 million) expires in December 2013 and will be used to fund the 

group’s borrowing requirements for the next two years. In addition, DMGT 

has recently renewed its bank facilities for a five year period to April 2016, 

under which a facility of $300 million (£193 million) will be available to the 

group on expiry of its five year facility should it be required.

 

The net debt to EBITDA ratio on the group’s committed facility was 1.0 

times at year end, well within the group’s internal covenant of three 

times. There are no significant capital or acquisition commitments 

currently expected for financial year 2012, leaving the group with plenty 

of headroom to pursue its selective acquisition strategy. 

 

The company’s policy is to distribute a third of its after–tax earnings by way 

of dividends each year. Accordingly, the board recommends a final dividend 

of 12.5p a share (2010: 11.75p) making a total dividend for the year of 

18.75p (2010: 18.0p). The adjusted diluted earnings a share figure (56.1p) 

used to calculate the final dividend excludes the additional accelerated CAP 

long–term incentive scheme expense of £6.6 million because the board 

believes this gives a better indication of the underlying earnings of the 

group. The final dividend will be paid on February 9 2012 to shareholders 

on the register at November 18 2011. A scrip dividend alternative will again 

be available to shareholders and the group’s majority shareholder, DMGT, 

has indicated its intention to accept the scrip alternative. 

Euromoney Institutional Investor PLC Annual Report and Accounts 2011
www.euromoneyplc.com
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3.4.3 Financial review 
The adjusted profit before tax of £92.7 million compares to a statutory 

profit before tax of £68.2 million. A detailed reconciliation of the group’s 

adjusted and statutory results is set out in the appendix to the Chairman’s 

Statement. The statutory profit is generally lower than the adjusted profit 

before tax because of the impact of acquired intangible amortisation. In 

addition, the earlier than expected achievement of the CAP profit target has 

triggered an additional accelerated CAP expense of £6.6 million which has 

further reduced the group’s statutory profit.

 

Adjusted net finance costs for the group’s committed borrowing facility 

fell by £2.1 million to £7.2 million, reflecting the rapid reduction in net 

debt prior to the acquisition of NDR. The average cost of funds for the 

year increased to 5.7% (2010: 5.2%) as the group’s cheaper floating rate 

debt comprised a smaller portion of the total debt for most of the year. 

Following the acquisition of NDR, this position is expected to reverse in 

2012 when the average cost of debt should be less than 5%. Statutory net 

finance costs of £9.6 million (2010: £10.7 million) include a £1.8 million 

charge for the increase in deferred consideration paid on the acquisition 

of Arete in 2010. 

 

The adjusted effective tax rate for the year was 26% against 27% in 2010. 

The tax rate depends on the geographic mix of profits and the group has 

benefited this year from reductions in UK and Canadian corporate tax 

rates, which are expected to lower the adjusted effective tax rate again in 

2012. After utilising tax losses to reduce cash taxes paid in 2010, the group 

returned to a tax paying position in 2011 and cash taxes paid in the year 

were £27.0 million against an adjusted tax expense of £24.2 million.

The group continues to generate nearly two thirds of its revenues in 

US dollars, including approximately 30% of the revenues in its UK-

based businesses, and more than half its operating profits are US dollar-

denominated. The group hedges its exposure to the US dollar revenues in 

its UK businesses by using forward contracts to sell surplus US dollars. This 

delays the impact of movements in exchange rates for at least a year. As 

a result of this hedging policy, the group benefited from a £0.4 million 

reduction in currency hedging losses compared to last year.

The group does not hedge the foreign exchange risk, primarily from 

the US dollar, on the translation of overseas profits. It does, however, 

endeavour to match foreign currency borrowings with investments and 

the related foreign currency finance costs provide a partial hedge against 

the translation of overseas profits. The translation impact of a one cent 

movement in the average sterling-US dollar exchange rate on overseas 

profits is approximately £0.4 million on an annualised basis. The average 

sterling-US dollar rate for the year was $1.61 (2010: $1.55) which reduced 

profits by approximately £2.5 million, most of it in the second half when 

the rate was $1.63 against $1.51 for the same period in 2010.

3.4.4 Net debt, cash flow and dividend
Net debt at September 30 was £119.2 million compared with £102.7 

million at March 31, following the acquisition of NDR in August for a net 

cash consideration of £64.8 million. Excluding acquisitions, net debt has 

fallen by approximately £50 million since March 31, reflecting the group’s 

strong cash flows which are traditionally weighted to the second half. Cash 

generated from operations increased by £17.2 million to £118.0 million and 

the operating cash conversion rate  (the percentage by which cash generated 

from operations covers adjusted operating profit) was 108% (2010: 101%). 

The acquisition of an 85% interest in NDR was funded from the group’s 

existing borrowing facility. The remaining 15% will be acquired under an 

earn-out agreement, in two equal instalments, based on the profits of NDR 

for the years to December 31 2012 and 2013. At September 30, the expected 

discounted consideration payable under the earn-out was £10.1 million. 

 

The group’s debt is provided through a $400 million (£258 million) multi-

currency committed facility from its parent company, Daily Mail and 

General Trust plc (DMGT). The three year facility (£65 million) is due to 

expire in December 2011 and will not be renewed. The five year facility 

(£193 million) expires in December 2013 and will be used to fund the 

group’s borrowing requirements for the next two years. In addition, DMGT 

has recently renewed its bank facilities for a five year period to April 2016, 

under which a facility of $300 million (£193 million) will be available to the 

group on expiry of its five year facility should it be required.

 

The net debt to EBITDA ratio on the group’s committed facility was 1.0 

times at year end, well within the group’s internal covenant of three 

times. There are no significant capital or acquisition commitments 

currently expected for financial year 2012, leaving the group with plenty 

of headroom to pursue its selective acquisition strategy. 

 

The company’s policy is to distribute a third of its after–tax earnings by way 

of dividends each year. Accordingly, the board recommends a final dividend 

of 12.5p a share (2010: 11.75p) making a total dividend for the year of 

18.75p (2010: 18.0p). The adjusted diluted earnings a share figure (56.1p) 

used to calculate the final dividend excludes the additional accelerated CAP 

long–term incentive scheme expense of £6.6 million because the board 

believes this gives a better indication of the underlying earnings of the 

group. The final dividend will be paid on February 9 2012 to shareholders 

on the register at November 18 2011. A scrip dividend alternative will again 

be available to shareholders and the group’s majority shareholder, DMGT, 

has indicated its intention to accept the scrip alternative. 

Euromoney Institutional Investor PLC Annual Report and Accounts 2011
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The group has established a recovery site to support the business in 

the event of the London office being unavailable. Disaster recovery and 

business continuity plans for all businesses were updated during the year 

and the group has an active programme for testing these disaster recovery 

plans for all business units. 

3.4.11 Tax and treasury 
Committee
The group’s tax and treasury committee normally meets twice a year and 

is responsible for recommending policy to the board. The committee 

members are the chairman, managing director and finance director of 

the company, and the finance director and the deputy finance director of 

DMGT. The chairman of the audit committee is also invited to attend tax 

and treasury meetings. The group’s treasury policies are directed to giving 

greater certainty of future costs and revenues and ensuring that the group 

has adequate liquidity for working capital and debt capacity for funding 

acquisitions.

Treasury
The treasury department does not act as a profit centre, nor does it 

undertake any speculative trading activity, and it operates within policies 

and procedures approved by the board.

Interest rate swaps are used to manage the group’s exposure to fluctuations 

in interest rates on its floating rate borrowings. The maturity profile of 

these derivatives is matched with the expected future debt profile of the 

group. The group’s policy is to fix the interest rates on approximately 80% 

of its term debt looking forward over five years. The maturity dates are 

spread in order to avoid interest rate basis risk and also to mitigate short-

term changes in interest rates. 

At September 30 2011, the group had 62% of its gross debt fixed by the 

use of interest rate hedges. The predictability of interest costs is deemed 

to be more important than the possible opportunity cost foregone of 

achieving lower interest rates and this hedging strategy has the effect 

of spreading the group’s exposure to fluctuations arising from changes 

in interest rates and hence protects the group’s interest charge against 

sudden increases in rates but also prevents the group from benefiting 

immediately from falls in rates.

The group generates approximately two-thirds of its revenues in US 

dollars, including approximately 30% of the revenues in its UK-based 

businesses, and approximately 60% of its operating profits are US dollar-

denominated. The group is therefore exposed to foreign exchange risk on 

the US dollar revenues in its UK businesses, and on the translation of the 

results of its US dollar-denominated businesses. 

In order to hedge its exposure to US dollar revenues in its UK businesses, 

a series of forward contracts are put in place to sell forward surplus US 

dollars. The group hedges 80% of forecast US dollar revenues for the 

coming 12 months and up to 50% for a further 6 months.

The group does not hedge the foreign exchange risk on the translation 

of overseas profits, although it does endeavour to match foreign currency 

borrowings with investments and the related foreign currency finance 

costs provide a partial hedge against the translation of overseas profits. As 

a result of this hedging strategy, any profit or loss from the strengthening 

or weakening of the US dollar will largely be delayed until the following 

financial year and beyond.

Details of the financial instruments used are set out in note 20 to the 

accounts.

Tax 
The underlying effective tax rate based on adjusted profit before tax and 

excluding deferred tax movements on intangible assets, prior year items and 

exceptionals is 26% (2010: 27%). The group’s reported effective tax rate 

increased to an expense of 33% compared to an expense of 18% in 2010. A 

reconciliation to the underlying effective rate is set out in note 9 in the accounts.

 

The total net deferred tax balance held is a liability of £9.0 million (2010: 

£3.3 million) and relates primarily to capitalised intangible assets and rolled 

over capital gains, net of deferred tax assets held in respect of US and UK 

tax losses and short-term timing differences and the future deductions 

available for the CAP. 

Principal risks and uncertainties4.

The group has continued to develop its processes for risk management. 

Management of significant risk is regularly on the agenda of the board 

and other senior management meetings.

Specific risk areas that potentially could have a material impact on the 

group’s long-term performance include: 

4.1 Commercial risks
Downturn in economy or market sector
The group generates significant income from certain key geographical 

regions and market sectors for both its publishing and events businesses. 

Uncertainty in global financial markets increases the risk of a downturn 

or potential collapse in one of these areas, and should this occur, 

income is likely to be adversely affected and for events businesses some 

abandonment costs may also be incurred.

Euromoney Institutional Investor PLC Annual Report and Accounts 2011
www.euromoneyplc.com
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The group has established a recovery site to support the business in 

the event of the London office being unavailable. Disaster recovery and 

business continuity plans for all businesses were updated during the year 

and the group has an active programme for testing these disaster recovery 

plans for all business units. 

3.4.11 Tax and treasury 
Committee
The group’s tax and treasury committee normally meets twice a year and 

is responsible for recommending policy to the board. The committee 

members are the chairman, managing director and finance director of 

the company, and the finance director and the deputy finance director of 

DMGT. The chairman of the audit committee is also invited to attend tax 

and treasury meetings. The group’s treasury policies are directed to giving 

greater certainty of future costs and revenues and ensuring that the group 

has adequate liquidity for working capital and debt capacity for funding 

acquisitions.

Treasury
The treasury department does not act as a profit centre, nor does it 

undertake any speculative trading activity, and it operates within policies 

and procedures approved by the board.

Interest rate swaps are used to manage the group’s exposure to fluctuations 

in interest rates on its floating rate borrowings. The maturity profile of 

these derivatives is matched with the expected future debt profile of the 

group. The group’s policy is to fix the interest rates on approximately 80% 

of its term debt looking forward over five years. The maturity dates are 

spread in order to avoid interest rate basis risk and also to mitigate short-

term changes in interest rates. 

At September 30 2011, the group had 62% of its gross debt fixed by the 

use of interest rate hedges. The predictability of interest costs is deemed 

to be more important than the possible opportunity cost foregone of 

achieving lower interest rates and this hedging strategy has the effect 

of spreading the group’s exposure to fluctuations arising from changes 

in interest rates and hence protects the group’s interest charge against 

sudden increases in rates but also prevents the group from benefiting 

immediately from falls in rates.

The group generates approximately two-thirds of its revenues in US 

dollars, including approximately 30% of the revenues in its UK-based 

businesses, and approximately 60% of its operating profits are US dollar-

denominated. The group is therefore exposed to foreign exchange risk on 

the US dollar revenues in its UK businesses, and on the translation of the 

results of its US dollar-denominated businesses. 

In order to hedge its exposure to US dollar revenues in its UK businesses, 

a series of forward contracts are put in place to sell forward surplus US 

dollars. The group hedges 80% of forecast US dollar revenues for the 

coming 12 months and up to 50% for a further 6 months.

The group does not hedge the foreign exchange risk on the translation 

of overseas profits, although it does endeavour to match foreign currency 

borrowings with investments and the related foreign currency finance 

costs provide a partial hedge against the translation of overseas profits. As 

a result of this hedging strategy, any profit or loss from the strengthening 

or weakening of the US dollar will largely be delayed until the following 

financial year and beyond.

Details of the financial instruments used are set out in note 20 to the 

accounts.

Tax 
The underlying effective tax rate based on adjusted profit before tax and 

excluding deferred tax movements on intangible assets, prior year items and 

exceptionals is 26% (2010: 27%). The group’s reported effective tax rate 

increased to an expense of 33% compared to an expense of 18% in 2010. A 

reconciliation to the underlying effective rate is set out in note 9 in the accounts.

 

The total net deferred tax balance held is a liability of £9.0 million (2010: 

£3.3 million) and relates primarily to capitalised intangible assets and rolled 

over capital gains, net of deferred tax assets held in respect of US and UK 

tax losses and short-term timing differences and the future deductions 

available for the CAP. 

Principal risks and uncertainties4.

The group has continued to develop its processes for risk management. 

Management of significant risk is regularly on the agenda of the board 

and other senior management meetings.

Specific risk areas that potentially could have a material impact on the 

group’s long-term performance include: 

4.1 Commercial risks
Downturn in economy or market sector
The group generates significant income from certain key geographical 

regions and market sectors for both its publishing and events businesses. 

Uncertainty in global financial markets increases the risk of a downturn 

or potential collapse in one of these areas, and should this occur, 

income is likely to be adversely affected and for events businesses some 

abandonment costs may also be incurred.

1

2



17Tax Transparency

Discussion of cash tax position

Composition of the tax and treasury board committee

Reconciliation of underlying and statutory tax expense

Explanation of underlying effective rate
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9 Tax on profit on ordinary activities
2011

£000’s
2010

£000’s
Current tax expense/(credit)
UK corporation tax expense  4,018  6,314 
Foreign tax expense  12,359  12,071 
Release of prior years’ provisions  –  (3,239)
Adjustments in respect of prior years  (709)  (1,292)

 15,668  13,854 
Deferred tax expense/(credit)
Current year  7,605  6,356 
Release of prior years’ provisions  –  (6,141)
Adjustments in respect of prior years  (746)  (1,230)

 6,859  (1,015)
Total tax expense in Income Statement  22,527  12,839 

The effective tax rate for the year is an expense of 33% (2010: expense of 18%). The adjusted effective tax rate for the year is 26% (2010: 27%) as 

set out below: 
2011

£000’s
2010

£000’s
Reconciliation of tax expense in Income Statement to adjusted tax expense
Total tax expense in Income Statement  22,527  12,839 
Add back:
 Tax on intangible amortisation  4,041  4,395 
 Tax on exceptional items  312  (1,127)
 Tax on additional accelerated long-term incentive expense  493  – 
 Tax on US goodwill amortisation  (4,664)  (4,684)
 Tax on release of prior years’ provisions  –  9,380 
 Tax adjustments in respect of prior years  1,455  2,522 

 1,637  10,486 
Adjusted tax expense  24,164  23,325 

Adjusted profit before tax (refer to the appendix to the Chairman’s Statement)  92,684  86,643 
Adjusted effective tax rate 26% 27%

In 2010 the release of prior years’ provisions of £9,380,000 arose due to the agreement by the tax authorities of open tax matters during the year.

The group presents the above adjusted effective tax rate to help users of this report better understand its tax charge. In arriving at this rate, the group 

removes the tax effect of items which are adjusted for in arriving at the adjusted profit disclosed in the appendix to the Chairman’s Statement. However, 

the current tax effect of goodwill and intangible items is not removed. The group considers that the resulting adjusted effective tax rate is more 

representative of its tax payable position, as the deferred tax effect on the goodwill and intangible items is not expected to crystallise. 
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Taxes paid directly to governments by category and region 

$ million Central Asia 1 UK Germany 2011 total 2010 total 

Taxes paid      
Corporate income taxes  377  20  1  398  390 
Mineral extraction tax  264  –  –  264  230 
Payroll taxes (employer’s obligations)  47  2  10  59  53 
Customs and stamp duties  26  –  –  26  21 
Taxes on properties  22  –  –  22  22 
Environmental payments  47  –  –  47  44 
Miscellaneous taxes  5  –  1  6  6 
  788 22 12  822  766 
Taxes collected and remitted      
Withholding taxes on dividends, interest, services  6  –  –  6  24 
Payroll taxes (employee’s obligations)  81  5  18  104  89 
  87 5 18  110  113 
Total  875  27 30  932  879 

1 Includes Kazakhstan and Kyrgyzstan and includes 100% of the Ekibastuz GRES-1 LLP joint venture for the year. 

Financial risk management
Background
The Board is committed to maintaining a high standard 
of financial risk management within the Group. The 
Group’s policies with regard to financial risk management 
are clearly defined and consistently applied. 

The Group’s principal business is the identification, 
extraction and processing of mineral resources. The 
Group does not engage in speculative trading activities 
and sales contracts are generally negotiated with trading 
companies or end users. The pricing basis applied in all 
sales contracts is referenced to prevailing market 
benchmarks such as the ‘official’ settlement prices 
quoted by the LME. In general, the policy of the Group  
is not to hedge the underlying price exposure to its 
principal commodities, although in periods of high 
uncertainty or volatility the Group may consider some 
hedging of revenue and cost items in order to reduce 
volatility or risk on the Group’s cash flows. The Board may 
in certain circumstances authorise commodity hedging in 
order to guarantee the longer-term viability of certain 
marginal cost operations or to satisfy the specific 
covenant requirements of independently financed 
development projects. 

Additionally, in limited circumstances where it is not 
possible to structure intra-group commodity transactions 
on back-to-back pricing terms, commodity hedges may 
be used to reduce the Group’s exposure to short-term 
price fluctuations. 

The Group has an investment of 26% in ENRC, a company 
which is also exposed to similar financial risks as shown 
below. The impact of these risks on ENRC will impact on 
its dividend stream and its own market capitalisation. 

Responsibility for financial risk management is undertaken 
primarily by the Group’s centralised Treasury function, 
operating under oversight of a Treasury Committee which 
is chaired by the Chief Financial Officer.

The significant risks identified by Kazakhmys that could 
materially affect the Group’s financial condition, 
performance, strategy and prospects are set out in the 
Risk Factors section on pages 34 to 37. Details of the 
Group’s system of internal control is set out in the 
Corporate Governance Report on pages 90 to 109.

Financial risks
The principal financial risks arising from the Group’s 
activities are those relating to commodity price risk, foreign 
exchange risk, interest rate risk, counterparty credit risk, 
liquidity risk and capital structure. The Group does not 
engage in any transactions of a speculative nature.

