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Farm-in Agreements

This Commissioner’s practice outlines the Commissioner’s treatment of certain issues when
assessing farm-in agreements and farm-in transactions.

Significant changes were made to the farm-in provisions of the Duties Act 2008 on (Royal
Assent Date), some of which apply to agreements dated on or after 28 November 2018 or
1July 2008. Except where specified, this practice provides guidance on how the Commissioner
will apply the provisions for transactions dated after (Royal assent date).

Background

Farm-in fransactions

ho holds a mining tenement, an
mining tenement (the farmor),
must prov de that if the farmee conducts
ey will be entltled to an ln’ferest in that

A farm-in transaction is an agreement between a perso

Division 9 of Chapter 2 Part 5 of the f ¢ t%’OOS {Duties Act} provides for a duty concession
for a farm-in transaction if . Ertathie ditions are met. Duty will generally apply to the amount
or value of any considera i proﬁé@ “directly from the farmee to the farmor but will not apply
to any amounts spent by the.farmee on exploration of the tenements.2 Nominal duty will be

charged if there is no considera tion other than the exploration obligation.

g

If further consideration is to be paid at the time an interest in the tenement is transferred, or
when a derivative mining right is granted or transferred, duty will generally apply to the transfer
or grant based on that consideration.? If there is no further consideration, the transfer or grant
will be exempt from duty.

Farm-in agreements

A farm-in agreement is an agreement that contains at least one farm-in transaction and may
include other dutiable transactions such as an agreement to transfer an interest in a mining
tenement, the acquisition of a derivative mining right or the grant of an option to acquire an
inferest in a mining tenement or a derivative mining right.

Other transactions that form part of a farm-in agreement are separately assessed for duty if
they are dutiable transactions. Liability for all the dutiable transactions in the farm-in
agreements arises when the agreement is made.

1 The required exploration must be to a specified value or outcome, for example spending $500,000 on
exploration, or drilling 50 holes to a depth of at least 100 metres.

2 Duties Act s 9iP.
3 Duties Act s 91R.
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In general, for the concession to apply to a farm-in transaction, the farmee must not have any
interest? in the tenements or derivative mining right the subject of the agreement when it is
made,

Exampie 1

Mr A holds a group of exploration licences. He enters into an agreement with B Exploration Ltd
as follows:

1. B Exploration agrees to purchase a 20 per cent interest in the tenements for $50,000.

2. If B Exploration spends at least $200,000 on exploration in the 12 months following the
agreement (the first exploration period} they will be entitled to an additional 31 per cent
interest in the tenements.

3.  If B Exploration spends a further $500,000 within two years following the first exploration
period (the second exploration period) they will be entitled to an additional 29 per cent
interest in the tenements. ;

4.  If B Exploration completes both exploration requirginients they have the option to acquire

%is an agreement to transfer an
s are farm-in transactions. The

interest in a mining tenement. The second and th
' interest in a mining tenement.

fourth transaction is the grant of an optionde

As the agreement contains at [east i saction, it is a farm-in agreement. As B
Exploration doesn’t hold any intere

Replacement mining teng, mg;_ivat.v’ve mining righis

Due to the length of time beii arm-in agreement being eniered into and completed, some
of the mining tenementis or de ve mining rights in the agreement may be replaced hefore an
interest is transferred or a derivative mining right is granted.

A replacement mining tenement is a mining tenement that is granted after the farm-in agreement
is made and is over the same land, or part of the same land, as other tenements that were in the
criginal agreement. The most common example of this is where a mining lease is granted over
land that formed part of one or more exploration or prospecting licences that were included in
the agreement.

A replacement derivative mining right is a derivative mining right that is granted after the farm-in
agreement is made. It must relate to the same land or part of the same land, and must not
authorise any mining that was not authorised under the original right other than as a result of
the conversion. The most common example is where a derivative mining right relates to an
exploration licence, part of the exploration licence is converted to a mining lease, and a new
derivative mining right is granted over that mining lease that relates to the same minerals.

In general the transfer of an interest in a replacement mining tenement or replacement
derivative mining right, or the grant of a replacement derivative mining right, will be treated the
same as the grant or transfer of the interest it replaced.

4 The farmee must not hold any interest in any of the tenements, and must not be the holder of a derivative
mining right that authorises exploitation of land the subject of any of the tenements.

05060789 Page 2 of 7




Example 2

C Mining Pty Ltd holds two adjacent exploration licences. C Mining enters into a farm-in
agreement with D Mining Pty Ltd, so that if D Mining spends $500,000 on exploration it wili be
entitled to a 30 per cent interest in the licences.

Before D Mining completes its exploration, C Mining applies for a mining lease over an area
covering part of both exploration licences. The mining lease granted to C Mining will be a
replacement mining tenement in respect of the exploration licences. ‘

Example 3

fron Exploration Pty I.td holds an exploration licence. Iron Exploration enters into a farm-in
agreement with Lithium Exploration Pty Ltd, so that if Lithium Exploration spends $200,000 on
exploration it will be granted a 100 per cent interest in lithium rights over the licence.