Commodity prices
The Group’s mining revenues and earnings are directly 
impacted by fluctuations in the prices of the commodities 
it produces. The Group’s principal commodities (copper, 
zinc, gold and silver) are priced via reference to global 
metal exchanges, upon which pricing is derived from 
global demand and supply and influenced by 
macroeconomic considerations and financial investment 
cash flows. The pricing of the Group’s principal 
commodities may also include a pre-determined margin 
or discount depending on the terms of sales contracts. 
Commodity prices, particularly those derived from global 
metal exchanges, may fluctuate significantly and may 
have a material impact on the Group’s financial results.
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Equity accounted earnings
The Group’s interests in the earnings of ENRC and 
Ekibastuz GRES-1 are included, net of tax, in the 
consolidated income statement in arriving at profit 
before taxation, thereby reducing the Group’s effective 
tax rate by 9.2% (2010: 9.9%).

Deferred income tax
In December 2011, the Group recognised a deferred tax 
asset relating to the cost of the major social projects in 
Kazakhstan of $26 million. According to Kazakhstan tax 
legislation, the cost of the projects will be deductible 
against taxable profits when the construction is complete 
and the assets are transferred to the relevant Government 
department. The recognition of this deferred tax asset 
reduced the effective tax rate by 1.5%.

The additional death and disability benefits obligation 
recognised in the year of $172 million, of which  
$146 million has been treated as a special item, is 
deductible against taxable profits in the future when the 
death and disability payments are made. As a result, a 
deferred tax asset has been recognised in respect of the 
obligation, with $29 million in respect of the $146 million 
charge treated as a special item.

In 2010, the income tax expense for the year included 
a charge of $16 million in respect of deferred income tax 
which related to the new tax legislation which maintained 
corporate income tax in Kazakhstan at 20% beyond 2012, 
rather than the phased reduction in corporate income tax 
as previously envisaged under the legislation enacted 
in 2009. The deferred tax balances within the Group’s 
Kazakhstan businesses were recalculated applying a flat 
rate of 20% in future years.

Withholding taxes
In 2010, the Group released a withholding tax provision 
of $98 million which was recognised for taxes payable on 
the unremitted earnings of subsidiaries in Kazakhstan, 
reducing the Group’s effective tax rate by 6.2%. Following 
an internal Group restructuring, no dividends were 
expected to be remitted from these earnings and  
as a result, this provision was no longer appropriate. 

Future tax rates
Future tax rates are materially affected by the application 
of corporate income tax and MET. The corporate income 
tax rate is frozen in Kazakhstan at 20% but as explained 
above, the Group’s all-in effective tax rate will be 
dependent on copper prices in the future given the 
revenue based nature of MET.

Tax charge
Cash tax cost

Tax charge and cash tax cost – CIT and MET ($ million)

568
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Mineral extraction tax
MET is a revenue tax based on the volume and metal 
content of extracted ore and global commodity  
prices. Over the course of the year, the metal content  
of extracted ore at Kazakhmys Mining has declined 
slightly, however given the increases in commodity 
prices, particularly for copper, the Group has recognised 
a higher expense of $280 million in relation to MET  
within cost of sales, compared to $236 million in 2010.

Excess profits tax
The conclusion of the tax audit for the years 2006 to 2008 
inclusive did not identify any further excess profits tax 
liabilities for these years over and above payments which 
had already been remitted, neither did the tax audit for 
the years 2003 to 2005 inclusive, thereby confirming the 
tax authorities acceptance of the methodology applied  
by Kazakhmys LLC in calculating its excess profits tax 
liabilities for the years up to and including 2008. In 
addition, the Supreme Court’s ruling in August 2011 
upheld earlier court decisions which ruled that Kazakhmys 
LLC should not have been considered as an excess profits 
tax payer for these years. As a result of the tax audits and 
the Supreme Court ruling, the previously recognised 
provision for excess profits tax totalling $21 million, has 
been released as at 31 December 2011, along with the 
associated fines and penalties of $28 million which are 
included within administration expenses. The provision 
was recognised in previous years due to the uncertainties 
over the judgements that were made in respect of the 
methodology of computing excess profits tax. The release 
of the provision for excess profits tax reduced the Group’s 
effective tax rate by 1.2%.

Transfer pricing
A provision of $26 million has been recognised as at  
31 December 2011 (2010: $22 million) for transfer pricing 
exposures where external and intercompany sales 
contracts entered into during the year resulted in certain 
of the Group’s profits being taxed twice in the UK and 
Kazakhstan due to inconsistencies between the transfer 
pricing legislation of both jurisdictions. The provision for 
transfer pricing exposures increased the Group’s effective 
tax rate by 1.5% (2010: 1.4%).

Non-deductible items
The tax impact of non-deductible items was $38 million  
in 2011 (2010: $74 million) primarily relating to the  
accrual of additional tax liabilities with related fines  
and penalties raised in the tax audits for the years 2006  
to 2008 inclusive, ongoing non-deductible business 
expenses and impairment losses at Kazakhmys Mining. 
These non-deductible items were partially offset by  
the reversal of fines and penalties associated with  
the excess profits tax provision that was released at  
31 December 2011 (see above). In 2010, the most 
significant non-deductible item related to the cost of  
the major social projects of $130 million.The impact  
of the non-deductibility of these items increased the  
Group’s effective tax rate by 2.2% in 2011 (2010: 4.7%).
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Financial risks continued

Risk description Impact Action

Exposure to China
In addition to the impact of Chinese demand 
on the pricing of Kazakhmys’ major products, 
as noted under the Commodity Prices risk 
above, the Group makes significant physical 
sales to China which over the past five years 
have represented an average of 43% of 
Kazakhmys Mining’s revenues. The proportion 
of sales into China is likely to increase in the 
future when production commences from the 
two major growth projects, Bozshakol and 
Aktogay. China is also an important source of 
debt financing to the Group, with Kazakhmys 
currently utilising a $2.7 billion financing line 
from the CDB and Samruk-Kazyna for the 
development of the Bozshakol copper mine 
and a number of mid-sized projects. In 2011, 
Kazakhmys also signed a loan facility directly 
with the CDB for $1.5 billion to fund the 
development of the Aktogay copper project. 

Changes to China’s fiscal or regulatory 
regimes or lower Chinese copper 
consumption could reduce demand in China 
for Kazakhmys’ major products, leading 
Kazakhmys to direct a greater volume of sales 
to its other major market, Europe. Changes to 
Chinese government policy on credit or cross 
border lending may affect the availability of 
Chinese bank lending to Kazakhmys. 

Kazakhmys continues to sell a significant volume of its 
copper production into Europe as well as into China, thereby 
taking advantage of its geographic position which provides 
access to both major markets. In the event that demand 
reduced in China for Kazakhmys’ products, Kazakhmys would 
continue to allocate its sales between the two markets to 
obtain the best commercial terms. The financing line for 
Bozshakol and mid-size projects has been largely drawn and 
the Aktogay loan agreement is a committed loan facility 
subject to the satisfactory completion of the feasibility study, 
thereby providing greater certainty over the funding of 
Kazakhmys’ growth projects. Kazakhmys also maintains 
relationships with a number of international lending banks 
and has the flexibility to consider other sources of capital 
such as the bond or equity markets, if so required.

Acquisitions and divestments
In the course of delivering its strategy, 
Kazakhmys may acquire or dispose of assets  
or businesses. Corporate transactions may 
however fail to achieve the expected benefit  
or value to Kazakhmys. 

Changing market conditions, incorrect 
assumptions or deficiencies in due diligence 
processes could result in acquisitions failing to 
deliver the expected benefit or value to the 
Group, leading to adverse financial performance 
and failure to meet expectations. Acquisitions 
could also lead to the Group assuming liability 
for the past acts of acquired businesses, without 
recourse to other parties. The disposal of assets 
or businesses may not achieve the expected 
proceeds due to changing market conditions or 
deficiencies in the sales process.

Specialised staff are assigned to manage corporate 
transactions, supported where appropriate by external 
advisors. Due diligence processes are undertaken on 
acquisitions and material transactions are subject to Board 
review and approval, including ensuring the transaction is 
aligned with the Group’s strategy, consideration of the key 
assumptions being applied and the risks identified.

Liquidity risk
The Group is exposed to liquidity risks, 
including the risk that borrowing facilities are 
not available to meet cash requirements, and 
the risk that financial assets cannot readily be 
converted to cash without the loss of value. 

Failure to manage financing risks could have  
a material impact on the Group’s cash flows, 
earnings and financial position as well as 
reducing the funds available to the Group 
for working capital, capital expenditure, 
acquisitions, dividends and other general 
corporate purposes.

The Group manages liquidity risk by maintaining adequate 
committed borrowing facilities and working capital funds. 
The Board monitors the net debt level of the Group taking 
into consideration the expected outlook of the Group’s 
financial position, cash flows and future capital 
commitments. Kazakhmys adopts a prudent approach in 
managing its liquidity risk, reflecting the volatility in 
commodity prices. The Group has secured committed 
funding for Bozshakol and a number of the medium-sized 
projects and has signed a committed loan facility for the 
development of Aktogay. Further details are set out in the 
Financial Review on page 73.

Taxation
As the tax legislation in Kazakhstan has been 
in force for a relatively short period of time, 
tax risks in Kazakhstan are substantially greater 
than typically found in countries with more 
developed tax systems. Tax law is evolving 
and is subject to different and changing 
interpretations, as well as inconsistent 
enforcement. Tax regulation and compliance 
is subject to review and investigation by the 
authorities who may impose severe fines, 
penalties and interest charges.

The uncertainty of interpretation and 
application, and the evolution, of tax laws 
create a risk of additional and substantial 
payments of tax by the Group, which could 
have a material adverse effect on the Group’s 
cash flows, earnings and financial position.

The Group makes every effort to comply with existing tax 
legislation, and works closely with the Government and 
tax authorities in the review of proposed amendments  
to tax legislation and regulation. Further details of the 
Group’s tax strategy and risk management are set out  
in the Financial Review on page 70.

1
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$ million (unless otherwise stated)  2011  2010 

Profit before taxation from 
continuing operations 1,623  1,592 
Add: MET  280  236 
Add: special items  131  125 
Less: share of profits from  
joint venture  (100)  (38)
Less: share of profits  
from associate  (466)  (522)
Adjusted profit before taxation 
from continuing operations  1,468  1,393 
Income tax expense  221  203 
Add: MET  280  236 
Add: deferred tax asset on 
additional death and disability 
benefits obligation 29  – 

Add: deferred tax asset on major 
social projects  26  – 
Add: release of deferred 
withholding tax liability  –  98 
Add/(less): tax effect of special 
items  2  (14)
Adjusted tax expense from 
continuing operations  558  523 
Effective tax rate (%) 13.6  12.8 
All-in effective tax rate1 (%)  38.0  37.5 

1  All-in effective tax rate is calculated as the income tax  
expense plus MET and removing the tax effect of special  
items and other non-recurring items, divided by profit before 
taxation which is adjusted for MET, special items and other 
non-recurring items and the share of profits from the joint 
venture and associate.

Effective and all-in effective tax rate
In 2010, the income tax expense included the release 
of $98 million in respect of deferred withholding  
taxes whereas in 2011, the major tax credits totalled  
$55 million, arising from the recognition of deferred  
tax assets relating to the major social assets and the 
additional death and disability benefits obligation.  
The 2011 effective tax rate is marginally higher than  
the prior year as the profit before tax from continuing 
operations in the prior year benefited more from a tax 
credit compared to the current year whilst contributions 
from the equity accounted joint venture and associate 
profits, both of which are included on a post-tax basis, 
were similar across both years.

Excluding the special items and the contribution from 
equity accounted joint venture and associate profits, the 
Group’s adjusted profit before taxation was $75 million 
higher compared to the prior year. The increased 
adjusted tax expense as a result of the 19% higher  
MET charge which has only been partially offset by the 
inclusion of the release of the provision for excess profits 
tax and lower non-deductible items in 2011, has led to 
the all-in effective tax rate rising marginally to 38.0%  
from 37.5% in 2010. 

Net finance items
Net finance expenses of $68 million for the year were 
largely unchanged on the prior year as an increased level 
of borrowing costs were capitalised to the development 
projects to which they relate. Included within the net 
finance expense is a net foreign currency loss of 
$13 million compared to $18 million in 2010.

The gross interest charge incurred on borrowings of  
$60 million was higher than the $39 million incurred in  
the prior year. The charge in 2011 includes $14 million  
in respect of the pre-export finance debt facility (‘PXF’), 
which carries a margin of US$ LIBOR plus 1.25% and  
$46 million for the CDB/Samruk-Kazyna financing facilities, 
which incurs interest at US$ LIBOR plus 4.80%. The higher 
average debt outstanding from the draw downs under the 
CDB/Samruk-Kazyna financing facilities resulted in the 
Group’s weighted average cost of borrowings increasing 
from 2.22% in 2010 to 3.32% in 2011, and as the balance 
outstanding on the lower margin PXF was reduced by 
$525 million during the year.

The Group’s net interest charges incurred on borrowings 
recognised in the income statement during 2011 have 
reduced to $42 million from $47 million in the prior year. 
This charge excludes interest costs incurred on the CDB/
Samruk-Kazyna financing facilities that have been 
capitalised to the cost of the Group’s development projects 
to which the borrowings relate. A total of $28 million of 
interest was capitalised in 2011 compared to $6 million  
in 2010, reflecting the progression of the Bozshakol and 
Bozymchak projects and their related drawings under the 
CDB/Samruk-Kazyna financing facilities. 

Taxation
In 2010, the Government of Kazakhstan introduced new 
tax legislation which removed the previously legislated 
phased reduction in CIT and maintained a flat rate of 20% 
for future years. 

The table below shows the Group’s effective tax rate 
as well as the all-in effective tax rate which takes into 
account the impact of MET and removes the effect of 
special items and non-recurring items on the Group’s tax 
charge. The all-in effective tax rate excludes the effect of 
equity accounted earnings as these are derived from 
businesses that are not controlled by the Group and which 
are included in the consolidated income statement on 
a post-tax basis.

Financial Review – continued
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$ million (unless otherwise stated)  2011  2010 

Profit before taxation from 
continuing operations 1,623  1,592 
Add: MET  280  236 
Add: special items  131  125 
Less: share of profits from  
joint venture  (100)  (38)
Less: share of profits  
from associate  (466)  (522)
Adjusted profit before taxation 
from continuing operations  1,468  1,393 
Income tax expense  221  203 
Add: MET  280  236 
Add: deferred tax asset on 
additional death and disability 
benefits obligation 29  – 

Add: deferred tax asset on major 
social projects  26  – 
Add: release of deferred 
withholding tax liability  –  98 
Add/(less): tax effect of special 
items  2  (14)
Adjusted tax expense from 
continuing operations  558  523 
Effective tax rate (%) 13.6  12.8 
All-in effective tax rate1 (%)  38.0  37.5 

1  All-in effective tax rate is calculated as the income tax  
expense plus MET and removing the tax effect of special  
items and other non-recurring items, divided by profit before 
taxation which is adjusted for MET, special items and other 
non-recurring items and the share of profits from the joint 
venture and associate.

Effective and all-in effective tax rate
In 2010, the income tax expense included the release 
of $98 million in respect of deferred withholding  
taxes whereas in 2011, the major tax credits totalled  
$55 million, arising from the recognition of deferred  
tax assets relating to the major social assets and the 
additional death and disability benefits obligation.  
The 2011 effective tax rate is marginally higher than  
the prior year as the profit before tax from continuing 
operations in the prior year benefited more from a tax 
credit compared to the current year whilst contributions 
from the equity accounted joint venture and associate 
profits, both of which are included on a post-tax basis, 
were similar across both years.

Excluding the special items and the contribution from 
equity accounted joint venture and associate profits, the 
Group’s adjusted profit before taxation was $75 million 
higher compared to the prior year. The increased 
adjusted tax expense as a result of the 19% higher  
MET charge which has only been partially offset by the 
inclusion of the release of the provision for excess profits 
tax and lower non-deductible items in 2011, has led to 
the all-in effective tax rate rising marginally to 38.0%  
from 37.5% in 2010. 

Net finance items
Net finance expenses of $68 million for the year were 
largely unchanged on the prior year as an increased level 
of borrowing costs were capitalised to the development 
projects to which they relate. Included within the net 
finance expense is a net foreign currency loss of 
$13 million compared to $18 million in 2010.

The gross interest charge incurred on borrowings of  
$60 million was higher than the $39 million incurred in  
the prior year. The charge in 2011 includes $14 million  
in respect of the pre-export finance debt facility (‘PXF’), 
which carries a margin of US$ LIBOR plus 1.25% and  
$46 million for the CDB/Samruk-Kazyna financing facilities, 
which incurs interest at US$ LIBOR plus 4.80%. The higher 
average debt outstanding from the draw downs under the 
CDB/Samruk-Kazyna financing facilities resulted in the 
Group’s weighted average cost of borrowings increasing 
from 2.22% in 2010 to 3.32% in 2011, and as the balance 
outstanding on the lower margin PXF was reduced by 
$525 million during the year.

The Group’s net interest charges incurred on borrowings 
recognised in the income statement during 2011 have 
reduced to $42 million from $47 million in the prior year. 
This charge excludes interest costs incurred on the CDB/
Samruk-Kazyna financing facilities that have been 
capitalised to the cost of the Group’s development projects 
to which the borrowings relate. A total of $28 million of 
interest was capitalised in 2011 compared to $6 million  
in 2010, reflecting the progression of the Bozshakol and 
Bozymchak projects and their related drawings under the 
CDB/Samruk-Kazyna financing facilities. 

Taxation
In 2010, the Government of Kazakhstan introduced new 
tax legislation which removed the previously legislated 
phased reduction in CIT and maintained a flat rate of 20% 
for future years. 

The table below shows the Group’s effective tax rate 
as well as the all-in effective tax rate which takes into 
account the impact of MET and removes the effect of 
special items and non-recurring items on the Group’s tax 
charge. The all-in effective tax rate excludes the effect of 
equity accounted earnings as these are derived from 
businesses that are not controlled by the Group and which 
are included in the consolidated income statement on 
a post-tax basis.
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Equity accounted earnings
The Group’s interests in the earnings of ENRC and 
Ekibastuz GRES-1 are included, net of tax, in the 
consolidated income statement in arriving at profit 
before taxation, thereby reducing the Group’s effective 
tax rate by 9.2% (2010: 9.9%).

Deferred income tax
In December 2011, the Group recognised a deferred tax 
asset relating to the cost of the major social projects in 
Kazakhstan of $26 million. According to Kazakhstan tax 
legislation, the cost of the projects will be deductible 
against taxable profits when the construction is complete 
and the assets are transferred to the relevant Government 
department. The recognition of this deferred tax asset 
reduced the effective tax rate by 1.5%.

The additional death and disability benefits obligation 
recognised in the year of $172 million, of which  
$146 million has been treated as a special item, is 
deductible against taxable profits in the future when the 
death and disability payments are made. As a result, a 
deferred tax asset has been recognised in respect of the 
obligation, with $29 million in respect of the $146 million 
charge treated as a special item.

In 2010, the income tax expense for the year included 
a charge of $16 million in respect of deferred income tax 
which related to the new tax legislation which maintained 
corporate income tax in Kazakhstan at 20% beyond 2012, 
rather than the phased reduction in corporate income tax 
as previously envisaged under the legislation enacted 
in 2009. The deferred tax balances within the Group’s 
Kazakhstan businesses were recalculated applying a flat 
rate of 20% in future years.

Withholding taxes
In 2010, the Group released a withholding tax provision 
of $98 million which was recognised for taxes payable on 
the unremitted earnings of subsidiaries in Kazakhstan, 
reducing the Group’s effective tax rate by 6.2%. Following 
an internal Group restructuring, no dividends were 
expected to be remitted from these earnings and  
as a result, this provision was no longer appropriate. 