Before Lithium Exploration completes the exploration requirement, Iron Exploration applies for
a mining lease over part of the exploration licence. lf_lthhium Exploration completes its
exploration and is granted rights to lithium over the new mihing lease, this will be a replacement
derivative mining right in respect of the right that originally contemplated over the
exploration licence.

iginally ‘contemplated right, this is only
a mining lease. If the derivative mining
ilgl not be a replacement derivative mining

While the new right will authorise mining beyont .
because of the conversion of the mining tenemen
right also granted rights to anather mineral
right.

Exploration

e to engage in exploration of mining tenements. For a
ovember 2018, exploration can include development of a
mining tenement, such as Fworks.® For farm-in agreements dated on or after 28
November 2018, exploration only includes development carried out solely for the purpose of
facilitating exploration or otherwise incidentally to exploration.® See Revenue Ruling DA 16 for
guidance on the Commissioner’s interpretation of exploration for the purposes of a farm-in
transaction.

All farm-in fransactions regire th
farm-in agreement dated

A farm-in transaction may allow the farmee to spend money on administrative costs when
completing the exploration requirement. This may count as exploration expenditure, subject to
any conditions imposed by the Commissioner.”

Adding new farm-in transactions to a farm-in agreement

The concession may apply to a new farm-in transaction that is added to an existing farm-in
agreement. |twill apply if the transaction applies to mining tenements or derivative mining rights
that were part of the original agreement® and the farmee does not hold any interest in the
relevant mining tenements or the Commissioner is satisfied the farmee does not hold any
interest in the relevant derivative mining rights.

Duties Act Schedule 3, paragraph 64.
Duties Act Schedule 3 paragraph 67,
Duties Act s 91N(B).

The additional farm-in transaction may also include a replacement tenement or derivative mining right that
applies to the same land as the original tenement or right.

(] ~ @ (4]
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Variations to farm-in transactions

The concession may continue to apply when the transaction is varied to add an extra mining
tenement or derivative mining right if:® '

. the added tenement is a prospecting licence or exploration licence, or the added derivative
mining right relates to a prospecting licence or exploration licence and

o the relevant tenement or derivative mining right was granted after the farm-in transaction
was made and

° the variation occurs within three months after the relevant mining tenement or derivative
mining right was granted, or within a longer period allowed by the Commissioner.

The concession may also continue to apply when there is a variation to the transaction that
allows the farmee to earn a greater interest in the relevant tenement or derivative mining right.
The farmee must not hold an interest in the relevant mining tenement, or an interest in the
relevant derivative mining right when the variation is made,2

Commissioner’s Practice

ust obtain the interest in the relevant
ey have met the exploration requirement
ent can be a requirement to spend a particular
mount), to meet a particular outcome, or a

1. To qualify as a farm-in transaction,
mining tenement or derivative minir

amount on exploration (thé {
combination of both.

olves spending a particular amount of money on
) may allow expenditure on administrative costs to be
{genditure, subject to any limits or other conditions imposed by

2. i an exploration
exploration, the Com
counted as exploration
the CGommissioner.

3. Where possible, the Commissioner will align the operation of exploration requirements
under farm-in agreements with those contained in the Mining Act 1978 and the Mining
Regulations 1981. On that basis the Commissioner will generally consider that
administrative expenses will gqualify as amounts spent on exploration if they do not exceed
20 per cent of the exploration requirement.

Administrative costs not specified in original agreement

4. When the exploration requirement in a farm-in agreement allows for amounts to be spent
on administrative costs, but does not limit the amount the farmee may spend on these
costs, the Commissioner will accept that the administrative costs form part of the
exploration amount for the purposes of assessing the farm-in transaction.

5. If the farmee completes the exploration requirement and the parties seek to transfer an
interest in the tenement or a derivative mining right, or grant a derivative mining right, to
the farmee, the Commissioner will verify the exploration requirement has been met and
confirm how much was spent on administrative expenses.

8 Duties Act s 91T.
W Duties Act s 91T.
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8. If the Commissioner is satisfied the total amount spent on exploration including
administrative costs is at least the required exploration amount, and the amount spent on
administration was less than 20 per cent of the exploration amount, the Commissioner will
consider the exploration requirement to be met and will assess the transfer or grant as
being in accordance with the farm-in transaction.”

7. If the amount spent on administrative costs is greater than 20 per cent of the total
expenditure, but the amount spent excluding administrative costs is at least 80 per cent
of the exploration amount, the Commissicner will accept that the exploration requirement
has been met. The Commissioner may investigate whether the administrative cosis were
legitimately incurred by the farmee in the course of exploration. Duty may be charged on
any amounts not legitimately incurred by the farmee as they may be consideration for the
transfer of an interest in the tenement, or the grant or transfer of a derivative mining right.

Example 4

A farm-in transaction includes an exploration requirement:for the farmee to spend $500,000
on exploration to earn a 30 per cent interest in an exp _ n licence. The agreement defines
various exploration activities that qualify under the agr ment, including administrative costs,

The Commissioner accepts that the agreemen
farm-in transaction, and assesses the transaction:

ets the requirements for a concessional
"mominal duty of $20.

Twelve months later the farmee provides
$800,000 on exploration, including
transfer of a 30 per cent interestip
the notice as evidence the exploral

1o the farmor showing they have spent
Iministrative costs. The parties execute a
ent and lodge it with the Commissioner, providing
ment has been met.

Even though the amount s nt jn nistration is more than 20 per cent of the exploration
amount, the farmee has spent $45 00Gon exploration excluding administration, which is more
than 80 per cent of the exploration‘amount. The Commissioner will accept that the exploration
requirement has been met, anditle transfer is in accordance with the farm-in transaction.

As the amount spent on administrative costs is more than 20 per cent of the total expenditure,
the Commissioner will request details of the administrative costs and may include some or all of
these amounts as consideration for the transfer of an interest in the mining tenement if they are
not genuine expenses incurred by the farmee during exploration.

Evidence of completing the exploration requirement

8. To assess a transfer of a mining tenement or derivative mining right, or a grant of a
derivative mining right, as in conformity with a farm-in fransaction, the Commissioner must
be satisfied the exploration requirement has been fulfilled.

9. The Commissioner will usually be satisfied by correspondence from the farmee o the
farmor which includes details of amounts spent or activities completed as evidence of
exploration expenditure.

10. The Commissioner may ask for additional evidence that the farmee met the exploration
requirement if the correspondence is unclear or does not provide a breakdown of the
exploration amount (if relevant), or if the Commissioner is otherwise not satisfied with the
evidence. The additional evidence may be in the form of tenement reports provided to the

i i there is no consideration at the time of the transfer or grant, it will be assessed as no double duty. Duty will
be charged on the consideration at the time of the transfer or grant.
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Department of Mines, Industry Regulation and Safety, or other evidence of expenditure
such as receipts from the farmee hiring eguipment or personnel to explore the tenement.

Right to exploit a mining tenement or derivative mining right

1.

12.

13.

15.

16.

A farm-in transaction will not be entitled to the concession if the farmee holds a derivative
mining right that authorises exploitation of the land the subject of a relevant mining
tenement,

Generally, a derivative mining right will authorise exploitation of the land if it allows the
holder to conduct mining operations on the mining tenement, or contemplates mining
operations on a replacement tenement. Examples include:

121  rights o a particular mineral or minerals, or to a percentage interest in a mineral or
minerals or

12.2  rights to conduct mining operations in exchange. for a royalty or other payment.

kise exploitation of land the subject

e

Examples of derivative mining rights that do not at
of a relevant mining tenement include:

13.1  rights granted to conduct due dilige \/“.g/r‘a prOJect before entering info a b:ndlng

agreement {including a farm-i
13.2 rights granted to a farmee u

required under that %%
13.3 rights relatmg to access oyera

in agreement to conduct exploration

licence or exploration licefice, or a derivative mining right in relation to a prospecting
licence or exploration licence, is granted after the farm-in transaction is made and added
to the transaction within three months after the tenement or right is granted, or another
period allowed by the Commissioner.

The Commissioner will generally extend the time up to 12 months after a new tenement or
derivative mining right is granted if there is a reasonable explanation for the delay. The
circumstances must have been a significant factor in why the tenement or right was not
added within three months of granting. Examples include:

151  the mining tenement includes private land, and the parties do not wish o add the
tenement to the farm-in transaction until negotiations with the landowner for
access or compensation are complete

15.2 an unrelated party disputes the grant of the tenement and the farmee does not
want the tenement included until the dispute is resolved by the Warden's Court or

15.3 in the case of a derivative mining right, the grant of the right to the farmor does not
include provisions for including the right in a farm-in transaction, and the delay is
due to the farmor negotiating for those provisions to be added.

The Commissioner will only allow the concession to apply to an exploration or prospecting
licence that is added to a farm-in transaction more than 12 months after it is granted if
there are genuinely exceptional circumstances not in control of the parties to the farm-in
transaction that caused the delay.
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Holding an interest in a detivative mining right

17.

18.

19.

20.

Some provisions relating o farm-in agreements and transactions do not apply if the
farmee holds an interest in a specific derivative mining right, or an interest in a derivative
mining right that relates to a tenement in the agreement. Examples include:

171 a transaction cannot be a concessional farm-in transaction if the farmee holds a
derivative mining right that allows exploitation of the relevant mining tenement™ or

17.2  an additional farm-in transaction can only be a concessional farm-in transaction if
the Commissioner is satisfied the farmee is not the holder, or one of the holders, of
any relevant derivative mining right for the additional farm-in transaction.™

As there is no register of derivative mining rights over mining tenements, the
Commissioner will consider the instrument that grants the derivative mining right to
determine when the farmee becomes a holder of that right.