Future tax rates
Future tax rates are materially affected by the application 
of corporate income tax and MET. The corporate income 
tax rate is frozen in Kazakhstan at 20% but as explained 
above, the Group’s all-in effective tax rate will be 
dependent on copper prices in the future given the 
revenue based nature of MET.
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Mineral extraction tax
MET is a revenue tax based on the volume and metal 
content of extracted ore and global commodity  
prices. Over the course of the year, the metal content  
of extracted ore at Kazakhmys Mining has declined 
slightly, however given the increases in commodity 
prices, particularly for copper, the Group has recognised 
a higher expense of $280 million in relation to MET  
within cost of sales, compared to $236 million in 2010.

Excess profits tax
The conclusion of the tax audit for the years 2006 to 2008 
inclusive did not identify any further excess profits tax 
liabilities for these years over and above payments which 
had already been remitted, neither did the tax audit for 
the years 2003 to 2005 inclusive, thereby confirming the 
tax authorities acceptance of the methodology applied  
by Kazakhmys LLC in calculating its excess profits tax 
liabilities for the years up to and including 2008. In 
addition, the Supreme Court’s ruling in August 2011 
upheld earlier court decisions which ruled that Kazakhmys 
LLC should not have been considered as an excess profits 
tax payer for these years. As a result of the tax audits and 
the Supreme Court ruling, the previously recognised 
provision for excess profits tax totalling $21 million, has 
been released as at 31 December 2011, along with the 
associated fines and penalties of $28 million which are 
included within administration expenses. The provision 
was recognised in previous years due to the uncertainties 
over the judgements that were made in respect of the 
methodology of computing excess profits tax. The release 
of the provision for excess profits tax reduced the Group’s 
effective tax rate by 1.2%.

Transfer pricing
A provision of $26 million has been recognised as at  
31 December 2011 (2010: $22 million) for transfer pricing 
exposures where external and intercompany sales 
contracts entered into during the year resulted in certain 
of the Group’s profits being taxed twice in the UK and 
Kazakhstan due to inconsistencies between the transfer 
pricing legislation of both jurisdictions. The provision for 
transfer pricing exposures increased the Group’s effective 
tax rate by 1.5% (2010: 1.4%).

Non-deductible items
The tax impact of non-deductible items was $38 million  
in 2011 (2010: $74 million) primarily relating to the  
accrual of additional tax liabilities with related fines  
and penalties raised in the tax audits for the years 2006  
to 2008 inclusive, ongoing non-deductible business 
expenses and impairment losses at Kazakhmys Mining. 
These non-deductible items were partially offset by  
the reversal of fines and penalties associated with  
the excess profits tax provision that was released at  
31 December 2011 (see above). In 2010, the most 
significant non-deductible item related to the cost of  
the major social projects of $130 million.The impact  
of the non-deductibility of these items increased the  
Group’s effective tax rate by 2.2% in 2011 (2010: 4.7%).
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The Group’s core objectives in managing and controlling 
its tax affairs and related tax risks are as follows:

ensuring compliance with applicable rules and 
regulations in the jurisdictions in which the Group 
operates; and

structuring the business in the most efficient and 
transparent manner with the emphasis being on the 
maximisation of shareholder value.

The Group takes a responsible and transparent approach 
to the management and control of its tax affairs and 
related tax risks, and has therefore adopted a tax 
strategy, which has been approved by the Board, that 
is aimed at achieving the following objectives, thereby 
aligning it with the Group’s long-term strategy:

the Group’s tax risks are assessed as part of the 
Group’s formal governance processes and are 
reviewed by the Chief Financial Officer who reports 
them to the Audit Committee on a regular basis;

significant tax risks, implications arising from those 
risks and potential mitigating actions are considered 
by the Board when strategic decisions are being taken;

the tax risks of proposed transactions or new areas of 
business are fully considered before proceeding;

the half year and annual effective tax rate and the 
composition of the tax charge are reviewed by the 
Audit Committee as part of their remit in reviewing  
the half-yearly and annual reports;

the Group builds an equitable relationship with the tax 
authorities in the jurisdictions in which it operates;

the Group takes appropriate tax advice from reputable 
professional firms;

where disputes arise with government authorities with 
regard to the interpretation and application of tax 
legislation, the Group is committed to addressing the 
matter promptly and resolving the matter with the 
relevant tax authority in an open and constructive manner; 

the Group employs professional tax managers within 
the corporate head office and the operating businesses, 
and provides ongoing technical training to them.

Total tax contribution
During 2011, the Group (including 100% of the joint venture, 
Ekibastuz GRES-1 LLP) paid $932 million (2010: $879 million) 
in taxes across the countries in which it has a presence. 
Company taxes, such as corporate income taxes, MET, 
environmental taxes and employer taxes, comprised  
$820 million (2010: $766 million) of this total. In addition, the 
Group indirectly contributed $110 million (2010: $113 million) 
in employee taxes and withholding taxes primarily on interest 
payments and dividends, which the Group collected on 
behalf of government authorities and paid over to them.

Discontinued operations
As explained in the ‘Basis of preparation’, following the 
disposal of the Maikuben West coal mine on 17 May 
2011, only MKM has been classified as being held for sale 
as at 31 December 2011. As a result of this classification, 
MKM’s assets and liabilities are separately shown within 
the consolidated balance sheet as single line items within 
current assets and current liabilities. The principal 
components of MKM’s current assets include inventory 
and trade receivables balances of $95 million and  
$114 million, respectively. Current liabilities include 
MKM’s borrowings of $121 million. As with the current 
assets, the liabilities of the Maikuben West coal mine 
were all derecognised when the disposal completed in 
May 2011. The net debt of MKM at 31 December 2011 
was $112 million (2010: $185 million).

On 21 July 2011, the MKM trade finance facility was 
refinanced for four years with a final maturity in July 2015. 
The facility was also increased from €170 million to  
€220 million. Interest is payable on the drawn balance  
at a rate of EURIBOR +2.25%. The loan is secured over 
the inventories and receivables of MKM. At 31 December 
2011, borrowings under this facility were $121 million, 
down from $191 million at 31 December 2010, as a result 
of lower working capital requirements due to falling 
copper prices towards the end of the year and a weaker 
Euro against the US dollar.

Taxation
Tax strategy and risk management
The Group is subject to taxation in the UK, Kazakhstan and 
the various foreign countries in which it operates. Tax 
legislation of the jurisdictions in which the Group operates 
differs and is subject to interpretation by management and 
the government authorities, and as such, creates a risk of 
non-compliance with specific tax requirements. Whilst the 
Directors believe that the Group is in substantial compliance 
with tax legislation and contractual terms entered into that 
relate to tax, the absence of established case history, the 
complexity and judgemental nature of tax legislation in 
certain jurisdictions result in additional risk for the Group. 
Specific areas of interpretation include the applicability of 
stabilisation under the Group’s operating licences, including 
subsoil use contracts, the deductibility of expenditure under 
the terms of the Group’s subsoil use contracts and the 
structuring of cross border transactions, particularly in respect 
of the application of transfer pricing policies.

Financial Review – continued

Directors’ Report: Operating and Financial Review
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The Group’s core objectives in managing and controlling 
its tax affairs and related tax risks are as follows:

ensuring compliance with applicable rules and 
regulations in the jurisdictions in which the Group 
operates; and

structuring the business in the most efficient and 
transparent manner with the emphasis being on the 
maximisation of shareholder value.

The Group takes a responsible and transparent approach 
to the management and control of its tax affairs and 
related tax risks, and has therefore adopted a tax 
strategy, which has been approved by the Board, that 
is aimed at achieving the following objectives, thereby 
aligning it with the Group’s long-term strategy:

the Group’s tax risks are assessed as part of the 
Group’s formal governance processes and are 
reviewed by the Chief Financial Officer who reports 
them to the Audit Committee on a regular basis;

significant tax risks, implications arising from those 
risks and potential mitigating actions are considered 
by the Board when strategic decisions are being taken;

the tax risks of proposed transactions or new areas of 
business are fully considered before proceeding;

the half year and annual effective tax rate and the 
composition of the tax charge are reviewed by the 
Audit Committee as part of their remit in reviewing  
the half-yearly and annual reports;

the Group builds an equitable relationship with the tax 
authorities in the jurisdictions in which it operates;

the Group takes appropriate tax advice from reputable 
professional firms;

where disputes arise with government authorities with 
regard to the interpretation and application of tax 
legislation, the Group is committed to addressing the 
matter promptly and resolving the matter with the 
relevant tax authority in an open and constructive manner; 

the Group employs professional tax managers within 
the corporate head office and the operating businesses, 
and provides ongoing technical training to them.

Total tax contribution
During 2011, the Group (including 100% of the joint venture, 
Ekibastuz GRES-1 LLP) paid $932 million (2010: $879 million) 
in taxes across the countries in which it has a presence. 
Company taxes, such as corporate income taxes, MET, 
environmental taxes and employer taxes, comprised  
$820 million (2010: $766 million) of this total. In addition, the 
Group indirectly contributed $110 million (2010: $113 million) 
in employee taxes and withholding taxes primarily on interest 
payments and dividends, which the Group collected on 
behalf of government authorities and paid over to them.

Discontinued operations
As explained in the ‘Basis of preparation’, following the 
disposal of the Maikuben West coal mine on 17 May 
2011, only MKM has been classified as being held for sale 
as at 31 December 2011. As a result of this classification, 
MKM’s assets and liabilities are separately shown within 
the consolidated balance sheet as single line items within 
current assets and current liabilities. The principal 
components of MKM’s current assets include inventory 
and trade receivables balances of $95 million and  
$114 million, respectively. Current liabilities include 
MKM’s borrowings of $121 million. As with the current 
assets, the liabilities of the Maikuben West coal mine 
were all derecognised when the disposal completed in 
May 2011. The net debt of MKM at 31 December 2011 
was $112 million (2010: $185 million).

On 21 July 2011, the MKM trade finance facility was 
refinanced for four years with a final maturity in July 2015. 
The facility was also increased from €170 million to  
€220 million. Interest is payable on the drawn balance  
at a rate of EURIBOR +2.25%. The loan is secured over 
the inventories and receivables of MKM. At 31 December 
2011, borrowings under this facility were $121 million, 
down from $191 million at 31 December 2010, as a result 
of lower working capital requirements due to falling 
copper prices towards the end of the year and a weaker 
Euro against the US dollar.

Taxation
Tax strategy and risk management
The Group is subject to taxation in the UK, Kazakhstan and 
the various foreign countries in which it operates. Tax 
legislation of the jurisdictions in which the Group operates 
differs and is subject to interpretation by management and 
the government authorities, and as such, creates a risk of 
non-compliance with specific tax requirements. Whilst the 
Directors believe that the Group is in substantial compliance 
with tax legislation and contractual terms entered into that 
relate to tax, the absence of established case history, the 
complexity and judgemental nature of tax legislation in 
certain jurisdictions result in additional risk for the Group. 
Specific areas of interpretation include the applicability of 
stabilisation under the Group’s operating licences, including 
subsoil use contracts, the deductibility of expenditure under 
the terms of the Group’s subsoil use contracts and the 
structuring of cross border transactions, particularly in respect 
of the application of transfer pricing policies.
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Calculation and discussion of all‑in effective 
tax rate

Explanation of transfer pricing provision and the 
impact on the tax rate 

Detailed explanation of tax objectives and risk 
management, including the governance process



20 PwC  

Legal & General Group 
FTSE 100 winner
Legal and General is a major provider of risk, savings and investment 
management products in the UK. 

Example:
Legal and General Group  
Corporate Social Responsibility Report, Our social purpose, Economic Impacts 
Case Study: NGO Engagement on Tax. Available at: http://csr2010.legalandgeneralgroupcsr.com/
our‑social‑purpose/economic‑impacts.aspx. Access on 24 April 2012.

1
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Summary of involvement with, and reactions from, a civil society organisation campaign

Succinct outline of tax policy and governance framework 

Disclosure of HMRC risk rating

Reconciliation of tax charge in the income statement to cash tax paid

Disclosure of taxes borne and collected in 2011

1

2

3

4
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Example:
Legal and General Group  
Annual Report and Accounts 2011, Our Performance, Group Results 
Page 15

Key
1 Corporation tax 15%
2 Business rates 2%
3 Stamp duty 5%
4 Employer’s NIC 7%
5 Irrecoverable VAT 8%
6 Employees’
 PAYE/NIC collected 20%
7 VAT and 
 IPT collected 9%
8 PAYE deducted 
 from annuities 34%

2
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4

5

7
6

8
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TAX POLICY
Legal & General’s policy in respect of tax is to:
•  act with integrity in all tax matters;
•  work together with the tax authorities to build 

positive long-term relationships;
•  where disputes occur, to address them promptly 

and openly;
•  manage tax to maximise value for our customers 

and shareholders.

TAX GOVERNANCE FRAMEWORK
Responsibility for the tax policy and management of 
tax risk rests with the Group Chief Financial Officer and 
Group Tax Director who report the Group’s tax position 
regularly to the Group Audit Committee. In addition, 
the Group’s Tax Risk status is reported regularly to the 
Executive Risk Committee. 

Good progress was made during 2011 towards achieving 
a Low Risk rating, and HMRC has confirmed that we  
are on track to be rated Low Risk during 2012. Progress 
has been achieved by resolving outstanding areas  
of disputes with HMRC, adopting a real time working 
approach, and improving mutual trust.

TOTAL UK TAX CONTRIBUTION
Our contribution to the UK Exchequer is significantly 
more than the UK corporation tax that we pay on profits. 
During 2011, through our operations and economic 
activity in the UK, we have paid and collected taxes  
in excess of £0.5bn. The composition of this is  
given below.

TAX TRANSPARENCY
The combination of complex tax legislation and 
prescriptive accounting standards can make it difficult 
for larger groups to explain the relationship between 
their profits and the tax they pay. For an insurance 
group, a further complexity is introduced by the fact 
that the total tax charge shown in the accounts is made 
up of tax borne by equity holders (i.e. shareholders) and 
also tax which is attributable to policyholder returns.

The purpose of this note is to explain the relationship 
between the corporation tax charge in Legal & General’s 
income statement and the corporation tax we paid  
in 2011, which is disclosed in our cash flow statement. 

In 2011, Legal & General paid UK corporation tax of 
£80m (2010: £59m), an increase of 36%. The equity holder 
tax charge in the accounts is £233m (2010: £272m).  
The reconciliation between the two is summarised  
in the table below.

Reconciliation of tax charge per 
income statement to tax paid per cash 
flow statement

2011 
£m

2010 
£m

Tax attributable to equity holders 
(income statement)

 
233

 
272

Accounting adjustments, mainly relating to the 
use of tax losses from prior periods 

 
(147)

 
(196)

Tax set aside in prior years for disputed tax 
issues, now resolved

 
34

 
26

UK tax payable in respect of 2011 profits 120 102

Tax instalments not payable until 2012 (2011) (85) (85)

Tax instalments from prior periods payable 
in 2011 (2010) 

 
45

 
42

Tax paid (Consolidated cash flow statement) 80 59

The tax losses arose mainly in 2008, largely as a result 
of the Global Economic Crisis and have been used 
to reduce taxable income in subsequent years in 
accordance with the normal application of UK tax  
rules and HMRC practice. 

HELPING OUR CUSTOMERS
We have started working with the charity Tax Help  
for Older People (TOP). TOP provides free, expert, 
caring and independent tax advice for older people  
(60 years+) who live in a household with a net income  
of less than £17,000 a year. TOP has already provided 
our Annuity operations with some insights into common 
tax questions they get about pensions. In 2012, we 
hope to build on the existing relationship and develop 
a partnership which will help us to improve the tax 
information we give to our customers.

THE TOTAL TAXES BORNE AND COLLECTED IN 2011 
WERE £535M (2010: £470M), AN INCREASE OF 14%.

Pension payments
One of the biggest components relates to PAYE deducted 
from annuity payments which in 2011 was in excess of 
£180m (2010: £168m). The provision of products to help 
customers secure and enjoy a comfortable retirement 
is at the core of our business. It is vital that tax relief on 
pension contributions is retained to encourage saving 
for retirement.
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Pennon Group 
FTSE 250 highly commended runner up

Pennon Group is an important UK provider of essential regulated services including 
water and sewage recycling, waste management and renewable energy.

Example:
Pennon Group  
Annual Report and Accounts 2012  
Page 27 

Taxation objectives and policies
Our tax strategy, as approved by the Board, is to enhance 
shareholder value by legally minimising the taxes we pay while 
having regard to our long-term relationship with the tax authorities. 
We will consider bona fide arrangements which are integral to our 
business and which qualify for tax exemption or relief.
Tax contribution 2011/12

The total tax charge for the year of £28.1 million was less than  
the charge which would have arisen from the accounting profit 
before tax of £200.5 million taxed at the statutory rate of 26%.  
A reconciliation is provided in note 8 to the financial statements.
The Group made a net payment of £41.4 million of UK corporation 
tax in the year (2010/11 £43.2 million). 
The Group’s total tax contribution extends significantly beyond  
the UK corporation tax charge.
Total taxes amounted to £339 million of which £55 million was 
collected on behalf of the authorities for net VAT and employee 
payroll taxes.
In addition to corporation tax the most significant taxes involved 
together with their profit impact were:
•	 landfill tax of £166 million was collected by the Group on behalf 

of HM Revenue & Customs (HMRC). Landfill tax is an operating 
cost which is recovered from customers and is recognised in 
revenue. In addition the Group incurred landfill tax of £22 million 
on the disposal of waste to third parties. This is an operating 
cost for the Group and reduces profit before tax

•	 Value Added Tax (VAT) of £21 million (net) collected by the 
Group and paid to HMRC; VAT has no material impact on profit 
before tax 

•	 business rates of £27 million paid to local authorities. This is a 
direct cost to the Group and reduces profit before tax

•	 employment taxes of £47 million including employees’ Pay As 
You Earn (PAYE) and total National Insurance Contributions 
(NICs). Employer NICs of £13 million were charged 
approximately 94% to operating costs with 6% capitalised to 
property, plant and equipment 

•	 Fuel Excise Duty of £12 million related to transport costs.  
This reduces profit before tax.

The corporation tax rate for 2011/12 used to calculate the current 
year’s tax is 26%. The corporation tax rate, as enacted into law 
on 26 March 2012, has been reduced to 24% for 2012/13 and is 
expected to fall by a further 1% per annum until the financial year 
2014/15 when the rate will be 22%.
Pensions
The Group operates defined benefit pension schemes for certain 
employees of Pennon Group, South West Water and Viridor.  
The main schemes were closed to new entrants on or before  
1 April 2008.

Funding raised to support ongoing capital investment
Top: Sewage treatment works, Polperro, Cornwall.
Bottom: Mechanical biological treatment facility, Greater 
Manchester.

At 31 March 2012 the Group’s pension schemes showed a deficit 
(before deferred tax) of £99 million (2010/11 £86 million). Net 
liabilities of £75 million (after deferred tax) represented less than  
3% of the Group’s total market capitalisation at 31 March 2012.
The last actuarial valuation of the main scheme was at 31 March 
2010. South West Water’s cash contributions to the scheme 
remain within Ofwat’s Final Determination for the K5 period.
During the year the Group recorded losses of £52 million (2011 
gain of £2 million) in the Statement of comprehensive income on 
page 63 from changes in actuarial assumptions, being principally 
the reduction in the net discount rate of 0.63%, reflecting lower  
AA bond yields.
Insurance
Pennon Group manages its property and third party liability risks 
through insurance policies that mainly cover property, motor, 
business interruption, public liability, environmental pollution and 
employers’ liability.
The Group uses three tiers of insurance to cover operating risks:
•	 self-insurance – Group companies pay a moderate excess on 

most claims
•	 cover by the Group’s subsidiary (Peninsula Insurance Limited) 

of the layer of risk between the self-insurance and the cover 
provided by external insurers

•	 cover provided by the external insurance market, arranged  
by our brokers with insurance companies which have good 
credit ratings.