“holds a derivative mining right, or
done everything required under an

The Commissioner will usually be satisfied the far
an interest in a derivative mining right, when they
instrument that grants or transfers such arigh

derivative mining right, or an interestin
nsider the farmee to hold the right, or an
eted all requirements under the farm-in
-in transaction, this may include:

If a farm-in transaction allows the farmee to =
a derivative mining right, the Commissigner w
interest in the right, when they hav.g co

201 completing the expl ent for the farm-in transaction
20.2 paying an amour : “after the exploration requirement is complete
20.3 giving notice to.the farmor that the exploration requirement has been met or

20.4 formally exercising ht to be granted a derivative mining right.

Date of Effect

?his Commissioner's practice takes effect from DD Month YYYY.

Commissioner's name
COMMISSIONER OF STATE REVENUE

DD Month YYYY

Commissioner’s Practice History

Commissioner’s.
Practice

. Datesofeffect

Cgssued . e Tl
o . From o To

DA540

12

13

Duties Act s 91L.(4).
Duties Act s 915 (4).
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Government of Western Australia
Department of Finance
RevenueWA

Revenue Ruling
DA 16.0

Exploration for Farm-in Transactions

1. This ruling provides guidance on the Commissioner’s interpretation of exploration for the
purposes of farm-in transactions and farm-in agreements.”

Background

2. The Duties Act 2008 (Duties Act) contains specific provisions for assessing farm-in
transactions in Chapter 2 Part 5 Division 9.

3. A farmor is a person who holds a mining tenement, an interest in a mining tenement, or a
derivative mining right over a mining tenement.

4. A farmeeis a person who enters into an agreement with the farmor (a farm-in transaction?)
to fulfil an exploration requirement on the tenement in exchange for an interest in the .
tenement, or a derivative mining right that relates to the tenement, or an interest in the
farmor’s derivative mining right. "’ﬁw

5. A farm-in agreement® is an agreement betwgeﬁ@ farmorﬂ d farmee that contains at least
one farm-in transaction. It may also con@m ther types of transactions such as an
agreement to transfer an interest in a i @ng tenement, or the grant of an option to acquire
an interest in a mining tenement. -

m&m@ =

6.  Anexploration requrrement%j%\“a re uare ent to:

(a) expend, on e_};ég/]@"r‘a%on fﬁ%rle@“’out by the farmee, an amount specified in, or
determined mi%:ordascé‘“@th the farm-in transaction and/or

(b} carry out explorati
transaction

after the farm-in transaction is made.

7. For the purposes of a farm-in transaction or agreement, exploration® includes

development carried out solely:

(a) for the purpose of facilitating exploration or

(b} otherwise incidentally to exploration

but not capital expenditure for the development of a mining infrastructure or mining
operations.

1 The definition of exploration in this ruling applies to a farm-in agreement entered into on or after
28 November 2018. Duties Act Schedule 3, Paragraph 67.

2 Duties Act 5 91M.

3 Duties Act s 91L.

4 Duties Act s 91N.

5 Duties Act s 91K as inserted by the Duties Amendment (Farm-in Agreements) Act 2022.
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8. The Commissioner may allow expenditure on administrative costs that would not
otherwise be regarded as expendiiure on exploration {0 be freated as if it were spent on
_exploration, subject to any limits or other conditions imposed by the Commissicner.® See
Commissioner’s Practice DA 54 for information on these limits and conditions.
Ruling

Meaning of ‘exploration’

9.

10.

11

12.

13.

14.

15.

The term ‘exploration’ is not defined in the Duties Act (other than to include some
development expenses as noted in the definition provided in paragraph 7). it takes onits
ordinary meaning.

The Macquarie Dictionary defines explore as

(a) ‘'to traverse or range over {(a region, etc.) for the purpose of discovery'

(b} ‘tolook into closely, scrutinise, examine'.

in the context of a mining tenement, exploration must involve activities that have a purpose
of discovering mineral bodies or, if a mineral body has been identified, scrutinising or

examining the mineral body to better define the exfent of the body, the degree of
mineralisation, or o determine other factors relev he feasibility of mining.

N mining tenement” include a
g Activities (Development and
ch of these categories.

tnstructions in 'Form 5 Operations Report
distinction between Mineral Exploration Ac
Production) and the activities that wo i

ies described under Mineral Exploration

The Commissioner considers ;
ses of the Duties Act.

Activities to be exploration

¢ activities listed under Mining Activities (Development
ration. They are also not incidental o exploration or to

The Commissionex
and Production) ar
facilitate exploration.

A full list of Mineral Exploration Activities and Mining Activities (Development and
Production) as described in the Mining Regulations 1981 is contained in Annexure 1.

Development for the purposes of facilitating exploration

The definition of exploration includes development that is solely for the purposes of

Facilitate is defined® as ‘to make easier or less difficult; help forward (an action, a

As prescribed in the Mining Regulations 198%; available from https://www.dmp.wa.gov.au/Minerals-Mining-

16.
facilitating exploration.
17.
process, etc.).
6 Duties Act s 91N(8).
7
16304.aspx
8 The Macguarie Dictionary,
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18. For development to be solely to facilitate exploration, it must make the exploration easier,
or less difficult, and have no other purpose. Examples may include:

(a) huilding roads or other access ways that allow people or equnpment used for
exploration to access the tenement more easily

(b} installing generators or power transmission lines to power equipment used for
exploration

(c) installing bores or pipes to provide water necessary for exploration of the tenement or
(d) establishing an exploration base camp.

19. For development of a kind described in paragraph 18 to be solely to facilitate development,
it must be of a suitable scale to apply to the exploration stage of the mining process, and
not for development of an operating mine. If the scale of development is greater than
would be necessary for the exploration stage of mining, the development costs will not be
accepted as being solely to facilitate exploration.

Example 1

A farm-in transaction allows for some of the exploration amount to be spent on power
generating facilities on the tenement. The farmee installs a generator to provide basic power
to the tenement area and to operate lights and some po%ﬁd equipment. This development
would be considered solely to facilitate exploration. ﬁ%f%

o]

Example 2

As part of a farm-in transaction over a late-gtage e??% fétlon I:oenoe the farmee bUI[ds amining
camp that can accommodate up to 100 wo %thi%oompletlng a pre-feasibility study some
personnel are stationed at the car Q;%I%he e elaims the amount spent on developing the

" £l
Unless the farmee can p ro\ﬁ@i%é\ﬂ ﬁce%ﬁaﬁ’? a camp of that size is necessary to conduct
explorat[on of the tenemé{ ﬁf(rathxth to bulld and operate amine), amounts spent on building

Example 3 %ﬁ .

As part of a farm-in transaction, the farmee clears an access track to allow drilling equipment
o access the tenement. The farmee chooses a path that is slightly more expensive than other
option but will be easier to widen and seal if the tenements are developed to an operating mine.

The Commissioner will accept that this development is to facilitate exploration, and the amount
spent on clearing the path can be included as being on exploration.

20. If afarm-in transaction allows for expenditure on development that is not solely incidental
to exploration, but there is no indication of how much will be spent, the Commissioner will
accept that the transaction qualifies as a farm-in transaction.

21. If the farmee meets the exploration requirement for a farm-in transaction referred to in
paragraph 20, and requests a transaction in conformity with the agreement be endorsed
for ‘no double duty’, the Commissioner will determine if there was expenditure on
development that does not facilitate exploration. if there was, the Commissioner will treat
that amount as consideration for the transaction.®

9 Dutfes Act s 91R({4).
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Farm-in transactions with multiple farmors

22.

23.

24.

25.

Ruling History

It is possible for a farmee to enter info an agreement with more than one farmor, either
because the tenements or derivative mining rights in the agreement are held by more than
one person, or because there are distinct tenements or rights in the agreement held by
each farmor.™

If there are multiple farmors because the tenements or rights in the farm-in are jointly held,
and the farmee is earning part of each holder's interest, then it will be a single farm-in
agreement and assessed accordingly. Any consideration provided to any of the farmors
under any of the farm-in transactions in the agreement will be consideration for the
transaction and a single assessment will apply fo the entire agreement.

If there are multiple farmors, each of which hold an interest in different mining tenements
or rights, then the agreement will be a separate farm-in agreement with respect to each
farmor, even if a single exploration requirement applies across all the tenements or rights.

If a single exploration requirement applies to multiple farm-in agreements in the above
scenario, the farmee fulfilling the single exploration requirement will qualify as completing
the requirement for each farm-in agreement. This means any transfer of an interest in a
mining tenement, or the grant or transfer of a derivativezmining right, that is in conformity

' RevenuieRuling. | Issu

DA 16.0

10
1

This will commonly be when the farmors are related.
Provided the other requirements for the no double duty provisions are met.
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ANNEXURE 1

Minerai Exploration Activities

Geological activities

geological mapping, sampling, drilling supervision, core
logging, non-core drill-sample logging, geological data
processing and interpretation, petrology, planning of
exploration programs, report preparation, general
prospecting

Geochemical activities

geochemical sampling, analysis of surface geochemical
samples or subsurface drilling samples, geochemical data
processing and interpretation

Geophysical activities | ground geophysical surveys, downhale logging, geophysical
(surface/subsurface) data processing and interpretation

Airborne geophysical | aerial survey costs, geophysical data processing and
activities interpretation

Remote sensing activities

aerial photography, remote sensing images, photo
interpretation, image processing and interpretation

Mineralogical aclivities
(exploration for diamonds,
heavy mineral sands, etc.)

bulk sampling, mineral sep Fation, mineralogy and analysis of
diamond indicator mine;f?gézf*éf%"g)r other minerals
& %

Surveying activities

gridding, Iig clé“""ﬁéi ,é’%rid tie-if, tenement boundaries, etc.