Landfill tax 
£188m

Employment taxes
£47m

Business rates £27m

Fuel Excise Duty
£12m

UK corporation tax
£41m

Other £3m

VAT £21m
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Taxation objectives and policies
Our tax strategy, as approved by the Board, is to enhance 
shareholder value by legally minimising the taxes we pay while 
having regard to our long-term relationship with the tax authorities. 
We will consider bona fide arrangements which are integral to our 
business and which qualify for tax exemption or relief.
Tax contribution 2011/12

The total tax charge for the year of £28.1 million was less than  
the charge which would have arisen from the accounting profit 
before tax of £200.5 million taxed at the statutory rate of 26%.  
A reconciliation is provided in note 8 to the financial statements.
The Group made a net payment of £41.4 million of UK corporation 
tax in the year (2010/11 £43.2 million). 
The Group’s total tax contribution extends significantly beyond  
the UK corporation tax charge.
Total taxes amounted to £339 million of which £55 million was 
collected on behalf of the authorities for net VAT and employee 
payroll taxes.
In addition to corporation tax the most significant taxes involved 
together with their profit impact were:
•	 landfill tax of £166 million was collected by the Group on behalf 

of HM Revenue & Customs (HMRC). Landfill tax is an operating 
cost which is recovered from customers and is recognised in 
revenue. In addition the Group incurred landfill tax of £22 million 
on the disposal of waste to third parties. This is an operating 
cost for the Group and reduces profit before tax

•	 Value Added Tax (VAT) of £21 million (net) collected by the 
Group and paid to HMRC; VAT has no material impact on profit 
before tax 

•	 business rates of £27 million paid to local authorities. This is a 
direct cost to the Group and reduces profit before tax

•	 employment taxes of £47 million including employees’ Pay As 
You Earn (PAYE) and total National Insurance Contributions 
(NICs). Employer NICs of £13 million were charged 
approximately 94% to operating costs with 6% capitalised to 
property, plant and equipment 

•	 Fuel Excise Duty of £12 million related to transport costs.  
This reduces profit before tax.

The corporation tax rate for 2011/12 used to calculate the current 
year’s tax is 26%. The corporation tax rate, as enacted into law 
on 26 March 2012, has been reduced to 24% for 2012/13 and is 
expected to fall by a further 1% per annum until the financial year 
2014/15 when the rate will be 22%.
Pensions
The Group operates defined benefit pension schemes for certain 
employees of Pennon Group, South West Water and Viridor.  
The main schemes were closed to new entrants on or before  
1 April 2008.

Funding raised to support ongoing capital investment
Top: Sewage treatment works, Polperro, Cornwall.
Bottom: Mechanical biological treatment facility, Greater 
Manchester.

At 31 March 2012 the Group’s pension schemes showed a deficit 
(before deferred tax) of £99 million (2010/11 £86 million). Net 
liabilities of £75 million (after deferred tax) represented less than  
3% of the Group’s total market capitalisation at 31 March 2012.
The last actuarial valuation of the main scheme was at 31 March 
2010. South West Water’s cash contributions to the scheme 
remain within Ofwat’s Final Determination for the K5 period.
During the year the Group recorded losses of £52 million (2011 
gain of £2 million) in the Statement of comprehensive income on 
page 63 from changes in actuarial assumptions, being principally 
the reduction in the net discount rate of 0.63%, reflecting lower  
AA bond yields.
Insurance
Pennon Group manages its property and third party liability risks 
through insurance policies that mainly cover property, motor, 
business interruption, public liability, environmental pollution and 
employers’ liability.
The Group uses three tiers of insurance to cover operating risks:
•	 self-insurance – Group companies pay a moderate excess on 

most claims
•	 cover by the Group’s subsidiary (Peninsula Insurance Limited) 

of the layer of risk between the self-insurance and the cover 
provided by external insurers

•	 cover provided by the external insurance market, arranged  
by our brokers with insurance companies which have good 
credit ratings.

Landfill tax 
£188m

Employment taxes
£47m

Business rates £27m

Fuel Excise Duty
£12m

UK corporation tax
£41m

Other £3m

VAT £21m
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Succinct description of tax strategy

Disclosure of total tax contribution

Explanation of all the taxes paid and their impact on profits

1

2

3



24 PwC  

Provident Financial 
FTSE 250 winner
Provident Financial provides tailored credit products to 2.5 million 
non‑standard borrowers in the UK and Ireland. 

Example:
Provident Financial  
Annual Report & Financial Statements 2011, Director’s report: 
Governance, Risk management and internal controls 
Page 75

1

Directors’ report: Governance

75 75 

Company number 668987 Provident Financial Plc annual rePort & Financial StatementS 2011

Risk descRiption mitigation pRogRess in 2011

liquidity Risk the risk that the group will have 
insufficient liquid resources available 
to fulfil its operational plans and/or 
meet its financial obligations as they 
fall due.

The wider on-going restriction of 
credit available from banks and 
institutional investors continues.

•  The model of ‘borrowing long and lending short’ results in  
a positive maturity mismatch, which means the duration of 
the receivables book is significantly less than the average 
duration of the group’s funding. This profile significantly 
reduces the liquidity risk for the group. 

•  a board approved policy is in place to maintain committed 
borrowing facilities which provide funding headroom for  
at least the following 12 months, after assuming that  
vanquis Bank will fund 80% of its receivables book through 
retail deposits.

•  The group’s strategy of maintaining committed facility 
headroom and diversifying funding sources has resulted  
in a strong balance sheet position.

•  liquidity is managed by an experienced central  
treasury department.

•  vanquis Bank maintains a liquid assets buffer in line  
with the FSa’s liquidity guidelines.

•  There is daily monitoring of actual and expected cashflows.

•  The group has continued to make 
excellent progress in diversifying 
its funding base.

•  Headroom on committed facilities 
of £288m as at 31 December 
2011 which, together with the 
retail deposits programme at 
vanquis Bank and the renewal  
of syndicated bank facilities of 
£382.5m, is sufficient to meet 
growth and contractual maturities 
until may 2015.

•  vanquis Bank commenced taking 
retail deposits in July 2011 and 
had raised £140m of retail 
deposits by the end of 2011. The 
business is on target to achieve 
funding up to 80% of its receivables 
with deposits by the end of 2012.

•  £140m of private placements 
raised in early 2011, including 
£100m from m&g.

•  The group remains an investment 
grade credit, with a credit  
rating maintained at BBB with  
a stable outlook. 

FinanCial 
Risk

the risk that the group suffers  
a loss as a result of unexpected  
tax liabilities.

HmRC are placing greater emphasis 
on taxation controls in assessing tax 
risk and the associated level of 
scrutiny placed on companies.

•  The group’s tax matters are dealt with by an experienced 
in-house team. advice is also sought from external advisors 
for all material transactions.

•  There is a Board approved tax strategy, which has been 
shared with HmRC, which is aligned with the group’s 
mission, values and business strategy. The strategy, which 
sets out the governance of tax, seeks to ensure that key tax 
risks are dealt with through a rigorous risk management 
framework, appropriate taxes are paid in each jurisdiction  
in which the group operates and that the group’s reputation 
as a responsible taxpayer is safeguarded.

•  There are documented tax systems and controls to support 
the preparation and submission of the group’s tax returns.

•  Taxation and human resource specialists support the 
business in ensuring developments are consistent with 
agent’s self-employed status.

•  There is a self-employed status policy in place which ensures 
that the relationship between the group and the agents it 
engages is such that the self-employed status is maintained. 

•  Full implementation of tax controls 
and procedures across the group.

•  CCD has continued to develop  
the self-employed status of  
agents policy.

pension Risk the risk that there may be 
insufficient assets to meet the 
liabilities of the group’s defined 
benefit pension scheme.

The current economic environment 
results in increased volatility  
in equity markets and corporate  
bond yields.

Improving mortality rates in the Uk.

•  The defined benefit pension scheme was substantially closed 
to new members from 1 January 2003.

•  Cash balance arrangements are now in place within the 
defined benefit pension scheme to reduce the exposure  
to improving mortality rates.

•  The pension investment strategy aims to maintain an 
appropriate balance of assets between equities and bonds. 

•  new employees are invited to join the group’s stakeholder 
pension scheme which carries no investment or mortality  
risk for the group. 

•  The group’s pension asset  
stands at £13.5m as at  
31 December 2011.

•  There has been greater emphasis 
on investment in bonds throughout 
2011 to reduce asset volatility.

2
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Concise summary of tax risk management

Detail of mitigation of specific tax risk arising from the company’s business model 

Concise description of tax strategy

Specific details of interaction with HMRC 

Disclosure of total tax contribution
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Provident Financial
C

orporate responsibility report

13

Our mission and values statement 
our mission is to be the leading non-standard 
lender in the uK and Ireland, acting responsibly 
in all relationships and playing a positive role in 
the communities we serve. our values support this 
and state that we will be:

•  fair in all our dealings with stakeholders

•  responsible in the way we conduct our business

•   accessible in terms of  providing products that meet 
customers’ needs

•   straightforward, open and honest with our 
stakeholders

•  progressive in the way we run our business

Tax
Tax strategy
our tax strategy, which has been endorsed by the board and 
has been shared with HM Revenue & Customs (“HMRC”), is 
aligned with our mission, values and business strategy.  This 
strategy, which sets out our governance of  tax, seeks to ensure 
that key tax risks are dealt with through our rigorous risk 
management framework, that appropriate taxes are paid in 
each jurisdiction in which we operate and that we safeguard our 
reputation as a responsible taxpayer.

We seek to protect shareholder value by structuring operations in 
a tax efficient manner which complies with applicable laws and 
regulations and which does not adversely impact our reputation 
as a responsible taxpayer.  We are committed to having a positive 
working relationship with tax authorities and dealing with our 
tax affairs in a straightforward, open and honest manner.  We 
have a positive and constructive working relationship with 
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HMRC which involves regular meetings to discuss issues 
and regularly includes obtaining advance clearance of  key 
transactions where the tax treatment is uncertain.

In 2010, we worked intensively alongside HMRC to agree 
our outstanding VAT and employment tax issues as well as a 
significant number of  outstanding corporation tax matters.  
We also completed the process of  improving and upgrading our 
framework of  responsibilities, systems and procedures which 
support the preparation of  the various corporation tax, VAT and 
employer tax returns and which support the Senior Accounting 
officer declaration.

our experienced in-house tax team is responsible for managing 
the group’s tax affairs.  A key part of  our tax strategy is ensuring 
that the tax team is actively involved in all key commercial 
and operational transactions, that there is a clear allocation of  
responsibilities between the tax team and the business units and 
that advice from external professional advisers is sought for all 
material transactions.

Tax contribution
In 2010, our net cash tax contribution in the uK and the 
Republic of  Ireland was £57 million.  This comprised £37 
million of  corporate taxes, £10 million of  employer’s national 
Insurance (nI), £2 million of  business rates and £8 million of  
irrecoverable VAT.

In addition, through PAYE, we accounted for tax as well as nI 
on employees’ pay amounting to a total of  £28 million.  

The £10 million of  employer’s nI, the £2 million of  business 
rates and the £8 million of  irrecoverable VAT were all 
accounted for as administrative costs in arriving at profit before 
taxation. The corporate taxes were accounted for through the 
tax charge. 

The £37 million of  corporate taxes paid in cash in 2010 was 
lower than the current tax charge of  £41.7 million shown in 
note 5 to the Annual Report and Financial Statements 2010.  
This is primarily due to the timing of  corporation tax instalment 
payments in the uK.

Membership
We are an active member of  a number of  organisations and 
groups. Through these groups we can access and share best 
practice on a range of  social, environmental issues.  
These include:

•  Associate Parliamentary Corporate Responsibility Group

•  The Better Business Environmental Forum

•  Business in the Community

•  Employer’s Forum on Disability

•  national Council for Voluntary organisations

•  Race for opportunity 

Sustainability assessments
We are represented on the main global sustainability indices and 
are committed to sharing information about our CR programme 
with investors and other stakeholders.

We continue to be a constituent member company of  the 
Dow Jones Sustainability World Index (DJSI World), Dow 
Jones SToXX Sustainability Europe Index (DJSI Europe) and 
FTSE4Good Index. 

our CR performance has also received a ‘prime’ rating by 
oekom research and we continue to be included in the Ethibel 
Pioneer and Ethibel Excellence Investment Registers.

We submitted our fifth response to the Carbon Disclosure 
Project, which provides over 550 institutional investors 
representing uS$71 trillion in assets with information relating to 
the way we manage the risks and opportunities associated with 
climate change.

During 2010/11, we retained our platinum performance rating 
in the Business in the Community (BITC) CR index. The CR 
index is a voluntary, business-led benchmark of  responsible 
business practice.

We also continued to meet and/or engage with investors and 
analysts on an individual basis to talk about our CR programme. 
This included meeting with the Church of  England Ethical 
Investment Advisory Group and Cazenove Capital Management 
and providing CR information to RiskMetrics and Schroder 
Investment Management Limited.

A key part of our tax 
strategy is ensuring 
that the tax team is 
actively involved in 
all key commercial 
and operational 
transactions.

The score we were 
awarded in June 2010 
which enabled us to 
achieve a ‘platinum’ 
rating in BITC’s 
annual CR index. 

95.25%
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that the tax team is 
actively involved in 
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Example:
Provident Financial  
Corporate Responsibility Report 2010, Governance & Management 
Pages 13 & 14
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Rio Tinto 
FTSE 350 Extractives special mention

Rio Tinto is a global mineral and metal production business. The majority of 
its operations are in Australia and North America, but the group also has 
business in South America, Europe, Southern Africa and Asia. 

Example:
Rio Tinto  
Taxes paid in 2011
Pages 5, 7 & 12
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3 Our tax strategy and governance

In support of our overall business strategy and objectives, 
Rio Tinto pursues a tax strategy that is principled, 
transparent and sustainable in the long term. The Group 
has established principles governing its tax strategy which 
have been reviewed and approved by the board of directors. 
These remain unchanged from previous years and include 
the following key points:

•  A tax strategy that is aligned with our business strategy 
and conforms with our global code of business conduct, 
The Way We Work.

•  Commitment to ensure full compliance with all statutory 
obligations, and full disclosure to tax authorities.

•  Maintenance of documented policies and procedures in 
relation to tax risk management and completion of thorough 
risk assessments before entering into any tax planning strategy.

•  Sustaining good relations with tax authorities, and actively 
considering the implications of tax planning for the Group’s 
wider corporate reputation.

•  Management of tax affairs in a pro-active manner that 
seeks to maximise shareholder value, while operating 
in accordance with the law.

Within this governance framework, the conduct of the 
Group’s tax affairs and the management of tax risk are 
delegated to a global team of tax professionals. Management 
certifies our adherence to these principles to the Rio Tinto 
board of directors on an annual basis. The suitability of the 
tax strategy and principles is kept under regular review.

Throughout 2011, we upheld these principles across all 
countries of operation. In this context, Rio Tinto does not 
obtain any significant benefit from ‘tax havens’. The Group 
has business operations in certain jurisdictions that offer tax 
incentives for businesses, such as Singapore where the Group 
has significant marketing and logistics activities. 63% of the 
Group’s gross sales revenues, by destination, are to the Asia 
Pacific region.

In accordance with our tax strategy, all exchanges of goods, 
property and services between companies within the Group 
are conducted on an arm’s length basis. Transfer pricing 
between Group companies is based on fair market terms 
and the commercial nature of the transactions.

Simandou
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Details of the application of the tax strategy

Disclosure of tax strategy and governance

Disclosure of transfer pricing policy

Detailed analysis of tax paid by country and tax

Reconciliation of tax charge to tax paid

1

2

3

4
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5 Our tax payments in 2011

Country 
(US$ millions)

Corporate 
income tax

Government 
royalties

Payroll 
taxes 

employer

Other 
taxes and 
payments

Total tax 
payments 

borne

Payroll 
taxes 

employee

Sales 
and other 

indirect 
taxes (i)

Total 
taxes 

paid

Australia Federal  4,903  23  63  278  5,267  880  (1,723)  4,424 
Western Australia –  1,591  89  20  1,700 – –  1,700 
Queensland –  198  50  3  251 – –  251 
New South Wales –  212  21  7  240 – –  240 
Northern Territory –  13  9  1  23 – –  23 
Victoria – –  3 –  3 – –  3 
Tasmania – –  3 –  3 – –  3 
Australia Local – – –  24  24 – –  24 

Australia Total  4,903  2,037  238  333  7,511  880  (1,723)  6,668 

Canada Federal  187  (2)  23  14  222  229  (187)  264 
Newfoundland  204 –  5  41  250 – –  250 
Quebec  10  56  68 –  134  150  (99)  185 
British Columbia –  18 – –  18 – –  18 
North West Territories  5 – – –  5  1 –  6 
Canada Local  1 –  2  77  80 –  (2)  78 

Canada Total  407  72  98  132  709  380  (288)  801 

USA Federal  445  9  35  2  491  113  (8)  596 
Utah  23  26 –  90  139  11 –  150 
California  4 –  1  10  15  3 –  18 
Montana  11 – –  1  12 – –  12 
Colorado –  1 –  2  3  2  2  7 
Kentucky – –  1  3  4  2 –  6 
Michigan  2 – – –  2 – –  2 
Wisconsin  2 – – –  2 – –  2 
Arizona – – –  1  1 – –  1 
Other US  4  1 – –  5  3 –  8 
USA Local – –  2 –  2  5  (9)  (2)

USA Total  491  37  39  109  676  139  (15)  800 

We paid 
$10.2 billion 

of tax in 
the year 

5.1 Analysis by country

This table shows the total 
of all tax payments for 
each of the main countries 
where the Rio Tinto Group 
has revenue generating 
operations or projects. 
The distribution of taxes 
paid by the Group reflects 
the geographical spread 
of the Group’s businesses. 
Accordingly the majority of 
the tax is paid in Australia 
and North America. However 
the tax amounts paid in 
South America, Europe, 
Guinea, Southern Africa 
Mongolia and the rest of 
Asia are significant in the 
context of the tax receipts 
of some of the countries 
in these regions. 

(continued over page)
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6 Tax charged in the financial statements in 2011
(continued)

A reconciliation between the tax payments shown in section 5 and the taxes charged is shown below.

All amounts are in US$ millions
Corporate 

income tax
Other tax 

borne
Total tax 

borne

Net indirect 
tax paid/

(refunded)
Net tax 

payments

 Total included in Group income statement  6,946  3,704  10,650 –  10,650 
 Less deferred tax included above  (314) –  (314) –  (314)
 Accrued tax paid less payments due after 2011  (126)  748  622 –  622 
 Net indirect tax collected/(refunded) – – –  (719)  (719)
 Total tax paid in the year  6,506  4,452  10,958  (719)  10,239 

All amounts are in US$ millions
Corporate 

income tax
Other tax 

borne
Total tax 

borne

Parent companies and subsidiaries  6,197  4,416  10,613 
Non-controlled entities  309  36  345 
Total tax paid in the year  6,506  4,452  10,958 

Notes:
(i) The analysis between controlled and non-controlled entities is as follows: 

All amounts are in US$ millions

Corporate 
income tax 

charge
Other tax 

charges
Total tax 

charge
Profit 

before tax
Minority 
interests

Net 
earnings

Parent companies and subsidiaries  6,439  3,685  10,124  13,102  939  5,724 
Non-controlled entities  507  19  526  619 –  112 
Discontinued operations – – –  (10) –  (10)
Total included in income statement  6,946  3,704  10,650  13,711  939  5,826 

(ii) For further information on the calculation of the corporate income tax charge see the tax reconciliation in the ‘Corporate income tax 
charge’ section of this report.

(iii) Tax charges other than corporate income tax do not fluctuate in relation to the profits for the year.
(iv) ‘Other operations and Corporate Items’ include project costs and other corporate items. The amount of tax relief on this net 

expenditure is reduced by taxes borne on projects at an early stage of development, before profits are generated.
(v) All amounts are stated in accordance with the Basis of Preparation set out in Appendix 2 of this report. For details of the method 

for calculation of the underlying effective tax rate (to which the letters on the table columns refer), see the Basis of Preparation.
(vi) The majority of the payments due after 2011 relate to Australia. An amount of US$2.5bn accrued in 2011 is due to be paid in 2012.
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5 Our tax payments in 2011

Country 
(US$ millions)

Corporate 
income tax

Government 
royalties

Payroll 
taxes 

employer

Other 
taxes and 
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Total tax 
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Payroll 
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Sales 
and other 

indirect 
taxes (i)
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taxes 

paid
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5.1 Analysis by country

This table shows the total 
of all tax payments for 
each of the main countries 
where the Rio Tinto Group 
has revenue generating 
operations or projects. 
The distribution of taxes 
paid by the Group reflects 
the geographical spread 
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Accordingly the majority of 
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(continued over page)

4

09

Taxes paid in 2011
A

 report on the econom
ic contribution m

ade by R
io Tinto to public finances

5 Our tax payments in 2011
(continued)

Country 
(US$ millions)

Corporate 
income tax

Government 
royalties

Payroll 
taxes 

employer

Other 
taxes and 
payments

Total tax 
payments 

borne

Payroll 
taxes 

employee

Sales 
and other 

indirect 
taxes (i)

Total 
taxes 

paid

China  3 – –  1  4  1  3  8 
Switzerland  8 – –  1  9 –  (1)  8 
Peru – –  1 –  1  3  3  7 
Norway – –  3 –  3  4 –  7 
Austria  3 –  3 –  6 – –  6 
Belgium  1 –  2 –  3  3 –  6 
Madagascar – – –  2  2  2 –  4 
Argentina – –  1  1  2 –  1  3 
Czech Republic  2 – – –  2 – –  2 
Democratic Republic 
of Congo – – –  2  2 – –  2 
India – –  1  1  2 – –  2 
Mozambique – – –  2  2  4  (4)  2 
Spain  2 – – –  2 – –  2 
Brazil  (2)  1  1  1  1 – –  1 
Italy – –  1 –  1 – –  1 
Netherlands  1 – – –  1 – –  1 
Cameroon  (1) – – –  (1) – –  (1)
New Zealand – – –  4  4  12  (87)  (71)

Total Payments 
to Governments 
note (ii), (iii)

6,506 2,211 515 1,726 10,958 1,629  (2,348) 10,239

Notes
(i) Tax refunds are deducted in order to show the net payments to governments. These refunds relate principally to indirect taxes paid 

to suppliers which the Group is entitled to recover. As tax has been paid by the supplier, there is no net loss to the governments, 
there is also no net gain to Rio Tinto.

(ii) Amounts include Rio Tinto’s share of payments by non-controlled entities (jointly controlled entities and associates).
(iii) All amounts are stated in accordance with the basis of preparation set out in Appendix 2 of this report.
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Royal Dutch Shell 
FTSE 350 Extractives highly commended runner up

Shell is a global group of energy and petrochemicals companies with around 90,000 
employees supporting operations in more than 80 countries. Their headquarters are 
in The Hague, the Netherlands, and their Chief Executive Officer is Peter Voser. 
The parent company of the Shell group is Royal Dutch Shell, which is incorporated in 
England and Wales.

Example:
Royal Dutch Shell  
Sustainability Report 2011, Our activities, Delivering Energy Responsibly, Revenue Transparency 
Page 20

In this table, we provide more insight 
into the revenues that we pay to host 
governments in respect of our activities. 

In the interests of transparency and 
accountability, we believe in the 
disclosure of revenues that extractive 
industries pay to governments. 

We encourage and support 
government efforts to use energy 
revenues effectively. In resource 
dependent  countries, oil and 
natural gas revenues can be a 
major driver of development.
 
Governments have responsibility 
for using these funds for social 
benefits. We believe it is important 
that companies like ours are open 
regarding how much we pay to 
governments and also encourage 
governments to be open regarding 
how they spend these funds.

EXTRACTIVE INDUSTRIES 
TRANSPARENCY INITIATIVE
We are a founder and board 
member of the Extractive Industries 
Transparency Initiative (EITI). 

The UK government launched 
the initiative in 2002 to increase 
the transparency of revenues 
governments receive from oil and 
mineral activities. This includes 
payments made by companies like 
ours, such as signature bonuses, 
taxes and royalties, and profits from 
state-owned companies. 

Governments, agencies and 
companies in the oil, gas and minerals 
businesses support the initiative. 

We were the first company in 
2003 to publish the royalties, 
taxes and other payments made 
to the Nigerian government, with 
their permission and support. Shell 
companies have been directly 
involved with governments, 
NGOs and industry peers in EITI 
implementation in Gabon, Iraq, 
Kazakhstan, Nigeria and Norway. 

We believe that the EITI’s multi-
stakeholder approach (which 
includes governments, non-
governmental organisations (NGOs), 
regulators, the public and companies) 
remains the most effective way of 
providing transparency regarding 
government revenues, for resource 
dependent countries. 

www.eiti.org

EXTERNAL DEVELOPMENTS
A range of possible mandatory 
disclosure requirements are being 
discussed by the SEC, European 
Commission and other bodies 
such as the NGO community. 
We support, in principle, a ‘fit-
for-purpose’ mandatory global 
reporting rule for all companies 
across the globe consistent with 
current EITI requirements and in 
support of the EITI goals as regards 
extractive activities. We believe 
this would help achieve improved 
accountability and comparability. 
We recognise that this would require 
coordination between the EU, the 
US and other relevant governments, 
globally and consistently. 

We are presenting this information 
in advance of any mandatory 
requirements coming into effect 
in order to demonstrate our 
commitment to disclosures of 
revenues paid to governments.

TAX GOVERNANCE
Shell is in favour of tax regimes 
that are stable in the longer term. 
Such regimes will attract and 
facilitate economic commitment 
and investment due to reduced 
risk and uncertainty and can also 
benefit the national economy in 
terms of increased tax revenues and 
employment in the longer term.

We actively seek to engage openly 
and proactively with governments on 
matters of tax policy and potential 
changes to tax legislation. This also 
fosters close relationships with tax 
authorities in order to reduce the 
number of disputes and the length 
of time taken to resolve them. Shell 
is widely seen to be at the forefront 
of maintaining good working 
relationships with tax authorities.

Shell’s approach to the 
management and control of its 
taxes and related risks is based on 
a responsible and transparent tax 
strategy which is aligned with our 
long-term business strategy.  Shell 
is committed to acting with integrity 
and transparency in all tax matters, 
seeking at all times to comply with 
the tax legislation. 

Simon Henry
Chief Financial Officer

REVENUE TRANSPARENCY
INTRODUCTION FROM THE CFO

“WE ARE PRESENTING THIS INFORMATION IN 
ORDER TO DEMONSTRATE OUR COMMITMENT 
TO REVENUE TRANSPARENCY”

In this table, we provide more insight 
into the revenues that we pay to host 
governments in respect of our activities. 

In the interests of transparency and 
accountability, we believe in the 
disclosure of revenues that extractive 
industries pay to governments. 

We encourage and support 
government efforts to use energy 
revenues effectively. In resource 
dependent  countries, oil and 
natural gas revenues can be a 
major driver of development.
 
Governments have responsibility 
for using these funds for social 
benefits. We believe it is important 
that companies like ours are open 
regarding how much we pay to 
governments and also encourage 
governments to be open regarding 
how they spend these funds.

EXTRACTIVE INDUSTRIES 
TRANSPARENCY INITIATIVE
We are a founder and board 
member of the Extractive Industries 
Transparency Initiative (EITI). 

The UK government launched 
the initiative in 2002 to increase 
the transparency of revenues 
governments receive from oil and 
mineral activities. This includes 
payments made by companies like 
ours, such as signature bonuses, 
taxes and royalties, and profits from 
state-owned companies. 

Governments, agencies and 
companies in the oil, gas and minerals 
businesses support the initiative. 

We were the first company in 
2003 to publish the royalties, 
taxes and other payments made 
to the Nigerian government, with 
their permission and support. Shell 
companies have been directly 
involved with governments, 
NGOs and industry peers in EITI 
implementation in Gabon, Iraq, 
Kazakhstan, Nigeria and Norway. 

We believe that the EITI’s multi-
stakeholder approach (which 
includes governments, non-
governmental organisations (NGOs), 
regulators, the public and companies) 
remains the most effective way of 
providing transparency regarding 
government revenues, for resource 
dependent countries. 

www.eiti.org

EXTERNAL DEVELOPMENTS
A range of possible mandatory 
disclosure requirements are being 
discussed by the SEC, European 
Commission and other bodies 
such as the NGO community. 
We support, in principle, a ‘fit-
for-purpose’ mandatory global 
reporting rule for all companies 
across the globe consistent with 
current EITI requirements and in 
support of the EITI goals as regards 
extractive activities. We believe 
this would help achieve improved 
accountability and comparability. 
We recognise that this would require 
coordination between the EU, the 
US and other relevant governments, 
globally and consistently. 

We are presenting this information 
in advance of any mandatory 
requirements coming into effect 
in order to demonstrate our 
commitment to disclosures of 
revenues paid to governments.

TAX GOVERNANCE
Shell is in favour of tax regimes 
that are stable in the longer term. 
Such regimes will attract and 
facilitate economic commitment 
and investment due to reduced 
risk and uncertainty and can also 
benefit the national economy in 
terms of increased tax revenues and 
employment in the longer term.

We actively seek to engage openly 
and proactively with governments on 
matters of tax policy and potential 
changes to tax legislation. This also 
fosters close relationships with tax 
authorities in order to reduce the 
number of disputes and the length 
of time taken to resolve them. Shell 
is widely seen to be at the forefront 
of maintaining good working 
relationships with tax authorities.

Shell’s approach to the 
management and control of its 
taxes and related risks is based on 
a responsible and transparent tax 
strategy which is aligned with our 
long-term business strategy.  Shell 
is committed to acting with integrity 
and transparency in all tax matters, 
seeking at all times to comply with 
the tax legislation. 

Simon Henry
Chief Financial Officer

REVENUE TRANSPARENCY
INTRODUCTION FROM THE CFO

“WE ARE PRESENTING THIS INFORMATION IN 
ORDER TO DEMONSTRATE OUR COMMITMENT 
TO REVENUE TRANSPARENCY”

1

3

2
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Description of policy on revenue transparency

Headline taxes paid figures

Outline of tax strategy, tax risk management and approach to engagement with governments

Analysis of taxes paid by country and type of operation

1

2

3

4

Example:
Royal Dutch Shell  
Revenue Transparency (webdoc) 
Available at: http://www‑static.shell.com/static/environment_society/
downloads/society/shell_cfo_message_revenue_
transparency_25042012.pdf. Access on 30 April.2012.

REVENUE TRANSPARENCY

The table below reflects income taxes and royalties paid in 2011 by our subsidiaries to their host governments, 
sales taxes collected on behalf of these governments, and these governments’ share of production through 
activities involving our subsidiaries.

We also undertake activities through companies in which we do not have financial control, and for which we do  
not generally have access to detailed information. Our share of the income tax charges incurred by these companies 
in 2011 was around $5.5 billion, mainly arising in Brunei, the Netherlands, Nigeria, Russia and the USA.

[A]  Paid on the profits of our activities in compliance with the relevant laws and contracts in the countries reported. Includes corporate 
income tax and governments’ share of production paid in cash, where applicable.

[B]  Based on hydrocarbons produced or sold from areas under the relevant government’s jurisdiction. It excludes royalties paid in kind 
(oil and gas), and royalties paid to private parties in North America. This is provided on an accruals basis which means on the 
amounts produced or sold in the period, which may be different from the period in which the related cash payments are made.  
We estimate this is not materially different from a cash basis.

[C]  Sales taxes, excise duties and similar levies collected on behalf of governments or local authorities. This is provided on an accruals 
basis, which we estimate is not materially different from a cash basis.

[D]  The share in millions of barrels of oil equivalent (BOE) that governments or national state-owned companies receive through 
production entitlement contracts, royalty in kind arrangements and service contracts involving our subsidiaries, irrespective of our 
percentage interest in the venture.

[E] The total for the Corporate segment (our key support functions) was $64 million.
[F]  The Netherlands has been excluded from the above table because, to a significant extent, operations occur in equity-accounted 

investments rather than subsidiaries. The 2011 total amount of income taxes paid, royalties accrued and sales tax collected on 
behalf of the government amounts to USD 10.1 billion (Shell share).

[G]  The above table excludes countries whose governments have prohibited or have otherwise indicated that we should not  
make such disclosure.

This table has not been subject to external assurance or audit. The financial information it contains is consistent with that used to prepare 
our 2011 Consolidated Financial Statements, which were presented in US dollars.

$ MILLION MILLION BOE

Income
taxes [A]

Royalties
[B]

Sales
taxes [C]

Total By Segment Volumes [D]

Upstream Downstream/
Corporate [E]

Total 22,622 4,407 88,104 115,133 28,514  86,619 674 

LARGEST AMOUNTS BY COUNTRY [F] [G]

Australia  7 212 6,721 6,940 351 6,589 - 

Brazil 196 171 1,489 1,856 364 1,492 9 

Canada (32) 320 6,492 6,780 718 6,062 - 

Denmark 2,502 - 1,429 3,931 2,502 1,429 - 

Gabon 491 185 - 676 676 - - 

Germany 35 235 24,164 24,434 883 23,551 - 

Italy 481 151 2,855 3,487 868 2,619 - 

Malaysia 460 518 5 983 926 57 190 

Nigeria 4,772 1,301 - 6,073 6,073 - 169 

Norway 1,806 - 2,355 4,161 1,848 2,313 - 

Philippines 220 - 471 691 179 512 11 

Turkey 21 - 5,397 5,418 - 5,418 - 

United Kingdom 1,174 - 17,704 18,878 3,535 15,343 - 

USA 839 965 2,387 4,191 1,691 2,500 1 

4
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SABMiller 
FTSE 100 
SABMiller is one of the world’s biggest brewers with brewing 
interests and distribution agreements across six continents. 

Example:
SABMiller  
Annual Report 2012, Business review, Chief Financial Officer’s review 
Pages 39, 40 & 46 

Chief Financial Officer’s review continued 

In terms of total taxes borne and collected by the 
group, including excise and indirect taxes, these 
amounted to US$9,400 million (2011: US$8,400 
million) in the year. The various business 
combinations and disposals of businesses during 
the year impacted this analysis. The composition 
and divisional analysis is shown in charts (f) and (g).

During the year approximately US$2,500 million 
of taxes have been paid to African tax authorities 
(including South Africa).

Profit and earnings
Adjusted profit before tax of US$5,062 million 
increased by 13% over the prior year primarily as 
a result of higher volumes, price increases and the 
effect of premiumisation partially offset by increases 
in raw material costs and expenditure on sales, 
marketing and systems capabilities. On a statutory 
basis, profit before tax of US$5,603 million was 
55% higher than the prior year. The table below 
reconciles EBITA to adjusted profit before tax and 
to the statutory profit before tax.

2012
US$m

2011
US$m

% 
change

EBITA 5,634 5,044 12
Adjusted finance costs (542) (518) (5)
Share of associates’ and joint 

ventures’ finance costs (30) (35) 14

Adjusted profit before tax 5,062 4,491 13
Exceptional items (excluding 

finance cost exceptionals) 1,037 (467)
Adjustments to finance costs (20) (7)
Amortisation (264) (209) (26)
Share of associates’ and 

joint ventures’ tax and 
non-controlling interests (212) (182) (16)

Profit before tax 5,603 3,626 55

Adjusted earnings increased by 13% to US$3,400 
million. With the weighted average number of basic 
shares in issue for the year of 1,583 million, up 
slightly from last year’s 1,576 million, we achieved 
strong adjusted earnings per share growth in both 
our reporting currency of US dollars and also in the 
currencies in which our shares are quoted, as 
demonstrated in the table below.

2012 2011 % change

US cents 214.8 191.5 12
UK pence 134.4 123.4 9
South African cents 1,607.0 1,369.6 17

A reconciliation of the statutory measure of profit 
attributable to equity shareholders with adjusted 
earnings is shown in note 8 to the consolidated 
financial statements. On a statutory basis, basic 
earnings per share were 74% up on the prior year 
primarily as a result of the exceptional gains 
in the year.

Dividends 
The board has proposed a final dividend of 69.5 
US cents to make a total of 91 US cents per share 
for the year – an increase of 12% over the prior year. 
This represents dividend cover of 2.4 times based 
on adjusted earnings per share (2011: 2.4 times). 
Our guideline is to achieve dividend cover of 
between 2.0 and 2.5 times adjusted earnings. 
The relationship between the growth in dividends 
per share and adjusted earnings per share is 
demonstrated in chart (h).

Details of payment dates and related matters are 
disclosed in the directors’ report. 

Business combinations and similar 
transactions
On 16 December 2011 we acquired a 100% interest 
in Foster’s Group Ltd (Foster’s) in Australia at an 
enterprise value of US$11,786 million, comprising 
cash consideration of US$10,598 million, together 
with acquired net debt and non-controlling 
interests, less a net present value attributed to cash 
receivable for historical tax losses. The acquisition 
provides us with exposure to Australia’s strong 
economic growth prospects; a leading position 
in the stable and profitable Australian beer industry; 
and the opportunity to apply our capabilities 
and scale to improve Foster’s financial and 
operating performance.

With effect from 1 January 2012 together with 
Castel we implemented a number of organisational 
changes in our African operations as part of our 
strategic alliance agreement. As a result we 
acquired a 27.5% interest in BIH Brasseries 
Internationales Holding (Angola) Ltd (BIH Angola) in 
exchange for contributing our Angolan businesses, 
Coca-Cola Bottling Luanda SARL, Coca-Cola 
Bottling Sul de Angola SARL, Empresa de Cervejas 
N’Gola Norte SA, and our interest in our associate 
Empresa de Cervejas N’Gola SARL, into BIH 
Angola. Castel acquired the remaining 72.5% in BIH 
Angola, having contributed its Angolan businesses 
into BIH Angola. We acquired a 65% interest 
(effective 33% interest) in International Breweries plc 
in Nigeria, from Brasseries Internationales Holding 
Ltd (BIH), part of the Castel group, in exchange for 
cash and a dilution of our effective interests in our 
existing Nigerian businesses, Pabod Breweries Ltd 
and Voltic Nigeria Ltd. 

Following the Foster’s acquisition, on 13 January 
2012 we acquired the remaining 50% interest which 
we did not already own in Pacific Beverages Pty Ltd 
(Pacific Beverages) in Australia from Coca-Cola 
Amatil Limited (CCA) for cash consideration of 
US$343 million. The acquisition took our effective 
interest in Pacific Beverages to 100%.