Core drilling

(T”%%Lyding pre-collar open-hole non-core

Non-core drilling

Costeaning

Field supplies

P
£
i

1 equipment hire, fuel, oil, etc, depreciation of direct

xploration equipment, consumables and supplies, plant and

exploration equipment, wages for non-professional field
personnel

Drafting activities

drafting equipment, consumables and supplies, salaries for
drafting personnel

Travel

travel directly associated with mineral exploration activities
conducted on the tenement

Field camp activities

establishment and maintenance of exploration base camps,
food and accommodation, vehicle costs, contractor
helicopter support

Environmental

environmental studies

Feasibility study activities

Rehabilitation activities™®

12 Rehabilitation activities will be considered incidental to exploration if the rehabilitation relates to other
exploration activities in this list. Where the rehabilitation relates to mining activities the rehabilitation will not be

accepted as exploration.
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Mining Activities {(Development and Production)

Mine planning, open-cut mining, underground mining, shaft sinking, decline construction,
underground drilling, pre-blast bench drilling, ore treatment, construction and maintenance of
ore stockpiles, waste dumps, tailings dams and dumps, etc. care and maintenance on an idle

mining operation.
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Government of Western Australia
2./ Department of Finance
i_ RevenueWA

Fact Sheet

Farm-in Agreements

Chapter 2 Part 5 Division 9 of the Duties Act 2008
As at Date

This fact sheet provides guidance on how duty will apply to farm-in agreements and farm-in
transactions.

Terms used

A derivative mining right is an authorisation granted by the holder of a mining tenement to
another person o conduct mining on that tenement. It may include rights to specific minerals
over the tenement.

For the purposes of the farm-in concession, exploration does not include development of mining
infrastructure or mining operations, but may include development solely to facilitate, or incidental
to, exploration.

A replacement mining tenement is granted after a fagrh—?n trafh§aotion to replace! a tenement
that is part of the transaction and relates only to land covered by tenements that were part of

the transaction. p

A replacement derivative mining right is gr_anteél. aft?’r a féﬁ"m-in transaction to replace a right that
is part of the transaction and relates-orly to élénd covered by rights that were part of the
transaction. < 5y

Replacement mining tenemgmt‘é ahdxr\epﬁlqpemen’r derivative mining rights commonly apply when
amining lease is granted overland th?t was part of an exploration licence or prospecting licence.
"

Farm-in transactions and farm-in‘agreements

A farm-in transaction is an agreement that allows a person (the farmee) to acquire a mining
interest from another person (the farmor) after they conduct exploration on a mining tenement.
There are three types of farm-in transactions:

1, The farmor holds a mining tenement (or is one of the holders), and the farmee will have the
right to acquire part of the farmor’s inferest in the mining tenement.

2. The farmor holds a mining tenement (or is one of the holders), and the farmee will have the
right to be granted a derivative mining right over the mining tenement.

3.  The farmor holds a derivative mining right over a mining tenement, and the farmee will have
the right to acquire part of the farmor’s derivative mining right.

1 Inciuding to substitute, convert or renew.

05060792 Page1of7



In the first two cases it is also possible for the agreement to include:
o a mining tenement that is under application (subject to the grant of the tenement) or

. a mining tenement where the farmor is not the holder but is entitled to be registered as the
holder because they have purchased the tenement, or an interest in the tenement, or have
earned an interest under a previous farm-in agreement.

The exploration requirement for a farm-in transaction is an obligation after the agreement is
made for the farmee to either spend an amount on exploration that is specified in the agreement,
or to carry out exploration to meet a goal specified in the agreement.

Examples: farm-in transaction

. A farmor is the sole owner of an exploration licence. The farmor makes an agreement with
a farmee that if the farmee spends $500,000 on exploring, the farmee will have the right
to a 30 per cent interest in the licence.

° A farmor is the sole owner of an exploration licence. The farmor makes an agreement with
a farmee that if the farmee conducts exploration to the point of completing a bankable
feasibility study, they will have the right to all nickel on the licence.

) A farmor has been granted the rights to iron ore on an explora‘uon licence. The farmor
makes an agreement with a farmee that if the farmeg spends $250,000 exploring the
exploration licence, the farmee will have the rlght toa 50 per cent interest in the iron ore
rights. f g

B 2

A farm-in agreement is a broader agreement that includes at least one farm-in transaction and
may also include other dutiable transactions. \Itis- posable for a farm-in agreement to contain
one farm-in transaction and no other transactlon P

)

Example: farm-in agreement NS ;/_,5
Mr A holds a group of explo{raﬁon i ences Mr A enters inlo an agreement with B Exploration
Ltd as follows: }

1. B Exploration agrees to pﬁrc,h se an immediate 20 per cent interest in the tenements for
$50,000.

2. If B Exploration spends at least $200,000 on exploration in the 12 months following the
agreement (the first exploration period}, they will be entitled to an additional 31 per cent
interest in the tenements.

3.  If B Exploration spends a further $500,000 within two years following the first exploration
period (the second exploration period), they will be enfitled to an additional 29 per cent
interest in the tenements.