On 6 March 2012 we completed our strategic 
alliance with Anadolu Group and Anadolu Efes 
Biracilik ve Malt Sanayii AS (Anadolu Efes). Our 
Russian beer business, SABMiller RUS LLC, and 
Ukrainian beer business, PJSC Miller Brands 
Ukraine, were contributed to Anadolu Efes in 
exchange for a 24% equity stake in the enlarged 
Anadolu Efes group. Anadolu Efes is now the 

(h) Adjusted earnings per share 
(EPS) and dividend per share
US cents
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(f) Tax borne and collected  
by category

1
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3
4

1 Excise 60%
2 Other Indirect taxes 21%
3 Taxes on profits 10%
4 Employment taxes 7%
5 Tax withheld at source 1%
6 Taxes on property 1%

(g) Tax borne and collected  
by region
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Emerging and developing economies
1 Latin America 32%
2 South Africa 19%
3 Europe 14%
4 Africa 8%
5 Asia Pacific 4%

Developed economies
6 USA 9%
7 Europe 9%
8 Asia Pacific 5%

5
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In terms of total taxes borne and collected by the 
group, including excise and indirect taxes, these 
amounted to US$9,400 million (2011: US$8,400 
million) in the year. The various business 
combinations and disposals of businesses during 
the year impacted this analysis. The composition 
and divisional analysis is shown in charts (f) and (g).

During the year approximately US$2,500 million 
of taxes have been paid to African tax authorities 
(including South Africa).

Profit and earnings
Adjusted profit before tax of US$5,062 million 
increased by 13% over the prior year primarily as 
a result of higher volumes, price increases and the 
effect of premiumisation partially offset by increases 
in raw material costs and expenditure on sales, 
marketing and systems capabilities. On a statutory 
basis, profit before tax of US$5,603 million was 
55% higher than the prior year. The table below 
reconciles EBITA to adjusted profit before tax and 
to the statutory profit before tax.

2012
US$m

2011
US$m

% 
change

EBITA 5,634 5,044 12
Adjusted finance costs (542) (518) (5)
Share of associates’ and joint 

ventures’ finance costs (30) (35) 14

Adjusted profit before tax 5,062 4,491 13
Exceptional items (excluding 

finance cost exceptionals) 1,037 (467)
Adjustments to finance costs (20) (7)
Amortisation (264) (209) (26)
Share of associates’ and 

joint ventures’ tax and 
non-controlling interests (212) (182) (16)

Profit before tax 5,603 3,626 55

Adjusted earnings increased by 13% to US$3,400 
million. With the weighted average number of basic 
shares in issue for the year of 1,583 million, up 
slightly from last year’s 1,576 million, we achieved 
strong adjusted earnings per share growth in both 
our reporting currency of US dollars and also in the 
currencies in which our shares are quoted, as 
demonstrated in the table below.

2012 2011 % change

US cents 214.8 191.5 12
UK pence 134.4 123.4 9
South African cents 1,607.0 1,369.6 17

A reconciliation of the statutory measure of profit 
attributable to equity shareholders with adjusted 
earnings is shown in note 8 to the consolidated 
financial statements. On a statutory basis, basic 
earnings per share were 74% up on the prior year 
primarily as a result of the exceptional gains 
in the year.

Dividends 
The board has proposed a final dividend of 69.5 
US cents to make a total of 91 US cents per share 
for the year – an increase of 12% over the prior year. 
This represents dividend cover of 2.4 times based 
on adjusted earnings per share (2011: 2.4 times). 
Our guideline is to achieve dividend cover of 
between 2.0 and 2.5 times adjusted earnings. 
The relationship between the growth in dividends 
per share and adjusted earnings per share is 
demonstrated in chart (h).

Details of payment dates and related matters are 
disclosed in the directors’ report. 

Business combinations and similar 
transactions
On 16 December 2011 we acquired a 100% interest 
in Foster’s Group Ltd (Foster’s) in Australia at an 
enterprise value of US$11,786 million, comprising 
cash consideration of US$10,598 million, together 
with acquired net debt and non-controlling 
interests, less a net present value attributed to cash 
receivable for historical tax losses. The acquisition 
provides us with exposure to Australia’s strong 
economic growth prospects; a leading position 
in the stable and profitable Australian beer industry; 
and the opportunity to apply our capabilities 
and scale to improve Foster’s financial and 
operating performance.

With effect from 1 January 2012 together with 
Castel we implemented a number of organisational 
changes in our African operations as part of our 
strategic alliance agreement. As a result we 
acquired a 27.5% interest in BIH Brasseries 
Internationales Holding (Angola) Ltd (BIH Angola) in 
exchange for contributing our Angolan businesses, 
Coca-Cola Bottling Luanda SARL, Coca-Cola 
Bottling Sul de Angola SARL, Empresa de Cervejas 
N’Gola Norte SA, and our interest in our associate 
Empresa de Cervejas N’Gola SARL, into BIH 
Angola. Castel acquired the remaining 72.5% in BIH 
Angola, having contributed its Angolan businesses 
into BIH Angola. We acquired a 65% interest 
(effective 33% interest) in International Breweries plc 
in Nigeria, from Brasseries Internationales Holding 
Ltd (BIH), part of the Castel group, in exchange for 
cash and a dilution of our effective interests in our 
existing Nigerian businesses, Pabod Breweries Ltd 
and Voltic Nigeria Ltd. 

Following the Foster’s acquisition, on 13 January 
2012 we acquired the remaining 50% interest which 
we did not already own in Pacific Beverages Pty Ltd 
(Pacific Beverages) in Australia from Coca-Cola 
Amatil Limited (CCA) for cash consideration of 
US$343 million. The acquisition took our effective 
interest in Pacific Beverages to 100%.

On 6 March 2012 we completed our strategic 
alliance with Anadolu Group and Anadolu Efes 
Biracilik ve Malt Sanayii AS (Anadolu Efes). Our 
Russian beer business, SABMiller RUS LLC, and 
Ukrainian beer business, PJSC Miller Brands 
Ukraine, were contributed to Anadolu Efes in 
exchange for a 24% equity stake in the enlarged 
Anadolu Efes group. Anadolu Efes is now the 
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The net exceptional credits included:

•	 US$1,195 million gain on the disposal of our 
Russian and Ukrainian businesses to Anadolu 
Efes in Europe;

•	 US$67 million gain on the disposal of our 
Angolan businesses to the Castel group in Africa;

•	 US$66 million gain on the Pacific Beverages 
transaction in Asia Pacific;

•	 US$103 million gain on the disposal of our 
Kenyan associate in Africa;

•	 US$42 million gain on the repayment of an EU 
fine paid by Grolsch before we acquired it;

•	 US$14 million loss on the disposal of a business 
in Europe;

•	 US$235 million charge related to the business 
capability programme in Latin America, Europe, 
Africa, Asia Pacific; South Africa: Beverages, 
and Corporate;

•	 US$109 million of transaction-related costs in 
relation to the Foster’s acquisition;

•	 US$60 million charge related to integration and 
restructuring costs in Asia Pacific and Latin 
America; and

•	 US$29 million of costs of the Broad-Based Black 
Economic Empowerment scheme in South Africa.

The group’s share of joint ventures’ and associates’ 
exceptional items in the year included:

•	 US$35 million being our share of MillerCoors’ 
Sparks brand impairment; 

•	 US$10 million credit being our share of 
South Africa: Hotel and Gaming’s gain on 
the Formula 1 transaction;

•	 US$13 million share of South Africa: Hotel and 
Gaming’s release of deferred contingent 
consideration; and 

•	 US$23 million share of Castel’s gain on the 
disposal of its Nigerian subsidiary.

Finance costs
Net finance costs were US$562 million, a 7% 
increase on the prior year’s US$525 million mainly 
as a result of the increase in borrowings following 
the Foster’s acquisition. Finance costs in the 
current year included a net gain of US$2 million 
(2011: loss of US$7 million) from the mark to market 
adjustments of various derivatives on capital items 
for which hedge accounting cannot be applied. 
Finance costs in the year also included net 
exceptional finance costs of US$22 million including 
transaction-related net costs of US$26 million in 
relation to financing fees and premiums on 

derivative instruments used to hedge currency risk 
partially offset by mark to market gains on derivative 
financial instruments connected with the Foster’s 
transaction, and exceptional interest income of 
US$4 million associated with the successful 
outcome of litigation in Europe. 

The mark to market gain and the net exceptional 
finance costs have been excluded from adjusted 
finance costs and adjusted earnings per share. 
Adjusted net finance costs are reconciled to net 
finance costs in the table below. They were 5% 
higher than in 2011. Interest cover has increased 
to 11.4 times from 10.8 times in the prior year. 

2012
US$m

2011
US$m

Net finance costs 562 525
Mark to market gain/(loss)  

on capital items 2 (7)
Exceptional finance costs (22) –

Adjusted finance costs 542 518

We expect finance costs in the 2013 financial year 
to increase, as a result of higher net debt levels.

Tax
The effective rate of tax for the year (before 
amortisation of intangible assets other than 
software and exceptional items) was 27.5% 
compared with a rate of 28.2% in the prior year. 
This reduction in the rate resulted from a 
combination of factors including:

•	 the successful conclusion of our Russian court 
proceedings;

•	 reorganisation gains as a result of the Foster’s 
acquisition;

•	 changes in tax legislation; and
•	 the resolution of various uncertain tax positions.

In the medium term we expect the effective tax rate 
to be between 27% and 29%, reflecting a level 
which we believe is sustainable given the current 
tax structure and composition of the group.

The corporate tax charge for the year was US$1,126 
million. This differed from the tax paid because the 
payment of a tax liability can fall outside the financial 
year, and because of deferred tax accounting 
treatments. Uncertainty of interpretation and 
application of tax law in some jurisdictions also 
contributes to differences between the amounts 
paid and those charged to the income statement.

(e) EBITA margin performance %  2011  2012

Asia
Pacific

AfricaNorth
America

EuropeLatin
America

South Africa:
Beverages

South Africa:
Hotels & Gaming

Group

25.6 26.1

16.4 15.3 14.2 14.4

19.9 20.2

4.6

9.1

19.1 20.1

28.5 27.7

17.8 17.9

Pure Blonde 
Origin: Australia
First brewed: 2004
www.pureblonde.com.au

Pure Blonde uses pure ingredients to deliver a smooth, 
crisp, aromatic lager. Specially brewed longer to create 
a full flavoured beer with 70% less carbohydrate than 
regular strength beer and no compromise on taste.
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Chief Financial Officer’s review continued 

In terms of total taxes borne and collected by the 
group, including excise and indirect taxes, these 
amounted to US$9,400 million (2011: US$8,400 
million) in the year. The various business 
combinations and disposals of businesses during 
the year impacted this analysis. The composition 
and divisional analysis is shown in charts (f) and (g).

During the year approximately US$2,500 million 
of taxes have been paid to African tax authorities 
(including South Africa).

Profit and earnings
Adjusted profit before tax of US$5,062 million 
increased by 13% over the prior year primarily as 
a result of higher volumes, price increases and the 
effect of premiumisation partially offset by increases 
in raw material costs and expenditure on sales, 
marketing and systems capabilities. On a statutory 
basis, profit before tax of US$5,603 million was 
55% higher than the prior year. The table below 
reconciles EBITA to adjusted profit before tax and 
to the statutory profit before tax.

2012
US$m

2011
US$m

% 
change

EBITA 5,634 5,044 12
Adjusted finance costs (542) (518) (5)
Share of associates’ and joint 

ventures’ finance costs (30) (35) 14

Adjusted profit before tax 5,062 4,491 13
Exceptional items (excluding 

finance cost exceptionals) 1,037 (467)
Adjustments to finance costs (20) (7)
Amortisation (264) (209) (26)
Share of associates’ and 

joint ventures’ tax and 
non-controlling interests (212) (182) (16)

Profit before tax 5,603 3,626 55

Adjusted earnings increased by 13% to US$3,400 
million. With the weighted average number of basic 
shares in issue for the year of 1,583 million, up 
slightly from last year’s 1,576 million, we achieved 
strong adjusted earnings per share growth in both 
our reporting currency of US dollars and also in the 
currencies in which our shares are quoted, as 
demonstrated in the table below.

2012 2011 % change

US cents 214.8 191.5 12
UK pence 134.4 123.4 9
South African cents 1,607.0 1,369.6 17

A reconciliation of the statutory measure of profit 
attributable to equity shareholders with adjusted 
earnings is shown in note 8 to the consolidated 
financial statements. On a statutory basis, basic 
earnings per share were 74% up on the prior year 
primarily as a result of the exceptional gains 
in the year.

Dividends 
The board has proposed a final dividend of 69.5 
US cents to make a total of 91 US cents per share 
for the year – an increase of 12% over the prior year. 
This represents dividend cover of 2.4 times based 
on adjusted earnings per share (2011: 2.4 times). 
Our guideline is to achieve dividend cover of 
between 2.0 and 2.5 times adjusted earnings. 
The relationship between the growth in dividends 
per share and adjusted earnings per share is 
demonstrated in chart (h).

Details of payment dates and related matters are 
disclosed in the directors’ report. 

Business combinations and similar 
transactions
On 16 December 2011 we acquired a 100% interest 
in Foster’s Group Ltd (Foster’s) in Australia at an 
enterprise value of US$11,786 million, comprising 
cash consideration of US$10,598 million, together 
with acquired net debt and non-controlling 
interests, less a net present value attributed to cash 
receivable for historical tax losses. The acquisition 
provides us with exposure to Australia’s strong 
economic growth prospects; a leading position 
in the stable and profitable Australian beer industry; 
and the opportunity to apply our capabilities 
and scale to improve Foster’s financial and 
operating performance.

With effect from 1 January 2012 together with 
Castel we implemented a number of organisational 
changes in our African operations as part of our 
strategic alliance agreement. As a result we 
acquired a 27.5% interest in BIH Brasseries 
Internationales Holding (Angola) Ltd (BIH Angola) in 
exchange for contributing our Angolan businesses, 
Coca-Cola Bottling Luanda SARL, Coca-Cola 
Bottling Sul de Angola SARL, Empresa de Cervejas 
N’Gola Norte SA, and our interest in our associate 
Empresa de Cervejas N’Gola SARL, into BIH 
Angola. Castel acquired the remaining 72.5% in BIH 
Angola, having contributed its Angolan businesses 
into BIH Angola. We acquired a 65% interest 
(effective 33% interest) in International Breweries plc 
in Nigeria, from Brasseries Internationales Holding 
Ltd (BIH), part of the Castel group, in exchange for 
cash and a dilution of our effective interests in our 
existing Nigerian businesses, Pabod Breweries Ltd 
and Voltic Nigeria Ltd. 

Following the Foster’s acquisition, on 13 January 
2012 we acquired the remaining 50% interest which 
we did not already own in Pacific Beverages Pty Ltd 
(Pacific Beverages) in Australia from Coca-Cola 
Amatil Limited (CCA) for cash consideration of 
US$343 million. The acquisition took our effective 
interest in Pacific Beverages to 100%.

On 6 March 2012 we completed our strategic 
alliance with Anadolu Group and Anadolu Efes 
Biracilik ve Malt Sanayii AS (Anadolu Efes). Our 
Russian beer business, SABMiller RUS LLC, and 
Ukrainian beer business, PJSC Miller Brands 
Ukraine, were contributed to Anadolu Efes in 
exchange for a 24% equity stake in the enlarged 
Anadolu Efes group. Anadolu Efes is now the 
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(f) Tax borne and collected  
by category
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1 Excise 60%
2 Other Indirect taxes 21%
3 Taxes on profits 10%
4 Employment taxes 7%
5 Tax withheld at source 1%
6 Taxes on property 1%

(g) Tax borne and collected  
by region
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Emerging and developing economies
1 Latin America 32%
2 South Africa 19%
3 Europe 14%
4 Africa 8%
5 Asia Pacific 4%

Developed economies
6 USA 9%
7 Europe 9%
8 Asia Pacific 5%
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31Tax Transparency

Description of factors affecting the change in the effective tax rate

 
Disclosure of expected future effective tax rate 

Outline of the reasons for differences between cash tax paid and 
the tax charge

Overview of total tax contribution by tax type and region
 
Explanation of the importance of tax transparency and 
governance 

Comments on taxes paid and the economic contribution in 
developing economies

Economic contribution across our value chain
Beer is a local product – typically brewed, sold and 
consumed in the same community. By delivering 
high-quality products that consumers enjoy, our 
businesses create jobs, pay taxes, develop local 
skills and encourage enterprise. 

In the year, SABMiller generated US$23,921 million 
of economic value, of which the majority was 
distributed through the course of our business 
to our employees, shareholders and investors, 
suppliers and governments, as well as to local 
communities through our corporate social 
investment activities. 

Across our value chains we seek opportunities 
to build our local supply chain. In our developing 
markets we are working to build the capability of 
local farmers in order to increase local sourcing. 
In Africa, research by Professor Ethan Kapstein 
of INSEAD, and other experts, indicates that our 
commitment to increasing the local sourcing of 
raw materials to 50% over the next two years will 
raise the number of direct farming jobs supported 
by our operations from 100,000 to 150,000.

This year we published a number of independent 
studies to assess our socio-economic impact. 
In Europe, for example, a recent study by Ernst 
& Young found that a total of 202,000 jobs can be 
attributed to the production and sale of our beers 
– including over 98,000 in the hospitality sector 
alone. For each person employed by SABMiller 
in Europe, 17 jobs are generated outside the 
brewing industry.

We recognise there is a growing interest in the 
amount of tax paid by multinational companies. 
We seek to be fully transparent in our tax returns 
and related disclosures to revenue authorities. 
We have a strong governance process and our 
group tax policy guides the way we manage tax 
affairs across the group. The corporate tax charge 
for the year was US$1,126 million – an effective 
tax rate of 27.5%. 

In the year total taxes borne and collected by 
the group amounted to US$9,400 million (2011: 
US$8,400 million). This includes excise taxes, 
transactional taxes and taxes borne by employees 
as well as our share (based on equity interest) of 
taxes paid by our US joint venture. We consider 
this wider calculation to be an important and 
appropriate indication of the tax contribution 

of our operations and the fiscal impact these have 
on the countries in which we do business. 

The group’s presence in many developing economies 
provides major sources of employment and income 
and therefore tax revenues. Of the taxes we pay, 
77% go to governments in emerging and developing 
countries and 23% are paid in developed economies. 

The growing resource challenge
This year, two of our fastest-growing regions were 
the emerging and developing markets of Africa and 
Latin America, which saw lager volumes increasing 
on an organic basis by 13% and 8% respectively. 
The growth of ‘middle class’ consumers from two 
to five billion worldwide by 20301, with improved 
incomes and enhanced quality of life, is a key driver 
of our future growth. 

 Beer is a local product – typically 
brewed, sold and consumed in the 
same community. 

That said, the demands that this growth will place 
on the world’s finite resources mean that business, 
government and civil society must work together 
to develop practical, local solutions that generate 
inclusive growth while conserving water and energy 
and managing land use. Successfully addressing 
the triple challenge of water, food and energy 
security means taking a holistic view and 
balancing the many competing demands,  
trade-offs and interactions. 

Businesses such as ours are well placed to 
innovate and drive efficiencies. We have extensive 
programmes in place to improve water and energy 
efficiency and reduce waste across our breweries. 

The water efficiency of our lager operations has 
improved by 5% over the last year, and 13% since 
we set our target to reduce water consumption by 
25% by 2015 in 2008. 

Across our operations we aim to become 
50% more carbon-efficient by 2020. Our carbon 
emissions from fossil fuel use have reduced by 
10% per hectolitre of lager produced this year, 
and by 17% since we set our target in 2008. 
In India, converting fossil fuel boilers to biomass 
across three breweries has reduced the emissions 
associated with boiler fuel in these three plants 
by 90% since 2008.

SABMiller has become one of the world’s leading brewers by 
building strong local businesses that contribute to their local 
economies. We seek to generate ‘inclusive growth’: creating 
long-term returns by building value chains that drive economic 
growth and stimulate social development while using scarce 
natural resources efficiently. 

Sustainable development
Generating inclusive growth 

Water to lager ratio 
(hl water/hl lager)

4.6 4.5 4.3 4.2
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4.0

12

–5%
Water to lager ratio 
down 5% to 4.0 hl/hl 

1 The emerging middle class in 
developing countries, Homi Kharas, 
OECD Development Centre Working 
Paper No. 285, January 2010. ‘Middle 
class’ is defined as having daily per 
capita spending of US$10 to US$100.
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Economic contribution across our value chain
Beer is a local product – typically brewed, sold and 
consumed in the same community. By delivering 
high-quality products that consumers enjoy, our 
businesses create jobs, pay taxes, develop local 
skills and encourage enterprise. 

In the year, SABMiller generated US$23,921 million 
of economic value, of which the majority was 
distributed through the course of our business 
to our employees, shareholders and investors, 
suppliers and governments, as well as to local 
communities through our corporate social 
investment activities. 

Across our value chains we seek opportunities 
to build our local supply chain. In our developing 
markets we are working to build the capability of 
local farmers in order to increase local sourcing. 
In Africa, research by Professor Ethan Kapstein 
of INSEAD, and other experts, indicates that our 
commitment to increasing the local sourcing of 
raw materials to 50% over the next two years will 
raise the number of direct farming jobs supported 
by our operations from 100,000 to 150,000.

This year we published a number of independent 
studies to assess our socio-economic impact. 
In Europe, for example, a recent study by Ernst 
& Young found that a total of 202,000 jobs can be 
attributed to the production and sale of our beers 
– including over 98,000 in the hospitality sector 
alone. For each person employed by SABMiller 
in Europe, 17 jobs are generated outside the 
brewing industry.

We recognise there is a growing interest in the 
amount of tax paid by multinational companies. 
We seek to be fully transparent in our tax returns 
and related disclosures to revenue authorities. 
We have a strong governance process and our 
group tax policy guides the way we manage tax 
affairs across the group. The corporate tax charge 
for the year was US$1,126 million – an effective 
tax rate of 27.5%. 

In the year total taxes borne and collected by 
the group amounted to US$9,400 million (2011: 
US$8,400 million). This includes excise taxes, 
transactional taxes and taxes borne by employees 
as well as our share (based on equity interest) of 
taxes paid by our US joint venture. We consider 
this wider calculation to be an important and 
appropriate indication of the tax contribution 

of our operations and the fiscal impact these have 
on the countries in which we do business. 

The group’s presence in many developing economies 
provides major sources of employment and income 
and therefore tax revenues. Of the taxes we pay, 
77% go to governments in emerging and developing 
countries and 23% are paid in developed economies. 

The growing resource challenge
This year, two of our fastest-growing regions were 
the emerging and developing markets of Africa and 
Latin America, which saw lager volumes increasing 
on an organic basis by 13% and 8% respectively. 
The growth of ‘middle class’ consumers from two 
to five billion worldwide by 20301, with improved 
incomes and enhanced quality of life, is a key driver 
of our future growth. 

 Beer is a local product – typically 
brewed, sold and consumed in the 
same community. 

That said, the demands that this growth will place 
on the world’s finite resources mean that business, 
government and civil society must work together 
to develop practical, local solutions that generate 
inclusive growth while conserving water and energy 
and managing land use. Successfully addressing 
the triple challenge of water, food and energy 
security means taking a holistic view and 
balancing the many competing demands,  
trade-offs and interactions. 

Businesses such as ours are well placed to 
innovate and drive efficiencies. We have extensive 
programmes in place to improve water and energy 
efficiency and reduce waste across our breweries. 

The water efficiency of our lager operations has 
improved by 5% over the last year, and 13% since 
we set our target to reduce water consumption by 
25% by 2015 in 2008. 

Across our operations we aim to become 
50% more carbon-efficient by 2020. Our carbon 
emissions from fossil fuel use have reduced by 
10% per hectolitre of lager produced this year, 
and by 17% since we set our target in 2008. 
In India, converting fossil fuel boilers to biomass 
across three breweries has reduced the emissions 
associated with boiler fuel in these three plants 
by 90% since 2008.

SABMiller has become one of the world’s leading brewers by 
building strong local businesses that contribute to their local 
economies. We seek to generate ‘inclusive growth’: creating 
long-term returns by building value chains that drive economic 
growth and stimulate social development while using scarce 
natural resources efficiently. 

Sustainable development
Generating inclusive growth 

Water to lager ratio 
(hl water/hl lager)

4.6 4.5 4.3 4.2
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–5%
Water to lager ratio 
down 5% to 4.0 hl/hl 

1 The emerging middle class in 
developing countries, Homi Kharas, 
OECD Development Centre Working 
Paper No. 285, January 2010. ‘Middle 
class’ is defined as having daily per 
capita spending of US$10 to US$100.
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Economic contribution across our value chain
Beer is a local product – typically brewed, sold and 
consumed in the same community. By delivering 
high-quality products that consumers enjoy, our 
businesses create jobs, pay taxes, develop local 
skills and encourage enterprise. 

In the year, SABMiller generated US$23,921 million 
of economic value, of which the majority was 
distributed through the course of our business 
to our employees, shareholders and investors, 
suppliers and governments, as well as to local 
communities through our corporate social 
investment activities. 

Across our value chains we seek opportunities 
to build our local supply chain. In our developing 
markets we are working to build the capability of 
local farmers in order to increase local sourcing. 
In Africa, research by Professor Ethan Kapstein 
of INSEAD, and other experts, indicates that our 
commitment to increasing the local sourcing of 
raw materials to 50% over the next two years will 
raise the number of direct farming jobs supported 
by our operations from 100,000 to 150,000.

This year we published a number of independent 
studies to assess our socio-economic impact. 
In Europe, for example, a recent study by Ernst 
& Young found that a total of 202,000 jobs can be 
attributed to the production and sale of our beers 
– including over 98,000 in the hospitality sector 
alone. For each person employed by SABMiller 
in Europe, 17 jobs are generated outside the 
brewing industry.

We recognise there is a growing interest in the 
amount of tax paid by multinational companies. 
We seek to be fully transparent in our tax returns 
and related disclosures to revenue authorities. 
We have a strong governance process and our 
group tax policy guides the way we manage tax 
affairs across the group. The corporate tax charge 
for the year was US$1,126 million – an effective 
tax rate of 27.5%. 

In the year total taxes borne and collected by 
the group amounted to US$9,400 million (2011: 
US$8,400 million). This includes excise taxes, 
transactional taxes and taxes borne by employees 
as well as our share (based on equity interest) of 
taxes paid by our US joint venture. We consider 
this wider calculation to be an important and 
appropriate indication of the tax contribution 

of our operations and the fiscal impact these have 
on the countries in which we do business. 

The group’s presence in many developing economies 
provides major sources of employment and income 
and therefore tax revenues. Of the taxes we pay, 
77% go to governments in emerging and developing 
countries and 23% are paid in developed economies. 

The growing resource challenge
This year, two of our fastest-growing regions were 
the emerging and developing markets of Africa and 
Latin America, which saw lager volumes increasing 
on an organic basis by 13% and 8% respectively. 
The growth of ‘middle class’ consumers from two 
to five billion worldwide by 20301, with improved 
incomes and enhanced quality of life, is a key driver 
of our future growth. 

 Beer is a local product – typically 
brewed, sold and consumed in the 
same community. 

That said, the demands that this growth will place 
on the world’s finite resources mean that business, 
government and civil society must work together 
to develop practical, local solutions that generate 
inclusive growth while conserving water and energy 
and managing land use. Successfully addressing 
the triple challenge of water, food and energy 
security means taking a holistic view and 
balancing the many competing demands,  
trade-offs and interactions. 

Businesses such as ours are well placed to 
innovate and drive efficiencies. We have extensive 
programmes in place to improve water and energy 
efficiency and reduce waste across our breweries. 

The water efficiency of our lager operations has 
improved by 5% over the last year, and 13% since 
we set our target to reduce water consumption by 
25% by 2015 in 2008. 

Across our operations we aim to become 
50% more carbon-efficient by 2020. Our carbon 
emissions from fossil fuel use have reduced by 
10% per hectolitre of lager produced this year, 
and by 17% since we set our target in 2008. 
In India, converting fossil fuel boilers to biomass 
across three breweries has reduced the emissions 
associated with boiler fuel in these three plants 
by 90% since 2008.

SABMiller has become one of the world’s leading brewers by 
building strong local businesses that contribute to their local 
economies. We seek to generate ‘inclusive growth’: creating 
long-term returns by building value chains that drive economic 
growth and stimulate social development while using scarce 
natural resources efficiently. 

Sustainable development
Generating inclusive growth 

Water to lager ratio 
(hl water/hl lager)

4.6 4.5 4.3 4.2
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–5%
Water to lager ratio 
down 5% to 4.0 hl/hl 

1 The emerging middle class in 
developing countries, Homi Kharas, 
OECD Development Centre Working 
Paper No. 285, January 2010. ‘Middle 
class’ is defined as having daily per 
capita spending of US$10 to US$100.
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Vodafone Group 
FTSE 100 highly commended runner up

Vodafone is a world leader in communications services and has markets in Europe, 
Africa and Asia Pacific. 

Example:
Vodafone Group  
Annual Report for the year ended 31 March 2012, Performance, Operating results 
Page 41
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41Vodafone Group Plc  
Annual Report 2012

Taxation

 
2012  

£m 
2011  

£m 

Income tax expense 2,546 1,628
Tax on adjustments to derive  
adjusted profit before tax (242) (232)
Tax benefit related to  
settlement of tax cases – 929
Adjusted income tax expense 2,304 2,325
Share of associates’ tax 302 519
Adjusted income tax expense for 
purposes of calculating adjusted 
tax rate  2,606 2,844

Profit before tax 9,549 9,498
Adjustments to derive adjusted  
profit before tax1 369 1,505
Adjusted profit before tax 9,918 11,003
Add: Share of associates’ tax and 
non-controlling interest 382 604
Adjusted profit before tax for the 
purpose of calculating adjusted 
effective tax rate  10,300 11,607

Adjusted effective tax rate 25.3% 24.5%

Note:
1 See “Earnings per share”.

The adjusted effective tax rate for the year ended 31 March 2012 was 
25.3%. This is in line with our mid 20s adjusted effective tax rate 
guidance range. 

The Group’s share of associates’ tax declined due to the absence of 
the tax related to SFR following the disposal of our 44% interest in 
June 2011. 

Income tax expense has increased in the year ended 31 March 2012 
largely due to the favourable impact of a tax settlement in the 2011 
financial year. 

Earnings per share 
Adjusted earnings per share was 14.91 pence, a decline of 11.0% 
year-on-year, reflecting the loss of our 44% interest in SFR and 
Polkomtel’s profits, the loss of interest income from investment 
disposals and mark-to-market items charged through finance costs, 
partially offset by a reduction in shares arising from the Group’s share 
buyback programme. Basic earnings per share was 13.74 pence (2011: 
15.20 pence), reflecting the profit on disposal of our 44% interest in SFR 
and 24.4% interest in Polkomtel and lower impairment charges 
compared to the prior financial year, all of which are excluded from 
adjusted earnings per share. 

2012 
£m

2011 
£m

Profit attributable to equity shareholders 6,957 7,968

Pre-tax adjustments: 
 Impairment loss1 4,050 6,150
 Other income and expense1 2 (3,705) 72
 Non-operating income and expense1 3 162 (3,022)
 Investment income and financing costs4 (138) (1,695)

369 1,505

Taxation1 242 (697)
Non-controlling interests (18) –
Adjusted profit attributable to equity 
shareholders 7,550 8,776

Million Million

Weighted average number of shares outstanding 
 Basic 50,644 52,408
 Diluted 50,958 52,748

Notes:
1 Taxation for the 2012 financial year includes a £206 million charge in respect of the disposal of the Group’s 

24.4% interest in Polkomtel. The 2011 financial year included £929 million credit in respect of a tax 
settlement and a £208 million charge in respect of the disposal of the Group’s 3.2% interest in China Mobile 
Limited. The impairment charges of £4,050 million and £6,150 million in the 2012 and 2011 financial years 
respectively do not result in any tax consequences. The disposal of our 44% interest in SFR did not give rise 
to a tax charge.

2 Other income and expense for the 2012 financial year includes a £3,419 million gain on disposal of the 
Group’s 44% interest in SFR and a £296 million gain on disposal of the Group’s 24.4% interest in Polkomtel. 
The 2011 financial year includes £56 million representing the net loss on disposal of certain Alltel 
investments by Verizon Wireless. This is included within the line item “Share of results in associates” in the 
consolidated income statement. 

3 Non-operating income and expense for the 2011 financial year includes £3,019 million profit arising on the 
sale of the Group’s 3.2% interest in China Mobile Limited.

4 See notes 2 and 3 in “Net (financing costs)/investment income” on page 40.

Europe
Germany

£m
Italy
£m

Spain
£m

UK
£m

Other
£m

Eliminations
£m

Europe
£m

% change

£m Organic

Year ended 31 March 2012
Revenue 8,233 5,658 4,763 5,397 8,352 (222) 32,181 0.5 (0.1)
Service revenue 7,669 5,329 4,357 4,996 7,780 (217) 29,914 (0.6) (1.1)
EBITDA 2,965 2,514 1,193 1,294 2,479 – 10,445 (3.5) (4.5)
Adjusted operating profit 1,491 1,735 566 402 1,066 – 5,260 (8.1) (9.6)
EBITDA margin 36.0% 44.4% 25.0% 24.0% 29.7% 32.5%

Year ended 31 March 2011
Revenue 7,900 5,722 5,133 5,271 8,253 (264) 32,015 (2.5) 0.6 
Service revenue 7,471 5,432 4,735 4,931 7,787 (259) 30,097 (3.4) (0.4)
EBITDA 2,952 2,643 1,562 1,233 2,433 – 10,823 (7.1) (3.7)
Adjusted operating profit 1,548 1,903 915 348 1,012 – 5,726 (9.8) (6.1)
EBITDA margin 37.4% 46.2% 30.4% 23.4% 29.5% – 33.8% 
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41Vodafone Group Plc  
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Taxation

 
2012  

£m 
2011  

£m 

Income tax expense 2,546 1,628
Tax on adjustments to derive  
adjusted profit before tax (242) (232)
Tax benefit related to  
settlement of tax cases – 929
Adjusted income tax expense 2,304 2,325
Share of associates’ tax 302 519
Adjusted income tax expense for 
purposes of calculating adjusted 
tax rate  2,606 2,844

Profit before tax 9,549 9,498
Adjustments to derive adjusted  
profit before tax1 369 1,505
Adjusted profit before tax 9,918 11,003
Add: Share of associates’ tax and 
non-controlling interest 382 604
Adjusted profit before tax for the 
purpose of calculating adjusted 
effective tax rate  10,300 11,607

Adjusted effective tax rate 25.3% 24.5%

Note:
1 See “Earnings per share”.

The adjusted effective tax rate for the year ended 31 March 2012 was 
25.3%. This is in line with our mid 20s adjusted effective tax rate 
guidance range. 

The Group’s share of associates’ tax declined due to the absence of 
the tax related to SFR following the disposal of our 44% interest in 
June 2011. 

Income tax expense has increased in the year ended 31 March 2012 
largely due to the favourable impact of a tax settlement in the 2011 
financial year. 

Earnings per share 
Adjusted earnings per share was 14.91 pence, a decline of 11.0% 
year-on-year, reflecting the loss of our 44% interest in SFR and 
Polkomtel’s profits, the loss of interest income from investment 
disposals and mark-to-market items charged through finance costs, 
partially offset by a reduction in shares arising from the Group’s share 
buyback programme. Basic earnings per share was 13.74 pence (2011: 
15.20 pence), reflecting the profit on disposal of our 44% interest in SFR 
and 24.4% interest in Polkomtel and lower impairment charges 
compared to the prior financial year, all of which are excluded from 
adjusted earnings per share. 

2012 
£m

2011 
£m

Profit attributable to equity shareholders 6,957 7,968

Pre-tax adjustments: 
 Impairment loss1 4,050 6,150
 Other income and expense1 2 (3,705) 72
 Non-operating income and expense1 3 162 (3,022)
 Investment income and financing costs4 (138) (1,695)

369 1,505

Taxation1 242 (697)
Non-controlling interests (18) –
Adjusted profit attributable to equity 
shareholders 7,550 8,776

Million Million

Weighted average number of shares outstanding 
 Basic 50,644 52,408
 Diluted 50,958 52,748

Notes:
1 Taxation for the 2012 financial year includes a £206 million charge in respect of the disposal of the Group’s 

24.4% interest in Polkomtel. The 2011 financial year included £929 million credit in respect of a tax 
settlement and a £208 million charge in respect of the disposal of the Group’s 3.2% interest in China Mobile 
Limited. The impairment charges of £4,050 million and £6,150 million in the 2012 and 2011 financial years 
respectively do not result in any tax consequences. The disposal of our 44% interest in SFR did not give rise 
to a tax charge.

2 Other income and expense for the 2012 financial year includes a £3,419 million gain on disposal of the 
Group’s 44% interest in SFR and a £296 million gain on disposal of the Group’s 24.4% interest in Polkomtel. 
The 2011 financial year includes £56 million representing the net loss on disposal of certain Alltel 
investments by Verizon Wireless. This is included within the line item “Share of results in associates” in the 
consolidated income statement. 

3 Non-operating income and expense for the 2011 financial year includes £3,019 million profit arising on the 
sale of the Group’s 3.2% interest in China Mobile Limited.

4 See notes 2 and 3 in “Net (financing costs)/investment income” on page 40.

Europe
Germany

£m
Italy
£m

Spain
£m

UK
£m

Other
£m

Eliminations
£m

Europe
£m

% change

£m Organic

Year ended 31 March 2012
Revenue 8,233 5,658 4,763 5,397 8,352 (222) 32,181 0.5 (0.1)
Service revenue 7,669 5,329 4,357 4,996 7,780 (217) 29,914 (0.6) (1.1)
EBITDA 2,965 2,514 1,193 1,294 2,479 – 10,445 (3.5) (4.5)
Adjusted operating profit 1,491 1,735 566 402 1,066 – 5,260 (8.1) (9.6)
EBITDA margin 36.0% 44.4% 25.0% 24.0% 29.7% 32.5%

Year ended 31 March 2011
Revenue 7,900 5,722 5,133 5,271 8,253 (264) 32,015 (2.5) 0.6 
Service revenue 7,471 5,432 4,735 4,931 7,787 (259) 30,097 (3.4) (0.4)
EBITDA 2,952 2,643 1,562 1,233 2,433 – 10,823 (7.1) (3.7)
Adjusted operating profit 1,548 1,903 915 348 1,012 – 5,726 (9.8) (6.1)
EBITDA margin 37.4% 46.2% 30.4% 23.4% 29.5% – 33.8% 
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Calculation of adjusted effective tax rate

Disclosure of effective tax rate guidance range 

Detailed discussion of lobbying to influence tax policy

Charts of tax revenue by country and type of tax

1

2

3

4

Example:
Vodafone Group  
Tax – Our approach(webdoc) 
Available at: http://www.vodafone.com/content/index/about/sustainability/
sustainability_report/issue_by_issue/tax/our_approach.html 
Access on 28 June 2012

Example:
Vodafone Group  
Tax – Performance data (webdoc). Available at: http://www.vodafone.com/
content/index/about/sustainability/sustainability_report/issue_by_issue/tax/
performance_data.html. Access on 28 June 2012

Contributing to the development of tax policy

We contribute to the development and clarification of tax policy by engaging with governments to ensure regulations promote sustainable 
investment in the markets where we operate.