4. [f B Exploration completes both exploration requirements, they have the option to acquire
Mr A's remaining 20 per cent interest in the tenements for $500,000.

The agreement contains four transactions. The first is an agreement to transfer an interest in a
mining tenement. The second and third are farm-in transactions. The fourth is the grant of an
option to acquire an interest in a mining tenement.

A farm-in transaction must be lodged with RevenueWA within two months of the agreement
being made. Liability to duty on all dutiable transactions in a farm-in agreement arises when the
agreement is made.
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Concessional farm-in transactions

For a farm-in transaction to be a concessional farm-in transaction it must meet the following
requirements. If not met, the concession will not apply and duty may apply to the transaction
based on the consideration for the transaction or the unencumbered value of the dutiable

property.
If the farmee earns an inferest in one or more mining tenements

When the farm-in agreement is made, the farmee must not hold:

o any interest in a mining tenement that is part of the agreement or

© a derivative mining right that authorises exploitation of land the subject of a mining
tenement that is part of the agreement.

If the farmee completes their exploration obligation and earns an interest in the mining
tenements, the farmor must still retain some interest in the mining fenements.

If the farmee earns a derivative mining right over one or more mining tenements held by the
farmor

When the farm-in agreement is made, the farmee must not ha[d

. any interest in a mining tenement over which a denvatlve mmlng right is to be granted

e a derivative mining right that authorises explmta’uon of a mmlng tenement over which a
derivative mining right is granted or - <

® any interest in the derivative mining rlght“ft'hééubjea&t of the farm-in transaction.

The farmee cannot obtain all of the: nghts*he!d by the farmor, for example, the rights to every
mineral over the whole of the land the subject of’ ‘the tenement.

If the farmee earns an interest rn a de rvatrve mining right held by the farmor:
i

When the farm-in agreement is madé the farmee must not hold:
e any interest in the mining tenement relating to the derivative mining right held by the farmor

o a derivative mining right that allows exploitation of the mining tenement relating to the
derivative mining right held by the farmor or

° any interest in the derivative mining right the subject of the agreement.

if the farmee completes their exploration obligation and earns an interest in the derivative mining
right, the farmor must siill retain some interest in the right.

In each of these cases, the concession will still apply to a farm-in transaction if the farmee ends
up holding a 100 per cent interest in the mining tenement or derivative mining right after other
transactions that are part of the farm-in agreement as long as they do not hold it after that farm-
in transaction.
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Example: farmee acquiring a 100 per cent interast
A farmor holds an exploration licence and enters into the following agreement with a farmee:

. The farmee can earn the right to a 30 per cent interest in the licence by spending
$500,000 on exploration (stage 1).

e After stage 1is complete, the farmee can earn a further 50 per cent interest by spending
an additional $800,000 on exploration (stage 2).

° After stage 2 is complete, the farmee has the option to buy the farmor's remaining 20 per
cent interest for $500,000.

Stage 1and stage 2 are each a farm-in transaction. When each of these stages is complete the
farmor will still retain an interest in the licence. If the option is exercised, the farmor will no longer
have any interest in the licence but this will not prevent the concession applying to the two farm-
in transactions.

i the optioh is exercised, it will be a dutiable transaction and duty will be charged based on the
consideration to be paid or the value of the 20 per cent interest in the licence.

Application of duty

When determining the duty on a concessional farm-in transaction, the consideration will not
include any amounts to be spent on exploration of the r;J.evant mining tenement or derivative
mining right. 2 .

e S
The consideration for a farm-in transaction will inc:ﬁudez'ény payments that are contingent on
future events, such as discovering a particular"qu_antity/ggf mineral or making a decision to mine,
if these events do not occur and the continge}u‘t paymerits are not made, the farmee can apply
for a reassessment of duty, excluding/jhd'se amotnts.? The consideration will also include any
signing fee for entering into the agre’gmen,ﬁ _ f
if there is more than one farrg:iﬁ' tran aét/lpn in a farm-in agreement (commaonly known as a multi-
stage farm-in) and there is Consider tion’'for at least one stage, duty will be charged based on
the sum of the consideration for each farm-in transaction, even if it is not certain the farmee will
enter into those later stages. .~

Nominal duty will apply if there is no consideration for a concessional farm-in transaction or any
of the farm-in transactions {once the exploration requirement is excluded).

Changes to consideration
If the consideration for a farm-in transaction changes before the transaction is completed, the

transaction will be reassessed on the new consideration.

° If the consideration increases the farmee must lodge the instrument increasing the
consideration within two months after the increase.

) If the consideration decreases the farmee can request a reassessment within five years
after the original assessment of duty.