For example, we chair the Finance Committee of the Cellular Operators Association in India and are a member of the National Tax Committee 
in South Africa, which engages on a wide range of tax issues. We are also engaging with the Government in Turkey on the impact of the tax 
regime on competition within the telecommunications industry. We contribute to tax committees of telecommunication industry organisations in 
Germany, which work on legal developments with tax policy and on tax administration, including the interpretation and application of tax law.

In the UK, our Group Chief Financial Officer is a leading industry representative in the Government’s Business Forum on Business Tax and 
Competitiveness, working to build a more competitive UK tax system.

To promote research into the structure of business taxation and its economic impacts, Vodafone contributes to the funding of the Oxford 
University Centre for Business Taxation, based at the Said Business School.
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Xstrata 
FTSE 350 Extractives highly commended runner up
Xstrata is one of the world’s largest mining and metals companies, and also provides 
technology services used in mining, mineral processors, and metals production. 
It operates in over 20 countries and it is the world’s largest exporter of thermal coal, 
and one of the world’s largest miners in zinc, alloys, copper and nickel.
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Our economic contribution

Revenue $30,499m

Economic value retained 
$1,996m

Payments to suppliers 
$15,393m

Employee wages and benefits+ 

$3,065m

Payments to 
government $3,016m

Payment to providers of capital 
$829m

Corporate social involvement 
(cash spending) $81m

Capital expenditure 
$6,119m
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Xstrata Coal’s Mount Owen mine 
in New South Wales, Australia, has 
used best practice rehabilitation 
techniques to transform mine areas 
into woodland communities.

+ Excluding taxes remitted at the cost of the Group.
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Taxes and royalties
The taxes and royalties Xstrata pays are a significant element of our 
contribution to socio-economic development. At the same time, we 
have a legitimate responsibility to our shareholders to put in place an 
efficient capital structure and ensure Xstrata provides an attractive 
return on investment. In addition to taxes, we also pay mineral royalties 
to governments and sometimes have profit-sharing or other financial 
agreements with local communities.

Our Business Principles commit us to the maximum transparency 
possible in financial reporting without compromising our 
competitiveness. We publicly report our financial, operational and 
sustainability performance in accordance with all relevant legislation 
and leading practices. We support the Extractive Industries 
Transparency Initiative (EITI), which promotes public reporting of 
company payments and government revenues in the extractives sector. 
In 2010, Peru was the only EITI candidate country in which we operated.

Infrastructure development
In addition to the direct economic contribution we make through taxes 
and royalty payments, our operations and projects often develop and 
maintain infrastructure, such as roads, water and power infrastructure 
for their own use, which benefit local communities. Some of these 
infrastructure projects go beyond meeting our own operational needs 
and are funded through our CSI programme for the exclusive benefit 
of nearby citizens.

For example, as part of Xstrata Nickel’s work to develop sustainable 
initiatives in the regional communities near the Falcondo operations, 
the Falcondo Foundation constructed two rural aqueducts in El Verde 
and La Minita, in the Dominican Republic. The aqueducts help resolve 
water supply problems facing the communities, serving more than 820 
families. The aqueduct initiatives also included providing extensive 
training to community members to ensure proper management of 
the system.

Procurement
With supply chain spending across our global operations of 
$15.4 billion annually, our procurement can have a significant 
economic impact on countries, regions, communities and individual 
companies. We utilise ethical business practices throughout our supply 
chain. We seek to work with contractors, suppliers and business 
partners who are committed to SD. 

In accordance with our SD Standards, we work with suppliers, 
contractors and business partners to assess whether their health, safety, 
environmental and community training, practices and performance 
meet our standards. We engage contractors, suppliers and business 
partners through a fair and formal process that requires them to 
comply with our Business Principles, SD Policies and Standards when 
carrying out Xstrata-related work. In each commodity business’s SD 
team, personnel evaluate this component in applications from potential 
new suppliers to assess whether an audit is required. They then notify 
operations if an audit is deemed necessary.

Economic value added

$ million Argentina Australia
Belgium 

& Norway Canada Chile Colombia Germany
New 

Caledonia Peru 
South 
Africa  Spain UK  USA Others*

2010 
Total

Revenues  1,590  8,938  1,270  6,248  4,595  761  393  0  1,798  2,909  1,151  590  256  0  30,499 

Payments to suppliers 
(operating costs)  391  2,901  988  4,100  2,716  234  305  2  420  1,654  840  577  231  34  15,393 

Economic value added  1,199  6,037  282  2,148  1,879  527  88 (2)  1,378  1,255  311  13  25 (34)  15,106 

Payments to government 
(royalties and taxes)  591  1,146  11  120  335  213  16  6  392  87  60  16  0  23  3,016 

Employee wages  
and benefits**  52  1,334  46  642  174  80  23  0  74  434  64  116  12  14  3,065 

Payments to providers 
of capital (dividends  
and net interest)  250  4  0  2  4  0  0 (29)  3 (6)  2  362  237  0  829 

Community investment 
(cash spent)  6  14  0  9  13  3  0  0  10  22  1  0  0  3  81 

Capital expenditure  63  2,509  28  429  442  88  27  1,167  572  644  59  4  2  85  6,119 

Economic value retained  237  1,030  197  946  911  143  22 (1,146)  327  74  125 (485) (226) (159)  1,996 

* Others includes Brazil, Dominican Republic, Papua New Guinea, Luxembourg, Mauritania, Philippines, Republic of Congo, Switzerland and Tanzania.

** Excludes taxes remitted at the cost to the Group.

Note: 2009 payments to government have been restated. A revised table providing comparative figures for 2009 is available on our website www.xstrata.com.
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Revenue $30,499m
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$1,996m

Payments to suppliers 
$15,393m
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$3,065m
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Payment to providers of capital 
$829m

Corporate social involvement 
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$6,119m
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Xstrata Coal’s Mount Owen mine 
in New South Wales, Australia, has 
used best practice rehabilitation 
techniques to transform mine areas 
into woodland communities.

+ Excluding taxes remitted at the cost of the Group.
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Taxes and royalties
The taxes and royalties Xstrata pays are a significant element of our 
contribution to socio-economic development. At the same time, we 
have a legitimate responsibility to our shareholders to put in place an 
efficient capital structure and ensure Xstrata provides an attractive 
return on investment. In addition to taxes, we also pay mineral royalties 
to governments and sometimes have profit-sharing or other financial 
agreements with local communities.

Our Business Principles commit us to the maximum transparency 
possible in financial reporting without compromising our 
competitiveness. We publicly report our financial, operational and 
sustainability performance in accordance with all relevant legislation 
and leading practices. We support the Extractive Industries 
Transparency Initiative (EITI), which promotes public reporting of 
company payments and government revenues in the extractives sector. 
In 2010, Peru was the only EITI candidate country in which we operated.

Infrastructure development
In addition to the direct economic contribution we make through taxes 
and royalty payments, our operations and projects often develop and 
maintain infrastructure, such as roads, water and power infrastructure 
for their own use, which benefit local communities. Some of these 
infrastructure projects go beyond meeting our own operational needs 
and are funded through our CSI programme for the exclusive benefit 
of nearby citizens.

For example, as part of Xstrata Nickel’s work to develop sustainable 
initiatives in the regional communities near the Falcondo operations, 
the Falcondo Foundation constructed two rural aqueducts in El Verde 
and La Minita, in the Dominican Republic. The aqueducts help resolve 
water supply problems facing the communities, serving more than 820 
families. The aqueduct initiatives also included providing extensive 
training to community members to ensure proper management of 
the system.

Procurement
With supply chain spending across our global operations of 
$15.4 billion annually, our procurement can have a significant 
economic impact on countries, regions, communities and individual 
companies. We utilise ethical business practices throughout our supply 
chain. We seek to work with contractors, suppliers and business 
partners who are committed to SD. 

In accordance with our SD Standards, we work with suppliers, 
contractors and business partners to assess whether their health, safety, 
environmental and community training, practices and performance 
meet our standards. We engage contractors, suppliers and business 
partners through a fair and formal process that requires them to 
comply with our Business Principles, SD Policies and Standards when 
carrying out Xstrata-related work. In each commodity business’s SD 
team, personnel evaluate this component in applications from potential 
new suppliers to assess whether an audit is required. They then notify 
operations if an audit is deemed necessary.

Economic value added

$ million Argentina Australia
Belgium 

& Norway Canada Chile Colombia Germany
New 

Caledonia Peru 
South 
Africa  Spain UK  USA Others*

2010 
Total

Revenues  1,590  8,938  1,270  6,248  4,595  761  393  0  1,798  2,909  1,151  590  256  0  30,499 

Payments to suppliers 
(operating costs)  391  2,901  988  4,100  2,716  234  305  2  420  1,654  840  577  231  34  15,393 

Economic value added  1,199  6,037  282  2,148  1,879  527  88 (2)  1,378  1,255  311  13  25 (34)  15,106 

Payments to government 
(royalties and taxes)  591  1,146  11  120  335  213  16  6  392  87  60  16  0  23  3,016 

Employee wages  
and benefits**  52  1,334  46  642  174  80  23  0  74  434  64  116  12  14  3,065 

Payments to providers 
of capital (dividends  
and net interest)  250  4  0  2  4  0  0 (29)  3 (6)  2  362  237  0  829 

Community investment 
(cash spent)  6  14  0  9  13  3  0  0  10  22  1  0  0  3  81 

Capital expenditure  63  2,509  28  429  442  88  27  1,167  572  644  59  4  2  85  6,119 

Economic value retained  237  1,030  197  946  911  143  22 (1,146)  327  74  125 (485) (226) (159)  1,996 

* Others includes Brazil, Dominican Republic, Papua New Guinea, Luxembourg, Mauritania, Philippines, Republic of Congo, Switzerland and Tanzania.

** Excludes taxes remitted at the cost to the Group.

Note: 2009 payments to government have been restated. A revised table providing comparative figures for 2009 is available on our website www.xstrata.com.
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Disclosure of tax payments as part of overall economic contribution

Analysis of taxes and royalties paid by country

Details of engagements with governments and regulators in connection with the development of tax policy

Comment on balancing different stakeholders’ interests in relation to tax

Comments on support for transparency initiatives
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Issue  Relevant stakeholders Xstrata’s response

Economic

Executive remuneration Investment community

Employees

Media

Xstrata’s remuneration policy is designed to attract, retain and motivate the highly 
talented individuals needed to deliver its business strategy and maximise shareholder 
wealth creation. The Board Remuneration Committee considers the following 
principles when setting remuneration:

 Remuneration supports Xstrata’s strategy and is aligned with  
shareholders’ interests;

 Total reward levels are intended to be within the top quartile for outstanding 
performance measured against global mining and FTSE 100 peers;

 A high proportion of remuneration should be ‘at risk’;

 Performance-related remuneration comprises at least 50% of total potential 
remuneration for executive management; 

 Performance-related payments are subject to demanding short-term and 
long-term performance targets; and

 Individual performance criteria include SD performance  
targets, including occupational health, safety performance, people 
development, environmental performance and community engagement.

See the Remuneration Report available in the Xstrata Annual Report 2010.

Amendments to mineral 
taxation and royalty regimes

Governments

Regulators

Industry bodies

Industry partners

Mining involves substantial long-term investment and requires stable, clear fiscal 
frameworks. We engage with governments to advocate equitable, unambiguous 
legislation governing mining revenues, balancing the requirement to attract investment 
by responsible and accountable mining companies to develop operations that are 
sustainable throughout the economic cycle with the need to ensure mining contributes 
to the economic development of host nations.

In Australia, Xstrata engaged with the federal government on the proposed Mining 
Minerals Rent Tax (MMRT). Following signed heads of agreement between the 
government, Xstrata and other mining companies a policy transition group (PTG) was 
established to advise the government on the implementation of the MRRT agreement. 
The PTG submitted their report to government in October 2010 and the government is 
expected to issue a formal response in the first half of 2011. Royalty credits is still the 
key issue that needs to be resolved.

Xstrata South Africa was involved in the review and revision of the Mining Charter 
and New Mining code through its membership of the Chamber of Mines. Xstrata 
South Africa developed a proposal on the revision highlighting our position, 
opportunities and concerns which were used in briefings with a number of 
government departments.

In Canada, Xstrata Nickel, Xstrata Copper and Xstrata Zinc jointly participated in the 
consultation process for proposed revisions to the Quebec and Ontario mining laws.

Extractive Industries 
Transparency Initiative (Peru)

Peruvian national, 
regional and 
local government

Industry bodies

NGOs

Investment community

We actively engage in the process to implement the EITI in Peru, including 
participating as the alternate national mining industry representative. 

We discuss transparency and distribution of mining revenues with government 
and regulators in several operating regions.
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Taxes and royalties
The taxes and royalties Xstrata pays are a significant element of our 
contribution to socio-economic development. At the same time, we 
have a legitimate responsibility to our shareholders to put in place an 
efficient capital structure and ensure Xstrata provides an attractive 
return on investment. In addition to taxes, we also pay mineral royalties 
to governments and sometimes have profit-sharing or other financial 
agreements with local communities.

Our Business Principles commit us to the maximum transparency 
possible in financial reporting without compromising our 
competitiveness. We publicly report our financial, operational and 
sustainability performance in accordance with all relevant legislation 
and leading practices. We support the Extractive Industries 
Transparency Initiative (EITI), which promotes public reporting of 
company payments and government revenues in the extractives sector. 
In 2010, Peru was the only EITI candidate country in which we operated.

Infrastructure development
In addition to the direct economic contribution we make through taxes 
and royalty payments, our operations and projects often develop and 
maintain infrastructure, such as roads, water and power infrastructure 
for their own use, which benefit local communities. Some of these 
infrastructure projects go beyond meeting our own operational needs 
and are funded through our CSI programme for the exclusive benefit 
of nearby citizens.

For example, as part of Xstrata Nickel’s work to develop sustainable 
initiatives in the regional communities near the Falcondo operations, 
the Falcondo Foundation constructed two rural aqueducts in El Verde 
and La Minita, in the Dominican Republic. The aqueducts help resolve 
water supply problems facing the communities, serving more than 820 
families. The aqueduct initiatives also included providing extensive 
training to community members to ensure proper management of 
the system.

Procurement
With supply chain spending across our global operations of 
$15.4 billion annually, our procurement can have a significant 
economic impact on countries, regions, communities and individual 
companies. We utilise ethical business practices throughout our supply 
chain. We seek to work with contractors, suppliers and business 
partners who are committed to SD. 

In accordance with our SD Standards, we work with suppliers, 
contractors and business partners to assess whether their health, safety, 
environmental and community training, practices and performance 
meet our standards. We engage contractors, suppliers and business 
partners through a fair and formal process that requires them to 
comply with our Business Principles, SD Policies and Standards when 
carrying out Xstrata-related work. In each commodity business’s SD 
team, personnel evaluate this component in applications from potential 
new suppliers to assess whether an audit is required. They then notify 
operations if an audit is deemed necessary.

Economic value added

$ million Argentina Australia
Belgium 

& Norway Canada Chile Colombia Germany
New 

Caledonia Peru 
South 
Africa  Spain UK  USA Others*

2010 
Total

Revenues  1,590  8,938  1,270  6,248  4,595  761  393  0  1,798  2,909  1,151  590  256  0  30,499 

Payments to suppliers 
(operating costs)  391  2,901  988  4,100  2,716  234  305  2  420  1,654  840  577  231  34  15,393 

Economic value added  1,199  6,037  282  2,148  1,879  527  88 (2)  1,378  1,255  311  13  25 (34)  15,106 

Payments to government 
(royalties and taxes)  591  1,146  11  120  335  213  16  6  392  87  60  16  0  23  3,016 

Employee wages  
and benefits**  52  1,334  46  642  174  80  23  0  74  434  64  116  12  14  3,065 

Payments to providers 
of capital (dividends  
and net interest)  250  4  0  2  4  0  0 (29)  3 (6)  2  362  237  0  829 

Community investment 
(cash spent)  6  14  0  9  13  3  0  0  10  22  1  0  0  3  81 

Capital expenditure  63  2,509  28  429  442  88  27  1,167  572  644  59  4  2  85  6,119 

Economic value retained  237  1,030  197  946  911  143  22 (1,146)  327  74  125 (485) (226) (159)  1,996 

* Others includes Brazil, Dominican Republic, Papua New Guinea, Luxembourg, Mauritania, Philippines, Republic of Congo, Switzerland and Tanzania.

** Excludes taxes remitted at the cost to the Group.

Note: 2009 payments to government have been restated. A revised table providing comparative figures for 2009 is available on our website www.xstrata.com.
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Total Tax Contribution
Surveying The Hundred Group Corporate 

income tax –  
a global 
analysis  

Understanding regional comparisons, how rates have 
moved over time and how statutory rates differ from 
the amounts actually paid. 

www.pwc.com/payingtaxes

Paying
Taxes
2013
The global picture

www.pwc.com/payingtaxes

PwC has long been at the forefront of thinking around 
transparent tax reporting.



Key contacts:

PwC has a strong network of people who can advise you on how to 
develop your reporting to best meet the needs of your business, the 
board and external stakeholders. To discuss reporting insights for 
your organisation, please speak to your usual contact or one of 
these people:

PwC firms provide industry‑focused assurance, tax and advisory services to enhance value for their clients. More than 161,000 people in 154 countries in firms across 
the PwC network share their thinking, experience and solutions to develop fresh perspectives and practical advice. See www.pwc.com for more information.

This publication has been prepared for general guidance on matters of interest only, and does not constitute professional advice. You should not act upon the information 
contained in this publication without obtaining specific professional advice. No representation or warranty (express or implied) is given as to the accuracy or completeness 
of the information contained in this publication, and, to the extent permitted by law, PricewaterhouseCoopers LLP, its members, employees and agents do not accept or 
assume any liability, responsibility or duty of care for any consequences of you or anyone else acting, or refraining to act, in reliance on the information contained in this 
publication or for any decision based on it.

© 2012 PricewaterhouseCoopers LLP. All rights reserved. In this document, “PwC” refers to PricewaterhouseCoopers LLP (a limited liability partnership in the United 
Kingdom), which is a member firm of PricewaterhouseCoopers International Limited, each member firm of which is a separate legal entity.
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Andrew Packman 
Leader – Total Tax Contribution 
Tel: +44 (18) 9552 2104 
email: andrew.packman@uk.pwc.com

Janet Kerr 
Senior Manager  
Tel: +44 (20) 7804 7134 
email: janet.kerr@uk.pwc.com

Thomas Dane 
Manager 
Tel: +44 (20) 7804 7712  
email: thomas.a.dane@uk.pwc.com

Valter Deperon 
Senior Associate 
Tel: +44 (0) 20 7804 1165  
email: valter.deperon@uk.pwc.com



www.pwc.com/corporatereporting 