2 A request must be made within the later of five years after the transaction, or 12 months after the day when
the requirements can no longer be met.
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A farm-in transaction will be completed when the farmee has fulfilled the exploration
reguirement and:

° acquires an interest in the tenement
e is granted a derivative mining right or

) acquires an interest in a derivative mining right.
Transactions following a farm-in transaction

If duty is paid on a concessional farm-in transaction, and the farmee has met the exploration
requirement:

e the transfer of an interest in a mining tenement or replacement mining tenement
. the grant of a derivative mining right or replacement derivative mining right or
o the transfer of an interest in a derivative mining right or replacement derivative mining right

will not be chargeable with duty if they are under the farm-in transaction and there is no extra
consideration.

if there is consideration for one of these transactions, duty WIH apply at the general rate based
on that consideration.

f"

Purchase agreements

n/'“

A farm-in transaction may allow for the farmee to‘pay-an amount to the farmor rather than
completing part (but not all) of the exploration requirement under a farm-in transaction.
Consideration of this nature wili be conadera’uon for the farm-in transaction, and not for the
transfer of an interest in a tenement oy for* the g{a’nt ortransfer of a derivative mining right.

< 4

Variations to farm-in transactlons and agreements

Adding an extra farm-in transactron ;
i

After a farm-in agreement is made, the farmor and farmee may add an extra farm-in transaction
(the additional farm-in transaction} to the agreement. This would generally occur after the
existing stages are complete.

The farm-in concession will apply to the additional farm-in transaction if:

s the mining tenements or derivative mining rights in the new transaction were contained in
the original farm-in agreement and

o when the additional farm-in transaction is added to the farm-in agreement the farmee does
not hold any interest in a mining tenement or derivative mining right that is part of the
aclditional farm-in transaction.
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Example

A farmor and farmee enter into a farm-in agreement over mining tenements with the following
conditions:

. The farmee can spend $100,000 on exploring the tenements to earn a 30 per cent interest
in the tenemenis (stage 1).

o After stage 1is complete the farmee can spend a further $200,000 to earn an extra 21 per
cent interest in the tenements (stage 2).

Before stage 1is completed, the farmor and farmee agree to add an exira stage to the agreement:

. After stage 2 is complete the farmee can spend a further $500,000 to earn an extra 29 per
cent interest in the tenements {(stage 3).

As the additional farm-in transaction relates to the same tenements, and is agreed before the
farmee is a holder of any of the tenements, it will be a concessional farm-in transaction.

If stage 1 had been completed and the interest earned under stage 1had been transferred to the
farmee before stage 3 was agreed, the concession would not apply to stage 3.

Adding an extra tenement or derivative right

A farm-in agreement or transaction may allow for addﬁmr@l mining tenements or derivative
mining rights to be added after the agreement is made. .~ \\_

o

e

The concession will apply to an added mining tenem@nt or der[va‘tive mining right if:
/
. the added tenement is, or right relates t({Ha prosp'ectmg licence or exploration licence
f

. the tenement or right was granted after the farm -irftransaction was made and

. the new tenement or right is gdded)wnhif\]/three months after it is granted, or a longer
period allowed by the Comm1:351oger3 Tt

If these conditions are not met the tr}:\nsactlon involving the added mining tenement or derivative
mining right will be separately asse )ed for duty and will not receive the concession.

Increasing the interest to be earned under a farm-in transaction

The parties to a farm-in transaction may agree to increase the interest in a mining tenement or
derivative mining right that will be earned under that transaction.

The concession will apply to the increased interest if the farmee does not hold an interest in the
relevant mining tenement or derivative mining right at the time the interest to be earned is
increased.

The concession will not apply to the increase in interest if the farmee aiready holds an interest
in the tenement or right.

8 See Commissioner's Practice DA 54 ‘Farm-in Agreements'.
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Cancelled farm-in transactions

The general provisions for cancelled transactions apply to farm-in transactions, so that an
exemption applies to a farm-in transaction that is not carried inio effect.

A concessional farm-in transaction cannot be cancelled if the farmee has fulfilled the exploration
requirement for that transaction, even if they have not been transferred an interest or granted a
right under the transaction.

Prospecting licences

A farm-in transaction that only relates to prospecting licences, or to derivative mining rights over
prospecting licences, or both, is not a dutiable transaction and does not need to be lodged with
RevenueWA,

If a farm-in transaction only relates to prospecting licences, but the interest earned by the
farmee is:

o a replacement mining tenement that is not a prospecting licence or

o a replacement derivative mining right that does not relate {o a prospecting licence,

the transaction will become a concessional farm-in transaction at the time the replacement
tenement or right is transferred or granted. An example w,ouT’d(ibe a mining lease that is granted
over the area of one of the prospecting licences before the farmee earns an interest.

In this case the farm-in transaction must be Iodgeci"“wi{th‘;ﬁevenuéWA for assessment, and will
be assessed for duty based on the original terfns of the agreement.

Web Enquiry www.osr.wg‘go\/.au[DL‘Itj_esEnquiry Website WA.gov.au

Office 200 St Geof@gjs Ter'gacer Phone  (08) 9262 1100
Perth WA 8000- 1300 368 364

Postal GPO Box T1600 (WA country landline callers)
Perth WA 6845

Note: This fact sheet provides guidance only. Refer to the Dufies Act 2008 for complete details.

05060792 Page7of7






